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The last decade brought many changes to
banking. Of these changes, one of the
most dramatic was the spread of inter-
state banking. At the beginning of the
1980s, banking organizations could not
legally expand into another state through
a bank acquisition. All but a few states
now allow interstate entry and most states
permit entry on a nationwide basis. This
new legal environment has helped foster a
rapid pace of interstate expansion in recent
years — an expansion that has brought a
notable portion of U.S. banking assets under
the control of interstate organizations,

Because of these significant changes,
much attention is now being focused on

how interstate acquisitions are perform- a

ing and what the effects of interstate
banking will be on the overall banking
system. This attention ranges from those
who believe interstate banking will create
more efficient and stable banks to those
that believe the expansion will result in a
concentrated industry with a diminished
commitment fo local customers. These
interstate performance issues are also
drawing strong interest from Congress
with the continued debate over whether
to pass federal legislation allowing inter-
state branching.

One indication of how these views and
questions may be resolved is the perform-
ance of banks that are already owned on
an interstate basis. This performance, for
instance, may suggest whether banks
acquired interstate have significant com-
petitive advantages or, instead, operate in
much the same manner as other banks.
Similarly, the performance and success of
interstate acquisitions will determine
which organizations will have the

resources to expand in the future and
what the pace and extent of interstate
expansion will be.

This article examines the performance of
a selected group of interstate acquisitions
- banks that were acquired on an inter-
state basis between 1985 and 1987.
Because many interstate acquisitions
occurred during this period, the sub-
sequent performance of these banks pro-
vides a good perspective of the experience
with interstate banking.

Characteristics of the interstate
acquisitions

The interstate acquisitions in this study
were all full service banks conducting a
normal range of banking operations. In
addition, these banks met several other
conditions, which allowed their perform-
ance to be measured in a meaningful
manner. For example, the banks must
not have had serious problems or been
failing at the time of their interstate acqui-
sition. The acquired banks also must not
have had a structure that was signifi-
cantly changed by later acquisitions and
mergers. A more detailed listing of the
selection criteria for these banks is
included in Box 1.

This study traces the performance of the
acquired banks by placing each bank into
one of three acquisition groups based on
the year in which the interstate acquisi-
tion was completed. Each acquisition
group’s performance is then examined
separately in order to check for common
trends, as well as any differences across
the groups. An additional reason for the
three separate acquisition groups is that
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Box 1:. Banks Selected for this Study

The banks in this article are those whose performance could be fraced in a
meaningful manner from the year before their interstate acquisition until
the end of 1989, which is the endpoint of the analysis. As a result, these
banks had to satisfy the following criteria:

* Each bank must have been a full service bank in operation for at least
three years prior to its acquisition by an interstate organization,

¢ The banks must have remained under Interstate ownership from the
time of acquisition until year-end 1988,

¢ A bank could not be acquired as a falled or failing bank with FDIC assis-
tance, a serfous problem bank, a thaift conversion or any other type of
nonbank conversion, or through any other means that would prevent a
meaningful comparison of pre-acquisition and post-acquisition performance.

» For banks constructed through mergers of various interstate acquisi-
tions, the entities to be merged must meet the above criteria and at
least 85 percent of the combined assets must have been acquired within
one year of the initial acquisition.

Note: Banks merged into a single surviving bank are treated as one combined entity
throughout the study, and their balance sheet and income figures are aggregated
together in the years prior to merging. Approximately one-fifth of the banks in this study
represent the surviving banks in a merger or series of mergers with other banks acquired
on an interstate basis.

large bank acquisitions
in the Southeast and in
the New England area,

In contrast, the 1986
and 1987 acguisition
groups consist of 74 and
95 banks, respectively,
which were in operation
at year-end 1989. With
the rapid spread of inter-
state entry laws in 1986
and 1987, these two
groups are cornposed of
acguisitions from a wider
range of states, including
many smaller acquisi-
tions in the Midwest and
other parts of the countfry.
As a consequence, the
banks in the 1986 and
1987 acquisition groups
had an average asset size
in the $500 to $600 mil-
lion range during the post-
acquisition period.

Measures of
performance

Although the perform-
ance of the acquired
banks could be mea-
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more years of post-acquisition history
are available for banks acquired earlier
in the period.

The three acquisition groups have many
similar characteristics. A number of dif-
ferences, though, exist among the three
groups, which could affect their perform-
ance after interstate acquisition. In this
regard, the banks acquired in 1985 had
average asset holdings of over $2 billion
during the post-acquisition period. This
group consists of ten banks in operation
at year-end 1989. It includes several
large banks in the Southeast formed
from a series of interstate acquisitions
and mergers, as well as several other

sured in several different
ways, the following
results reflect two basic approaches:

* A comparison of post-acquisition to
pre-acquisition performance of the
acquired banks to see if any changes
occurred after acquisition

+ A comparison of the performance of
the interstate acquisitions to that of
similar banks under in-state owner-
ship to check for relative performance
differences

The first approach is of importance when
analyzing whether the acquired banks
were successful in maintaining or reach-
ing an overall earnings and performance

T R SR
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level that justifies the cost and risk of
acquisition. Interstate banking organiza-
tHons can be expected to focus much of
their expansion efforts on acquiring banks
that have good profit potential and are
located in attractive, growing markets.
To the extent these expectations are real-
jzed and the acquisitions are successful,
the acquired banks should show an abil-
ity to maintain or improve on their pre-
acquisition performance levels.

The second approach -— a comparison
with similar banks not under interstate
ownership — indicates whether banks
owned interstate have any competitive or
operational advantages over other
banks. In general, there are no clear-cut
reasons for expecting interstate acquisi-
tions to do substantiaily better or worse
than other banks. However, organi-
zations are likely to have certain objec-
tives in their interstate expansion and
may desire to change an acquired bank’s
policies and operations. Another ration-
ale for this performance comparison is to
provide an adjustment for economie fluc-
tuations, market factors, and banking
practices that change over time and
affect the performance of all banks.

Performance of interstate acquisitions

Interstate banking expansion has raised
a wide variety of performance questions
- not only in regard to bank profitabil-
ity, but alse in such areas as cost con-
trol, service to local customers, and level
of risk exposure, The following discus-
sion consequently reviews several differ-
ent measures of interstate banking
performance, including acquired bank
earnings levels, expenses, portfolio distri-
bution, equity capital, risk and asset
guality, and growth in assets. The tables
in the text provide summary statistics

for each of these areas, focusing on
median performance measures or the val-
ues achieved by the typical interstate
acquisition. Additional tables with a
wider variety of performance measures

and both median and average values are
included in the Appendix.!

The comparisons between interstate
acquisitions and peer banks relate the
performance of each bank acguired inter-
state to that of banks under in-state
ownership with similar size charac-
teristics and location. The construction
of these peer bank groups and their per-
formance measures is described in Box
2. The tables in the text present the
median perforinance differences between
banks in each interstate acquisition
group and the appropriate peer banks.

Earnings measures. The earnings record
of interstate acquisitions is a key summary

measure of how they have performed and
whether they have any competitive
advantages over other banks. The typical
interstate acquisition in this study was
generally able to maintain and, in some
cases, increase its return on average
assets after acquisition (Table 1}. Both
the 1985 and 1987 acquisition groups
demonstrated an improvement in
median earnings across much of the'
post-acquisition period. Although the
median return on assets for the 1986
acquisition group fell below the pre-
acquisition level, this decline was very
slight and the returns still remained
above that for the year of acquisition.?

In the peer bank comparisons, the
median earnings differences indicate
that the typical interstate acquisition did
not experience any great earnings
improvement or deterioration relative {o
banks remaining under in-state owner-
ship {Table 1}. All three acquisition
groups displayed an earnings advantage
over peer banks in the year before
acquisition. This advantage declined or
disappeared during the year of acquisi-
tion, possibly reflecting initial takeover
costs and efforts to clean up the loan
portfolio at some of the acquired banks.
Then, for most of the period after acquisi-
tion, the median bank in each acguisition

! In most cases, these
median and average
values glve a similar
picture of interstate
performance, Querall,
the median measures
may be more likely to
glve a clearer picture of
the fypical interstate
acquisition compared to
the averages or means,
which mey be
influenced by
exceptionally good or
poor performance on

the part of a_few
banks.

2 In the year of
acquisition, some
banks may have been
acquired near the
beginning of the year
and conseguently
would have been under
interstate oumnership
throughout most of this
year. Other banks may
have been acquired
near the end of the
year, thus having little
experience with
Interstate ownership.
For these reasons, the
year of acquisition
should be viewed more
as a transition year
rather than an
indication of interstate
changes.

i7



FINANCIAL INDUSTRY PERSPECTIVES

"'_Box 2: Cons_t'r_'t':c'_t_ioh of the Peer Groups

In order to compare the banks acquired interstate with similar banks remaining
under in-state ownership, this study takes the full service banks that are not un-
der the control of interstate banking organizations and places them into one of fif-
teen separate categorles, based on their size and Jocation. These categories reflect
three bank size groups based on a bank’s total asset holdings — $25-100 million,
$100-500 million, and $500 million - $10 billion. In addition, these categories are
further partitioned by placing banks into one of five geographic and economic
regions — northeast states, southeast states, central states, western states, and
southwest and other energy states.

The peer analysis then calculates weighted average performance measures across
all the banks in each of the fifteen different peer categories and for each year in
the study. This analysis next compares the performance measures for each bank
acquired on an interstate basis to the measures calculated for peer banks of simi-
lar size and location. The resulting performance differences provide the basis for
constructing median and average differences across the banks in each interstate
acquisition group and their respective peers.

of certain opera-
tions and the
| centralized develop-
ment of products
to be offered
within an inter-
state systern. At
the same time,
though, newly
acquired banks
may incur a num-
ber of expenses
related to their
acquisition, With
their out-of-state
ownership, they
may also encoun-
ter some new
operating and man-
agement costs,

With regard to
expenses, the
1985 interstate

¥ The average earnings
measures reported in
the Appendix showy
somewhat greater
difficulty on the part of
the three acquisttion
groups in maintaining
their tncome. This
result, however, can be
traced to the poor
performance of a feww
bartks acqguired in the
New England area and
in Arizona. In fact, a
separate quartile and
dectle analysis not
reported here indicated
this earnings difficulty
was confined to a very
small number of banks,
and all but the bottom
declle of banks showed
an ability to maintain or
improve the earnings
position they held {n
relation to peer banks.
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group was able to come close fo and
often exceed the earnings advantage it
held prior to acquisition. As a result,
the typical interstate acquisition nei-
ther experienced notable earnings prob-
lems nor gained any new competitive
advantages.®

Other income measures present much the
same picture (Appendix). Returns on
equity generally were maintained or
increased during the post-acquisition
period, both for the median bank in each
acquisition group and in relation to peer
banks. Although the net interest margin
fell within the 1985 acquisition group, it
remained about the same after acquisi-
tion for the 1986 and 1987 groups. Also,
the median banks in the 1985 and 1986
acquisition groups were able to increase
their nonirterest income, but this appeared
to be a general trend in banking as
shown by the peer group comparisons.

Expense iterns. Interstate acquisitions
may present some opportunities to
lower costs through the consolidation

acquisition group
was able to lower substantially the
median level of overhead costs as a per-
cent of average assets (Table 2}. This
group lowered median overhead from
3.99 percent of average assets in the
year before acquisition to 3.30 percent in
the fourth year after acquisition. Among
the banks in this group were a number
of larger institutions formed by the
merger of many small-to-medium size
banks. These mergers may have allowed
the larger surviving banks to lower their
cost structures by changing their busi-
ness focus or by taking advantage of pos-

- sible merger economiies. In confrast, the

1986 acquisition group achieved a much
smaller decline in overhead, while the
1987 group experienced a slight increase.

The 1985 and 1986 acquisition groups
also showed an improvement in over-
head expenses in relation to peer banks.
Before acquisition, both of these groups
had overhead that exceeded peer levels,
but this difference was reduced or elimi-
nated in the post-acquisition years.

T T T A SN ATt
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: TabIe 1

Return on average assets for banks acquired interstate*
{Median returns are presented for each acquisition group)

After acquisition

Year Yeoar
before of 1st 2nd 3d  4ih
acguistion  acquistion  year  year  year  year

Banks Acquired Interstate

1985 Acquisition Group 85% 91%  .88% .95% 1.12% .98%
1986 Acquisition Group 1.03% 80%  97% - .99% .99%
1987 Acquisition Group 85% 84% 1.06% 1.01%

Difference Between Acquisition Groups and Peer Banks **
(Median decimal point difference in performance)

1885 Acquisition Group/Peer Comparison 21 05 £2 28 25 .38
1086 Acquisition Group/Peer Comparison 07 -.06 07 00 -0
1987 Acquisition Group/Peer Comparison 04 01 08 .0t

* This table Is based on each bank’s income over a given year as a percentage of its average total assets. In this
table, the first year after acquisition would be 1986 for the 1985 group, 1987 for the 1686 group, and 1988 for the 1987
group.

** This comparison is the medlan difference in performance, This difference is calculated by subtracting the
appropriate peer bank performance measures from those of the banks in each acquisition group and then taking the
median difference across the banks in each group. A positive value in this table means that the typical acguired bank's
eamings exceeded peer bank eamings by the reported amount. ' w

T

Overhead costs to average assets for banks acquired interstate*
(Median overhead costs are presented for each acquisition group)

Atter acquisiion

Year Year
before of 1st 2nd 3d 4th
acquisifion  acquisition  year year  year  year

Banks Acquired Interstate

1985 Acquisition Group 3.99% 3.85% 3.72% 3.35% 3.38% 3.30%
1986 Acquisition Group 3.43% 3.26% 3.28% 3.38% 3.25%
1987 Acquisition Group 3.01% 3.00% 3.16% 3.14%

Differences Between Acquisition Groups and Peer Banks
{Median decimal point difference in performance)

1985 Acquisition Group/Peer Comparison 31 03 4021 -2 a2
1986 Acquisition Group/Peer Comparison 25 13 02 13 20
1987 Acquisition Group/Peer Comparison -07 03 09 M

* This table presents overhead costs as a percentage of a bank's average total assets over the given year. See the
footnotes to Table 1 for an explanation of the peer bank comparisons.
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Total loans to total assets at banks acquired interstate®
(Median loan-to-asset ratios are presented for each acquisition group)

Banks Acquired Interstale

1985 Acquisition Group
1986 Acquisition Group
1987 Acquisition Group

sheet changes banking
organizations will make
" after they acquire banks
in new markets. In other
words, will the lending

Differences Between Acguisition Groups and Peer Banks
{Median decimal point difference in performance)

1985 Acquisition Group/Peer Comparison
1986 Acquisition Group/Peer Comparison
1987 Acquisition Group/Peer Comparison

* This table reports total loans as a percentage of a bank’s total asset holdings. See the footnotes to Table 1 for an

focus of the acquired
After acquisition banks change or will any
Year Year other aspects of their
before of sto2d 3 4 gherations and dealings
acquisiion  acquistion  year  year  year Y8 yuy Jocal customers be
different?
56.53%  60.69% 59.47% B4.32% 6423% 6140% e ynterstate acquisition
57.56% 50.31% 64.14% 66.70% 6686% groups in this Study
5591%  60.17% 63.37% 63.96% experienced a number of
similar balance sheet
changes after acquisition.
The most noteworthy of
199 4% 477 4% 471 4 ‘hesewasasubstantial
3.99 467 77T 893 908 asset ratio (Table 3). The
2.15 470 742 643 median banks in the
- three acquisition groups

explanation of the peer bank compatisons.

all had loan-to-asset
ratios of below 58 percent
before their acquisition.
However, after interstate

+ Some caution should be
used in interpreting
these movements and
thelr magnitudes,
because different banks
within an acquisition
group may represent the
median bank on
different performance
measures. Hence, the
median measures do
rniot necessarily track the
same bank. Thus, while
the portfolio shifts
should give a good
Indication of interstate
banking trends, they
may not always give a
consistent picture of the
“lypical” interstate
acguisition.
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Other measures of banking expense and
operating efficiency—personnel expense
to average assets and average assets per
employee—showed lmprovement in
almost all cases during the post-acquisition
years {Appendix]. This improvement
held for the acquisitions on both an indi-
vidual level and in relation {o the peer
banks.

These results thus suggest that inter-
state organizations have had some suc-
cess in controlling overhead and
personnel costs. This conclusion,
though, should be treated with caution
since the parent holding companies
could be using some of their own person-
nel and equipment to provide services for-
merly handled within the banks.

Portfolio distribution. One question that
has received much attention in the inter-
state banking debate is what balance

acquisition, these median

ratios increased and
reached peaks of approximately 64 per-
cent for the 1985 and 1987 groups and
nearly 67 percent for the 1986 group.
This increase in lending suggests a strong
interest on the part of interstate organi-
zations to enter new markets and find new
sources of business.

A number of other portfolio shifts also
occurred within the interstate acquisi-

-tion groups. These shifts included a size-

able increase in real estate loans as a
percent of all loans, relative declines in
business and consumer lending, an
increase in state and local securities,
and a decrease in cash and due from
other banks (Appendix).*

Several of these portfolio shifts were
unique to the acquired banks, while
other changes mirrored those of the peer
banks. Much of the increase in the loan-
to-assets ratios of interstate acquisitions,
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for instance, represented
an increase relative to peer
bank ratios. The increased

;Zilﬂ{e:tﬁ; dfrigi?ngtgstat . Equity capital to total assets for banks acquired interstate*
though, appeared to follow  (Median equity capital-to-total assets ratios are presented for each acquisition group)
a similar shift by the After acquisition
entire banking industry Year Year
and, in some cases, even befors of st 2nd 3 4th
lagged behind peer bank acquisifion  acquisiion  year  year  year  year
increases. Likewise, peer Banks Acquired Interstate
banks and banks under o ‘
intersiate omership made 1985 ACQUIS!iion GFOUp 6-07% 5.66% 5.81% 6-34% 6.72% 6.36%
many of the same efforts 1986 Acquisition Group 7.15% 6.99% 7.75% 7.36% 7.32%
to conserve on cash items 1987 Acquisition Group 6.99% 721% 7.08% 7.27%
and to increase holdings
of state and local securities.  Differences Between Acquisition Groups and Peer Banks
{Median decimal point difference in performance)

i t
fgqm’-‘gi;’fg;fgégg erotate 1985 Acquisition Group/Peer Comparison -05 37 =25 03 01 -4
ence a bank’s level of 1986 Acquisition Group/Peer Comparison -21 -43 05 .37 .37
equity capital in several 1987 Acquisition Group/Peer Comparison -47 -50  -59 -B3
ways. As part of a larger,
more geographically diver- * This table presents total equity capital as a percentage of a bank's total asset holdings. See the footnotes to Table 1 for
sified organization, a bank an explanation of the peer bank comparisons.
might be better able to ,
count on its parent for
capital support in the

event of a local economic downturn or
individual banking problems. This same
diversification and parent company sup-
port might also allow the banks in an
interstate organization to operate with
lower levels of capital compared to banks in
organizations that are more closely tied to
local or regional economic fluctuations.

For the three acquisition groups, median
equity capital ratios generally increased
after interstate acquisition (Table 4).
This increase, though, was part of a gen-
eral trend in banking, and relative to
peer banks, the interstate acquisition
groups actually experienced moderate
declines in median equity capital, par-
ticularly during the year of acquisition.
These declines during the year of acquisi-
tion may indicate initial acquisition
strains or the need to clean up previous
problems. In subsequent years, the 1985
and 1986 acquisition groups were able
to make up some of this relative decline

e

in capital. By the end of the study
period, all three acquisition groups still
were below peer bank capital levels, but
the diversification benefits associated
with interstate banking may make up for
some of this difference.

Risk and asset qualify measures.
Another question surrounding interstate
acquisitions is whether oul-of-state
organizations can enter new markets
and effectively judge the local customers
and any unique lending risks they pre-
sent, For the interstate acquisition
groups, these risk and asset quality con-
cerns did not appear to be realized to
any great extent. The 1986 and 1987
groups succeeded in Keeping net charge-
offs as a percent of total loans near or
below the pre-acquisition rates (Table 5).
The 1985 acquisition group experienced
increased charge-offs, but the median
rate never rose to a level that would
draw serious attention.

21
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5 For a study which
generally confirms this
hypothesis ona
state-by-state basts, see
Jehn D. Shoenhair and
Kenneth Spong,
‘Interstate Banlk
Expansion: A
Comparison Across
Individual States,”
Banking Studies
{Federal Reserve Bank
of Kansas City}, 1990
Annudl, pp. 1-23.

€ The peer bank growth
comparisorts contain
one blas that favors the
peer groups. Throughout
the study, the acquired
bank numbers combine
all the banks that were
eventually merged inio
one entlty, and the
growth rate of the
interstate acquisitions
consegquently measures
only the internal growth
of the combined banks
int a merger, On the
other hand, because of
the way the peer banks
were constructed, their
growth figures
incorporate not orly
internal growth, but
also external growth,
such as might ocour
when a peer banic
acguires another bank
through merger.

22

Under the peer group comparisons, the
three acquisition groups began with
median charge-off rates below their
peers, Although the iInterstate groups
lost part of this advantage after acqui-
sition, they still kept thelr loss rates
helow that of their peers, Moreover,
most of the advantage lost occurred
during the year of acquisition or in the
next year, which would be consistent
with the acquired banks trying to
clean up previously unrecognized loan
problems.

Median noncurrent assets demonstrated
much the same pattern (Appendix). For
the 1985 acquisition group, though, non-
current assets rose to a higher level in
the fourth year after acquisition, imply-
ing a moderate increase in risk exposure.

Growth rates. Most interstate activity
can be expected to center on faster grow-
ing areas as organizations try to enter
markets that are the most attractive and
have the most profit potential.® The
growth rates of the acquired banks pro-
vide some support for this view (Table 6).
In the year before interstate acquisition,
for example, the typical bank experi-
enced fairly rapid asset growth. The
1985 group, which was mainly com-
posed of banks in New England and the
Southeast, also had high median growth
rates in the year of acquisition and in
several of the years afier acquisition.
Although the asset growth rates for all
three groups slowed near the end of the
study, this was also a time of slower eco-
nomic and monetary growth.

The comparison with peer banks does
not demonstrate a clear-cut trend in asset
growth for the interstate acquisitions.
Although the median bank's growth
trails that of peer banks in most years,
the average growth rates show greater
growth by the interstate acquisitions in

many of the years (Appendix). This result

indicates that the interstate acquisitions
have continued to experience good asset
growth in many instances.®

Conclusions

The typical interstate acquisition in this
study was able to maintain its earnings
both in relation to pre-acquisition levels
and in comparison to banks not under
interstate ownership. A number of the
interstate acquisitions demonstrated
some success in controlling and reduc-
ing overhead and personnel costs — a
success that was not entirely matched
by other banks during this period. The
acquired banks also became more active
lenders once they were under interstate
ownership. Although measures of bank
asset quality declined in a few cases after
acquisition, most of the acquired barks
continued to have fewer noncurrent
assets and loan charge-offs than other
hanks. Overall, this performance sug-
gests that the banks acquired on an
interstate basis experienced a few
changes, but generally maimtained their
operations in much the same fashion as
before acquisition.

These results thus indicate that inter-
state acquisition activity is not likely to
deviate significantly from the current
trends. While a few interstate acquisi-
tions have not done well because of
regional downturns, most others have
successfully handled the initial adjust-
ments inherent in any acquisition and
maintained a competitive position in
local markets. This interstate expansion
and competition, though, need not be of
concern to other banking organizations.
As shown in this study, banks acquired

-on an interstate basis have typically per-

formed in a manner comparable to other
banks and have not shown any substan-
tial competitive advantages. Conse-
quently, the success of interstate
acquisitions will continue to depend on
many of the same principles as other
acquisitions — thorough planning, care-
ful oversight of operations, control of
asset quality, and aftention to customer
needs.
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Net charge-offs to total loans for banks acquired interstate*
(Median net charge-off-to-total loan ratios are presented for each acquisition group)

Alter acquisition

Year Year
betore of 1st 2nd 3d 4th
acquision  acguisition  year year year year

Banks Acquired Interstate

1985 Acquisition Group 27% 34%  A4T%  51%  .33%  40%
1886 Acquisition Group 3% 52%  3i%  33%  42%
1987 Acquisition Group A0% 32% 27%  32%

Differences Between Acquisiion Groups and Peer Banks
{Median decimal point difference in performance)

1985 Acquisition Group/Peer Comparison -20 -19 -08 -1 13 -05
1986 Acquisition Group/Peer Comparison -40 -3 -28  -16  -08
1987 Acquisition Group/Peer Comparison -49 -28 -6 -29

* This table presents net charge-offs as a percentage of a bani’s total loans. See the foofnotes to Table 1 foran
explanation of the peer bank compatisons.

Asset growth of banks acquired interstate*
(Median annual asset growth rates are presented for each acquisition group)

After acguisition
Year Year

before of 1st 2nd 3rd 4th
acyulsiion  acquisition  year year year year

Banks Acquired Interstate

1885 Acquisition Group 15.34%  13.87% 19.12% 1.37% 1058% 4.93%
1986 Acquisition Group 1215%  1058% 3.41% 6.95% 441%
1887 Acquisition Group 8.50% 3.89% B23% 4.67%

Differences Between Acquisition Groups and Peer Banks
(Median decimal point difference in performance)

1885 Acquisition Group/Peer Comparison -16 203 427 406 127 -379
1986 Acquisition Group/Peer Comparison 23 Jr 242 135 388
1987 Acquisition Group/Peer Comparison -1.85 217 427 397

* This table presents bank asset growth as a percentage growih rate over the year, See the fooinotes to Table 1 foran
explanation of the peer bank comparisons.
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Table A

Median performance measures - banks acquired interstate in 1985*

(Average performance measures are presented below in parentheses. The 1985 acquisition group includes ten banks in operation
at year-end 1989.)

Performance measures . : After acquisition

{in percentage terms unfess Before acquisition  Year of acquisition

otherwise noted) 1984 1985 1988 1987 1988 1989
Size of bank:

Total assets (in millions of doflarsy ~ $1,212  ($1,748)  $1,367 ($2.001)  $1,586 (32401) $1,739 ($2,448)  §1,947 ($2,660)  $1,95% ($2,795)
Income measures;

Retum on average assets 89 (1.05) 8 (.87} 88 (79 85 (1.03) 12 (122 98 (.75)
Retum on equity 1378 {14.00) 1297 (11.82) 1462 (1247) 1477 {13.45) 1584  (16.73) 15.09 (8.87)
Net interest margin 480  (483) 443 (451) 395 {413 417 {4.35) 414 (462 403 {451)

Noninterest incotme 1o total income 1141 {11.96) 1297 (12.80) 1301 (13.07) 1323 (12.88) 1314 (13.079) 1246 (1341)
Expense ltems:

Cverhead to average assets 389 {4.05 38 (30 372 (3.83) 335  {3.35) 338 (3.99) 330 (399

Personnel expense fo average 207 {212 197 (2.08) 178 (1.88) 155  (187) 159 (151 1680 (147)
assels

Average assets per employee $1,023 ($1,037) $1,157 ($1,133) $1,385 ($1.445) $1,531 {$1.743)  $1,761 (32,348)  $1,960 ($2,808)

(in thousands of doilars)
Porticlio distribution:™*

’

Total loans fo total assets 56.53  (56.62) 60.69  (58.67) 8947  (58.70) 6432 (62.61)~- 6423 (65.07) 6140 (63.81)
Real estate loans to total loans 3582 (35.17) 3698 (38.02) 3894 (4146) 4173 (4493) 4724 (4617} 5211 (46.81)
Business foans to total Joans 3082 (31.28) 2868 (30.08) 2827 (2000) 2490 (26.87) 2272 (2337) 2368 (2237)
Consumer loans to total loans 2440 (26.98) 2565 (2486) 2155 (20.42) 1885 (1869) 1897 (2338) 1747 (271)
Agricultural loans fo fotat loans 01 {11} .05 {17 04 {.13) .03 {-10) 02 {.08) 02 (.05)
Net Fed funds seld and securities 158 (-1.18} -52 {-84) 217 {213) 212 (-3.58) 388  (-6.00) 143 (-4.88)

purchased under resale agree-

ments to lotal assets

Cash and due from other banks fo {200 (11.02) 947 {8.75) 1159 (11.15) 10.45 {8.28) 7.89 {8.93) B.58 {8.28)
total assets

State and local securities to total 195 (2.04) 163 (173 246  (454) 733 (821 708 (6.34) 843  (761)
assets

Demand deposits to total deposils 2721 (2731) 2683 (2548) 2783 (2B25) 2377 (25.38) 2378 (2477) 1966  {23.36)

Core deposits fo total deposks 8931 (89.81) 8749 (8B.01) 9189 (91.11)  89.69 (8B.41) 8682 (86.31) 8656  (86.86)

Equity capital to total assets 607 {692 566 (727} 5.81 {6.87) 634  (8.95) 672 (6.83) 6.36  (6.52)
Higk and asset quality measures;

Noncument assets to total assets 95 (1.09) 130 {1.21) J7 (.99} 8% (1.09) g2 (1.26) 163 {211)

Net charge-offs to total loans 27 (-36} 34 (.38} 47 {46} 51 (.53) .33 {48) 40 (66}
Growth measire;

Percentage growth in total assets 1534  (16.58) 1387  (14.88) 1812 (22.79) 137 (4.09) 1059  (16.46) 493 {8.22)
* The balance sheet ratios are as of the end of each year.

** This table does not present information on U.S. Government secirities, bacatise a number of banks had large year-end fluctuations in thelr holdings. Some of these fluctuations may
have been due to substantial shifts in public funds with U.S, Treasury security pledging requirements,



FINANCIAL INDUSTRY PERSPECTIVES

Table B

Med:an performance measures - banks acquired interstate in 1986*

(Average performance measures are presented below in parentheses. The 1986 acquisition group includes 74 banks in operainon
at year-end 1989.)

Perdomance measures After acquisition
(in percentage terms unless otherwise Before acquisition Year of acquisition
noted) 1985 1986 1987 1988 1989
Size of bank:
Tolal assets (in millions of dolfars) 125 ($462) $368  {$515) $184  ($531) $192  (3582) $195  ($611)
Income measues:
Retum on average assels 1.03 (.92} 50 (.61) 97 (.76 .89 {73 8% {63}
Retum on equity 1382  (11.69) 1153 {7.68) 1339 {10.48) 13.13 (8.95) 13.03 {7.59)
Net interest margin 7 428 (4.53) 405 {4.19) 4.28 {4.28) 425 {4.18) 4.18 {4.11)
Noninterest income o total income 6.41 {(7.58) 7.06 (8.60) 846 8.97) 804 (9.53) 7.62 (9.5}
Expense items: T ’
Ovethead to average asseis " 343 {3.34) 3.29 {3.30) 3.28 {3.46) 3.38 {3.35) 3.25 {3.39)
Personnel expense to average 1.62 {73 i B2 {1.60) 147 {1.65) 1.39 {1.54} 1.40 {1.53)
assets
Average assels per employee $1216 (31,290  $1388 (§1.41B) $1482 ($1.533)  $1.551 ($i,654)  $1,708  ($1,048)

(in thousands of doltars)
Portfolio distribution:™*

Total loans to total assetls 5756  (56.44) 59.31  (56.15) 64.14  (6206) . 6670  (65.24) 66.86  {64.85)
Real estate loans fo fotal loans 3725 (30.37) 4078  (41.44) 4256  (46.09) 48861  (47.32) 4732  {49.08)
Business loans io total loans 2327 {24.75) 2227  (24.78) 2060  (22.56) 2110 {22.15) 2189  {21.25)
Consumer loans to total loans 2591 {27.84) 2473  (26.00) 2005  {23.69) 2233 {2389 2233 (22.89)
Agricultural loans to total loans 42 {2.44) 30 (247 21 (1.39) A7 {1.24) 18 {1.30)
Net Fed funds sold and securities 2.00 (2.14) 265 {3.59) .79 (-46) -102  (-1.81) 1.01 {(61)
purchased under resale agreements
{0 fotal assets
Cash and due from other banks o 7.85 (8.50) 8.29 {8.64) 6.90 {8.59) 665 (7.87) 648 {7.26)
fotal assets
State and local securities fo total 324 “.m 253 5.14) 642 {7.52) 63 {7.39) B.02 (8.31}
assels
Demand deposits to total deposits 1744  (19.89) 1955  (20.49) 1872 (1874) 1678 (17350 1530  (15.9)
Core deposlts to fotal deposils 8008  (87.90) 9142  (88.31) 9054  (88.41) 8381  (87.04) 8853  (87.18)
Equity capital to total assets 715 {7.55) 6.99 (7.43) 7.78 {7.64) 7.36 {7.39) 7.32 (8.15)
Hisk and asset quality measures:
Noncusrent assets to fotal assels B4 (117 76 {1.13} 76 {1.21) 58 (1.19) B8 {1.80)
Net charge-offs to total lvans 37 {.66) 52 {.83) 3 {.58) 33 (&%) Az (87
Growth measure: :
Percentage growth in total assels 1215 (13.82) 1058 (1211} 341 {10.51) 695  (10.39) 441 (5.19)

* The balance shae! ratlos are as of the end of each year,
~ This fable does not present Information on U.S. Government securities, because a number of banks had large year-end fluctuations in their holdings. Some of thess fluctuations may
have been due to substantial shifts in public funds with U.S. Treasury security pledging requiremants.



FEDERAL RESERVE BANK OF KANSAS CITY

Table C

Median performance measures - banks acquired interstate in 1987*

(Average performance measures are presented below in parentheses. The 1987 acquisition group includes 95 banks in operation at
year-end 1989.)

Perdormance measures After acquisition
{in percentage terms unless Before acquisition Year of acquisition
otherwise noted) 1986 1987 1988 1989
Size of bank;
Total assets (in millions of dollars) $138 (3597 $147  ($551) $150  ($577) $160  (3629)
Income measures:
Return on average assets .85 (82} 94 (.68} 1.06 (.88) 1.01 (81
Retum on equity 12.69 (9.83) 12.23 {7.63) 1363 (12.49) 1381 {11.81)
Net interest margin 407 {4.09) 4.08 {4.06) 412 (4.18) 418  (4.31)
Noninterest income to tota! income 71.36 (8.03) .70 (9.28) 7.1 (8.91) 676 (837}
Expense ltems:
Overhead to average assets 3.01 {3.21) 3.00 {3.33} 316 {3.48) 314 (349
Personnel expense fo average assets 1.48 {1.54) 1.45 {1.60} 142 (1.63) 140 (1.59)
Average assets per employce $1,494  ($1,550) $1,645  {$1,655) $1,673 ($1,756) $1,740 {$1.911)

{in thousands of doflars)
Portfclio distribution:*

Total foans to total assets 55,91 (55.73) 60.17 - (68.56) 6337 (62.30) 6396 (62.95)
Real estate loans to total loans 37.76 (37.90) 4.1 {41.71) 42,83  (42.26) 4488 (43.87)
Business loans {o total loans 2874  {31.14) 2848  {20.54) 2911 (2874} 2024 (2847)
Consumer foans to fotal loans 2116 (22.68) 1872 (21.94) 2021 (2248 1970 {21.94)
Agricultural loans 1o total loans 38 (2.51) 31 (2.08) A4 [218) A4 (207
Net Fed funds sold and securities 274 {2.90) 1.47 (21} 44 (2.27) 1.81 .22}
purchased under resale agreements
to total assels
Cash and due from other banks to 9.55 (10.82) 8.13 {10.23) 757  (9.30) 686 (7.71}
total assets
State and local secuities to tolal 323 {4.46} 8.47 [8.97) 812  (9.32) 985 (10.81}
assets
Demand deposits to total deposits 1818  (1949) 16.51 {17.88) 1663 {17.54) 1562 (16.59)
Core deposits to total deposits 9035  (87.95) 8315  (86.60) 83.08 (84.95) 8754 (B4.4b)
Equity capital to total assets 699 {7.30) 721 797 708 {7.48) 727 (758)
Risk and asset quality measures:
Noncument assets 1o total assets 70 (1.18) B8 {117 45 {1.01) B84 (113)
Net charge-offs to total loans .40 (71 32 (.85) 27 (45} 32 (.63}
Giowth measure:
Percentage growth in tolal assets 8.50 (12.10) 3.89 (5.21} 8.23 {1150} 487  (7.20)

* The balance sheet ratios are as of the end of each year,
** This table does not present inlormation on U.S. Govemment securities becausa a number of banks had large year-end fluciuations in Heir holdings. Some of fhese Fuctiations may
have been due to substantial shifts in public funds with U.S. Treasury security pledging requirements,



FINANCIAL INDUSTRY PERSPECTIVES

Table D

Comparison of banks acquired interstate in 1985 with peer group banks

(The numbers in the table are the median differences between the banks acquired interstate and their respective peer banks.”
Average performance differences are in parentheses.)

Difference in performance After acquisition
measures {decimal point Before acquisitlon Year of acquisition
differences unfess ctherwise noted) 1984 1985 1986 . 1987 1988 1989
Income measures:
Retum on average assels 21 (32) 05 {.01} Dz {08 28 {(2n 25 (.36) .38 {.03)
Retum on equity 3.28 (3.65) -0 81 185  (~.23) 403 (255} 311 (4.68) 536 (-1.34)
Netinterest margin J7 {63} .28 (.51) 19 (2N 28 (.34) 34 (.65) S (52)
Neninterast income to total income 1.09 (2.22) 23 (.96} -25 (41) 147 (-59) -49 (47) 1.07  (2.60)
Expense items:
Ovethead o average assets 31 (.51) 03 {.38) 14 {.36} -2 [-14) -21 {52) .12 (-62)
Personne! expense to average assets 33 (.35) 28 {.33) 24 (.21} -05 {00} -058  {.15) -15  (-18)
Average assets per employee U040 (823 -$202 (5220 $65  (431) $90  (3149) $92 (3693  $145 (3980
{in thousands of dollars} JR
Portfolio distribution**
Total loans to fotal assels 1.9 (1.05) 455 (2.96) 477 (2.75) 49 (372 471 (587) 48 {2.96)
Real estale foans fo total loans 523 2.61) 662 (4.68) 506  (5.41) 248  (4.79) vz (322 398 {1.90)
Business loans 10 total lvans 393 {84} -1.28 {-45) -66  [-.26) 92 (.34 411 (400 489 (-3.99)
Consumer loans to total loans 444 {4.54) 1.79 (1.82y 167 {1.93) -81  (-2.88) -13 (252 .02 {251)
Agricultural loans to total loans -61 {-2.54) -52 {-.89) -51 {-.80) -35  -70) -371 (73) -3 {72
Net Fed funds sold and securitles 82 (.76} 1.41 (1.16) 143 {47 320 {.20) -16  (-2.08) 6.18  {-80)
purchased under resale agreements
to total assets
Cash and due from other banks o 170 (2.18) 283 (243 471 {41.48) 298 {-1.93) 220 (-2.08) 286  {-.90)
total assels
State and focal sgcurities to total -1.88  {1.50) <160 [-1.28) 185  {-.2B} 300 (107 -58  {-80) 24 (-67
assels
Demand deposits to total deposits 445 {4.82) 3.4 (2.44) 287  {4.56) 383 (542 370 (&41) 268  (5.36)
Core deposits o total deposits 823 (10.22) 762 (7.08} 643  (3.93) B854 (897) 574 (1.79) 498  (8.29)
Equity capital o total assets -05 {43} -37 (.81} -25 (.43) .03 (19) -0t (04} -4 (-22)
Risk and asset quality measures: :
Noneunent assets o folal assets -42 {(-37) -22 -2n -27 (-39} -48  {-38) -3 (07 45 (1.33)
Nat charge-offs to total loans 220 (-29) 219 (4 09 F12) -1 (-08) 3 (08 .05 (1)
Growth measure;
Percentage growth in total assets 16 (=13) 208 (-70) 427 (7.69) 406 {277 27 (547} 379 (39)

* A positive number in the table means that the banks acquired Intersiate (on a median or average basis) had a higher valie for the performance measure than did the peer banks
associated with each of the acquired banks. A negative number means the peer barks had higher values. For example, a figura of .10 for retum on average assets would mean that
the banks acquired interstate had returns that exceaded that of the appropriate peer banks by this amount on elther a median or average basis.

** This table does not prasent information on U.S. Government securities because a number of banks had large year-end fluctuations In their holdings, Soma of thesa fluctuations
may have been tue 10 substantial shifts in public funds with U.8, Treasury security pledging requirements.
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FEDERAI RESERVE BANK OF KANSAS CITY

Comparison of banks acquired interstate in 1986 with peer group banks

(The numbers in the table are the median differences between the banks acquired interstate and their respective peer banks.*
Average performance differences are in parentheses.)

Diiference in performance After acquisiion

measures (decimal point Before acquisition  Year of acquisilon

differences unless otherwise noted) 1985 1986 1987 1988 1989
Income measures;

Retum on average assets 07 (.00} -06 -27) 07 {08} 00 (1Y) -01 {-29)

Retum on equity 147 (in -45 {(3.14) 160 (1.02) .19 (.68) 125 {-349)

Net interest margin 20 (.31) 04 {16} A7 21) A7 (13 A7 {61}

Neninterest income to total income -1.45 {~686) -1.55 {-1.30) -98 (.26} -1.30 (o1 -89 (24)
Expense items:

Overhead to average assets 25 {35) 13 {.28) 02 (43) 13 (39 20 [45)

Personnel expense fo average assels A0 (.16} 00 {.08) -10 {.12) -12 (01} -1 {-.02)

Average assets per employee $127 (4102} $110 $71) $73 87) -$35  ($57) 861 ($279)

{in thousands of dollars}
Postfolio distribution:**

Total loars to total assets 389  (3.38) 467 {3.12) 7711 {6.85) 893  (8.84) 9.08 (797
Real estate loans 1o total loans .55 {.35) g8 (.02) 153 (1.24) A7 (-56) -68 {.54)
Business loans to total foans 357 (1.19) 327 (a3 - 304  (181) 325 (4.80) 228 {194
Consumer lcans to total loans 226 (3.36) 247 (3.03) 30 (180} - 51 (252) 199 (200}
Agricultural loans fo total loans 137 (247 1.12 {-1.53) -88  (-1.91) -79  (-1.93) -83  (-1.89)
Net Fed funds seld and sectities -10 (-00} -63 (1.24) 04 (-1.38) 255  (248) A1 (1.18)
purchased under resale agreements
to total assets
Cash and due from other banks to -84 {-04) 141 (40) -1.08 {27} -1.48 {-.23) -83 (-12)
tolal assets
State and local securities to total -1.59 (04) -2.85 {-94) 230 (148 359 (28B1) 338 (3.00)
assets
Demand deposils to fotal deposits .58 (1.06) 02 {1.03) 109 (1.04) 27 (42) -78 0 {-13)
Core deposits to total deposits 1.98 {-89) 2.45 (1.64) 354 {217 230 (1.36) 245 (1L73)
Equity capital to total assets -21 {-#1} -43 {-.08) 05 (14 <37 (-29) -37 (.28}
Risk and asset quality measures:
Nencurrent assets o total assets -7 {-53) 75 {-51) -52 a4 -59  [(.27) =32 {.25)
Netcharge-offs to tofal loans 40 {-.26) -3 -.09) -.28 {12} -16 {02 -06 (3N
Growth measure;
Percentage growth in total assets 2.3 {3.76) a7 (2.03) 242 (4.39) -1.35  (1.68) 388 (3.0

* A positive number in the table means that the banks acquired interstate (on @ modian or averags basis) had a higher value for the performance meastre than did the peer banks
associated with each of the acquired banks. A negative number means the peer banks had higher values. For example, & figure of .10 for retum on average assets would mean that
the banks acquired interstate had raturns that excaeded that of the appropriate peer banks by this amount on either a median or average basis.

** This table does not prasent informaticn on U.S. Govenment securities, because a number of banks had farge year-end fuctuations in their holdings. Some of these fiuctuations
may have been due to substantial shifts in public funds with U.S. Treasury securily pledging requirements.



FINANCIAL INDUSTRY PERSPECTIVES

Table F

Comparison of banks acquired interstate in 1987 with peer group banks

(The numbers in the fable are the median differences between the banks acquired interstate and their respective peer banks.*
Average performance differences are in parentheses.)

Difference in performance After acquisition

measures {decimal point Before acquision Year of acquisition

differences unless otherwise noted) 1986 1987 1988 1988
Income measures:

Retum on average assels 04 (-.08) M (-22) 08 (-08) 0 {-.13)

Retum on equity 3 (-1.26) 175 {3.29) 149 (.83} 142 (-12)

Net interest margin 04 (~01) -04 (-10) 09 {01) 03 (-08)

Noninterest income to totat income 477 {-83) -1.43 (~08) 72 (-21) -15  (~33)
Expense iterns:

Overhead o average assets -7 {-02) 03 {12} .03 (.27 11 (.30}

Personnet expense to average assets -03 {~03) 06 {03) -10 (0N - 14 {02}

Average assets per employee o 32 (862) £86 {97 $8  ($13) $17 (3203}

{in thousands of dollars)

Portfolio distribution:™

£

Total oans to total assets 2.15 (2.66) 470 {3.13) 742 (5.68) 643 (5.6
Real estate foans to total loans- -3.01 (-2.83) 360  {-2.31) 280 {382 388 (-4.40)
Business loans to total loans 1.28 (4.58) 167 (4.14) 240  (3.88) 339  (4.83)
Consumer loans 1o tolal loans -10 {.48) -1.66 {73) -84 (1.99) -56 (210
Agricufiurad loans to total loans 2.34 {-2.15} -2.33 {-1.88) 223 {-1.83) 244 {1.82)
Net Fed funds sold and securities 4113 {-46) 412 (1.49) 324 {3.75) - 153 (-2.83)
purchased under resale agreements
to fotal assets
Cash and due from other banks to -.33 (1.24) -50 {1.46} ~B0 (.85} -B8 (09)
total assets
State and local securifies to {otal 145 (-1.14) 51 {1.48) 160 (-20) ~.33 (.39)
assets
Demand daposits to folal deposks -1.34 {-08) 152 {.00) -1.69 {33) -80 {23)
Core deposits to total deposits 1.29 {-20} 262 {23} 144 {-69) 212 (-4n
Equity capital to fotal assets -AT7 {-28) -50 (13 -5 {-43) -63  {-40)
Risk and asset quality measures: .
Nencurrent assets to fotal assets -7t (-42) -36 (-21) -37  (-26) -39 {17
Net charge-offs 1o total loans -49 {-22} -28 (.20) -16  (-08) -29 {11}
Growth measure:
Percentage growth in total assets -1.85 {1.19) 247 (-1.13) 127 {229 -3.97 (1132

* A positive number in the table means that the banks acquired interstate {on a median or average basls) had a higher value for the pedormance measure than did the pesr banks
associated with each of the acquired banks. A negative number means the peer banks had higher vatues. For example, a figure of .10 for retum on averaga assets would mean that
the banks acguired interstate had retums that excesded that of the appropriate peer banks by this amount on efther a median or averags basis.

** This table does not present information on .S, Govemment securiies, because a number of banks had fargo year-end fluctuations in thelr hotdings. Some of these fluctuations
may have bean de to substantial shits In public funds with U.S, Treasury secusiy pladging requirements.




