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Background

The Office of the Comptroller of the Currency (OCC) was es-
tablished in 1863 as a bureau of the Department of the Trea-
sury. The OCC is headed by the Comptroller, who is appointed
by the President, with the advice and consent of the Senate,
for a five-year term.

The OCC regulates national banks by its power to:

. Examine the banks;

. Approve or deny applications for new charters,
branches, capital, or other changes in corporate or
banking structure;

. Take supervisory actions against banks that do not con-
form to laws and regulations or that otherwise engage
in unsound banking practices, including removal of of-
ficers, negotiation of agreements to change existing
banking practices, and issuance of cease and desist
orders; and

. Issue rules and regulations concerning banking prac-
tices and governing bank lending and investment prac-
tices and corporate structure.

The OCC divides the United States into six geographical dis-
tricts, with each headed by a deputy comptroller.

The OCC is funded through assessments on the assets of na-
tional banks, and federal branches and agencies. Under the
International Banking Act of 1978, the OCC regulates federal
branches and agencies of foreign banks in the United States.

The Comptroller

Comptroller John D. Hawke Jr. has held office as the 28th
Comptroller of the Currency since December 8, 1998, after
being appointed by President Clinton during a congressional
recess. He was confirmed subsequently by the United States
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Senate for a five-year term starting on October 13, 1999. Prior
to his appointment Mr. Hawke served for 3% years as Under
Secretary of the Treasury for Domestic Finance. He oversaw
development of policy and legislation on financial institutions,
debt management, and capital markets; served as chairman
of the Advanced Counterfeit Deterrence Steering Committee;
and was a member of the board of the Securities Investor
Protection Corporation. Before joining Treasury, he was a se-
nior partner at the Washington, D.C. law firm of Arnold & Por-
ter, which he joined as an associate in 1962. In 1975 he left to
serve as general counsel to the Board of Governors of the
Federal Reserve System, returning in 1978. At Arnold & Por-
ter he headed the financial institutions practice. From 1987
to 1995 he was chairman of the firm.

Mr. Hawke has written extensively on the regulation of finan-
cial institutions, including Commentaries on Banking Regula-
tion, published in 1985. From 1970 to 1987 he taught courses
on federal regulation of banking at Georgetown University Law
Center. He has also taught courses on bank acquisitions and
serves as chairman of the Board of Advisors of the Morin Cen-
ter for Banking Law Studies. In 1987 Mr. Hawke served on a
committee of inquiry appointed by the Chicago Mercantile
Exchange to study the role of futures markets in the October
1987 stock market crash. He was a founding member of the
Shadow Financial Regulatory Committee, and served on it
until joining Treasury.

Mr. Hawke was graduated from Yale University in 1954 with a
B.A. in English. From 1955 to 1957 he served on active duty with
the U.S. Air Force. After graduating in 1960 from Columbia Uni-
versity School of Law, where he was editor-in-chief of the Co-
lumbia Law Review, Mr. Hawke clerked for Judge E. Barrett
Prettyman on the U.S. Court of Appeals for the District of Colum-
bia Circuit. From 1961 to 1962 he was counsel to the Select
Subcommittee on Education, U.S. House of Representatives.

The Quarterly Journal is the journal of record for the most significant actions and policies of the Office of the Comptroller of the Currency. It is
published four times a year. The Quarterly Journal includes policy statements, decisions on banking structure, selected speeches and congres-
sional testimony, material released in the interpretive letters series, statistical data, and other information of interest to the administration of
national banks. Send suggestions or questions to Rebecca Miller, Senior Writer-Editor, Communications Division, Comptroller of the Currency,
Washington, DC 20219. Subscriptions are available for $100 a year by writing to Publications—QJ, Comptroller of the Currency, P.O. Box 70004,
Chicago, IL 60673-0004. The Quarterly Journal is on the Web at http://www.occ.treas.gov/qj/qj.htm.
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Condition and Performance of Commercial Banks

Summary

The profitability of the commercial banking industry in-
creased in the third quarter 1999 to record levels. Return
on equity (ROE) for banks reached 16.6 percent for the
three months ending September 30, 1999, up from 14.5
percent in the second quarter, and 13.3 percent in the
third quarter one year ago.

Trends that have bolstered bank earnings during the eco-
nomic expansion of the 1990’s continued—strong growth
in noninterest income and low loss provisioning. In addi-
tion, the industry’s net interest margin increased slightly
after declining over the last six years.

The profitability of larger banks drives industry aggregate
profitability. As has been the case for several years, 1
percent of banks held two-thirds of bank assets and con-
tributed almost 80 percent of industry noninterest income.
A major contributor to the jump in third quarter profits re-
sulted from a few one-time transactions by large banks,
including asset sales.

While large bank profits fuel industry earnings, the credit
quality of some categories of loans has softened, particu-
larly in larger banks. Additionally, smaller banks contin-
ued to feel a profit squeeze.

Unprecedented High Level and
Longevity of Bank Profitability

Banks reported $19.4 billion in net income for the three
months ending September 30, 1999, a record level. Net
income had been $17.0 billion in the second quarter, and
$18.0 billion in the first quarter, the previous record. Both
return on assets and return on equity reached record lev-
els for the banking industry as a whole.

The economic expansion of the 1990s has been unprec-
edented and has contributed in a major way to the level
and longevity of bank profitability. Since the last reces-
sion in 1991, bank profitability has risen to and remained
at high levels. As shown by Figure 1, bank ROE as mea-
sured against a “risk free” rate of return such as a 10-
year Treasury bond has been at unprecedented levels

Figure 1—Spread of ROE over 10-year Treasuries
(commercial banks)
Percent
12

10.03~,

48

AN

\J\/\\/

\

73 7% 77 79 8 8 8 8 8 91 93 95 97 99*

* 1999 data as of September 30, 1999 annualized. All other data as of year-end.
Source: Integrated Banking Information System

throughout the 1990s. A similar picture emerges when
ROE is viewed against a measure of inflation to create a
“real” rate of return.

Components of Bank Profitability

Figure 2 shows the growth of annual bank operating
revenue (defined as net interest income plus
noninterest income) since 1973. Through the first
three quarters of 1999, bank operating revenue as a
percentage of average assets equaled 6.10 percent.
Annual commercial bank operating revenue to aver-
age assets has not exceeded 6 percent in the 65
years of FDIC statistics.

As shown in Figure 2, the industry’s net interest income
as a percentage of average assets has begun to level
off after five years of compression. As shown in Figure
3, net interest income as a percentage of average as-
sets increased for the second consecutive quarter to
3.57 percent from an eight-year low of 3.49 percent in
the first quarter 1999. The improvement in net interest
margin reflects a widening spread between short-term
and long-term interest rates. As an example, the spread
between the 10-year Treasury composite and a 1-year
Treasury bill increased from 49 basis points in the third
quarter a year ago to 118 basis points in the third quar-
ter this year.
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Figure 2—Operating revenue
(commercial banks)
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Figure 3—Net interest margin
(commercial banks)
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Source: Integrated Banking Information System

Aggregate noninterest income continued to grow signifi-
cantly, representing an increasing percentage of oper-
ating revenue. The rate of growth of noninterest income
also has increased. As shown in Figure 4, the ratio of
noninterest income to operating revenue grew
approximarely one percentage point a year, from 18.2
percent to 37.5 percent, in the 18 years between 1979
and 1997. Since 1997, this ratio has grown at an annual-
ized rate of approximately two percentage points per
year, reaching 42.4 percent in the third quarter of 1999.

The largest banks account for much of the change in
industry noninterest income. In the third quarter 1999,
10 banks earned 40 percent of all bank noninterest in-
come. While trading revenue has been an important, if
variable, contributor to noninterest income in large
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Figure 4—Noninterest income
(commercial banks)
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* 1999 data as of September 30, 1999 annualized. All other data as of year-end.
Source: Integrated Banking Information System

banks, it represented only 8 percent of noninterest in-
come earned by banks over $10 billion in assets dur-
ing the three months ending September 30, 1999. As
shown in Figure 5, noninterest income less trading rev-
enue in large banks as a percent of average assets grew
significantly in large banks in excess of the historical
trend in the third quarter, a major cause of record earn-
ings for the quarter. Nine of the 77 banks with over $10
billion in assets had year-over-year increases in the ra-
tio of noninterest income less trading revenue to aver-
age assets in excess of 100 basis points in the third
quarter. Several of these resulted from asset sales and
other one-time transactions.

While operating revenue has been increasing, low loss
provisioning has also contributed to the recent profit-

Figure 5—Noninterest income less
trading revenue to assets
(commercial banks over $10 billion)

Percent
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ability of commercial banks. As shown in Figure 6, the
level of provisioning is closely aligned with profitability.
For the three months ending September 30, loan loss
provisioning declined for the aggregate industry from
0.50 percent in 1998 to 0.39 percent in 1999.

Figure 6—Loss provisioning
(commercial banks)
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This level of loss provisioning corresponds with current low
levels of noncurrent loans and charge-offs with respect to
most loan categories. As shown in Figure 7, noncurrent
loans to total loans have been below 1 percent for over two
years after reaching 3.7 percent in 1990 and 1991. Net
charge-offs to loans have declined to almost 0.5 percent
after reaching 1.59 percent in 1991. Similarly, total dollars
in other real estate owned declined to below $3 billion dur-
ing the third quarter in comparison to $3.4 billion in the
third quarter 1998 and $26.6 billion in 1991. In contrast to
the general trend, however, the percentage of noncurrent
Cé&l loans and noncurrent consumer installment loans in-
creased by 19 basis points and 14 basis points respec-
tively between September 1998 and September 1999.

Figure 7—Loan quality
(commercial banks)
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Earnings Performance of Large
and Small Banks

The largest banks are becoming increasingly profitable
as their preprovision operating income expands while
loss provisioning declines. As shown in Figure 8, pretax
operating income in banks with assets over $10 billion
expanded to 2.04 percent of average assets for the nine-
month period ending September 30, 1999.

Figure 8—Large banks
(commercial banks over $10 billion)
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average assets
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In contrast, as shown in Figure 9, the profitability of
smaller banks is declining as preprovision operating in-
come revenue shrinks and loss provisioning increases.
Return on assets for banks under $100 million declined
from 1.24 percent for the nine months ending Septem-
ber 30, 1998, to 1.09 percent for the same period in
1999. Pretax operating income for banks with assets
under $100 million was 1.48 percent for the nine-month
period ending September 30, 1999.

Figure 9—Small banks
(commercial banks under $100 million)
Percent of

average assets
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As shown in Figure 10, the ratios of both noninterest in-
come to assets and net interest income to assets have
both been recently declining in small banks. Noninterest
income in small banks declined as a percentage of aver-
age assets from 1.43 percent for the nine months ending
September 30, 1998 to 1.30 percent for the same period
in 1999. Net interest income in small banks declined as a
percentage of average assets from 4.21 percent to 4.08
between the same nine month periods.

Figure 10—Operating revenue
(commercial banks under $100 million)
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Credit Quality in Large Banks

Despite positive general trends in credit quality for the
industry, larger banks have reported some weakening of
asset quality. As shown in Figure 11, noncurrent commer-
cial and industrial loans as a percentage of total C&I loans
in banks with over $10 billion in assets from increased
0.81 percentin the third quarter of 1998 to 1.06 percent in
the third quarter of 1999. Noncurrent C&I loans as a per-
centage of total C&I loans increased in seven of the 10
largest banks. Additionally, bank regulators reported an
increase in adversely classified shared credits between
1998 and 1999, including an increase in the percentage
of adversely classified credits for most major industry sec-
tors compared with 1998. These trends come on the heels
of warnings from bank regulators in 1997 and 1998 about
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a loosening of underwriting standards. Additionally, non-
current installment loans increased in banks with over $10
billion in assets, from 1.17 percent in September 1998 to
1.55 percent in September 1999.

Figure 11—Weakening credit quality
(commercial banks over $10 billion)

Percent
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Conclusion

Earnings for the commercial banking industry continue to
be at historically unprecedented high levels. In the third
quarter, industry return on equity and return on assets
reached new records. Noninterest income gains and low
provisioning continued to boost bank earnings. Net inter-
estincome showed signs of stabilizing after many quarters
of net interest margin compression. The third quarter 1999
marked a 10-year anniversary since the last quarter—the
third quarter of 1989—in which the commercial banking
industry recorded negative net income.

Amid all the positive news, there are signs indicating cau-
tion. First, much of the above average gains in noninterest
income were achieved as the result of one-time transac-
tions by a few large banks. Second, asset quality showed
signs of slippage with respect to several loan categories,
particularly among larger banks. Third, the smallest banks
continue to face a difficult profit squeeze as the result of
both declining income and increasing expenses.






Key indicators, FDIC-insured national banks

Annual 1995-1998, year-to-date through September 30, 1999, third quarter 1998, and third quarter 1999

(Dollar figures in millions)

Preliminary Preliminary
1995 1996 1997 1998 1999YTD 1998Q3 1999Q3
Number of institutions reporting ..........c..ccc..... 2,858 2,726 2,597 2,456 2,383 2,519 2,383
Total employees (FTES) 840,699 850,737 912,463 974,871 972,059 956,683 972,059
Selected income data ($)
Net iNCOME .....ooviiiiiiiiice e $28,583 $30,497 $35,782 $37,623 $33,055 $9,175 $11,484
Net interest income ............ 87,080 94,564 106,639 110,985 86,808 27,642 29,396
Provision for loan losses ... 6,335 9,598 13,065 15,242 11,426 4,664 3,715
Noninterest income ......... 51,080 56,100 65,429 81,347 68,469 20,094 23,352
Noninterest EXPense ........ccecvveieerieiiniieniens 87,591 93,690 104,682 122,584 92,769 29,807 30,973
Net operating inCome ...........ccoceveeiinieeninenne. 28,540 30,095 34,993 35,564 32,816 8,846 11,600
Cash dividends declared ..............cccecininniens 20,516 25,279 28,587 25,412 21,662 6,476 7,446
Net charge-offs to loan and lease reserve........ 6,459 9,968 12,661 14,492 10,273 4,005 3,370
Selected condition data ($)
Total SSetS......cceviiiiiiiieie 2,401,017 2,528,057 2,893,910 3,183,327 3,227,312 3,048,867 3,227,312
Total loans and leases ..........cccccocveceiiiiicinnnn, 1,522,677 1,641,464 1,840,485 2,015,562 2,065,991 1,962,773 2,065,991
Reserve for 10SSes........ccovvciiiiiiiiiciiies 31,142 31,992 34,865 36,810 37,699 37,056 37,699
SECUNMLIES .ot 390,549 380,615 452,118 516,084 559,331 495,846 559,331
Other real estate owned .............ccccceeriirninnnnn. 3,396 2,761 2,112 1,833 1,680 1,948 1,680
Noncurrent loans and leases 17,595 17,223 17,878 19,516 19,842 18,010 19,842
Total deposits ........cccceveeneeene 1,695,817 1,801,043 2,004,867 2,137,948 2,141,424 | 2,033,974 2,141,424
Domestic deposits 1,406,312 1,525,565 1,685,316 1,785,859 1,765,010| 1,698,518 1,765,010
Equity capital ... 189,714 207,166 244,795 274,211 276,881 271,026 276,881
Off-balance-sheet derivatives .............c.ccocee.. 7,914,818 7,488,663 8,704,481 10,953,514 (12,157,012 (11,591,350 12,157,012
Performance ratios (annualized %)
Return on equity .......ccccovveeiiiiniiiice 15.76 15.28 15.00 14.30 15.91 13.67 16.59
Return on assets ..........ccocevieeniiie e, 1.24 1.25 1.29 1.24 1.38 1.21 1.43
Net interest income to assets ...........ccoceeeueenee. 3.78 3.88 3.83 3.67 3.63 3.66 3.66
LOSS provision t0 assets .......ccccceveeeenieeniieenne 0.27 0.39 0.47 0.50 0.48 0.62 0.46
Net operating income to assets ..........cccceeueeene 1.24 1.24 1.26 1.18 1.37 1.17 1.45
Noninterest income to assets ...... 2.22 2.30 2.35 2.69 2.86 2.66 291
Noninterest expense to assets .... 3.80 3.85 3.76 4.05 3.88 3.95 3.86
Loss provision to loans and leases....... 0.44 0.61 0.73 0.79 0.75 0.96 0.72
Net charge-offs to loans and leases............... 0.45 0.63 0.71 0.75 0.67 0.82 0.66
Loss provision to net charge-offs .................... 98.09 96.29 103.19 105.12 111.25 115.94 110.27
Performance ratios (%)
Percent of institutions unprofitable ................. 3.32 4.77 4.89 5.90 6.08 6.11 6.17
Percent of institutions with earnings gains ..... 66.83 67.83 67.96 61.89 59.00 56.77 61.77
Noninterest income to
net operating revenue ...........c.ccceceeeneeenne 36.97 37.24 38.02 42.30 44.09 42.09 44.27
Noninterest expense to
net operating revenue ...........c.ccceceeeneeenne 63.40 62.18 60.84 63.74 59.74 62.44 58.72
Condition ratios (%)
Nonperforming assets to assets ........ccccocueene 0.88 0.80 0.70 0.68 0.68 0.66 0.68
Noncurrent loans to 10ans ..........c.ccccceeveenienee. 1.16 1.05 0.97 0.97 0.96 0.92 0.96
Loss reserve to noncurrent loans .................... 176.99 185.75 195.01 188.62 190.00 205.75 190.00
Loss reserve to 10ans ........cccccovcevieeiiniicnineee, 2.05 1.95 1.89 1.83 1.82 1.89 1.82
Equity capital to assets ..... 7.90 8.19 8.46 8.61 8.58 8.89 8.58
Leverage ratio .........cccceueee. 7.31 7.40 7.42 7.43 7.54 7.56 7.54
Risk-based capital ratio ........... 12.09 11.97 11.86 11.80 11.93 11.89 11.93
Net loans and leases to assets ... 62.12 63.66 62.39 62.16 62.85 63.16 62.85
Securities to assets .........ccvceriiiiiiiiiens 16.27 15.06 15.62 16.21 17.33 16.26 17.33
Appreciation in securities (% of par) .............. 0.86 0.50 1.11 0.82 -1.74 1.43 -1.74
Residential mortgage assets to assets........... 20.13 19.81 20.10 20.41 20.39 20.54 20.39
Total deposits t0 aSSets ......cccveerveeeiiieeeiieens 70.63 71.24 69.28 67.16 66.35 66.71 66.35
Core deposits t0 aSSets .......ccceevieeeriieeiieeennn. 53.28 54.08 51.59 49.72 47.76 49.27 47.76
Volatile liabilities to assets .........cccceevereenienen. 30.29 29.83 31.42 31.77 33.78 32.15 33.78
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Loan performance, FDIC-insured national banks

Annual 1995-1998, year-to-date through September 30, 1999, third quarter 1998, and third quarter 1999

(Dollar figures in millions)

Preliminary Preliminary
1995 1996 1997 1998 1999YTD 1998Q3 1999Q3
Percent of loans past due 30-89 days
Total loans and 1€aSes .......ccccceeevvveeeeviiieneeens 1.26 1.39 1.32 1.27 1.17 1.18 1.17
Loans secured by real estate (RE) ............ 1.38 1.45 1.39 1.33 1.09 1.18 1.09
1-4 family residential mortgages ............ 1.44 1.63 1.65 1.50 1.29 1.43 1.29
Home equity 10aNnS ........ccccoeeevieiiieeiieene 1.19 1.04 0.93 0.97 0.75 0.85 0.75
Multifamily residential mortgages ........... 1.15 1.28 1.33 0.94 1.91 0.75 1.91
Commercial RE l0ans .........ccccceeevvvveeeenns 1.26 1.25 0.95 1.02 0.66 0.80 0.66
Construction RE 10ans .........ccccceeeeevivneen.. 1.42 1.63 1.63 1.82 1.04 1.24 1.04
Commercial and industrial loans*.............. 0.77 0.89 0.76 0.81 0.73 0.74 0.73
Loans to individuals .........ccccceveeiiiiiieeeninnns 2.16 2.46 2.52 2.44 2.59 2.40 2.59
Credit cards ......ccccceevevivieeeecieee e 2.35 2.70 2.75 2.52 2.63 2.67 2.63
Installment 10aNS ............cooeeevviiiiiiiiiineeen, 2.04 2.26 2.34 2.37 2.56 2.20 2.56
All other loans and leases..............ccceeuuue 0.40 0.41 0.46 0.46 0.71 0.42 0.71
Percent of loans noncurrent
Total loans and 1€aSES .......ccccceeeevvveeeeiciiieeeenns 1.16 1.05 0.97 0.97 0.96 0.92 0.96
Loans secured by real estate (RE) ......... 1.46 1.27 1.07 0.98 0.90 0.99 0.90
1-4 family residential mortgages ............ 0.90 1.10 1.01 0.95 0.89 0.95 0.89
Home equity 10anS ........cccoeeviiiiiieniienne 0.52 0.47 0.43 0.41 0.33 0.42 0.33
Multifamily residential mortgages ........... 2.21 1.47 1.01 0.88 0.51 0.86 0.51
Commercial RE l0ans .........ccccceeevvvveeeenns 2.18 1.71 1.27 1.01 0.96 1.09 0.96
Construction RE 10ans ........c.ccoceveeeiineen. 3.17 1.31 1.00 0.80 0.61 0.83 0.61
Commercial and industrial loans*.............. 1.06 0.87 0.78 0.86 0.96 0.81 0.96
Loans to individuals .........ccccevveeeeeiieeeeennnn. 1.18 1.34 1.49 1.59 1.56 1.41 1.56
Credit cards ......ccccveeveiiieeeeiieee e 1.34 1.70 2.03 2.06 1.89 1.82 1.89
Installment 10aNS ............cooeeevviiiiiiiiinnneeen, 1.06 1.04 1.04 1.19 1.34 1.09 1.34
All other loans and leases..............ccceeuuue 0.32 0.25 0.27 0.31 0.46 0.27 0.46
Percent of loans charged-off, net
Total loans and 1€aSEsS .......ccccceeeevvveeeeviiieneees 0.45 0.63 0.71 0.75 0.67 0.82 0.66
Loans secured by real estate (RE) ............ 0.13 0.09 0.06 0.05 0.09 0.06 0.13
1-4 family residential mortgages ............ 0.10 0.08 0.08 0.07 0.13 0.07 0.19
Home equity 10aNS ........ccccceeviiiniienieenne 0.23 0.24 0.18 0.16 0.18 0.11 0.17
Multifamily residential mortgages ........... 0.20 0.09 0.01 0.07 0.01 0.25 0.02
Commercial RE l0ans .........ccocceeevvvieeeenne 0.18 0.02 -0.01 -0.02 0.03 -0.04 0.05
Construction RE 10ans .........ccccceeeeeecineen.. -0.01 0.16 -0.10 -0.01 0.03 -0.03 0.01
Commercial and industrial loans*.............. 0.10 0.22 0.27 0.38 0.48 0.42 0.44
Loans to individuals .........cccceveeiiiiiieeeiinnns 1.80 2.45 2.86 2.92 2.62 2.87 2.64
Credit cards ......ccccceeevviiieeeeiieee e 3.40 4.25 4.95 5.03 451 5.04 4.47
Installment loans ...........ccccccvveeeeiciieee e 0.76 1.04 1.20 1.23 1.23 1.14 1.40
All other loans and leases..........ccccccceunneee.. -0.09 0.11 0.10 0.53 0.22 0.95 0.20
Loans outstanding ($)
Total loans and 1€aSesS .......ccccceeevvvveeeevciiineeenns $1,522,677 $1,641,464 $1,840,485 $2,015,562 | $2,065,991 | $1,962,773 $2,065,991
Loans secured by real estate (RE) ............ 610,405 646,570 725,305 764,869 806,872 742,727 806,872
1-4 family residential mortgages............ 317,521 329,031 363,329 381,522 398,316 368,318 398,316
Home equity 10anS ........cocoeeeieeiiiieneenne 48,836 55,022 67,669 66,091 64,440 66,263 64,440
Multifamily residential mortgages ........... 18,161 20,480 23,346 23,201 28,096 23,189 28,096
Commercial RE l0ans .........ccccceeevviveeeenns 157,638 170,350 190,067 200,469 212,281 193,439 212,281
Construction RE 10ans .........cccoceeveeeiineen. 34,736 38,848 47,410 56,260 64,367 55,272 64,367
Farmland l0ans ..........ccccceeeeviiieec e, 8,734 9,046 10,178 10,930 11,700 10,606 11,700
RE loans from foreign offices ................. 24,779 23,794 23,306 26,396 27,672 25,639 27,672
Commercial and industrial loans ............... 405,630 425,148 508,589 583,930 616,259 572,687 616,259
Loans to individuals .........ccccceveeeiiiiieeeninnns 320,009 356,067 371,477 386,410 337,733 373,069 337,733
Credit cards ......ccccceeeeviiieeeeiieee e 131,228 161,104 168,236 176,408 135,536 163,658 135,536
Installment loans ...........ccoccvveeeeiciieee e 188,781 194,963 203,241 210,003 202,197 209,411 202,197
All other loans and leases 189,490 216,194 237,326 282,392 306,994 276,418 306,994
Less: Unearned inCOMe ........cccceeevvveeeeinns 2,857 2,515 2,212 2,039 1,867 2,128 1,867

*Includes “All other loans” for institutions under $1 billion in asset size.
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Key indicators, FDIC-insured national banks by asset size
Third quarter 1998 and third quarter 1999

(Dollar figures in millions)

Less than $100M $100M to $1B $1B to $10B Greater than $10B
1998Q3  1999Q3 | 1998Q3  1999Q3 | 1998Q3  1999Q3 1998Q3 1999Q3

Number of institutions reporting ............. 1,321 1,213 1,008 993 150 130 40 a7
Total employees (FTES) 33,816 31,611 | 111,747 107,228 | 165,179 123,536 645,941 709,684
Selected income data ($)
Net iNCOME ......ooceviieiiiiiieec e, $276 $179 $904 $910 $2,235 $1,734 $5,759 $8,661
Net interest income ............ 697 628 2,702 2,775 5,504 3,922 18,739 22,072
Provision for loan losses .... 40 33 205 260 1,164 439 3,255 2,983
Noninterest income ......... 509 425 1,285 1,450 4,708 3,087 13,592 18,390
Noninterest eXpense ........ccccceeeceeenveeneenn. 807 772 2,464 2,640 5,672 3,870 20,865 23,692
Net operating iNCOMe .........cccceceveieeenennn. 274 179 895 912 2,186 1,745 5,491 8,765
Cash dividends declared ........................ 493 68 415 337 2,115 588 3,453 6,453
Net charge-offs to loan and lease reserve .... 25 21 165 159 1,189 543 2,625 2,647
Selected condition data ($)
Total aSSets......cccocvvceviiiiiie 65,534 60,508 | 264,599 264,225 | 494,669 389,292 | 2,224,066 2,513,287
Total loans and leases ..........ccccocovveeenne 37,910 35,228 | 160,640 163,771 | 320,265 246,497 | 1,443,958 1,620,495
Reserve for 10Sses........cccovevvieiciiiciiens 520 469 2,353 2,399 7,986 5,169 26,197 29,662
SECUNMLIES .ot 17,556 16,790 71,488 70,588 92,864 90,407 313,939 381,545
Other real estate owned .............cccceeueee 79 64 224 207 193 160 1,452 1,250
Noncurrent loans and leases 423 357 1,384 1,466 3,338 2,130 12,865 15,889
Total deposits .........ccceveeeneene 55,846 51,114 | 215,358 212,616 | 313,316 250,293 | 1,449,454 1,627,401
Domestic deposits 55,846 51,114 | 214,773 212,137 | 307,045 247,665 | 1,120,854 1,254,094
Equity capital .........cccocooeiiiiiiii 7,276 6,674 25,971 24,687 51,727 38,334 186,052 207,186
Off-balance-sheet derivatives ................. 590 46 3,872 2,756 69,230 40,521 11,874,753 12,437,392
Performance ratios (annualized %)
Return on equity .......ccccoevieiiiciiiiiiiciee 15.03 10.11 14.17 14.92 17.48 18.38 12.49 16.68
Return on assets ........ccccoceeiiiiiiiiciiines 1.67 1.14 1.38 1.39 1.82 1.80 1.05 1.38
Net interest income to assets.................. 4.22 4.02 4.12 4.25 4.48 4.08 3.41 3.53
Loss provision to assets ..........cccceeeveennen. 0.24 0.21 0.31 0.40 0.95 0.46 0.59 0.48
Net operating income to assets .............. 1.66 1.14 1.36 1.40 1.78 1.81 1.00 1.40
Noninterest income to assets ...... 3.08 2.72 1.96 2.22 3.83 3.21 2.47 2.94
Noninterest expense to assets ... 4.88 4.94 3.75 4.04 4.61 4.02 3.79 3.79
Loss provision to loans and leases.......... 0.42 0.35 0.52 0.65 1.46 0.72 0.91 0.74
Net charge-offs to loans and leases....... 0.27 0.22 0.41 0.40 1.49 0.89 0.73 0.66
Loss provision to net charge-offs............. 158.48 158.14 124.27 163.13 97.88 80.89 123.14 112.73
Performance ratios (%)
Percent of institutions unprofitable ......... 9.08 9.73 2.68 2.52 3.33 231 5.00 2.13
Percent of institutions with earnings gains .... 49.51 54.58 64.29 68.18 66.00 77.69 72.50 68.09
Noninterest income to

net operating revenue ............cccceeeeen. 42.18 40.38 32.23 34.33 46.10 44.04 42.04 45.45
Noninterest expense to

net operating revenue ............ccccoceeen. 66.90 73.36 61.79 62.47 55.54 55.21 64.53 58.55
Condition ratios (%)
Nonperforming assets to assets ............. 0.77 0.70 0.61 0.64 0.72 0.60 0.65 0.70
Noncurrent loans to loans ....................... 1.12 1.01 0.86 0.90 1.04 0.86 0.89 0.98
Loss reserve to noncurrent loans ............ 122.86 131.40 170.02 163.60 239.23 242.72 203.63 186.68
Loss reserve to loans .........cccceeeveneenienee. 1.37 1.33 1.46 1.46 2.49 2.10 1.81 1.83
Equity capital to assets .. 11.10 11.03 9.82 9.34 10.46 9.85 8.37 8.24
Leverage ratio ................... 10.62 10.95 9.27 9.16 8.78 8.75 6.98 7.09
Risk-based capital ratio ........... 18.27 18.38 15.28 14.62 13.37 13.47 11.15 11.39
Net loans and leases to assets ... 57.05 57.45 59.82 61.07 63.13 61.99 63.75 63.30
Securities to assets .........covcvvieiiiicieinne 26.79 27.75 27.02 26.72 18.77 23.22 14.12 15.18
Appreciation in securities (% of par) ...... 1.32 -1.37 1.57 -1.53 1.64 -1.65 1.35 -1.82
Residential mortgage assets to assets ..... 22.03 21.58 25.64 25.28 23.67 27.05 19.20 18.81
Total deposits to assets ........cccccceveevrenene 85.22 84.48 81.39 80.47 63.34 64.29 65.17 64.75
Core deposits t0 aSSets .......ccceevieeeniieenns 73.85 72.78 70.05 68.78 54.31 55.93 44.95 43.68
Volatile liabilities to assets ............ccccu.ee. 12.82 13.90 16.60 18.30 28.16 26.79 35.46 36.97
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Loan performance, FDIC-insured national banks by asset size
Third quarter 1998 and third quarter 1999

(Dollar figures in millions)

Less than $100M $100M to $1B $1B to $10B Greater than $10B
1998Q3  1999Q3 | 1998Q3  1999Q3 | 1998Q3  1999Q3 1998Q3 1999Q3
Percent of loans past due 30-89 days
Total loans and leases .........cccccecveeeeevnnnns 1.44 1.25 1.23 1.18 1.62 1.25 1.07 1.15
Loans secured by real estate (RE) .... 1.25 1.05 0.95 0.86 1.13 0.89 1.23 1.17
1-4 family residential mortgages .... 1.57 1.38 1.14 1.09 1.16 1.03 1.54 1.37
Home equity 10ans ..........cccceeeeenueenne 0.72 0.70 0.89 0.79 0.99 0.89 0.82 0.73
Multifamily residential mortgages ... 0.50 0.73 0.57 0.61 1.05 0.25 0.71 2.52
Commercial RE loans 0.94 0.70 0.72 0.65 0.95 0.66 0.77 0.67
Construction RE loans .............. 1.28 1.04 1.03 0.78 1.69 1.14 1.14 1.07
Commercial and industrial loans*...... 2.56 2.18 1.73 1.60 1.26 0.94 0.58 0.64
Loans to individuals ...........cccceeeennee.. 2.04 1.94 1.98 2.18 2.48 2.21 2.42 2.74
Credit cards .......cccceeveviveeeiiiieee e, 2.45 2.34 3.01 3.92 2.63 2.51 2.69 2.59
Installment loans ...........ccceccvveeeeiinnns 2.02 1.92 1.75 1.70 2.22 1.94 2.26 2.84
All other loans and leases.................. N/A N/A N/A N/A 1.13 1.26 0.37 0.70
Percent of loans noncurrent
Total loans and leases .........cccccecvveeeeinns 1.12 1.01 0.86 0.90 1.04 0.86 0.89 0.98
Loans secured by real estate (RE) .... 0.95 0.80 0.71 0.68 0.82 0.69 1.09 0.98
1-4 family residential mortgages .... 0.85 0.67 0.66 0.64 0.71 0.71 1.07 0.97
Home equity 10ans ..........cccceceeennenne 0.49 0.30 0.32 0.32 0.54 0.35 0.40 0.32
Multifamily residential mortgages ... 0.46 0.54 0.46 0.47 0.64 0.31 1.03 0.56
Commercial RE loans 1.03 0.75 0.78 0.76 1.05 0.82 1.18 1.06
Construction RE loans ..... 0.70 0.44 0.69 0.52 0.89 0.49 0.85 0.66
Commercial and industrial loans*...... 2.78 2.65 1.54 1.64 0.86 0.93 0.73 0.91
Loans to individuals ..........ccccceeeenneen. 0.73 0.72 0.82 1.02 1.52 1.22 1.44 1.72
Credit cards .......cccceevevvveeeiiiieee e, 1.53 1.45 2.25 2.90 1.91 1.90 1.73 1.83
Installment loans ...........ccccccvveeeeiinnns 0.69 0.69 0.50 0.50 0.81 0.60 1.27 1.65
All other loans and leases.................. N/A N/A N/A N/A 0.47 0.60 0.25 0.45
Percent of loans charged-off, net
Total loans and leases .........cccccecvveeeennnnns 0.27 0.22 0.41 0.40 1.49 0.89 0.73 0.66
Loans secured by real estate (RE) .... 0.04 0.03 0.05 0.04 0.07 0.10 0.06 0.16
1-4 family residential mortgages .... -0.01 0.05 0.05 0.05 0.08 0.13 0.08 0.24
Home equity 10ans ..........cccceceeennneene 0.09 0.14 0.01 0.04 0.18 0.19 0.11 0.18
Multifamily residential mortgages ... 0.03 -0.03 0.03 -0.01 -0.02 0.05 0.38 0.01
Commercial RE loans 0.13 0.01 0.05 0.03 0.12 0.07 -0.13 0.06
Construction RE loans ..... 0.04 0.02 0.06 0.03 -0.14 0.00 -0.02 0.02
Commercial and industrial loans*...... 0.73 0.75 0.55 0.45 0.27 0.55 0.43 0.43
Loans to individuals ...........cccceeeennee. 0.79 0.46 1.71 1.83 4.03 2.91 2.49 2.72
Credit cards .......cccceevevvveeeiiiieee e, 3.17 0.27 6.55 6.72 5.75 5.09 4.40 4.27
Installment loans ...........cccoccvveeeinnns 0.64 0.55 0.62 0.54 0.92 0.94 1.30 1.64
All other loans and leases.................. N/A N/A N/A N/A 0.33 0.26 1.06 0.20
Loans outstanding ($)
Total loans and leases .........cccceeveeeeennnnns $37,910 $35,228 |$160,640 $163,771 |$320,265 $246,497 |[$1,443,958 $1,620,495
Loans secured by real estate (RE) .... 21,280 19,914 95,440 98,096 | 127,286 119,044 498,720 569,816
1-4 family residential mortgages .... 10,505 9,447 44,995 44,416 64,268 58,519 248,551 285,934
Home equity 10ans ..........cccceceeenneenne 478 403 4,340 4,182 10,018 7,307 51,426 52,547
Multifamily residential mortgages ... 480 439 3,155 3,310 4,442 4,437 15,112 19,910
Commercial RE loans 5,944 5,794 31,610 33,734 35,892 35,408 119,994 137,345
Construction RE loans ..................... 1,500 1,506 7,560 8,376 10,826 11,815 35,385 42,670
Farmland loans ..........ccccceevvieeeninnns 2,373 2,325 3,757 4,057 1,665 1,360 2,811 3,959
RE loans from foreign offices .......... 0 0 24 23 175 197 25,440 27,452
Commercial and industrial loans ....... 6,386 6,020 28,623 28,850 62,807 49,812 474,871 531,576
Loans to individuals ..........ccccceeeennee.. 5,577 5,039 26,363 26,557 | 109,536 60,562 231,593 245,576
Credit cards ......ccccceeveivveeeiiiiiee e, 279 250 4,822 5,731 70,345 28,942 88,212 100,613
Installment loans ................. 5,297 4,789 21,541 20,825 39,191 31,620 143,382 144,962
All other loans and leases 4,821 4,354 10,579 10,569 20,799 17,156 240,220 274,915
Less: Unearned income ..................... 153 101 365 301 163 77 1,446 1,388

* Includes “All other loans” for institutions $1 billion in asset size.
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Key indicators, FDIC-insured national banks by region
Third quarter 1999

(Dollar figures in millions)

All
Northeast  Southeast Central Midwest  Southwest West |[institutions

Number of institutions reporting ..........cc.ccec.... 263 325 492 473 585 245 2,383
Total employees (FTES) 263,497 312,467 163,029 74,632 72,662 85,772 972,059
Selected income data ($)
Net iNCOME .....ooveiiieiiiee e $3,214 $3,713 $1,629 $929 $637 $1,362 $11,484
Net interest income ............ 7,716 9,272 4,548 2,559 1,960 3,341 29,396
Provision for loan losses .... 1,483 815 430 438 134 415 3,715
Noninterest income ......... . 8,692 6,013 2,920 2,012 819 2,894 23,352
Noninterest eXPENSE .........ooveeeieeeriieeenieesnieeens 9,867 8,597 4,611 2,569 1,701 3,629 30,973
Net operating iINCOME ........cccevieeeniieniiieeiiees 3,225 3,727 1,627 1,018 642 1,360 11,600
Cash dividends declared ............cccceevveennnenne 3,220 2,126 409 691 329 670 7,446
Net charge-offs to loan and lease reserve........ 1,276 723 371 438 143 419 3,370
Selected condition data ($)
Total aSSetS......ccccvieciiiiiiee 861,239 1,095,002 546,140 241,882 206,600 276,449 | 3,227,312
Total loans and leases ..........cccccocevvciiiiecinnen, 530,071 698,692 366,071 165,596 119,001 186,559 | 2,065,991
Reserve for [0SSeS.......coccveviieiiiiiiiee e 11,680 11,539 5,390 2,942 1,546 4,602 37,699
SECUNMLIES .ot 141,341 185,987 97,558 39,245 54,553 40,648 559,331
Other real estate owned ..........ccccceeveeiieeennnen. 580 544 163 84 122 188 1,680
Noncurrent loans and leases . 7,328 5,141 3,223 1,362 1,258 1,528 19,842
Total deposits ........cccceveeneene . 575,366 706,986 349,426 160,022 160,883 188,741 | 2,141,424
Domestic deposits . 339,738 619,483 314,695 151,855 158,605 180,634 | 1,765,010
Equity capital ..o 70,893 93,140 44,325 20,358 17,327 30,837 276,881
Off-balance-sheet derivatives ...........cccccccee.. 4,572,607 6,063,565 1,317,342 37,776 29,026 136,697 (12,157,012
Performance ratios (annualized %)
Return on equity .......ccccovveviiiiiiiiicce 18.13 15.85 14.72 18.57 14.78 17.75 16.59
Return 0N assets ........ccccoeviveeeeiiiiiiee e 1.50 1.36 1.21 1.54 1.24 1.97 1.43
Net interest income to assets .........ccocoeeerveene 3.60 3.40 3.38 4.23 3.81 4.84 3.66
LOSS provision t0 assets .......cccccevveeenieeniinenne 0.69 0.30 0.32 0.72 0.26 0.60 0.46
Net operating income to assets ..........cccceeueeene 1.50 1.37 1.21 1.68 1.25 1.97 1.45
Noninterest income to assets ...... . 4.05 2.21 2.17 3.33 1.59 4.19 291
Noninterest expense to assets .... . 4.60 3.15 3.43 4.24 3.31 5.26 3.86
Loss provision to loans and leases....... " 1.12 0.47 0.48 1.06 0.45 0.89 0.72
Net charge-offs to loans and leases. ............... 0.96 0.42 0.41 1.06 0.48 0.89 0.66
Loss provision to net charge-offs .................... 116.30 112.78 115.77 99.97 93.50 99.17 110.27
Performance ratios (%)
Percent of institutions unprofitable ................. 3.42 15.38 2.64 4.23 6.15 7.76 6.17
Percent of institutions with earnings gains ..... 71.86 62.46 60.57 55.60 60.51 67.35 61.77
Noninterest income to

net operating revenue .............ccceceeeneeenns 52.98 39.34 39.10 44.02 29.48 46.42 44.27
Noninterest expense to

net operating revenue ............ccceceeenneens 60.13 56.24 61.74 56.19 61.20 58.20 58.72
Condition ratios (%)
Nonperforming assets to assets ........ccccocueene 0.94 0.52 0.64 0.60 0.67 0.67 0.68
Noncurrent 10ans to 10ans .........ccccceeceeeiieenns 1.38 0.74 0.88 0.82 1.06 0.82 0.96
Loss reserve to honcurrent [0ans .................... 159.38 224.44 167.21 215.92 122.84 301.25 190.00
Loss reserve to 10ans .........cccovceeeiieeiiieenieenne 2.20 1.65 1.47 1.78 1.30 2.47 1.82
Equity capital to assets ..... 8.23 8.51 8.12 8.42 8.39 11.15 8.58
Leverage ratio .........cccceueee. . 7.44 7.21 7.61 7.67 7.81 8.67 7.54
Risk-based capital ratio ........... . 12.35 11.34 11.59 12.23 13.11 12.67 11.93
Net loans and leases to assets ... . 60.19 62.75 66.04 67.25 56.85 65.82 62.85
Securities to assets ........cccceeeceeenieennnn. . 16.41 16.99 17.86 16.22 26.40 14.70 17.33
Appreciation in securities (% of par) .............. -1.03 -2.50 -1.39 -1.28 -2.02 -1.59 -1.74
Residential mortgage assets to assets........... 14.99 25.35 19.51 20.16 23.36 17.24 20.39
Total deposits t0 aSSets ......ccccveerveeeniieeniiieenns 66.81 64.56 63.98 66.16 77.87 68.27 66.35
Core deposits t0 aSSets .......cccevieeerieeeineeennn. 33.41 49.68 50.15 56.64 66.97 58.01 47.76
Volatile liabilities to asSets ........cccceeviieiiieenns 45.61 31.92 32.31 25.35 21.41 23.88 33.78
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Loan performance, FDIC-insured national banks by region
Third quarter 1999

(Dollar figures in millions)

All
Northeast  Southeast Central Midwest  Southwest West |institutions
Percent of loans past due 30-89 days
Total loans and 1€aSes .......ccccceeeevvveeeciiiiieeeenns 1.17 1.10 1.22 1.37 1.21 1.11 1.17
Loans secured by real estate (RE) ............ 1.34 1.03 1.16 1.03 1.04 0.74 1.09
1-4 family residential mortgages ............ 1.67 1.19 1.27 1.22 1.27 1.02 1.29
Home equity 10anS ........cccceeeviiiiiienieenne 0.89 0.69 0.88 0.68 0.63 0.52 0.75
Multifamily residential mortgages ........... 0.35 4.41 0.60 0.91 0.37 0.20 1.91
Commercial RE l0ans .........ccccceeevvvvveeenns 0.61 0.52 1.00 0.63 0.82 0.47 0.66
Construction RE 10ans ..........ccoceveevineen.. 0.46 0.56 1.78 1.48 1.19 1.06 1.04
Commercial and industrial loans*.............. 0.50 0.53 0.99 1.28 1.39 0.90 0.73
Loans to individuals .........cccccceveeviiiiieeeninnns 2.65 3.49 2.11 2.38 1.50 2.26 2.59
Credit cards ......cccevveeeieeciie e 2.85 2.45 2.20 2.55 1.00 2.45 2.63
Installment loans ...........c.occcvveeeiiiiee e 2.39 3.78 2.09 2.17 1.52 1.90 2.56
All other loans and leases..........ccccccceuneee.. 0.31 0.83 0.98 0.88 0.86 0.77 0.71
Percent of loans noncurrent
Total loans and 1€aSEsS .......cccceeeevvieeeeiiiieneeens 1.38 0.74 0.88 0.82 1.06 0.82 0.96
Loans secured by real estate (RE) ............ 1.38 0.77 0.92 0.62 1.01 0.56 0.90
1-4 family residential mortgages ............ 1.11 0.84 1.09 0.53 0.75 0.68 0.89
Home equity 10aNnS ........cccceeviiinieeneenne 0.45 0.30 0.35 0.25 0.19 0.23 0.33
Multifamily residential mortgages ........... 0.63 0.48 0.54 0.22 0.68 0.45 0.51
Commercial RE l0ans .........ccocceeevvvieeeenne 1.50 0.87 0.95 0.77 1.40 0.53 0.96
Construction RE 10ans ........c.cccceeveeeivneen.. 0.71 0.51 0.75 0.57 0.68 0.55 0.61
Commercial and industrial loans*.............. 1.17 0.67 1.01 0.92 1.49 1.04 0.96
Loans to individuals ..........cccceveeeiiiiieeeninnns 2.45 1.40 0.85 1.19 0.41 1.29 1.56
Credit cards ......ccceeeeeviieciiecce e 2.20 1.47 1.34 1.63 0.57 1.81 1.89
Installment loans ...........c.ccccvvveeeiiieee e 2.77 1.39 0.75 0.63 0.40 0.34 1.34
All other loans and leases..........ccccccceuueee.. 0.43 0.31 0.57 0.63 1.28 0.37 0.46
Percent of loans charged-off, net
Total loans and 1€aSesS .......ccccceeeevvveeeeviiiineeenns 0.96 0.42 0.41 1.06 0.48 0.89 0.66
Loans secured by real estate (RE) ............ 0.07 0.22 0.07 0.19 0.06 0.01 0.13
1-4 family residential mortgages ............ 0.10 0.31 0.05 0.28 0.02 0.12 0.19
Home equity 10anS ........ccccoeeviiinieeniiene 0.15 0.20 0.18 0.18 0.38 0.06 0.17
Multifamily residential mortgages ........... -0.05 0.05 0.07 -0.03 -0.03 0.00 0.02
Commercial RE l0ans .........ccocceeevvvieeeenne -0.02 0.09 0.03 0.13 0.12 -0.03 0.05
Construction RE 10ans ........ccccoceeveeeivneen.. -0.13 0.11 0.04 0.03 0.00 -0.16 0.01
Commercial and industrial loans*.............. 0.48 0.30 0.44 0.54 0.89 0.59 0.44
Loans to individuals .........cccccceveeeiiiiieeeiinnns 3.59 1.96 1.37 3.57 1.00 3.05 2.64
Credit cards ......ccceevveevieeciiiccee e 4.82 2.80 3.96 5.38 2.65 4.26 4.47
Installment loans ...........c.ccccvveeeeiiieee e 1.96 1.71 0.84 1.41 0.94 0.62 1.40
All other loans and leases..........cccccceeunneen.. 0.13 0.11 0.33 0.37 0.11 0.46 0.20
Loans outstanding ($)
Total loans and leases ..........cccceevveeeceeecnveeennen. $530,071  $698,692  $366,071  $165,596 $119,001  $186,559 |$2,065,991
Loans secured by real estate (RE) ............ 153,495 311,913 147,885 66,274 50,679 76,626 806,872
1-4 family residential mortgages ............ 77,212 174,987 64,702 33,051 20,964 27,399 398,316
Home equity [0ans ..........cccceeveiieneeninenne. 12,286 23,528 15,686 4,093 952 7,895 64,440
Multifamily residential mortgages ........... 5,122 10,288 5,526 1,998 1,787 3,375 28,096
Commercial RE l0ans .........ccccceeevveeeineenne 28,069 75,189 45,638 17,575 18,693 27,117 212,281
Construction RE loans ..........ccccceeeevveeneee. 5,823 21,994 13,520 6,537 6,668 9,825 64,367
Farmland loans ..........cccececvveeeiiee e, 470 2,804 2,786 3,020 1,614 1,005 11,700
RE loans from foreign offices ................. 24,512 3,122 27 0 0 10 27,672
Commercial and industrial loans ............... 176,417 209,950 106,185 42,800 33,670 47,237 616,259
Loans to individuals .........ccccoeoveeiiieiineens 112,887 71,720 53,803 36,062 22,830 40,431 337,733
Credit cards ......cccccevveeeieeciicccee e 63,534 15,749 9,115 19,951 886 26,302 135,536
Installment loans ................. 49,354 55,971 44,689 16,111 21,944 14,129 202,197
All other loans and leases 88,229 105,505 58,328 20,484 11,991 22,457 306,994
Less: Unearned inCOME ........cccceeecvvveeeeennns 957 395 130 24 169 192 1,867

*Includes “All other loans” for institutions under $1 billion in asset size.
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Key indicators, FDIC-insured commercial banks
Annual 1995-1998, year-to-date through September 30, 1999, third quarter 1998, and third quarter 1999

(Dollar figures in millions)

Preliminary Preliminary
1995 1996 1997 1998 1999YTD 1998Q3 1999Q3
Number of institutions reporting ..........c..ccc..... 9,940 9,527 9,142 8,774 8,621 8,910 8,621
Total employees (FTES) 1,484,421 1,489,186 1,538,408 1,627,050 1,632,245| 1,597,759 1,632,245
Selected income data ($)
Net iNCOME .....oovviiiiiiece e $48,745 $52,350 $59,159 $61,800 $54,273 $15,044 $19,417
Net interest iNCOMe .........ccceeiiiieiiciiniiees 154,210 162,754 174,505 182,755 143,850 46,311 48,902
Provision for loan losses . " 12,603 16,285 19,850 22,215 15,606 6,525 5,288
Noninterest income ......... " 82,426 93,569 104,498 123,701 106,022 29,642 36,903
Noninterest expense .... . 149,729 160,698 169,982 194,117 150,226 47,413 49,969
Net operating inCome ...........cccocevveiinieeninenen. 48,396 51,510 57,931 59,246 54,022 14,655 19,570
Cash dividends declared ..............cccocrnnnnens 31,053 38,791 42,540 41,003 35,869 10,091 12,879
Net charge-offs to loan and lease reserve ..... 12,202 15,500 18,316 20,728 14,385 5,529 4,833
Selected condition data ($)
Total SSetS......cceviiiiiiii 4,312,676 4,578,314 5,014,951 5,441,096 | 5,506,529 | 5,267,716 5,506,529
Total loans and leases ...........ccccoceveciiiiecinnen. 2,602,963 2,811,279 2,970,742 3,238,337 3,358,519 3,145,764 3,358,519
Reserve for 10SSes........ccovvciiiiiiiiiciiiiies 52,838 53,458 54,685 57,254 58,225 57,265 58,225
SECUNMLIES .ot 810,872 800,648 871,868 979,704 | 1,033,169 923,106 1,033,169
Other real estate owned .............cccoceeririnnnnene 6,063 4,780 3,795 3,150 2,919 3,436 2,919
Noncurrent loans and leases ...........cccoceeueeeee. 30,351 29,130 28,542 31,252 32,333 29,526 32,333
Total deposits ........cccceveeneene . 3,027,574 3,197,136 3,421,726 3,681,437 | 3,702,516 | 3,506,780 3,702,516
Domestic deposits . 2,573,480 2,723,556 2,895,532 3,109,403 3,099,738 | 2,952,058 3,099,738
Equity capital ..........cccoceeienn . 349,571 375,270 417,777 462,164 468,552 457,256 468,552
Off-balance-sheet derivatives ...........c.cccccee.. 16,860,614 20,035,444 25,063,799 33,005,084 | 35,658,119 | 32,647,005 35,658,119
Performance ratios (annualized %)
Return on equity 14.66 14.45 14.69 13.93 15.50 13.31 16.62
Return on assets . 1.17 1.19 1.23 1.19 1.33 1.15 1.42
Net interest income to assets ...........ccoceevuennee. 3.71 3.70 3.64 3.51 3.51 3.54 3.57
LOSS provision t0 assets .......cccccevveeeiieeniieenne 0.30 0.37 0.41 0.43 0.38 0.50 0.39
Net operating income to assets ..........cccceeueeene 1.16 1.17 1.21 1.14 1.32 1.12 1.43
Noninterest income to assets ...........cccoceeveenee. 1.98 2.13 2.18 2.37 2.59 2.27 2.69
Noninterest expense to assets ....... . 3.60 3.65 3.54 3.73 3.67 3.63 3.64
Loss provision to loans and leases....... " 0.51 0.61 0.69 0.72 0.63 0.84 0.63
Net charge-offs to loans and leases .... . 0.49 0.58 0.64 0.67 0.58 0.71 0.58
Loss provision to net charge-offs .................... 103.28 105.07 108.37 104.87 108.50 113.02 109.46
Performance ratios (%)
Percent of institutions unprofitable ................. 3.55 4.28 4.85 6.09 6.69 5.94 6.76
Percent of institutions with earnings gains ..... 67.53 70.78 68.38 61.36 58.96 57.08 61.44
Noninterest income to
net operating revenue ...........c.cccceceeeneeenne 34.83 36.50 37.45 40.37 42.43 39.03 43.01
Noninterest expense to
net operating revenue ...........c.cccceceeeneeenne 63.27 62.69 60.92 63.34 60.12 62.42 58.23
Condition ratios (%)
Nonperforming assets to assets ........ccccocueene 0.85 0.75 0.66 0.65 0.66 0.65 0.66
Noncurrent loans to loans ..........c.ccccceveenienee. 1.17 1.04 0.96 0.97 0.96 0.94 0.96
Loss reserve to noncurrent loans .................... 174.09 183.51 191.59 183.20 180.08 193.94 180.08
Loss reserve to 10ans ........ccccccovcevveeniniicncenee, 2.03 1.90 1.84 1.77 1.73 1.82 1.73
Equity capital to assets ........ccccocceerieeinieennnnn. 8.11 8.20 8.33 8.49 8.51 8.68 8.51
Leverage ratio .........ccceueee. . 7.61 7.64 7.56 7.54 7.81 7.70 7.81
Risk-based capital ratio ........... . 12.68 12.54 12.25 12.23 12.33 12.38 12.33
Net loans and leases to assets 59.13 60.24 58.15 58.46 59.93 58.63 59.93
Securities to assets .................. " 18.80 17.49 17.39 18.01 18.76 17.52 18.76
Appreciation in securities (% of par) ...... . 1.01 0.51 1.10 1.07 -1.61 1.66 -1.61
Residential mortgage assets to assets........... 20.31 19.79 20.03 20.93 20.76 20.43 20.76
Total deposits t0 aSSets ......cccceerveeenieeriieens 70.20 69.83 68.23 67.66 67.24 66.57 67.24
Core deposits t0 aSSets .......cccevveeerieriieeennnnn. 53.47 52.45 50.06 49.40 48.15 48.45 48.15
Volatile liabilities to assets .........ccceevereenienen. 29.68 30.71 31.92 31.68 33.39 32.25 33.39
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Loan performance, FDIC-insured commercial banks
Annual 1995-1998, year-to-date through September 30, 1999, third quarter 1998, and third quarter 1999

(Dollar figures in millions)

Preliminary Preliminary
1995 1996 1997 1998 1999YTD 1998Q3 1999Q3
Percent of loans past due 30-89 days
Total loans and 1€aSes .......ccccceeeevvveeeeviiiineeenns 1.29 1.37 1.31 1.26 1.17 1.20 1.17
Loans secured by real estate (RE) ............ 1.38 1.41 1.33 1.26 1.03 1.16 1.03
1-4 family residential mortgages ............ 1.53 1.57 1.59 1.44 1.23 1.38 1.23
Home equity 10anS ........cccoeeveiiniienieenne 1.09 1.06 0.96 0.98 0.75 0.86 0.75
Multifamily residential mortgages ........... 0.99 1.19 1.11 0.87 1.26 0.72 1.26
Commercial RE l0ans .........ccccceeevvvveeeens 1.21 1.24 0.97 0.99 0.69 0.87 0.69
Construction RE 10ans ........ccccoceeeeeecineen. 1.41 1.58 1.42 1.50 1.05 1.26 1.05
Commercial and industrial loans*.............. 0.86 0.95 0.83 0.88 0.87 0.84 0.87
Loans to individuals .........cccceveieiiiiieeeninns 2.21 2.50 2.50 2.43 2.46 2.40 2.46
Credit cards ......ccccceevevivieeeeiieee e 2.40 2.76 2.73 2.58 2.69 2.74 2.69
Installment loans ...........ccoccvveeeeiiiiee e 2.08 2.31 2.33 2.33 2.33 2.19 2.33
All other loans and leases.............cccceeuuue 0.37 0.37 0.51 0.51 0.75 0.46 0.75
Percent of loans noncurrent
Total loans and 1€aSEsS .......ccccceeeevvveeecviiiineeenn, 1.17 1.04 0.96 0.97 0.96 0.94 0.96
Loans secured by real estate (RE) ............ 1.39 1.20 1.01 0.91 0.82 0.94 0.82
1-4 family residential mortgages ............ 0.88 0.99 0.94 0.88 0.83 0.89 0.83
Home equity 10aNS ........ccocceeevieiniienieenne 0.52 0.48 0.44 0.42 0.34 0.43 0.34
Multifamily residential mortgages ........... 1.99 1.35 0.95 0.84 0.50 0.83 0.50
Commercial RE l0ans .........ccccceeevviveeeeenns 2.02 1.61 1.21 0.95 0.85 1.03 0.85
Construction RE 10ans ........ccccoceeveeeiineen.. 2.75 1.38 0.97 0.81 0.68 0.89 0.68
Commercial and industrial loans*.............. 1.19 0.98 0.86 0.99 1.15 0.96 1.15
Loans to individuals .........cccceveieiiiiieeeninnns 1.22 1.36 1.47 1.52 1.45 1.42 1.45
Credit cards ......cccceevevivieeeeiieee e 1.58 1.91 2.18 2.22 1.99 2.04 1.99
Installment loans ...........c.occcvveeeeiiieee e 0.97 0.97 0.98 1.06 1.16 1.02 1.16
All other loans and leases..........ccccccceuueee.. 0.30 0.22 0.25 0.34 0.43 0.27 0.43
Percent of loans charged-off, net
Total loans and 1€aSES .......ccccceeeevvveeecviiiieeeenns 0.49 0.58 0.64 0.67 0.58 0.71 0.58
Loans secured by real estate (RE) ......... 0.18 0.10 0.06 0.05 0.07 0.05 0.10
1-4 family residential mortgages ............ 0.11 0.08 0.08 0.07 0.10 0.07 0.14
Home equity 10aNnS ........cccceeviiiiiiieneenne 0.20 0.20 0.16 0.14 0.15 0.11 0.14
Multifamily residential mortgages ........... 0.32 0.15 0.04 0.05 -0.01 0.17 -0.02
Commercial RE l0ans .........ccocceeevvvieeeenne 0.32 0.09 0.01 0.00 0.02 -0.01 0.04
Construction RE 10ans ........c.ccoceeveeecineen. 0.22 0.19 -0.02 0.01 0.03 0.00 0.02
Commercial and industrial loans*.............. 0.25 0.26 0.28 0.42 0.51 0.40 0.53
Loans to individuals ........ccccccceveiiiiiiieeeiinns 1.73 2.28 2.70 2.69 2.30 2.62 2.28
Credit cards ......ccccceevveiveee e 3.40 4.35 5.11 5.19 4.50 5.15 4.38
Installment loans ...........ccoccvvveeeiiieee e 0.66 0.89 1.04 1.04 0.99 0.99 1.11
All other loans and leases..........cccccccouueee.. -0.02 0.08 0.11 0.52 0.21 0.85 0.19
Loans outstanding ($)
Total loans and 1€aSes .......ccccceeeevvveeeeviiieneeenns $2,602,963 $2,811,279 $2,970,742 $3,238,337 | $3,358,519 | $3,145,764 $3,358,519
Loans secured by real estate (RE) ............ 1,080,116 1,139,018 1,244,985 1,345,570 1,428,705| 1,300,513 1,428,705
1-4 family residential mortgages ............ 546,808 570,122 620,599 668,678 689,811 642,453 689,811
Home equity 10aNnS ........cccceeeriiiiiienieenne 79,182 85,300 98,163 96,647 97,038 96,891 97,038
Multifamily residential mortgages ........... 35,788 38,162 41,231 42,735 51,184 42,452 51,184
Commercial RE l0ans .........ccccceeevvvveeeenne 298,533 315,989 341,522 371,056 403,823 357,566 403,823
Construction RE 10ans ..........cccceeeeeeinneen. 68,696 76,399 88,242 106,723 123,935 102,490 123,935
Farmland l0ans .........cccccceeeeviiieec e, 23,907 24,964 27,072 29,096 31,440 28,783 31,440
RE loans from foreign offices ................. 27,202 28,083 28,157 30,635 31,474 29,878 31,474
Commercial and industrial loans ............... 661,417 709,600 794,998 898,665 947,213 873,968 947,213
Loans to individuals .........ccccceveeeiiiiieeeninnns 535,348 562,291 561,330 570,877 530,209 555,113 530,209
Credit cards ......cccceeveiiiieeeeiiiee e 216,016 231,664 231,097 228,784 189,156 215,983 189,156
Installment loans ................. 319,332 330,626 330,233 342,093 341,053 339,129 341,053
All other loans and leases 331,934 405,678 373,898 427,257 455,940 420,362 455,940
Less: Unearned inCOME .........cccceecvvveeeeenns 5,853 5,308 4,469 4,032 3,548 4,192 3,548

*Includes “All other loans” for institutions under $1 billion in asset size.
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Key indicators, FDIC-insured commercial banks by asset size

Third quarter 1998 and third quarter 1999

(Dollar figures in millions)

Less than $100M $100M to $1B $1B to $10B Greater than $10B
1998Q3  1999Q3 | 1998Q3  1999Q3 | 1998Q3  1999Q3 1998Q3 1999Q3

Number of institutions reporting ............. 5,580 5,241 2,947 2,989 319 314 64 77
Total employees (FTES) 121,644 112,225 | 306,967 301,705 | 313,531 279,539 855,617 938,776
Selected income data ($)
Net iNCOME ......ooceviieiiiiiieec e, $812 $680 $2,408 $2,471 $3,839 $3,411 $7,984 $12,855
Net interest income ............ 2,709 2,534 7,641 7,886 10,130 8,774 25,831 29,708
Provision for loan losses ... 161 149 597 631 1,649 1,007 4,118 3,502
Noninterest income ......... 979 794 2,970 3,020 6,975 5,866 18,717 27,222
Noninterest eXpense ........ccccceeeeeeerveenenen. 2,424 2,253 6,547 6,700 9,665 8,306 28,777 32,710
Net operating iNCOMe .........ccceeceveieeennnen. 816 682 2,378 2,480 3,751 3,449 7,710 12,959
Cash dividends declared ........................ 710 276 1,111 943 3,407 1,644 4,863 10,016
Net charge-offs to loan and lease reserve ...... 98 85 399 382 1,601 973 3,431 3,393
Selected condition data ($)
Total aSSets......cccocvvcvviiiiiic 257,431 245,429 | 730,907 743,073 | 955,323 875,749 | 3,324,055 3,642,278
Total loans and leases ...........cccocvveennn. 153,307 147,743 | 450,219 470,077 | 619,131 558,891 | 1,923,106 2,181,808
Reserve for 10SSes........cccovvvieiiiiiciiens 2,225 2,105 6,826 6,937 12,997 10,326 35,216 38,857
SECUNMLIES .ot 67,599 66,892 | 192,773 193,126 | 197,220 207,945 465,515 565,207
Other real estate owned ............c.oceeeeene 311 273 761 692 576 454 1,787 1,500
Noncurrent loans and leases 1,654 1,491 3,975 3,969 6,441 4,912 17,456 21,962
Total deposits .........ccceveevreene 219,379 207,946 | 601,532 604,346 | 641,347 598,302 | 2,044,523 2,291,922
Domestic deposits 219,327 207,942 | 599,470 602,291 | 624,452 587,078 | 1,508,809 1,702,426
Equity capital .........cccocoeiiiiiiii 28,750 26,797 71,650 70,074 93,940 81,221 262,916 290,460
Off-balance-sheet derivatives ................. 943 221 9,824 8,722 | 132,030 91,124 |33,312,173 36,150,782
Performance ratios (annualized %)
Return on equity .......ccccoevieiiiiiniiiiciee 11.39 10.06 13.68 14.28 16.54 17.02 12.27 17.68
Return on assets .........cccoceeeviiiiiiiciiines 1.27 1.11 1.33 1.35 1.62 1.58 0.97 1.41
Net interest income to assets.................. 4.24 4.13 4.23 4.30 4.28 4.06 3.13 3.26
Loss provision to assets ..........cccceeceeenneee. 0.25 0.24 0.33 0.34 0.70 0.47 0.50 0.38
Net operating income to assets .............. 1.28 1.11 1.32 1.35 1.58 1.59 0.93 1.42
Noninterest income to assets....... 1.53 1.30 1.64 1.65 2.94 2.71 2.27 2.99
Noninterest expense to assets ... 3.79 3.67 3.62 3.65 4.08 3.84 3.48 3.59
Loss provision to loans and leases.......... 0.42 0.40 0.54 0.55 1.07 0.73 0.86 0.64
Net charge-offs to loans and leases....... 0.26 0.23 0.36 0.33 1.04 0.71 0.72 0.62
Loss provision to net charge-offs............. 163.91 177.03 149.81 165.23 102.77 103.50 112.14 103.22
Performance ratios (%)
Percent of institutions unprofitable ......... 7.81 9.54 2.61 2.61 4.08 1.27 4.69 1.30
Percent of institutions with

€arnings gains ........cccoceecveveenieeieenens 51.99 55.89 65.29 69.66 67.40 72.93 71.88 74.03
Noninterest income to net

operating revenue .........cccceceeeeeeennnen. 26.55 23.87 27.99 27.69 40.78 40.07 42.02 47.82
Noninterest expense to net

operating revenue .........cccceceeeveeennnen. 65.74 67.70 61.70 61.43 56.50 56.73 64.60 57.46
Condition ratios (%)
Nonperforming assets to assets ............. 0.76 0.72 0.65 0.63 0.74 0.62 0.61 0.67
Noncurrent loans to loans ....................... 1.08 1.01 0.88 0.84 1.04 0.88 0.91 1.01
Loss reserve to noncurrent loans 134.52 141.17 171.71 174.77 201.78 210.23 201.75 176.93
Loss reserve to loans....... 1.45 1.42 1.52 1.48 2.10 1.85 1.83 1.78
Equity capital to assets .. 11.17 10.92 9.80 9.43 9.83 9.27 7.91 7.97
Leverage ratio .........ccceeveireenieiieieesieene, 10.84 10.98 9.31 9.32 8.59 8.55 6.83 7.10
Risk-based capital ratio ............cccccenueene 18.02 17.91 15.08 14.59 13.19 13.16 11.35 11.49
Net loans and leases to assets ............... 58.69 59.34 60.66 62.33 63.45 62.64 56.79 58.84
Securities to assets .........covceiieiiiiiciennnn 26.26 27.25 26.37 25.99 20.64 23.74 14.00 15.52
Appreciation in securities (% of par) ...... 1.35 -1.43 1.63 -1.44 1.56 -1.67 1.75 -1.66
Residential mortgage assets to assets ..... 21.34 21.10 24.22 24.00 25.64 27.23 18.02 18.52
Total deposits to assets ........ccccceveevrenenne 85.22 84.73 82.30 81.33 67.13 68.32 61.51 62.93
Core deposits to assets ........ 74.01 73.15 70.71 69.30 56.11 56.82 39.37 40.06
Volatile liabilities to assets 12.61 13.65 16.05 17.66 26.43 26.59 39.01 39.56
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Loan performance, FDIC-insured commercial banks by asset size
Third quarter 1998 and third quarter 1999

(Dollar figures in millions)

Less than $100M $100M to $1B $1B to $10B Greater than $10B
1998Q3  1999Q3 | 1998Q3  1999Q3 | 1998Q3  1999Q3 1998Q3 1999Q3
Percent of loans past due 30-89 days
Total loans and leases .........cccccecveeeeevnnnns 1.54 1.36 1.27 1.16 1.52 1.23 1.05 1.15
Loans secured by real estate (RE) ..... 1.34 1.14 1.01 0.89 1.14 0.90 1.21 1.12
1-4 family residential mortgages .... 1.68 1.51 1.23 1.16 1.23 1.06 1.45 1.29
Home equity 10ans ..........cccceceeeiueenne 0.86 0.71 0.87 0.75 0.95 0.81 0.83 0.73
Multifamily residential mortgages .... 0.66 0.73 0.57 0.59 0.78 0.33 0.75 1.87
Commercial RE loans 1.08 0.85 0.78 0.66 1.01 0.69 0.81 0.69
Construction RE loans 1.23 0.95 1.11 0.83 1.44 1.04 1.26 1.17
Commercial and industrial loans*...... 1.52 1.32 1.41 1.29 1.18 1.13 0.58 0.69
Loans to individuals 2.32 2.25 2.11 2.13 2.50 2.24 2.42 2.61
Credit cards .......cccceevevveeeeiiiieee s 2.92 2.72 3.42 3.67 2.70 2.81 2.71 2.57
Installment loans .........c.ccceeevveeeiinnnns 2.29 2.23 1.89 1.79 2.27 1.86 2.23 2.64
All other loans and leases.................. N/A N/A N/A N/A 1.15 1.08 0.41 0.78
Percent of loans noncurrent
Total loans and leases .........cccccecvveeeennns 1.08 1.01 0.88 0.84 1.04 0.88 0.91 1.01
Loans secured by real estate (RE) ..... 0.90 0.80 0.76 0.67 0.87 0.75 1.04 0.92
1-4 family residential mortgages ..... 0.83 0.73 0.70 0.66 0.80 0.78 1.00 0.90
Home equity 10ans ..........cccceceeennenne 0.53 0.37 0.38 0.36 0.50 0.36 0.41 0.33
Multifamily residential mortgages .... 0.70 0.58 0.68 0.53 0.79 0.51 0.93 0.47
Commercial RE loans 0.91 0.79 0.82 0.68 1.07 0.78 1.15 1.01
Construction RE loans 0.70 0.52 0.87 0.61 0.85 0.71 0.95 0.72
Commercial and industrial loans*...... 1.47 1.46 1.26 1.29 0.96 1.11 0.81 1.06
Loans to individuals 0.93 0.86 0.77 0.87 1.52 1.07 1.55 1.74
Credit cards ......ccccceovevvveeeiiiiiee e 1.85 1.89 1.79 2.31 1.95 1.85 2.13 2.02
Installment loans ...........ccceccveeeeiinnes 0.89 0.82 0.59 0.56 1.03 0.56 1.17 1.55
All other loans and leases.................. N/A N/A N/A N/A 0.49 0.58 0.24 0.43
Percent of loans charged-off, net
Total loans and leases .........cccccecvveeeennnnns 0.26 0.23 0.36 0.33 1.04 0.71 0.72 0.62
Loans secured by real estate (RE) ..... 0.05 0.04 0.05 0.04 0.07 0.07 0.05 0.13
1-4 family residential mortgages .... 0.04 0.06 0.06 0.05 0.06 0.10 0.08 0.19
Home equity 10ans ..........cccceeeeenneeene 0.11 0.10 0.05 0.04 0.14 0.17 0.11 0.16
Multifamily residential mortgages .... 0.16 0.06 0.05 -0.01 0.02 -0.10 0.32 0.01
Commercial RE loans 0.06 0.02 0.04 0.03 0.11 0.05 -0.11 0.04
Construction RE loans 0.05 -0.10 0.03 0.02 -0.07 0.04 0.02 0.02
Commercial and industrial loans*...... 0.42 0.41 0.41 0.43 0.36 0.73 0.37 0.49
Loans to individuals 0.73 0.59 1.59 1.47 3.34 2.47 2.59 2.49
Credit cards .......cccceevevvveeeiiiieee e, 3.09 0.78 6.68 5.23 5.54 4.86 4.76 4.23
Installment loans ...........ccceccvveeeninnns 0.62 0.56 0.73 0.69 0.87 0.90 1.17 1.34
All other loans and leases.................. N/A N/A N/A N/A 0.45 0.27 1.01 0.19
Loans outstanding ($)
Total loans and leases .........cccccecvveeeennnns $153,307 $147,743 |$450,219 $470,077 [$619,131 $558,891 [$1,923,106 $2,181,808
Loans secured by real estate (RE) .... 85,596 83,372 | 277,998 294,531 | 283,074 288,957 653,846 761,844
1-4 family residential mortgages ..... 41,633 39,009 | 122,163 123,929 | 138,471 132,853 340,186 394,020
Home equity 10ans ..........cccceceeeinnenne 1,933 1,833 12,761 12,513 19,679 17,284 62,518 65,408
Multifamily residential mortgages .... 1,823 1,766 9,146 9,958 11,776 10,795 19,707 28,665
Commercial RE loans ...... 23,086 23,355 96,720 106,056 83,724 94,193 154,036 180,218
Construction RE loans .. 6,287 6,517 26,180 29,760 25,525 30,189 44,498 57,470
Farmland loans ..........ccccceeevvveeeiinns 10,824 10,892 10,983 12,262 3,548 3,272 3,428 5,015
RE loans from foreign offices .......... 10 0 45 54 350 371 29,472 31,049
Commercial and industrial loans ....... 25,273 24,861 81,420 84,137 | 127,781 121,468 639,494 716,747
Loans to individuals ..........ccccceeeennee.. 22,166 20,789 65,578 65,473 | 167,644 112,117 299,725 331,830
Credit cards .......cccceevevvveeeiiiieee s 1,008 831 9,527 11,652 87,960 44,545 117,488 132,128
Installment loans ...........ccceccvveeeiinnns 21,158 19,958 56,051 53,821 79,684 67,572 182,237 199,702
All other loans and leases 20,822 19,069 26,343 26,811 41,378 36,872 331,819 373,188
Less: Unearned income .................... 549 348 1,120 875 745 523 1,777 1,802

* Includes “All other loans” for institutions under $1 billion in asset size.
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Key indicators, FDIC-insured commercial banks by region

Third quarter 1999

(Dollar figures in millions)

All
Northeast  Southeast Central Midwest  Southwest West | institutions

Number of institutions reporting ..........cc.ccec.... 682 1,442 1,877 2,219 1,467 934 8,621
Total employees (FTESs) 474,461 468,820 286,076 126,196 117,251 159,441 | 1,632,245
Selected income data ($)
Net iNCOME ......ovviiiiiiiic e $6,949 $5,083 $2,868 $1,364 $961 $2,192 $19,417
Net interest income ............ 14,533 13,285 7,938 3,961 3,007 6,178 48,902
Provision for loan losses .... 1,966 1,150 624 545 198 805 5,288
Noninterest income ......... " 17,042 8,045 4,430 2,382 1,104 3,900 36,903
Noninterest eXPENSE ........cooveeeieeeriieeerieesiieeens 18,342 12,244 7,496 3,604 2,518 5,765 49,969
Net operating iINCOME ........cccevieeeiieeiiiieeniees 6,964 5,098 2,876 1,473 966 2,193 19,570
Cash dividends declared ............ccoceevueennnenne 6,673 2,861 1,052 905 458 930 12,879
Net charge-offs to loan and lease reserve ..... 1,961 973 504 501 189 703 4,833
Selected condition data ($)
Total SSetS......cceviiciiiiieie 1,892,275 1,493,757 931,401 373,897 306,669 508,530 | 5,506,529
Total loans and leases ...........ccccocevvciiiieinnen. 1,005,839 964,844 617,354 253,257 175,301 341,924 | 3,358,519
Reserve for [0SSeS.......coccvviiiiiiiiiiiiee e 19,965 15,257 8,772 4,339 2,321 7,571 58,225
SECUNMLIES .ot 326,729 276,968 183,232 71,952 86,324 87,964 | 1,033,169
Other real estate owned ..........ccccceeveeiieeennnen. 857 841 346 200 257 418 2,919
Noncurrent loans and leases 13,059 7,111 5,074 2,110 1,841 3,138 32,333
Total deposits ........cccceveeneene 1,199,361 999,641 624,984 268,679 244,178 365,673 3,702,516
Domestic deposits . 762,020 904,333 578,637 260,513 241,900 352,334 | 3,099,738
Equity capital ... 149,640 128,330 76,453 33,331 26,757 54,041 468,552
Off-balance-sheet derivatives ............cc.ccooee.. 27,931,144 6,126,267 1,376,461 38,604 29,622 156,021 | 35,658,119
Performance ratios (annualized %)
Return on equity ........cccovveviiiiiiiiiiccie e 18.60 15.79 15.08 16.61 14.46 16.40 16.62
Return 0N assets .......cccccovviveeeeiiiiiiee e 1.46 1.37 1.25 1.46 1.26 1.74 1.42
Net interest income to assets .........ccocceeevveenne 3.06 3.58 3.46 4.25 3.95 491 3.57
LOSS provision t0 assets .......ccccceevieeenieenninenne 0.41 0.31 0.27 0.58 0.26 0.64 0.39
Net operating income to assets ..........cccceeueeee 1.47 1.37 1.25 1.58 1.27 1.74 1.43
Noninterest income to assets ...... 3.59 2.16 1.93 2.56 1.45 3.10 2.69
Noninterest expense to assets .... 3.86 3.30 3.27 3.87 3.31 4.58 3.64
Loss provision to loans and leases....... " 0.78 0.48 0.41 0.87 0.46 0.95 0.63
Net charge-offs to loans and leases............... 0.78 0.41 0.33 0.80 0.44 0.83 0.58
Loss provision to net charge-offs .................... 100.24 118.23 123.64 108.95 104.77 114.46 109.46
Performance ratios (%)
Percent of institutions unprofitable ................. 9.38 11.03 4.74 4.01 6.34 9.53 6.76
Percent of institutions with earnings gains ...... 67.45 64.42 61.59 57.23 59.10 65.85 61.44
Noninterest income to

net operating revenue ...........cccceceeeneeenne 53.97 37.72 35.82 37.55 26.85 38.70 43.01
Noninterest expense to

net operating revenue ...........cccceceeeneeenne 58.09 57.40 60.61 56.81 61.27 57.20 58.23
Condition ratios (%)
Nonperforming assets to assets ........ccccocueene 0.78 0.53 0.60 0.62 0.68 0.72 0.66
Noncurrent 10ans to 10ans .........cccccevceeeiieenns 1.30 0.74 0.82 0.83 1.05 0.92 0.96
Loss reserve to honcurrent [0ans .................... 152.88 214.56 172.87 205.60 126.09 241.31 180.08
Loss reserve to 10ans .........cccoceeeiieeiiicenieenne 1.98 1.58 1.42 1.71 1.32 2.21 1.73
Equity capital to assets ..... 7.91 8.59 8.21 8.91 8.72 10.63 8.51
Leverage ratio .........ccceueee. 7.45 7.56 7.89 8.38 8.28 9.06 7.81
Risk-based capital ratio ........... 12.45 11.75 11.97 13.04 13.86 13.01 12.33
Net loans and leases to assets ... 52.10 63.57 65.34 66.57 56.41 65.75 59.93
Securities to assets .......ccccceeveeeeeiieennenn. . 17.27 18.54 19.67 19.24 28.15 17.30 18.76
Appreciation in securities (% of par) .............. -1.60 -1.85 -1.41 -1.23 -1.85 -1.36 -1.61
Residential mortgage assets to assets........... 17.01 25.88 21.51 20.02 23.44 17.19 20.76
Total deposits t0 aSSets ......cccveerveeeiiieeeiieens 63.38 66.92 67.10 71.86 79.62 71.91 67.24
Core deposits t0 aSSets .......ccceevieeeriieeiieeennn. 32.79 52.82 53.73 62.61 67.57 59.00 48.15
Volatile liabilities to aSSets ........ccooveerieeiiieens 44.89 29.30 30.28 21.12 20.75 24.92 33.39
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Loan performance, FDIC-insured commercial banks by region
Third quarter 1999

(Dollar figures in millions)

All
Northeast  Southeast Central Midwest  Southwest West | institutions
Percent of loans past due 30-89 days
Total loans and 1€aSes .......ccccceeeevvveeeeviiieneeenns 1.12 1.14 1.29 1.30 1.26 1.07 1.17
Loans secured by real estate (RE) . 1.16 1.02 1.10 1.00 1.09 0.68 1.03
1-4 family residential mortgages 1.33 1.21 1.22 1.25 1.38 0.92 1.23
Home equity 10anS ........ccccceeeviiiiiieiieenne 0.80 0.72 0.85 0.72 0.75 0.54 0.75
Multifamily residential mortgages ........... 0.36 3.37 0.65 0.73 0.39 0.22 1.26
Commercial RE l0ans .........ccccceeevvvvveeenns 0.73 0.58 0.93 0.67 0.83 0.50 0.69
Construction RE 10ans ........ccccoceeeeevcineen.. 1.09 0.71 1.66 1.29 1.14 0.86 1.05
Commercial and industrial loans*.............. 0.51 0.68 1.32 1.47 1.50 1.13 0.87
Loans to individuals .........cccccevieeiiiiieeeninnns 2.58 3.03 2.07 2.35 1.65 2.03 2.46
Credit cards ......cccevveeeeieeciieccee e 2.95 2.84 2.17 2.78 1.28 2.20 2.69
Installment loans ...........c.cccvvveeeiiiiee e, 2.27 3.08 2.05 1.96 1.66 1.78 2.33
All other loans and leases..........ccccccceuueee. 0.60 0.79 1.09 0.58 0.68 0.70 0.75
Percent of loans noncurrent
Total loans and 1€aSes .......ccccceeeevvveeeeviiieneeens 1.30 0.74 0.82 0.83 1.05 0.92 0.96
Loans secured by real estate (RE) ............ 1.10 0.72 0.80 0.64 0.94 0.68 0.82
1-4 family residential mortgages ............ 0.93 0.79 0.88 0.55 0.81 0.79 0.83
Home equity 10aNnS ........ccccceeevieinieeneenne 0.46 0.28 0.36 0.27 0.26 0.27 0.34
Multifamily residential mortgages ........... 0.49 0.43 0.62 0.29 0.61 0.50 0.50
Commercial RE l0ans .........ccccceeevvvieeeenn, 1.22 0.76 0.80 0.70 1.15 0.65 0.85
Construction RE 10ans ........c.ccoceeeeeecvneen. 0.99 0.59 0.74 0.56 0.61 0.71 0.68
Commercial and industrial loans*.............. 1.43 0.73 1.01 1.20 1.64 1.34 1.15
Loans to individuals .........cccccceveeeiiiiieeeninnns 2.22 1.25 0.79 1.13 0.51 1.15 1.45
Credit cards ......ccceevveeviieciicee e 2.42 1.69 1.31 1.73 0.69 1.66 1.99
Installment loans ...........cccccvvveeeiciieee e 2.05 1.12 0.70 0.60 0.51 0.37 1.16
All other loans and leases.............cccceeuuue 0.41 0.30 0.52 0.43 1.01 0.42 0.43
Percent of loans charged-off, net
Total loans and 1€aSES .......ccccceeeevvveeecviiiineeens 0.78 0.41 0.33 0.80 0.44 0.83 0.58
Loans secured by real estate (RE) ............ 0.06 0.17 0.05 0.13 0.05 0.04 0.10
1-4 family residential mortgages ............ 0.08 0.25 0.06 0.19 0.04 0.12 0.14
Home equity 10anS ........cccceeviiiiiienieenne 0.13 0.17 0.14 0.17 0.32 0.07 0.14
Multifamily residential mortgages ........... -0.12 0.03 0.03 -0.06 -0.02 0.03 -0.02
Commercial RE l0ans .........ccoceeevvvieeeenne 0.00 0.07 0.02 0.12 0.07 0.00 0.04
Construction RE 10ans ........cccccceeeeevcnneen. -0.07 0.09 -0.01 0.01 0.00 -0.03 0.02
Commercial and industrial loans*.............. 0.63 0.34 0.40 0.56 0.87 0.79 0.53
Loans to individuals .........cccccevieiiiiiieeeiinnns 2.94 1.73 1.19 3.04 0.95 2.85 2.28
Credit cards ......cccoeeveeeieecciicce e 4,78 3.11 3.78 5.29 2.69 411 4.38
Installment loans ...........cccccvvveeeiiieee e 1.32 1.33 0.75 1.08 0.88 0.76 1.11
All other loans and leases..........ccccccceuuneee.. 0.13 0.12 0.29 0.24 0.11 0.49 0.19
Loans outstanding ($)
Total loans and leases ........c.cccceevveeeieeecneeennee. $1,005,839  $964,844  $617,354  $253,257  $175,301  $341,924 | $3,358,519
Loans secured by real estate (RE) ............ 326,392 471,253 278,396 113,044 81,537 158,083 | 1,428,705
1-4 family residential mortgages ............ 179,587 247,059 127,372 52,219 33,355 50,219 689,811
Home equity [0ans ..........cccceeveiieneeninenne. 21,979 33,664 23,958 5,296 1,138 11,004 97,038
Multifamily residential mortgages ........... 13,101 14,269 9,899 3,357 2,539 8,019 51,184
Commercial RE loans .........ccccceeevveeenneeen. 69,788 122,783 85,043 31,128 30,510 64,570 403,823
Construction RE loans ..........ccccceeeevveeneee. 13,201 44,145 24,284 10,977 10,607 20,721 123,935
Farmland l0ans ..........ccceceevveeeciiee e, 1,209 6,211 7,797 10,067 3,387 2,768 31,440
RE loans from foreign offices ................. 27,527 3,122 43 0 0 782 31,474
Commercial and industrial loans ............... 323,249 257,421 176,988 58,573 45,578 85,404 947,213
Loans to individuals .........ccccoeeveeviieiineens 186,481 117,945 78,906 47,031 32,191 67,656 530,209
Credit cards ......ccceeveeeeieeciiiccee e 86,931 26,415 11,361 22,156 1,257 41,036 189,156
Installment 10aNS ........ccccceeeeiieeiiieciieens 99,550 91,529 67,545 24,876 30,934 26,619 341,053
All other loans and leases 171,243 118,997 83,389 34,668 16,339 31,304 455,940
Less: Unearned inCOME ........cccceeevvveeeninns 1,527 771 324 60 344 522 3,548

*Includes “All other loans” for institutions under $1 billion in asset size.
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Glossary

Data Sources

Data are from the Federal Financial Institutions Examina-
tion Council (FFIEC) Reports of Condition and Income (call
reports) submitted by all FDIC-insured, national-chartered
and state-chartered commercial banks and trust compa-
nies in the United States and its territories. Uninsured
banks, savings banks, savings associations, and U.S.
branches and agencies of foreign banks are excluded
from these tables. All data are collected and presented
based on the location of each reporting institution’s main
office. Reported data may include assets and liabilities
located outside of the reporting institution’s home state.

The data are stored on and retrieved from the OCC'’s Inte-
grated Banking Information System (IBIS), which is ob-
tained from the FDIC’s Research Information System (RIS)
database.

Computation Methodology

For performance ratios constructed by dividing an income
statement (flow) item by a balance sheet (stock) item, the
income item for the period was annualized (multiplied by
the number of periods in a year) and divided by the aver-
age balance sheet item for the period (beginning-of-period
amount plus end-of-period amount plus any interim peri-
ods, divided by the total number of periods). For
“pooling-of-interest” mergers, prior period(s) balance
sheet items of “acquired” institution(s) are included in
balance sheet averages because the year-to-date income
reported by the “acquirer” includes the year-to-date re-
sults of “acquired” institutions. No adjustments are made
for “purchase accounting” mergers because the
year-to-date income reported by the “acquirer” does not
include the prior-to-merger results of “acquired” institu-
tions.

Definitions

Commercial real estate loans—Iloans secured by nonfarm
nonresidential properties.

Construction real estate loans—includes loans for all prop-
erty types under construction, as well as loans for land
acquisition and development.

Core deposits—the sum of transaction deposits plus
savings deposits plus small time deposits (under
$100,000).
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IBIS—OCC's Integrated Banking Information System.

Leverage ratio—Tier 1 capital divided by adjusted tan-
gible total assets.

Loans to individuals—includes outstanding credit card
balances and other secured and unsecured installment
loans.

Net charge-offs to loan and lease reserve—total loans and
leases charged off (removed from balance sheet because
of uncollectibility), less amounts recovered on loans and
leases previously charged off.

Net loans and leases to assets—total loans and leases
net of the reserve for losses.

Net operating income—income excluding discretionary
transactions such as gains (or losses) on the sale of invest-
ment securities and extraordinary items. Income taxes sub-
tracted from operating income have been adjusted to ex-
clude the portion applicable to securities gains (or losses).

Net operating revenue—the sum of net interest income
plus noninterest income.

Noncurrent loans and leases—the sum of loans and leases
90 days or more past due plus loans and leases in
nonaccrual status.

Nonperforming assets—the sum of noncurrent loans and
leases plus noncurrent debt securities and other assets
plus other real estate owned.

Number of institutions reporting—the number of institutions
that actually filed a financial report.

Off-balance-sheet derivatives—the notional value of futures
and forwards, swaps, and options contracts; beginning
March 31, 1995, new reporting detail permits the exclu-
sion of spot foreign exchange contracts. For March 31,
1984 through December 31, 1985, only foreign exchange
futures and forwards contracts were reported; beginning
March 31, 1986, interest rate swaps contracts were re-
ported; beginning March 31, 1990, banks began to report
interest rate and other futures and forwards contracts, for-
eign exchange and other swaps contracts, and all types
of option contracts.

Other real estate owned—primarily foreclosed property.
Direct and indirect investments in real estate ventures



are excluded. The amount is reflected net of valuation
allowances.

Percent of institutions unprofitable—the percent of in-
stitutions with negative net income for the respective
period.

Percent of institutions with earnings gains—the percent
of institutions that increased their net income (or de-
creased their losses) compared to the same period a
year earlier.

Reserve for losses—the sum of the allowance for loan and
lease losses plus the allocated transfer risk reserve.

Residential mortgage assets—the sum of one- to four-fam-
ily residential mortgages plus mortgage-backed securities.

Return on assets (ROA)—net income (including gains or
losses on securities and extraordinary items) as a per-
centage of average total assets.

Return on equity (ROE)—net income (including gains or
losses on securities and extraordinary items) as a per-
centage of average total equity capital.

Risk-based capital ratio—total capital divided by risk
weighted assets.

Risk-weighted assets—assets adjusted for risk-based
capital definitions which include on-balance-sheet as well
as off-balance-sheet items multiplied by risk weights that
range from zero to 100 percent.

Securities—excludes securities held in trading accounts. Ef-
fective March 31, 1994 with the full implementation of Finan-
cial Accounting Standard (FAS) 115, securities classified by
banks as “held-to-maturity” are reported at their amortized
cost, and securities classified a “available-for-sale” are re-
ported at their current fair (market) values.

Securities gains (losses)—net pre-tax realized gains (losses)
on held-to-maturity and available-for-sale securities.

Total capital—the sum of Tier 1 and Tier 2 capital. Tier 1
capital consists of common equity capital plus noncumu-
lative perpetual preferred stock plus minority interest in
consolidated subsidiaries less goodwill and other ineli-
gible intangible assets. Tier 2 capital consists of subordi-
nated debt plus intermediate-term preferred stock plus
cumulative long-term preferred stock plus a portion of a
bank’s allowance for loan and lease losses. The amount
of eligible intangibles (including mortgage servicing rights)
included in Tier 1 capital and the amount of the allowance
included in Tier 2 capital are limited in accordance with
supervisory capital regulations.

Volatile liabilities—the sum of large-denomination time
deposits plus foreign-office deposits plus federal funds
purchased plus securities sold under agreements to re-
purchase plus other borrowings. Beginning March 31,
1994, new reporting detail permits the exclusion of other
borrowed money with original maturity of more than one
year; previously, all other borrowed money was included.
Also beginning March 31, 1994, the newly reported “trad-
ing liabilities less revaluation losses on assets held in trad-
ing accounts” is included.
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Year-2000 Report

OCC Report to Congress on Year-2000 Activities—

Third Quarter 1999

Executive Summary

o National banks have made excellent progress in
preparing for the year 2000. As of September 30,
1999, 99.8 percent of 2,644 institutions supervised
by the OCC received the highest supervisory rat-
ing, “satisfactory.” Only six institutions received
less than “satisfactory” ratings. The OCC is using
a variety of enforcement tools to effect prompt re-
medial action by the few financial institutions that
lag behind.

o The OCC has established an extensive fourth quar-
ter supervision program to monitor the progress of
individual institutions to ensure that all necessary
changes are made in preparing for the year 2000.

o In September, the OCC and the other FFIEC agen-
cies issued guidance on temporary balance-sheet
growth due to unusual market responses to the
century date change. This growth could occur if a
banking organization were to receive unusually
large deposit inflows or if corporate borrowers were
to make unusual draws on their existing lines of
credit, or request new lines, in response to a per-
ceived need for extra liquidity during the century-
date-change period.

o During the third quarter, the OCC and the other
FFIEC agencies stepped up efforts to educate the
public about the industry’s year-2000 progress and
our role in supervising institutions. The FFIEC agen-
cies worked together to develop messages about
the industry’s progress and provide advice to bank
customers. We also completed and distributed a
video that explains what banks and regulators have
done to address the year-2000 issue. At the same
time, we initiated a series of public education
events, featuring FFIEC principals.

o The OCC, in conjunction with the other FFIEC agen-
cies, has developed contingency plans for late
December 1999 through early January 2000. As
part of our contingency planning efforts, the OCC
is working closely with the President’s Council on
Year 2000 Conversion and will staff the Council’s
Information Coordination Center during the century-
date-change rollover period.

o The OCC completed year-2000 renovations and
validation of its mission-critical systems by No-
vember 1998 and is working closely with the Trea-
sury Department and the President’s Council to
ensure that its internal systems will work properly
during the century-date-change rollover.

Examinations of Financial Institutions

The OCC’s comprehensive year-2000 supervision pro-
gram, which includes on-site examinations and off-site
reviews, examiner training, quality assurance proce-
dures, and outreach programs, has been instrumental
in ensuring that national banks address year-2000 con-
cerns and take appropriate corrective actions well in
advance of the century date change.

OCC examinations through September 30, 1999, show
that 99.8 percent of 2,644 institutions supervised by the
OCC (national banks, service providers, software ven-
dors, federal branches, and credit card banks) were rated
“satisfactory;” 0.2 percent (five institutions) received
“needs improvement” ratings; and one institution re-
ceived an “unsatisfactory” rating. The third quarter rat-
ings are slightly better than the second quarter ratings,
in which 99.1 percent of institutions were rated “satis-
factory,” 0.8 percent (20 institutions) were rated “needs
improvement,” and 0.1 percent (three institutions) were
rated “unsatisfactory.” Table 1 provides a summary of

Table 1—Year-2000 summary evaluations, by asset size, September 30, 1999

Evaluation <$100MM $$ggg/|MMMto $500MM to $1B 2‘1‘3 c()q;/?:]asltll tﬂﬁgcr?sr;t
Satisfactory 99.7% 99.8% 100% 100% 99.8%
Needs Improvement 0.2% 0.2% 0% 0% 0.2%
Unsatisfactory 0.1% 0% 0% 0% <0.01%

Source: OCC Year 2000 database
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Table 2—Year-2000 summary evaluations: service providers and software vendors, September 30, 1999

OCC-supervised
Summary OCC-supervised | OCC-supervised | OCC -supervised mStrllts:Z;iS“;irgmg Total
evaluation MDPS SASRs IDCs onaitt ota
institutions
Satisfactory 5 4 32 58 99
Needs Improvement 0 0 2 0 2
Unsatisfactory 0 0 0 0 0
Total 5 4 34 58 101

Source: OCC Year 2000 database

year-2000 ratings for national banks, federal branches
and credit card banks by asset size.

Service providers and software vendors. The ratings for
service providers and software vendors have not changed
significantly since the second quarter.! Ninety-eight per-
cent (99 institutions) of OCC-supervised service provid-
ers and software vendors received our highest supervi-
sion rating of “satisfactory.” Only 2 percent of the service
providers and software vendors (two institutions) received
“needs improvement” ratings and none received “unsat-
isfactory” ratings. The OCC is conducting follow-up ex-
aminations of these two institutions to confirm that defi-
ciencies are addressed adequately which may result in
an upgrade in the rating. Table 2 provides a summary of
third quarter year-2000 evaluations of OCC-supervised
service providers and software companies.

The OCC and the other FFIEC agencies continue to gather
information during examinations to assess the exposure
of banks to service providers and software vendors that
lag behind. As part of our contingency planning efforts,
we also are assessing the capacity of highly rated ser-
vice providers and software vendors to absorb clients
of low-rated service providers in the unlikely event prob-
lems arise.

Customer risk assessment. All national banks imple-
mented a due diligence process to assess year-2000 (Y2K)
customer risk. As of September 30, 1999, 12 percent of

1 The OCC and the other FFIEC agencies have been examining
several hundred service providers and software vendors that pro-
vide mission-critical services and products to depository institu-
tions. The OCC is the lead agency in examining five service pro-
viders under the Multi-Regional Data Processing Servicers (MDPS)
program and four software vendors under the Shared Application
Software Review (SASR) program. In addition, the OCC super-
vises and examines 34 independent data centers (IDCs) used by
national banks and 58 banks and affiliated servicers that provide
data processing services to nonaffiliated financial institutions.

22 Quarterly Journal, Vol. 18, No. 4, December 1999

national banks noted that Y2K-related credit problems
could result in some Y2K-related defaults. However, only
0.5 percent of their entire portfolio of customers would
be affected by Y2K-related credit problems. In addition,
only 35 national banks (1.3 percent) have reduced credit
lines out of concern that their customers had not ad-
equately addressed Y2K risks.

Enforcement. The OCC has used a variety of enforce-
ment tools to effect prompt remedial action by super-
vised institutions that lag behind. Overall, the OCC be-
lieves that the enforcement actions it has taken to date
have been very successful in prompting lagging insti-
tutions to comply with FFIEC and OCC year-2000 policy.
As of September 30, 1999, the OCC had entered into
four safety and soundness orders, two cease-and-de-
sist orders, nine formal agreements, 12 memorandums
of understanding, 10 commitment letters, and 382 year-
2000 supervisory directives. (See the second quarter
Y2K report to Congress for a summary of these differ-
ent types of enforcement actions [available upon re-
quest in writing to the OCC'’s Public Information Room,
Mail Stop 1-5, Comptroller of the Currency, Washing-
ton, DC 20219 or by faxing your request to 202-874-
4448].) Seventy-three institutions are operating under
approved safety and soundness plans.

The FFIEC agencies have taken enforcement actions
against three independent service providers that pro-
vide data processing services to hundreds of federally
regulated financial institutions. Each of these three ser-
vice providers committed, by a date certain, to correct
year-2000 deficiencies within the systems it uses to sup-
port the operations of financial institution clients, includ-
ing national banks.

Year-2000 Supervision Program

The OCC has completed at least three on-site year-
2000 examinations of all OCC-supervised institutions



since 1997.2 The OCC completed additional year-2000
on-site examinations during the third quarter for a small
number of institutions that continued to lag behind,
banks in the OCC'’s large bank program, institutions
that completed conversions of mission-critical systems
during the quarter, and OCC-supervised service pro-
viders and software vendors. In addition, the OCC con-
ducted quarterly reviews of each national bank to moni-
tor bank preparations and follow up on any outstand-
ing supervisory issues. During these examinations and
quarterly reviews examiners assessed customer aware-
ness efforts, liquidity planning, and cash management
strategies. Examiners also encouraged national banks
to establish procedures to ensure that computer sys-
tems remain year-2000 ready.

In late July and October 1999, the OCC sent letters to
national bank CEOs outlining the year-2000 supervisory
program for the remainder of 1999 and the century rollover
period.

On August 24, 1999, the OCC hosted a conference with
representatives of 22 automated teller machine (ATM)
companies and the other FFIEC agencies to discuss
supervisory concerns and to share information on test-
ing, contingency planning, and customer communica-
tion issues. The regulators noted that customers and
the media are likely to pay particular attention to ATM
readiness as a bellwether of the overall readiness of the
financial services industry. ATM companies noted that
they have thoroughly tested their systems and stated
that they are year-2000 ready.

On September 28, the OCC and the other FFIEC agencies
issued guidance on temporary balance-sheet growth due
to unusual market responses to the century date change.
This growth could occur if a banking organization were to
receive unusually large deposit inflows or if corporate bor-
rowers make unusual draws on their existing lines of credit,
or request new lines, in response to a perceived need for
extra liquidity during the century-date-change period. Some
organizations that experience significant year-2000-related
asset growth may, despite prudent balance-sheet man-

2The first on-site examination occurred between July 1997 and
June 1998 using the FFIEC’s June 1997 year-2000 guidance. In
June 1998, the FFIEC adopted the Phase Il Workprogram. The
Phase Il examination procedures focus primarily on the validation
(testing) and implementation phases of the year-2000 project plans
and contingency plans. Using the Phase Il procedures, the OCC
completed two on-site examinations of all national banks and Fed-
eral branches and agencies by July 15, 1999. The first round of
these examinations, which was completed in January 1999, fo-
cused primarily on determining if each institution had an adequate
test plan in place prior to commencing its testing program. The
second round of examinations concentrated on evaluating testing
results, business resumption contingency plans, and customer
risk assessments and customer awareness programs.

agement techniques, also experience a temporary decline
in their regulatory capital ratios as a result of responding to
customers’ needs over the century-date-change period.
Such a decline has the potential to result in certain conse-
quences for the organization under federal banking stat-
utes and regulations. The OCC urges banks to contact the
OCC to discuss options to address these issues. In as-
sessing supervisory options, the OCC will consider whether
the institution exercises prudent and responsible measures
to manage its balance sheet, maintains a fundamentally
sound financial condition, and provides evidence that any
drop in capital ratios is temporary.

In early October, we sent additional guidance to exam-
iners concerning our fourth quarter supervisory activi-
ties, century-date-change event management activities
and quality assurance efforts. Fourth quarter supervi-
sory activities will include monitoring of business resump-
tion contingency plans, liquidity funding plans, customer
awareness efforts, and capital and credit risk. We will
test our processes for the century-date-change activi-
ties on November 4, 1999.

In mid-October, the FFIEC agencies sent a letter to ser-
vice providers and software vendors that provide ser-
vices to depository institutions. This letter outlines steps
the FFIEC agencies plan to take during the century date
change and agency expectations for the remainder of
1999 and early 2000.

Public Education

The OCC and the other federal financial institution regu-
lators believe that the most effective means of assuring
the public about the industry’s readiness for the century
date change is to raise public awareness about year-
2000 issues and to explain how the industry and the
regulators are addressing them. To maintain public con-
fidence, the OCC and the other federal financial regula-
tors have urged institutions to provide accurate and com-
plete information to their customers about the year-2000
remediation efforts and the progress the industry is
making to address year-2000 issues. In recent months,
the OCC has observed that banks have increased year-
2000 customer awareness efforts. For example, over 60
percent of OCC-supervised institutions have provided
disclosures to customers either monthly or quarterly.

The FFIEC agencies also stepped up efforts to educate
the general public on the industry’s and regulators’ ef-
forts through a number of ways.

Video and brochure. The OCC and the other federal finan-

cial institution regulators developed and distributed “Year
2000: The Bottom Line” in September. This six-minute
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video on the financial services industry’s readiness for
the year 2000 features top-ranking officials of each agency
explaining to the general public what the year-2000 issue
is and the steps taken by banks and bank regulators to
address the issue. The video also speaks directly to cus-
tomers about steps they can take to be ready for the year
2000 and warns about year-2000 scams. We are encour-
aging banks to display the video in the bank lobby and
at community outreach events. In addition to the video,
the OCC produced and distributed a brochure that high-
lights the industry’s progress and the important things
bank customers should know about the year-2000 issue.
That brochure, “Banks are Ready: Meeting the Y2K Chal-
lenge,” notes that 99 percent of all national banks fin-
ished testing critical computer systems by mid-year and
received our highest supervisory rating. It also advises
customers of the risks of holding large amounts of cash
and points out that the safest place for their money is in a
federally insured financial institution.

Press conferences. The Comptroller and heads of the
other FFIEC agencies held a press conference at the
National Press Club in Washington, DC, on September
16 to report on the industry’s progress in addressing the
year-2000 issue. The Comptroller and other FFIEC prin-
cipals met with the editorial board of USA Today on Sep-
tember 16. He also participated in a press conference
and other press events (e.g., talk show appearances,
briefings for print/magazine media, meetings with edi-
torial boards) on September 21 in New York.

Newspaper article. On September 28, Comptroller Hawke
sent a letter to 100 newspapers outlining the OCC and
banking industry’s efforts to be ready for the year 2000
and to counter false claims about the banking industry’s
year-2000 readiness. The letter has appeared in news-
papers throughout the country.

Outreach. Through September 30, 1999, OCC represen-
tatives had participated in dozens of outreach meetings
with various groups, including bankers and other repre-
sentatives from the financial community. In conjunction
with the other FFIEC agencies, we hold regular meet-
ings to discuss year-2000 issues with representatives
from the Bank Administration Institute, American Bank-
ers Association, Independent Community Bankers of
America, and other financial institution trade associa-
tions. The OCC also has worked with other FFIEC agen-
cies to train foreign bank supervisors.

Hotline. Callers to the OCC’s Customer Assistance hotline
(1-800-613-6743) receive helpful information from our cus-
tomer assistance specialists. To date, the Customer Assis-
tance Group has received 34 calls on Y2K concerns. During
the third quarter, we provided additional training for our cus-
tomer assistance specialists and provided additional infor-
mation to send to individuals requesting information.
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International Activities

Today'’s global financial markets require cooperation and
close coordination among financial sector supervisors
and central banks, both within countries (including in-
side the United States) and across borders. Coordina-
tion will be especially important in the remaining months
of 1999 and early 2000, as financial organizations and
markets deal with the year-2000 challenge.

Financial market authorities and key market participants
in major countries are making excellent progress in pre-
paring for the century date change. The OCC continues
to coordinate actively with global financial market authori-
ties and key public and private sector groups on interna-
tional year-2000 event management and communications
plans for the year-2000 rollover period. Initiatives include
the Information Coordination Center of the President’s
Council on Year 2000 Conversion, the Joint Year 2000
Council's Market Authorities Communications Services
(MACS), the Basel Committee on Banking Supervision’s
Year 2000 Task Force, and the event management pro-
gram of the Global 2000 Co-ordinating Group. Through
these coordination efforts, the U.S. financial market su-
pervisors, together with our key international counterparts,
are defining the principles and conventions for cross-bor-
der multilateral communications among the global super-
visory community over the year-2000 rollover period.

Contingency Planning

While the OCC is confident that the national banking
industry will pass the century date change with flying
colors, an important aspect of our job as regulators is to
make contingency plans no matter how remote the like-
lihood is that we will need to implement them. In that
spirit, we have developed contingency plans to respond
to potential problems and to make sure consumers will
maintain access to their money and services. We antici-
pate that as we get closer to the end of 1999, rumors
and scare stories will increase. Consequently, we will
continue to urge bank customers to contact their bank
to help them sort fact from fiction.

Contingency Planning Working Group. The OCC chairs
the FFIEC Year 2000 Contingency Planning Working
Group to coordinate a variety of year-2000-related risks.
Since its creation in October 1998, 10 subgroups have
met monthly to develop recommendations and plans to
better manage and mitigate potential year-2000 risks.
The groups have developed contingency plans to ad-
dress issues associated with communications, liquid-
ity, infrastructure, key players, international payment
systems, fraud, non-viable and viable institutions, ser-
vice providers and software vendors, sharing supervi-
sory resources, and event management.



OCC and FFIEC event management. The OCC, in con-
junction with other FFIEC agencies, has developed an
extensive event management plan for the century-date-
change period. From December 20, 1999 through Janu-
ary 4, 2000, the OCC will contact every institution it su-
pervises a minimum of three times to ensure that they
identify significant operating, funding, or customer prob-
lems on a timely basis. The first contact will occur be-
tween December 20, 1999 and December 30, 1999. This
contact will provide an update on the institution’s oper-
ating performance and identify any adverse funding or
customer trends prior to the actual century-date-change
rollover. The second contact will take place concurrently
with bank management’s initial check to see if the bank’s
computer systems and building facilities operate prop-
erly on Saturday, January 1, 2000. Alternatively, we will
contact banks that do not plan to staff their buildings
during the century-date-change weekend on the morn-
ing of Monday, January 3, 2000. The third contact will
be made after the first day’s processing cycle, typically
January 4, 2000, although some banks may complete
their first day of processing on or before that date.

While these three contacts are the minimum number
planned, additional contacts may be appropriate given
perceived risk or complexity of the institution. For ex-
ample, the OCC's strategy for the largest national banks
calls for virtually continuous supervision during the cen-
tury-date-change weekend. In addition, we also plan to
monitor ATM switch companies and credit card proces-
sors closely on January 1, 2000. The OCC plans to have
bank examiners on-site at approximately 50 institutions
during the CDC weekend. Most of our other CDC activi-
ties will be conducted by phone.

CDC supervision coordination. As part of our contingency
planning efforts, the OCC is working closely with other
federal bank regulators to implement a centralized pro-
cess of collecting and exchanging supervisory informa-
tion during the century-date-change period. To minimize
duplication and burden by coordinating supervision and
non-supervisory information requests, the federal bank
regulators recently established procedures for supervis-
ing institutions with multiple regulators. During the cen-
tury date change, the lead regulator will be responsible
for coordinating supervisory activities and coordinating
requests for information. Accordingly, the lead regulator
will hold coordination meetings with appropriate regula-
tors and Federal Reserve Bank operations staff. A rep-
resentative of the bank will be invited to attend and par-
ticipate in all meetings.

Information Coordination Center. The OCC, along with
the other FFIEC agencies, will participate in the Informa-
tion Coordination Center (ICC) of the President’s Council

on Year 2000 Conversion. The OCC plans to staff the
ICC from December 28, 1999 through January 5, 2000.

“Day One” plan. As an additional precautionary mea-
sure and to ensure the OCC is prepared for contingen-
cies, the OCC developed a “Day One” plan. The “Day
One” plan is a risk mitigation process that will focus on
the time period immediately before, during, and after
the century rollover weekend. The purpose of the plan is
to assure that rollover to the year 2000 does not disrupt
OCC core business processes. The focus of the OCC'’s
“Day One” plan is on mission-critical systems, office
locations, telecommunications, and infrastructure dis-
ruptions. OCC staff will monitor the status of OCC op-
erations, detect problems, identify solutions, and offer
recommendations to management for corrective action
and implementation of contingency plans, if necessary.
The OCC will conduct internal dry run tests of our “Day
One” plan and will participate in all Treasury Department
tests. During the rollover weekend, the OCC will report
on the status of our internal systems to the Treasury
Department and the ICC.

OCC Internal Remediation Efforts

The OCC renovated, validated, and implemented all
mission-critical systems by November 30, 1998. To cre-
ate an additional level of safety and to ensure that con-
nected systems function properly, the OCC completed
a simultaneous agency-wide test in March 1999. The
test included multiple internal mission-critical systems,
external parties, and infrastructure providers. The test
confirmed that the OCC'’s entire computing environment
can operate properly in the next century. The OCC com-
pleted two of three contingency testing cycles of mis-
sion-critical systems in February and July 1999. A third
testing cycle is scheduled for November/December 1999.
OCC business unit representatives also reviewed and
updated system contingency plans in December 1998
and June 1999. The OCC developed and tested busi-
ness resumption contingency plans for the OCC's five
core business processes:

o bank supervision policies and procedures,

o strategic planning and systemic risk management,
L individual bank supervision,

L enforcement, and

o corporate activities.

The OCC established strict procedures to ensure any

modifications to systems will not affect their year-2000-
readiness.
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Global Report—Executive Summary

The OCC'’s International Banking and Finance Depart-
ment produces a semiannual “Global Report,” which
provides an analysis of economic and financial devel-
opments affecting the operating environment of globally
active financial institutions. Published here is an ex-
ecutive summary of the full November 1999 “Global Re-
port.” You may obtain a copy of the “Global Report” by
writing to the OCC'’s Public Information Room, Mail Stop
1-5, Comptroller of the Currency, Washington, DC 20219,
or by faxing your request to (202) 874-4448. The report
is also available on the World Wide Web at http://
www.occ.treas.gov/global.pdf. If you have questions
about the report’'s contents, you may reach the Interna-
tional Banking and Finance staff at (202) 874-4730.

International Economic and Financial
Market Developments

A Global Overview

Evidence of an acceleration in the pace of global growth
has become more pronounced since the summer. As a
result, any lingering concern that the financial crisis would
deteriorate into a major world economic deflationary slow-
down has been dispelled. Analysts continue to antici-
pate that the U.S. economy will pause to take a breath
next year, but they are confident that a stronger Europe
will pick up the slack. Although Japan continues to
sputter, it is out of recession, and the emerging world is
performing better than expected. Concern about year-
2000 events is reflected in a heightened demand for
liquidity but has, so far, not proved serious enough to
disrupt global capital flows. U.S. banks remain cau-
tious about expanding their foreign exposure.

U.S. banks may well face more volatility in financial mar-
kets, which must adjust to the new mix of risks flowing
from international developments. The improvement in glo-
bal growth prospects has led to rising interest rates. This
creates a more challenging environment for securities, many
of which have experienced dramatic gains in recent years.
Although bond prices have fallen, equity markets remain
at, or near, historic highs in a number of countries. The
burgeoning U.S. current account deficit, which is projected
to expand further despite the pickup abroad, also adds to
the potential for volatility. So far, foreign demand for U.S.
financial instruments has remained strong. However, a
slowing domestic economy coupled with improved pros-
pects overseas may shift the relative attractiveness of in-
vestments. Any significant change in sentiment will quickly
spill over into foreign exchange and interest rate markets.

Developments in Key Foreign Financial
Sectors

o Western Europe. Activity in Western European capital
markets increased sharply over the past year, particu-
larly for corporate bonds. That market is small but,
with a large pool of euro funds now available for in-
vestment, may grow to become an important alterna-
tive to bank lending. The pace of banking sector
mergers has also picked up, driven by efforts to build
market share, avoid hostile bids, and to reap econo-
mies from restructuring banking and insurance sec-
tors. Bank consolidation has revealed latent national-
ism in various countries and merger proposals are
being affected by cross-shareholding among finan-
cial firms and their commercial clients. As the merg-
ers result in more complex financial entities, European
supervisors are scrutinizing existing supervisory struc-
tures to ensure effective supervision.

o Asia. Asian financial sectors are recovering more
slowly than their macro-economies. Apart from Ko-
rea and China, financial institutions are not lending.
Since banks are the main suppliers of credit in Asian
markets, this is leading some to question whether
the economic rebound is sustainable unless lend-
ing resumes. Two main obstacles impede financial
sector restructuring. Banks’ resources are still inad-
equate to restructure corporate loans, despite the
significant amounts of capital that has been raised
and/or the transfer of some nonperforming loans to
government agencies. In addition, the corporate
sector is unwilling to give up ownership interest or
to cede some measure of control to banks as a
condition for debt restructuring.

L Latin America. In Latin America, banking sectors in
Chile, Brazil, Argentina, and Venezuela have with-
stood recessions, higher external funding costs, and
market volatility over the past year. However au-
thorities had to intervene in institutions in Ecuador
and Mexico and public banks in Colombia are in
distress. Asset quality has suffered throughout the
region, and credit growth has been flat. These con-
ditions may stabilize, but may not improve soon.
Leading banks (including foreign entities, which
continue to expand) remain better positioned to with-
stand the stresses of the current economic environ-
ment because of their strong franchises, deeper
capital bases, and ability to access domestic and
international capital markets.
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Summary of Major Points or Risks

The consensus scenario calls for a gradual soften-
ing in the U.S. economy, with the current account
deficit correspondingly shrinking, while overseas
markets strengthen. If the United States fails to
cool off, or the rest of the world picks up rapidly,
competition for funds could cause significant vola-
tility in international markets.

Global equity markets appear vulnerable to a cor-
rection, which if deep enough has the potential to
slow economic activity and to disrupt international
capital flows.

Unexpected developments stemming from the
year-2000 date change remain a wild card.

Japan remains weak and there is some concern it
could fall back into recession, which would hamper
recovery in the rest of Asia. China is struggling to
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effect massive economic restructuring; policy mis-
steps or a public loss of confidence in the financial
system could prove destabilizing with serious po-
tential spillover effect on the region.

In Europe, risks in the banking sector appear to
have been increased by the pace of merger and
acquisition activities; supervisory authorities will
be pressed to keep up with developments in com-
plex financial conglomerates.

In Latin America, a pickup in the pace of economic
recovery in 2000 will be pivotal in spurring credit
growth and in reversing asset quality deterioration.
Bank supervisors’ efforts to strengthen the evalu-
ation of loan quality and bank accounting prac-
tices, particularly in Brazil and Venezuela, will be
noteworthy in the near term. Foreign bank expan-
sion, led by Spanish institutions, will continue to
play a significant role in the consolidation of bank-
ing sectors.



Recent Corporate Decisions

The OCC publishes monthly, in its publication Interpre-
tations and Actions, corporate decisions that represent
a new or changed policy, or present issues of general
interest to the public or the banking industry. In addi-
tion, summaries of selected corporate decisions appear
in each issue of the Quarterly Journal. In the third quar-
ter of 1999, the following corporate decisions were of
particular importance because they were precedent-set-
ting or otherwise represented issues of importance. If
the summary includes a decision or approval number,
the OCC'’s decision document may be found in Interpre-
tations and Actions. For decisions that have not been
published yet, the summary includes the application con-
trol number which should be referenced in inquiries to
the OCC regarding the decision.

Charters

On July 9, 1999, the OCC granted preliminary condi-
tional approval to a proposal by Canadian Imperial
Bank of Commerce, Toronto, Ontario, Canada, to char-
ter a national bank titled CIBC National Bank, Maitland,
Florida. The bank will deliver retail products and ser-
vices through electronic channels such as telephone
and the Internet, and will establish in-store banking
kiosks on the premises of retail stores with which it
has a joint marketing agreement. This program is
based upon an existing program offered by CIBC in
Canada known as “President’s Choice Financial.” Ini-
tially, the bank will establish kiosks in Winn-Dixie
stores in Florida under the brand “MarketPlace Bank.”
Approval was granted subject to certain pre-opening
requirements and ongoing conditions addressing capi-
tal, technology, and Internet security matters. [Condi-
tional Approval No. 313]

On July 30, 1999, the OCC granted preliminary ap-
proval for Popular Inc. to establish a bank in Orlando,
Florida, with the title of Banco Popular, National Asso-
ciation. In addition, the OCC granted approval for
Banco Popular, National Association, to purchase cer-
tain assets and assume certain liabilities of the
Culebra Branch of Banco Popular de Puerto Rico, San
Juan, Puerto Rico. Banco Popular also applied to the
Federal Reserve Board to establish a branch in
Culebra, Puerto Rico, and for the bank to acquire, as
an agreement corporation, an insurance agency in
Culebra to conduct 12 USC 92 insurance agency ac-
tivities. [Corporate Decision No. 99-22]

Mergers

On July 23, 1999, the OCC granted approval for Firstar
Bank, NA, Cincinnati, Ohio, to merge with eight Mercan-
tile Corporation bank subsidiaries. While the OCC did
not receive any direct protests on the application, the
OCC investigated the concerns received by the Federal
Reserve Bank of Chicago in connection with the holding
company merger application. The OCC'’s investigation
and analysis of the issues raised indicated no basis for
denying or conditionally approving the application. The
OCC'’s approval letter addresses the issues. [Corporate
Decision No. 99-31]

On August 11, 1999, the OCC granted approval for
KeyBank Interim National Bank of Michigan, Ann Arbor,
Michigan, to purchase and assume the Indiana and
Michigan branch offices of KeyBank, National Associa-
tion, Cleveland, Ohio, pursuant to 12 USC 24(Seventh),
36(c), 36(d), 1828(c), and 1831u. Also, on August 11,
1999, the OCC granted approval to KeyBank Interim
National Bank of Michigan, Ann Arbor, Michigan, to
merge with and into KeyBank, National Association,
Cleveland, Ohio, pursuant to 12 USC 215a-1, 36(d),
1828(c), and 1831u. The resulting bank was authorized
to retain and operate the offices of the merging banks
under 12 USC 36(d) and 1831u(d)(1). [Corporate Deci-
sion No. 99-24]

On September 13, 1999, the OCC granted approval to
AMCORE Financial Inc., Rockford, lllinois, to merge nine
affiliated bank and thrift subsidiaries located in lllinois
and Wisconsin into AMCORE Bank National Associa-
tion, Rockford, lllinois. The resulting national bank will
have branches in lllinois and Wisconsin. [Corporate De-
cision 99-28]

Branches

On July 1, 1999, the OCC granted approval for First
National Bank, Pierre, South Dakota, to establish a mo-
bile branch. The mobile branch will perform various bank-
ing services at two nursing homes in Pierre. If the bank
desires to operate the mobile branch at additional loca-
tions, it must file a new branch application and publish
notice indicating that the application will extend the pre-
vious branch approval to the specific additional loca-
tions. [Corporate Decision No. 99-16]
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On July 28, 1999, relying upon the Deposit Guaranty pre-
cedent, the OCC granted approval to five applications
by four national banks to establish de novo branches in
Oklahoma. The national bank applicants were Bank of
Oklahoma, Tulsa, Oklahoma; InterBank, N.A., Elk City,
Oklahoma; First National Bank of Weatherford,
Weatherford, Oklahoma; and First Fidelity Bank, N.A.,
Oklahoma City, Oklahoma. The OCC's decision followed
the July 1, 1999 expiration of an Oklahoma statute im-
posing branching restrictions on state-chartered savings
and loan associations, or thrifts. Three banks protested
the proposed branches arguing that Deposit Guaranty
did not apply. [Corporate Decision No. 99-20]

Operating Subsidiaries

On July 19, 1999, the OCC granted conditional approval
for First Tennessee, National Association, Memphis, Ten-
nessee, to establish two operating subsidiaries and make
one direct investment in a joint venture for the purpose of
holding a 50 percent, noncontrolling interest in a limited
partnership that engages in real estate tax reporting ser-
vices. Approval was granted subject to the OCC's stan-
dard conditions for noncontrolling investments by national
banks. [Conditional Approval No. 317]

On July 21, 1999, the OCC granted conditional approval
for National Bank of Commerce of Birmingham, Birming-
ham, Alabama, to participate through an operating sub-
sidiary in a joint venture that will originate, process, ser-
vice, and sell residential mortgages. Approval was
granted subject to the OCC'’s standard conditions for
noncontrolling investments by national banks. [Condi-
tional Approval No. 318]

On July 30, 1999, the OCC granted conditional approval
for PNC Bank, National Association, Pittsburgh, Penn-
sylvania, to expand the activities of an existing operat-
ing subsidiary and thereby make a noncontrolling in-
vestment in a Delaware limited liability company (LLC).
The LLC’s activities include title insurance agency and
closing management services primarily to the bank.
Approval was granted subject to the OCC’s standard
conditions for noncontrolling investments by national
banks. [Application Control No. 1999-NE-08-0028]

On July 30, 1999, the OCC granted conditional approval
for First Union National Bank, Charlotte, North Carolina,
to make, through an existing operating subsidiary, a 50
percent, noncontrolling equity investment in a limited
liability company (LLC). The LLC will engage in title in-
surance agency, real estate appraisal, loan closing, and
other real estate loan-related and finder activities. Ap-
proval was granted subject to the OCC’s standard con-
ditions for noncontrolling investments by national banks.
[Conditional Approval No. 322]
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On August 17, 1999, the OCC granted conditional ap-
proval for The First National Bank of Chicago, Chicago,
lllinois, and Mercantile Bank National Association, St.
Louis, Missouri, (collectively the “banks”), to establish
operating subsidiaries to own noncontrolling interests in
a limited liability company (LLC) that engages in vari-
ous cash management, electronic payment, and data
processing services. The banks will transfer their exist-
ing interests in the LLC to the operating subsidiaries.
Approval was granted subject to the OCC’s standard
conditions for noncontrolling investments by national
banks. [Conditional Approval No. 324]

On September 14, 1999, the OCC granted conditional
approval for LA Bank, National Association, Lake Ariel,
Pennsylvania, to expand the activities of an existing
operating subsidiary and thereby make a minority,
noncontrolling investment in a Pennsylvania limited li-
ability company (LLC). The LLC’s activities include title
insurance agency and closing management services
primarily to the bank. Approval was granted subject to
the OCC'’s standard conditions for noncontrolling invest-
ments by national banks. [Conditional Approval No. 327]

Insurance Subsidiaries

On July 28, 1999, the OCC granted conditional approval
for National Bank of Commerce of Mississippi, Starkville,
Mississippi, to establish an operating subsidiary for the
purpose of acquiring two insurance agencies. The condi-
tion requires the bank to establish the legal permissibility
of the subsidiary’s activities, or restructure its activities
to bring them into conformance with national banking law,
within two years from the date it acquires the insurance
agencies. [Conditional Approval No. 320]

On September 2, 1999, the OCC granted approval for
Citibank, National Association, New York, New York, to
establish an operating subsidiary to reinsure a portion
of the mortgage insurance on loans serviced, originated,
or purchased by the bank, the bank’s mortgage com-
pany subsidiaries, and affiliates of the bank. Under the
bank’s reinsurance proposal, the subsidiary’s reinsur-
ance obligations will take the form of an “excess loss”
arrangement. [Corporate Decision No. 99-26]

On September 20, 1999, the OCC granted approval for
Chase Manhattan Bank USA, National Association,
Wilmington, Delaware, to expand the activities of its
mortgage reinsurance operating subsidiary to include
reinsuring a portion of the mortgage insurance on loans
serviced by the bank or the bank’s lending affiliates.
Under the bank’s reinsurance proposal, the subsidiary’s
reinsurance obligations will take the form of either an
“excess loss” or “gquota share” arrangement. [Corpo-
rate Decision No. 99-32]



Reverse Stock Splits

On August 10, 1999, the OCC granted conditional ap-
proval to Merchants Bank of California, National Asso-
ciation, Carson, California, to elect the corporate gover-
nance provisions of California law, and to complete a
reverse stock split in accordance with those provisions.
The bank will provide dissenters’ rights in accordance
with state law and the conditions of approval. [Condi-
tional Approval No. 323]

On September 21, 1999, the OCC granted conditional ap-
proval for West Michigan National Bank and Trust, Frank-
fort, Michigan, to elect the corporate governance provi-
sions of Michigan law and complete a reverse stock split
in accordance with those provisions. The bank will provide
dissenters’ rights in accordance with state law and the
conditions of approval. [Conditional Approval No. 329]

Community Reinvestment Act
Decisions

On August 17, 1999, the OCC granted conditional ap-
proval for Marquette National Bank, Chicago, lllinais,

to establish two branches. In January 1998, the OCC
assigned Marquette National Bank a CRA rating of
“needs to improve.” After reviewing the bank’s
progress in addressing its CRA weaknesses, the
OCC determined that the imposition of enforceable
conditions and a pre-opening requirement were ap-
propriate and consistent with the Community Rein-
vestment Act and OCC policies thereunder. [CRA
Decision No. 98]

On May 8, 1999, the OCC denied a branch relocation
application from United National Bank, Monterey Park,
California, since the bank had not adequately ad-
dressed its “needs to improve” CRA rating. The bank
refiled the application after it had adopted a CRA plan
acceptable to the OCC and had made improvements
in its performance. On August 24, 1999, the OCC ap-
proved the relocation application but restricted the
relocation so that it could not occur until the OCC con-
ducts a Community Reinvestment Act examination of
the bank, and the bank receives at least a “satisfac-
tory” rating in the published public evaluation. [For
May 8, 1999 decision, see CRA Decision No. 97; for
August 24, 1999 decision, see CRA Decision No. 99]
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Appeals Process

Appeal 1—Appeal of an OCC'’s
Denial of Branch Relocation

Background

A bank formally appealed the OCC'’s denial of an appli-
cation to relocate a particular branch to another location
within the same city. Management’'s primary basis for
the appeal was that they believed the relocation was
favorable from an economic and Community Reinvest-
ment Act (CRA) perspective. Management also believed
that the bank had received inequitable treatment from
the supervisory office.

Discussion

The OCC is required by law and regulation to take into
account the bank’s record of performance under the CRA
when evaluating relocation (and other) applications. At
the time of the relocation application, the bank’s CRA
record of performance was rated “needs to improve.”

Conclusion

The denial was appropriate in light of the bank’s CRA
record of performance at the time of the decision. How-
ever, during the processing of the appeal, the bank in-
formed the ombudsman that it had made an investment
of $1.6 million in mortgage-backed securities through a
particular public acceptance corporation.

In light of the recent qualified investment, and with an
understanding of the economic benefit to the bank, the
ombudsman opined that the OCC should approve the
relocation with a “pre-consummation” requirement. Bank
management was allowed to proceed with the lease ne-
gotiations; however, the branch could not relocate until
a new relocation application was filed and approved,
the supervisory office performed a CRA examination,
and the bank received at least a “satisfactory” rating in
its record of performance under the CRA. This decision
was subject to the bank not encountering any severe
financial, operational, or other difficulties before the new
application was approved.

After careful consideration of all the facts and circum-
stances, the ombudsman found no evidence that the

bank received inequitable treatment from the supervi-
sory office.

Appeal 2—Appeal of a Denial of a
FIRREA Section 914 Notice

Background

The ombudsman received an appeal of a denial of a
Financial Institutions Reform, Recovery, and Enforce-
ment Act of 1989 (FIRREA) Section 914 notice of a
bank’s proposal to have an individual serve as a direc-
tor for a troubled institution. The disapproval was based
on the individual’'s involvement in a complex financial
transaction while serving as an executive officer of an-
other bank. The denial letter stated the lack of judg-
ment displayed in the transaction reflected negatively
on the individual's competence, character, and integ-
rity. The appellate submission stated that the events
that provided the basis for the OCC'’s denial should be
viewed in a different perspective and the transaction
serves as evidence of both the integrity and compe-
tence of the individual asking to serve.

Discussion and Conclusion

The statute, 12 USC 1831i(e), “Standard for Disapproval,”
states:

The appropriate federal banking agency shall issue
a notice of disapproval with respect to the notice
submitted pursuant to subsection (a) if the compe-
tence, experience, character, or integrity of the indi-
vidual with respect to whom such a notice is submit-
ted indicates that it would not be in the best inter-
ests of the depositors of the depository institution
or the best interest of the public to permit the indi-
vidual to be employed by, or associated with, the
depository institution or depository institution hold-
ing company.

In this case the ombudsman considered all aspects
of the case including interviews with the board of di-
rectors of the institution where the transaction oc-
curred, the person’s experience in troubled institutions,
and an interview of the individual asking to serve as a
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director. The information obtained in the ombudsman’s
review did not eliminate the concern caused by the
transaction. In addition, the decision to disapprove
the individual was not inconsistent with the provisions
of 12 USC 1831i(e). Therefore, the ombudsman did
not reverse the prior disapproval of the proposal to

34 Quarterly Journal, Vol. 18, No. 4, December 1999

appoint the individual to the board of directors for the
troubled institution.

Addendum: Given the personal nature of section 914
requests, specific details of the referenced financial trans-
action are not disclosed to maintain confidentiality.
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Statement of John D. Hawke Jr., Comptroller of the Currency, before the
Financial Institutions and Consumer Credit Subcommittee, U.S. House
Committee on Banking and Financial Services, on bank customer
privacy, Washington, D.C., July 21, 1999

Statement required by 12 USC 250: The views expressed
herein are those of the Office of the Comptroller of the
Currency and do not necessarily represent the views of
the President.

Introduction

Madam Chairwoman, Congressman Vento, and mem-
bers of the subcommittee, thank you for the opportu-
nity to testify about an issue that has enormous rami-
fications for the banking industry and the customers
it serves—financial privacy. | commend you, Madam
Chairwoman, for holding this timely hearing on an is-
sue that is generating increasing public attention and
concern.

Fundamental to the relationship between banks and their
customers is the trust that customers place in their banks
to uphold the confidentiality of that relationship. In fact,
the banking industry has had a long history of safe-
guarding customer confidentiality. A 1961 court case
aptly described this tradition stating, “It is inconceiv-
able that a bank would at any time consider itself at
liberty to disclose the intimate details of its depositors’
accounts. Inviolate secrecy is one of the inherent and
fundamental precepts of the relationship of the bank
and its customers or depositors.”

Today, however, this tradition is under pressure from tech-
nological advances and from the demands of a com-
petitive marketplace that have placed a premium on the
availability of personal information—often at the expense
of personal privacy. Resistance to this pressure is of
enormous importance, for if banks fail to honor customer
expectations that personal information will be kept pri-
vate and confidential, they will impair the most price-
less asset of their banking franchise—their customers’
trust. Thus, privacy is not just an important consumer
issue; it is an issue with implications for the long-term
vitality and stability of the banking system.

Banking is an information-driven industry. Bankers have
always relied on access to personal financial informa-
tion to make fundamental judgments about consum-
ers’ qualifications for financial products and services.

1 Peterson v. Idaho First National Bank, 367 P.2d 284,290 (Idaho
1961).

Information exchanges thus serve a useful and critical
market function that benefits consumers and financial
institutions alike, in facilitating credit, investment, in-
surance, and other financial transactions.

Recent advances in technology that permit the efficient
collection, storage, analysis, and dissemination of vast
stores of information, coupled with the changing struc-
ture of the financial services industry and the develop-
ment of efficient new delivery systems, have increased
the market value of customer information. Passage of
financial modernization legislation will further change the
financial services landscape, permitting diverse finan-
cial companies to affiliate and to pool their customers’
personal information. While financial conglomerates may
profit from the cross-marketing opportunities occasioned
by an expansion of powers and the “warehousing” and
“mining” of personal data, and while consumers may
benefit from the availability of a broader array of cus-
tom-tailored products and services, there is a serious
risk that these developments may come at a price to
individual privacy.

Until very recently, consumers knew little about the in-
formation-sharing practices of the companies that they
patronized. As these practices become more widely
known, however, the public appears ready to react
against real or perceived abuses in the treatment of their
personal information. When that information relates to
financial or medical circumstances, customers are even
less tolerant of perceived violations of privacy. Bank
customers in particular, expect their banks to protect
the confidentiality of their transactions.

A review of existing privacy laws and banking prac-
tices reveals that more can be done to assure the pub-
lic about the responsible uses of financial information.
H.R. 10, as passed by the House, adopts a measured
approach that provides consumers with notice and
choice about the information-sharing practices of finan-
cial institutions, without impeding the flow of informa-
tion essential to doing business. This commonsense
approach is a positive step in assuring consumers that
their information will be handled appropriately and in
providing consumers with increased control over their
personal information. Customers are likely to expect
more, however, and the challenge is how best to meet
their reasonable expectations of privacy without de-
feating the potential benefits available from advances
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in technology and the new corporate affiliations that
would be made possible by H.R. 10.

My testimony today will expand upon these concepts
and address the questions posed by the chairwoman’s
letter of invitation.

Privacy Laws

The letter of invitation asked about existing laws and
regulations that protect financial privacy. Although the
United States does not have a comprehensive, univer-
sal privacy law, there are a number of legal provisions
that help to ensure that consumer financial information
will be treated as confidential.

On the federal level, the most significant of these laws
is the Fair Credit Reporting Act (FCRA), which prohibits
“consumer reporting agencies” from sharing information
about consumers with third parties unless the third party
has a “permissible purpose.” The act enumerates with
some precision just what these permissible purposes
are. They include using customer information:

(1) in connection with a credit transaction or insurance
underwriting involving the consumer;

(2) in other situations in which the third party has a
legitimate business need for the information in con-
nection with a business transaction that is initiated
by the consumer;

(3) for employment purposes, such as hiring;

(4) in connection with “prescreened” transactions in-
volving a “firm offer of credit or insurance,” as-
suming the consumer has not elected to be
excluded from such offers; and

(5) where the consumer has given written permission
for the information to be shared.

These restrictions sharply curtail the circumstances in
which the major credit bureaus and other central re-
positories can share the consumer financial informa-
tion in their databases. They cannot, to note one impor-
tant example, generally give out confidential informa-
tion to telemarketing companies prospecting for sales.

Perhaps just as important as these limits on credit bu-
reaus, from the standpoint of consumer financial privacy,
are the limits that FCRA places on other business enti-
ties, such as banks, securities firms, and insurance com-
panies. Roughly speaking, FCRA defines “consumer
reporting agency” as any person or entity that furnishes
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