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River City is a major population center in a basically rural 

midwestern state. Its population growth rate has been significantly 

above the national average in recent years, and by the end of 1966, 

there were over 250,000 people gainfully employed in non-agricultural 

jobs in the greater River City area. The community has one of the 

lowest unemployment rates in the nation for a city of its size. The 

effective buying income per household is $9,742 versus the United 

States average of $8,644.

Much of the industry in River City is of the white collar variety. 

Thirty-seven insurance companies have their home offices here, two of 

which are the largest in their respective fields. Another major 

industry is medicine. River City has two medical schools, six 

nursing schools, and fifteen hospitals. It is one of the midwest's 

focal points for pediatrics and rehabilitation training.

Because of its geographical location and excellent transportation,

River City is rapidly becoming a major warehousing and distribution 

center. The community is located on a major river that has heavy 

barge traffic; its rapidly growing air facilities are serviced by 

five airlines, while five federal highways, plus a major interstate 

interchange, directly connect the city to all major markets in the 

midwest. But the most significant attribute of River City as a distri

bution center is its rail facilities. It is the central line for two 

main railroads.
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The River City National Bank was chartered by the Comptroller of 

the Currency when River City was still a small settlement. It was a 

family bank that grew with the city until a series of three mergers 

in the 1920's made it one of the area's largest banks. It specialized, 

for the most part, in commercial lending— primarily to merchants.

A most significant year for River City National was 1956. In 

that year, the owners of the Farmers National Bank, another local 

bank, offered its assets for sale, and the River City National Bank 

was high bidder. RCNB, at that time, had only limited activity in 

installment or real estate lending and had only average volume in 

correspondent banking and agricultural loans. Farmers National, on the 

other hand, had specialists trained in all of these activities, and the 

combined size of the two banks now gave the River City National Bank an 

unrivaled position in wholesale banking in this area.

. George Maucke is the president of the River City National Bank.

He is fifty-five years old and has been president for three years.

Prior to his present position, he was a vice president in charge of 

the Loan Division. He first joined the bank after World War II, 

and nearly all of his career has been as a commercial loan officer.

THE LOAN DIVISION

The most numerous type of loan RCNB makes is the traditional 

commercial loan. This usually totals approximately 80 per cent of the 

portfolio. Such a loan is seldom made in amounts under $25,000 and it 

is rarely made at an interest rate in excess of two per cent over the
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prime rate. Host of the customers for this type of loan are local 

merchants and manufacturers, but several national firms also borrow 

from RCNB. The bank participates with other banks its size in 

revolving bank loans to these large corporations.

Approximately 11 per cent of the loan portfolio consists of real 

estate mortgages. An active real estate loan department was one of 

the major benefits arising from the acquisition of the Farmers National 

Bank. The great bulk of mortgage loans are interim construction 

financing and broker lines. These have been the traditional type of 

real estate lending for banks in the past. Both types of loans are 

short term. Real estate brokers have lines with insurance companies 

for the permanent placement of a mortgage.

The real estate department makes home loans to individuals. 

However, this is a rather small percentage of its total volume. 

Recently, banking regulations were liberalized so as to make banks 

more competitive with savings and loan institutions. However, the 

bank's management declined to use this new freedom for three reasons. 

First, it was considered imprudent to commit funds for such lengthy 

periods of time. Second, the risk of financing individuals rather 

than corporations was considered too great in view of the profit 

potential. Third, several local savings and loan institutions main

tain sizeable deposit balances with RCNB, and the bank management 

feared that such funds would be withdrawn if it were to compete for 

this type of business.

Approximately nine per cent of the bank's loan portfolio consists 

of consumer installment loans. This activity was also one of the



4

assets acquired by the River City National Bank in the merger with 

Farmers National Bank. RCNB is one of the few institutions to have 

nearly twenty million dollars in consumer loans and yet have no full

time collector. One of the loan officers, on an annually rotated 

basis, is placed in charge of delinquent accounts. He parcels them 

out to the other loan officers to work with, and, usually, the officer 

who made the loan gets it back if it becomes delinquent.

The River City National Bank's collection procedures tend to be 

strict and fast. Most finance companies send out a postcard after 

30 days of delinquency, and a form letter after 60 days. At RCNB, 

the customer receives a personal telephone call from an officer on 

the seventh day that a payment is late. A written record is made of 

the conversation and given to the loan officer in charge of collection.

THE MARKETING DIVISION

The River City National Bank is the only bank in the state to 

possess a separate professional marketing division. This is composed 

of three departments: a Correspondent Banks Department, an Advertising 

Department and a New Business Department.

Correspondent Banks is a very important department of the 

Marketing Division. RCNB is among the largest reserve city corres

pondent banks in the country outside of New York City. It also has 

the good fortune to be located in the same city as a Federal Reserve 

Bank. RCNB has over 500 active country correspondents, and its undis

puted local domination of this field is also a direct product of the 

1956 merger. The old River City National Bank had a relatively good
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correspondent position, but the Farmers National Bank had specialized 

in this area.

The Advertising Department is the second element in the Marketing 

Division. RCNB advertises heavily through all local media. While mass 

advertising is usually used only by retail banks, RCNB advertises even 

more than its competitors. The advertising department head is firmly 

convinced that the River City National Bank's future must be as a 

retail bank.

It is generally accepted that the firm's advertising has been 

successful in convincing the public that RCNB is the best bank in town. 

However, as far as generating any new retail business, advertising 

appears to have done very little.

The New Business Department is rapidly overtaking the Correspondent 

Banks Department in size and importance. The effectiveness of this 

department is primarily the result of the efforts of Joe Young. Joe 

has assembled a dozen men, all from within the bank, and has been 

able to convince them that they are not stodgy, old-time bankers but 

are aggressive salesmen; and their efforts, like Joe's, are planned 

for maximum effect.

Arthur Brainerd is one of Joe's salesmen. His specialty is mergers 

and acquisitions. His job requires a great deal of analytical work and 

a written presentation of the analysis in the most favorable form 

possible. In mid-February, 1967, Joe requested Art to devote his 

full time to studying bank credit cards. Joe had previously commissioned 

the bank's advertising agency to make a twenty-year, non-statistical
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forecast of the city and state, and then to project the effect that 

these changes would have on the River City National Bank. He gave 

Art a copy of this report as background information^ Art then spent 

the next three months studying bank credit cards, check guarantee pro

grams, travel and entertainment cards, and various combinations of the 

above as used by other banks. Art's research was restricted primarily 

to the limited literature available and to personal contact with 

bankers having such plans. He developed his own statistical compila

tion.

His presentation was made in the form of a memorandum and out

lined three possible courses of action as follows: (1) a credit card, 

preferably a national one; (2) do nothing; and (3) establish a check 

guarantee card.

This report was completed in the first week of May. It was sent 

to Margaret, George Maucke's secretary, who presented it to George 

the next morning, along with his other correspondence. George sat 

down to read it immediately.



MEMORANDUM

To: George Maucke, President

From: Art Brainerd, Assistant Cashier

Date: May 4, 1967

Re: Credit Card Feasibility for the River City National Bank

A basic reason for this study is that the growth of 
wholesale banking has been severely limited in recent years. 
Corporate treasurers, by using high-speed computers, have 
put their balances with banks to maximum use. The situation 
led naturally to a study of more retail banking as an alter
native, and this report is in agreement with our advertising 
agency's forecast that, in the future, the individual 
customer will become increasingly more important as a growth 
factor to RCNB. It is necessary to begin at the earliest 
possible time to make contact with this market in order to 
take care of its banking requirements. It is felt that the 
entry into mass retail banking via the use of credit cards 
offers the best means by which to accomplish this. The con
clusion is that Bank of the United States' "Unicard" offers 
the most attractive approach.

CREDIT CARD

The proposed objectives of the River City National Bank 
entering the credit card field are:

(1) to increase future profits by 
immediately establishing a size
able position in retail banking;

(2) to offer correspondent banks a 
new service;

(3) to have a vehicle that is highly 
compatible with computers;

(4) to be the.first with a national 
card, thus firmly establishing 
RCNB's position in credit cards.

7
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The advantages seen in a credit card program are 
quite attractive.

(1) It is a new source of income;

(2) It generates new deposits from 
non-customer merchants;

(3) It develops increased loan 
activity from present customers 
and new customers. This is 
because of two factors. It has 
the ability to make personal 
loans in smaller amounts than 
would otherwise be profitable; 
and it creates a vehicle to 
work with present and potential 
customers who, because of unit 
banking restrictions, now find 
it inconvenient to do business 
with us}

(4) It ties present customers closer 
to the bank and develops a con
tinuing contact with a substantial 
number of potential personal and 
commercial users of the bank's 
other services;

(5) It creates a market which is 
highly sensitive to direct mail 
and other advertising appeals;

(6) It greatly increases the flexi
bility of our checking accounts 
by creating a revolving credit 
feature, allowing instant loans, 
flexible credit limits, and the 
possibility of making credits 
and debits to a customer's 
account through the computer;

(7) A final advantage is the favor
able bank image impact a 
national credit card would have.

The following are the disadvantages to a credit card 
program:

(1) The major problem is the heavy 
capital requirements and large
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startup expense. Credit cards 
are the most costly type of 
retail banking. A profit may 
not be seen for the first years 
of operation.

Costs for a 15-month period have 
been projected. This period 
includes a three-month, pre-card 
drop startup period and one year 
of operation. The costs and 
income figures are based primarily 
on information furnished by Bank 
of the United States.

Cash outlays for the first 15 
months are estimated to be 
$935,300. These figures do not 
include computer time require
ments because they are unable to 
be judged at this state of 
development. Another item not 
in the figures quoted is approxi
mately 3,300 square feet of space 
with a rental value of $8,800 
annually. The areas considered 
in the cost study are:

Cardholder list assemblage $ 73,440 
Three month startup expenses 77,400 
New fixed assets 101,400 
Initial advertising expenses 150,000 
First 12-month net operating loss 207,960

15-month net cost $610,200
Additional cash outlay before

income exceeds expenses 325,100

Total Costs’̂ $935,300

(2) Competing plans may force a reduc
tion of income and increase of 
expenses.

(3) The bank will earn no interest on 
money used if the customer settles

■*-See Addendum "A" through "F" for a detailing of costs.
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his account within the allotted 
time.

(4) The limited trade territory of 
River City will necessitate the 
involvement of correspondent banks 
in order to get a large enough 
volume of business.

(5) Large local merchants with credit 
card programs of their own will 
hesitate to participate in the 
bank's credit card plan. But it 
is essential to have their parti
cipation because of their large 
volume of business both in River 
City and outstate. However, the 
national firms will not partici
pate.

(6) A large number of credit card 
holders are needed to induce 
merchants to join. Thus RCNB's 
high standard for credit worthi
ness must be sacrificed to get
a large number of credit cards 
into the hands of the public.
This will mean loss ratios which 
are higher than the bank is 
accustomed to.

(7) Therefore, many ideas inherent 
in the banking philosophy of 
some of our officers, especially 
the older and more senior ones, 
will need some reappraisal.
This program is different. To 
enter the credit card field 
successfully, everyone in the 
bank must be completely behind 
it.

Conclusion:

Seventeen comparable banks were studied which have 
entered the credit card field. All were extremely quiet 
about operating figures, but eight would admit to a 
profitable credit card program. One stated that it was 
not profitable. Five refused to comment, and three have
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dropped their credit card plans. An appraisal on a basis 
of present profitability is not an accurate method of 
measurement since most plans are still in the startup 
phase, and future growth of the bank itself is the main 
reason for entering this field.

RCNB needs growth. Of the three possibilities open 
at the present time, the credit card is the number one 
choice. It is an investment in the future, and timing is 
most important. Contact with young individual families 
just starting can be most easily made by this system.
They are our customers of tomorrow. An investment of one 
million dollars, now could mean a sharp increase in our 
gross earnings in a few years.

After careful study, it is recommended that we sign 
up with Bank of the United States. Our sister bank in the 
next state had an identical situation to ours. It recently 
started using Unicard and now has over fifty correspondent 
banks signed with them. Unicard is almost national in 
scope and is fast covering the travel and entertainment 
field.

Our 360 series computers make the handling of the 
work involved economical. Bank of the United States will 
furnish us with a complete computer program along with 
their marketing experience and operational know-how which 
are most necessary to ensure our success.

Bank of the United States estimates eighteen months 
before its franchised banks begin to operate profitably.
No franchised bank is profitable at this time because 
all have been in operation for too short a period. At 
present all banks are running ahead of schedule.

DO NOTHING

The objectives of this course of action are:

(1) Avoid the costly drain of a retail 
banking program on present and 
future earnings;

(2) Recommit the River City National 
Bank to a wholesale banking policy.

This course of action does offer some appealing 
advantages:
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(1) This will not irritate large mer
chants who have their own programs; '

(2) It will allow bank' resources to 
be used for other projects;

(3) It will allow the bank to wait and 
see if bank credit cards and check 
guarantee programs are going to be 
successful and what national card 
systems evolve. There is some 
merit in waiting to see how other 
banks succeed.

The disadvantages of doing nothing are believed to be 
potentially disastrous in the long run. This is especially 
true if our competition establishes a major credit card 
program. As corporation treasurers use balances harder, 
our main source of growth will be with individuals. Other 
disadvantages are:

(1) We will not have the contact with 
many new customers in their early 
stages of development; and, unfor
tunately, most of our present 
customers lack strong ties to RCNB.

(2) Present inaction may allow compe
tition to be firmly entrenched in 
retail banking, leaving us with 
only limited access to retail 
banking in the future.

(3) We stand the possibility of losses 
of both correspondent balances and 
merchant balances if our competi
tion further develops a credit card 
program.

CHECK GUARANTEE

The advantages of a check guarantee are:

(1) A slower approach to retail banking;

(2) The ability to make personal loans 
in smaller amounts than would other
wise be profitable by crediting the 
customer's account if an overdraft
occurs;
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(3) Strengthens the ties between the 
customer and the bank;

(4) Less credit losses than under a 
credit card program because the 
bank is more selective in extending 
credit;

(3) A check guarantee card causes
nearly as favorable a bank image 
impact on the city as do credit 
cards;

(6) It also creates a market sensitive 
to direct mail and other advertising 
appeals;

(7) A major advantage over credit cards 
is that it is much simpler and less 
expensive to operate and requires 
few new personnel. The resources 
required to implement a check 
guarantee program for the first 
fifteen months is $405,600. This 
assumes $1,344,000 in outstanding 
funds at the end of the first year. 
This figure does not include a 
rental value of $1,440 annually for 
500 square feet of additional space 
required; computer time requirements 
which cannot be accurately estimated; 
or the diversion of $50,000 annually 
for the regular advertising budget.
It does not include the time of: 
installment loan personnel who would 
be used for collections and credit 
checking; advertising people to mail 
applications and cards; and operations 
people who would open these accounts.

The manpower requirements include the 
temporary diversion of ten of the 
bank's personnel for sales efforts 
for a period of thirty days and the 
addition of three permanent people, 
including one of officer level. See 
Addendums and for a detailed 
breakdown. &  ' H

Fourteen strong disadvantages can be listed against the 
check guarantee program:
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(1) Does not develop new commercial 
accounts;

(2) Limits the number of people who 
can qualify for the program; 
therefore, it does not completely 
penetrate the retail market;

(3) Creates two classes of customers;

(4) Tendency to lower average balances 
of users because of availability 
of revolving credit;

(5) No income is generated unless the 
revolving credit is used;

(6) No income for money used if paid 
within the allotted time;

(7) It is not competitive in the 
retail field with a bank that has 
a credit card;

(8) The check guarantee program is 
only good in the immediate metro
politan area;

(9) No program for correspondent banks;

(10) The public tends to understand a 
credit card system better than a 
check guarantee program;

(11) Requires customers to carry both 
their check guarantee card and 
personalized check to use the pro
gram instead of just a credit card;

(12) Merchants do not have to accept the 
check guarantee card;

(13) Inflexible top limit on each check 
written;

(14) Deals only with our checking account 
customers; does not get merchant 
balances; and other individuals who 
are not customers of the bank.



15

Conclusion:

The banks studied which tend to employ check guarantee 
cards usually had established revolving credit programs prior 
to the check guarantee. They also tend to have many branch 
banks, so an identification card that is good between branches 
is an operational convenience. We have neither an overdraft 
feature nor branch banks.

A check guarantee card is a poor defense against competitors 
who have entered the credit card field. The First National Bank 
of California, one of the biggest advocates of the guarantee card 
program, is already beginning to study the need to go to a credit 
card program. While the cost is not as great to begin with, the 
additional cost of later going into the credit card field would 
make it most costly.

The potential of this program for the future growth of the 
bank's earnings and development of new individual customers does 
not begin to compare with a credit card program.

(Signed) Arthur Brainerd
Assistant Cashier 
Marketing
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After the initial reading of Art's memorandum, George spent a week 

thinking about it. During this period, he read an article in Banker1s 

Monthly. The following is an abridged version of that article.

A wholesale bank caters primarily to corporations and businessmen. 

This means that the bulk of its deposits are from corporations and 

most of its loans are for commercial use. It is primarily a financial 

servicing agent for business.



"The Wholesale Banker's Dilemna"
By J. Emmet Howelsworth, IV 

Senior Executive Vice President Of 
The First Security and Union Commerce 

National Bank and Trust Company 
of New York

It is generally agreed that the problem with whole
sale banking today is the skill of the corporate treasurer.
The science of finance has become so established that many 
financial vice presidents not only hold Certified Public 
Accountant certificates and Master of Business Administration 
Degrees but also have personnel under them equally qualified. 
Not only are average balances being reduced to the minimum 
through the use of computerized mathematical models, but many 
free services are now demanded. If the corporation does have 
any excess cash, it is likely to hold it in the form of a 
negotiable time certificate of deposit rather than as idle 
demand deposits. This greatly reduces the profitability of 
that money to the bank.

Due to the rising level of sophistication of the corporate 
treasurer, banks have shown increased interest in small con
cerns. But these often present special problems. Many are 
closely held corporations which, as a matter of tax policy, 
show minimum profits and operate with a nominal net worth.
The salaries that are paid to the principals often exceed net 
profits. The real net worth is represented in the form of 
loans to the company by the principals or by the net worth of 
the principals themselves. Therefore, endorsements or guar
antees may be required in addition to any collateral. Since 
there is often no management depth, an assignment of a life 
insurance policy on the lives of the principals is also 
necessary.

Despite the problems with the corporate treasurer and the 
small businessman, wholesale banking still has a future. It 
will continue to be needed and should continue to be highly 
profitable relative to retail banking. The primary attraction 
in wholesale banking is its profitability. Since it requires 
fewer accounts which require fewer accounting operations, less 
employees are needed. Simply stated, lower costs mean higher 
profits.

17
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Some bankers feel that a credit card operation would 
jeopardize profits. Despite the six per cent discounts 
from merchants and the 18 per cent interest charges from 
the revolving credit accounts, operational expenses and 
collection efforts can reduce profits to an amount less 
than what a single loan made at the prime rate would yield. 
Another factor to be considered is the high startup costs 
and long-time period before a breakeven profit point is 
reached. Such a venture would destroy the main advantage 
of wholesale banking: its high profitability.

Retail banking is considered by many to be a much more 
complicated and difficult form of banking. Retail banks 
cater primarily to individuals. This means that the bulk 
of its deposits are from the public at large and most of 
its loans are on an installment basis to individuals. This 
is a relatively new type of banking that only became feasible 
on a large scale after the advent and application of the 
computer to the banking industry.

This is also a relatively expensive type of banking.
Very few individuals maintain average checking account 
balances in excess of $1,000, while few corporations keep 
balances of less than $10,000. Many corporate accounts 
run into seven digit figures. Therefore, it takes a large 
number of individual accounts to equal a corporate account. 
This is much more expensive, because the sum of the volume 
of check transactions of individuals inevitably exceeds the 
volume of the most active corporate account. Costs are 
further compounded by the number of separate accounting 
entries which must be made to each individual account 
rather than posting a total to one account. Other opera
tional requirements necessary to keep each individual's 
account separate pyramid costs so that deposits rarely 
pay for themselves. Banks attempt to break even by levying 
a service charge based on the usage of the account.

Another factor against retail banking is that indi
viduals, like their corporate counterparts (the corporate 
treasurers), are becoming more proficient in their money 
management and are quite rate conscious. Excess funds 
have been transferred from idle checking account balances 
into savings and loan institutions. Banks countered this 
with the time certificate of deposit. This has been very 
successful in stemming the outflow of deposits, but it only 
replaced free money with relatively expensive money. Few 
certificates of deposit held by individuals are in excess 
of $10,000. So, as in the checking account, the volume of 
paper generated compounds the expense.
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Retail bankers are also plagued by very high lending 
costs. Instead of making a note that is repayable in one 
period and then putting it in the vault until maturity, 
retail bankers make installment notes. The loan is broken 
down into equal monthly payments, usually under $100, 
which include interest. This could never be profitable 
on a volume basis without the computer. The computer, 
through the use of pre-punched IBM cards and fully machinable 
checks, reduces costs to a point where a high interest rate 
can turn a profit.

Loans to individuals are made at double and triple the 
prime rate. The average installment note is of such a 
small size that even if it were a single payment note, it 
would not be profitable for the bank to make it at the 
prime rate. Installment notes average in the high three 
digits to low four digit figures, while a commercial loan 
may be in the six and even seven digit figures.

Any large amount of retail business will require 
accepting marginal credit risks. This means that the 
loans must usually be over 100 per cent collateralized.
A security agreement and a financing statement are both 
required in addition to the note. A lien must be properly 
filed in the courthouse. This is necessary for nearly 
every loan.

The next problem is one of collections. Bad debt 
losses have a direct correlation to volume. This will 
require collectors working full time. A good collector 
is not a repossessor and does not alienate the customer.
It is generally held that it takes more skill and dis
cretion to be a good collector than a good consumer loan 
officer (although most loan officers contend not). The 
most well-intentioned, honest, and solvent customer is 
bound to forget a monthly payment at least once in a 36- 
month contract. This requires a form letter or a telephone 
call. Thus, a few delinquent accounts eat up profits even 
if they do pay off. One bad loan charged off equals the 
profit of over 20 good loans of equal size. Therefore, 
retail banking is at the opposite end of the profit picture 
from wholesale banking.

The other area of significant dissimilarity is growth. 
Growth is the reason that many large wholesale banks have 
turned to the retail business. The consumer has been going 
deeper and deeper into debt. Consumer credit has tradition
ally been used for major durable consumer goods because of
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their relatively high purchase prices. Today, credit cards 
and revolving charge accounts have given consumers an even 
greater flexibility in personal expenditure payments. In 
addition, the increasing use of personal loans to finance 
travel, education, and similar services have been an impor
tant factor in the growth of installment credit.

Profits versus growth are seen as the horns of the 
dilemna. Retail banking appears not only to be the major 
growth area, but this area apparently will accelerate its 
growth trend in the future. But, at present, the profita
bility is not nearly as attractive as it is for wholesale 
banking; and the heavy startup costs, plus a late breakeven 
profit point, cloud the picture. The question is one of 
high profits now or sacrificing high profits now for 
expected growth which could mean higher future profits.
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After reading the article, George decided to call an ad hoc 

committee comprised of all department and division heads for the 

specific purpose of commenting on Art's study. A Xerox copy of 

the report was sent to each individual prior to the meeting. 

Approximately 30 people were present. Art was not one of them.

The following are some of the comments by various individuals. 

While the tone of certain of the remarks may sound harsh, they are 

not reprimands or criticisms but simply an explanation of the 

committee members' well-considered opinions on the subject. George 

did not comment and acted only as a moderator-observer.

* * * * *

"The main error I found was that the analysis was too slanted 

in favor of a credit card. I am not able to have confidence in 

it. I found all the data to be correct but the conclusions were 

doubtful. The biggest error was that, in seven years, one third 

of the bank's profits were projected to come from credit cards.

This is inconceivable to me. In seven years, Bank of the United 

States was only getting five per cent of its profits from Unicard. 

They have advantages we do not share in. They have nearly a 

thousand branches. We are in a unit bank state. They have 

numerous population centers that could support a credit card by 

themselves. We have a very thin population. River City would 

not support a credit card. The state itself is barely adequate.

It is not a continuous metropolitan area but a scattered group of 

clusters that are basically rural. Bank of the United States has
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years of consumer credit history. They have much more experience. 

They know the consumer attitudes. They have a feeling for the 

situation. We have no consumer credit at the River City National 

Bank. W’e are not really in touch with the individual. We would 

not know what we are getting in to."

* * * * *

"I have no doubt that a credit card would be readily accepted 

by the people. I have no doubt about their using the card. But 

our attitudes about debt are not the same as a Californian. We are 

conservative, midwestern farmers. We still have a basic aversion 

to debt. I believe that the consumer would not go into debt with 

the card. He would pay off the monthly balances with each state

ment. Our profitability is substantially tied to the monthly service 

charge. Therefore, I doubt the profit figures I have seen.

"California has a completely different mode of living. They are 

very mobile and have no inhibitions as to debt. Their standard of 

living is higher than we have in the midwest. Our mode of living is 

considerably slower. We are more 'tied to the earth.' We have an 

aversion to debt. Credit cards sponsor impulse buying of items that 

are often non-essential, at least at the time of the purchase. I 

doubt that the average River City customer will go deep enough in 

debt with the card to generate the same loan volume that the average 

Californian does."

* * * * *
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"Another error made is that Unicard is superior to a bank 

card. I find this very hard to buy. The travel and entertain

ment feature is of nominal value to our customers and, therefore, 

our bank. Rarely will our customers be in the western states where 

Unicard is widely used. The international feature has even less 

appeal. How many of our customers are going to find themselves 

broke in Bangkok, Thailand?"

* * * * *

"The First National Bank of Beaver Crossing (in a neighboring 

state) went Unicard but they had an appreciably larger municipal 

population. Beaver Crossing is four times the size of River City. 

This means the city itself is large enough to support a credit card 

operation. That means that all the business that the correspondent 

banks bring in is pure gravy. This is not our case. We absolutely 

must get strong activity out of the correspondent banks to be 

successful."

* * * * *

"As to whether we must become more retail oriented, all of the 

studies I have seen state that the main determinate of where a family 

banks is a function of the convenience of location for the family's 

financial manager. Without branch banking, the River City National 

Bank is limited to people who work downtown. On the other hand, 

branch banks are retail banks, and, by their nature, they are nearly 

all consumer oriented. They have a few local merchants' accounts, 

but nearly all deposits are from individuals, and all loans are the
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consumer type. If we get branch banking, we will have a much higher 

ratio of individual deposits and a higher ratio of consumer credit in 

our loan portfolio.

"Until we get branch banking, we cannot effectively attract the 

individual because a downtown unit bank is not convenient for the 

suburban housewife who shops at a shopping center.

"For us, retail expansion would be too expensive. It is true that 

the American National Bank is nearly half retail, but they had to be 

retail to grow. They buy a lot of dealer paper and have a credit 

card. We buy little paper and make mostly direct loans. While our 

volume is substantially less, our profit margin is substantially 

higher."

* * * * *

"I am completely content with the present overdraft philosophy.

To me, the word overdraft has a definitely negative connotation. To 

provide a loan through an individual overdrafting his account, we would 

have to write a new program and set up a new operation. I do not 

believe that this will generate sufficient business to pay for itself. 

Fourth National Bank had its overdraft loan for ten years, and I doubt 

very much if it had sufficient volume to pay its way. Of course, we 

would have to establish an overdraft feature before we adopted a check 

guarantee card. A check guarantee card will raise volume, but I doubt 

if it will increase volume enough to pay for itself.

"I think that the Fourth National Bank adopted the check guarantee 

card to try to increase volume and as a defense against present and
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future competition. The check guarantee card is definitely a defensive 

move. The bankers on the coast that .1 have talked to are very disappointed 

in volume and profits or lack of them. As for us, I can see no profit at 

all. We must stay out as long as possible."

*  *  *  *  *

"The most grevious error to me was the assumption that if the River 

City National Bank strongly pushed Unicard, there would be no competition. 

To me, the report is of doubtful value due to this oversight.

"I consider the assumption of no competition fallacious because of 

the normal competitive reaction. This is what has driven many banks to 

credit cards and check guarantee cards. It is what will eventually force 

the River City National Bank to issue a bank credit card. It is only 

natural. Banks must respond in order to live. An analogy is that of a 

cat cornered by a dog. It will engage in a fight that it would like to 

avoid. It must fight to live. The American National Bank will not let 

us take away their business which they spent fifteen years cultivating.

They must have this to exist. They are a retail bank. They simply 

cannot afford to let us encroach on their territory. While this market 

may have growth, the initial bulk of any retail business we acquire 

will be carved out of the hide of American National Bank.

"The report is right. I agree we must go statewide. But there is 

limited volume even in the state. It is a nice pie for one bank, but 

no room for two. The American National Bank would go to great expense 

to stop us. Also, the Fourth National Bank would then be compelled to 

issue a card, too. It would be out in the cold if it did not. All banks
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in this case would surely suffer major losses. Merchant discounts 

would approach zero under such competition."

* * * * *

"One thing the Chicago bankers emphasize is not to rush a program.

It is of utmost importance to have an adequate system completely de

bugged before starting. This takes a long time. At least six months 

or maybe a year. The computer program must work. A card list must 

be pruned of duplications, a system of operation needs to be refined.

It is very expensive to do this after the cards are issued.

"The Chicago bankers tell me that an adequate system to handle the 

mechanics of a credit card is their biggest problem. It was a bigger 

problem than was the fraud, which got all the publicity. The poor 

system probably not only aided the fraud but undoubtedly some of the 

so-called fraud is really errors due to poor operations procedures.

"The River City National Bank has a series 360/40, a series 360/30, 

and a 1460 series IBM computer. But the 1460 and the 360/30 are 

working 24 hours a day. The 360/40 is being programmed, and all of 

its computer time is booked up. If we were to go Unicard or any other 

credit card, we would have to rent time. We would have a space problem 

if we tried to add another computer to our present facilities."

* * * * *

"We can let the others teach us by their mistakes. We do not need 

to make them because we can go into this in the future. By not entering 

into bank credit cards now, we are going to have time to learn from the
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mistakes of others. Then we can enter with a lot less startup cost 

and thereby realize a profit sooner."

* * * * *

"I believe that credit cards are here to stay and that the River 

City National Bank will have one eventually. It may be six months 

from now. It may be six years. At present, I see it only as a defense 

necessary to keep our present accounts. That is, credit cards may be 

necessary to remain a full-service bank. To this end, I believe that 

an 'interchange' program may well be the answer. While this method 

offers no advantage over the other banks in the group, it does offer 

new sources of revenue from both merchants' discounts and cardholders' 

accounts. Admittedly, customers and merchants will be restricted to 

our present accounts, but it does keep us a full-service bank. The 

main advantage I see is that the costs could be spread between several 

banks and there is much less of a marketing problem. The key to credit 

card profits is volume. This way, a separate computer center is set 

up to process the sales slips. It costs less incrementally because of 

the volume and the costs are shared.

"Instead of recruiting new merchants and cultivating non-customer 

card lists, each bank would have its own merchants and customer lists.

I believe the sura of these will far exceed the most successful Unicard 

program."

* * * * *

"Bank credit cards are like sailing a new ship in uncharted waters. 

Despite any aura of sophistication, nearly all banks are flying by the
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seat of their pants. This is a very high risk area, and the rewards 

should equal the risk.

"In our situation, the return is likely to be a lot lower than 

anticipated. A credit card program is very expensive. It will cost 

at least $1 million. I consider this a very low figure. We are not 

likely to experience any returns for several years. Any forecast so 

many years in the future is not likely to be too accurate. This adds 

up to a lot of risk on a lot of money with a low return that is late 

in coming."

* * * * *

For several days after the meeting, George continued to think 

about credit cards. He felt that this was an area in which the bank 

must be fully knowledgeable. About a week after the committee meeting, 

he decided to have University Research Institute do an investigation 

on this subject. University Research recently conducted a management 

seminar at the bank. University Research Institute is associated with 

a local university of which George is a trustee.

George telephoned Dr. Peter Learned, the director of the business 

section of the Institute. He told Dr. Learned that he wanted to 

commission a study with a budget of $25,000 and to be completed in six 

months. He wanted the report to do two things: check the feasibility 

of Art's report and develop an opinion on the subject. He mailed the 

Institute a copy of Art's analysis and after that had no further con

tact with University Research-.
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One morning in November, George was presented with the University 

Research Institute's report by his secretary, Margaret. George checked 

his desk clock, picked up the report, and began reading it.



UNIVERSITY RESEARCH INSTITUTE

Report It 1087
Prepared for the River City National Bank 

Under the Direction of Peter Learned, Ph. D.

Introduction

The commercial banking industry in this country has 
experienced a major change in the past 25 years: namely, 
the dynamic growth in demand for bank credit by individuals. 
This growth of the consumer market has proved to be an 
especially important factor shaping the structure of the 
industry. It has had the effect of greatly multiplying 
the number of both borrowers and depositors with whom banks 
are dealing, thus substantially increasing the industry's 
retail orientation.

It is in direct response to concern for the potentials 
of this retail orientation that the River City National Bank 
has asked the University Research Institute to assist them.
In order to better understand retail banking potentials, 
they have sought information with respect to retail banking 
in general and bank credit card plans— and alternatives—  
in particular.

Two dominant themes emerge in the assessment of these 
determinants: an ever-increasing retail orientation of the 
industry and the spectre of a "checkless society."

The amount of emphasis to be placed on retail banking 
and bank credit cards as a means of expanding retail opera
tions should properly be a function of several forces. 
Profitability of the venture and consistency with bank 
management's philosophy must certainly be included and are 
probably of considerable importance. But perhaps foremost 
in importance is the character that the banking industry 
will take in the next 15 years. Among the many forces which 
will shape the banking industry, the following will probably 
be the most influential: (1) Rapid increase in mass 
affluence; (2) Increased diversification within the banking 
industry; (3) Growing reliance on time deposits; and 
(A) Growth in alternative payment mechanisms.

The dramatic growth in the use of bank credit cards will 
continue to expand. This growth will make major inroads on

30
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the use of checks and sharply reduce the use of cash.
Already, magnetic tape containing payroll data is being 
used to credit the individual's earnings to his checking 
account in lieu of a payroll check.

Over the long term, the greatest impact on the pay
ments mechanism will stem from the use of systems based 
on electronic transfer of funds, rather than on currency 
and checks. These methods— which allow near instantaneous 
completion of ordinary sales and credit transactions— give 
rise to much speculation as to the potential of instant 
transfer mechanisms. This speculation has generated labels 
such as a "checkless society."

By 1975, 61 per cent of the total population in the 
United States will be under 35 years of age. These "young 
adults" will have a different outlook on life, on credit, 
automation, and banking. Their personal frame of reference 
and style of living will be considerably different from that 
of the older population groups. These "young adults" will 
have: lived in comfortable homes with electricity and a
wide variety of modern appliances; lived in and accepted 
an economy dominated by credit cards; have grown up with 
and accepted the computer; lived in a family owning one or 
more cars; lived in a family in which at least one parent 
has always been employed.

These young adults were born after World War II. They 
will have no memory of the Great Depression. They will have 
always known prosperity. They will be fully accustomed to 
satisfying their wants now and paying later; and their con
sumption habits will largely shape the financial industry.
With each passing year, the population mix will be more and 
more dominated by young adults whose life style will demand 
more and more customer services from banks. This clearly 
leads to the conclusion that banks must orient themselves 
to a high level of retail business. The banks most likely 
to experience above-average profitability in the next decade 
will be those whose managements actively support a strategy 
of developing the special skills and resources necessary to 
expand their retail services.

There are several methods of retail expansion. Principal 
routes under consideration are:

1. A national bank credit card plan;

2. A local bank credit card plan;

3. A guarantee check plan;

4. Expansion of installment loan activities.
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In the next decade, banks are expected to greatly expand 
their credit card plans along with other lines of credit.
Most banks operating bank credit card plans will enter into 
reciprocal agreements with other banks operating such plans 
in order to share in fast growing markets. Continued growth 
of major plans and amalgamation of systems will make it 
increasingly difficult for independent and special purpose 
credit card systems to survive. It is very likely that there 
will be a "shake-out" of bank credit card plans and only 
certain ones will survive. There is some possibility that 
there will be a strong network of local plans with a national 
interchange program. As a consequence, the best alternative 
is a franchised national plan, incorporating correspondent 
bank support in order to extend penetration statewide.

While it is expected that the bank would expand its 
efforts to build its installment loan program in a growing 
orientation to retail banking, this means is not as effective 
in building new markets as is a bank credit card plan and 
neglects the important area of developing new bank/merchant 
relationships.

The guaranteed check plan is an alternative form of 
retail expansion that is presented in detail in another part 
of this report. A guaranteed check plan must be viewed, at 
best, as a temporary alternative to a bank credit card plan. 
Check guarantee plans are an extension of bank consumer 
financing; however, they do not significantly improve the 
payment mechanism.

Of the alternative ways of expanding retail business 
of the bank, affiliation with a national bank credit card 
plan appears to be the best. Because of the market size 
necessary for a successful plan, the bank must consider the 
entire state as its market. Accordingly, a system for pene
trating a statewide market is imperative. The existing 
network of correspondent banks provides the basis for such 
a system.

The Necessity of a State Wide Market

For the purpose of this evaluation, it was assumed that 
the River City National Bank's projection of the number of 
active accounts is correct. The study indicates that 50,000 
active accounts will be obtained within five years. Based on 
several other actual experiences, this implies a total base 
of 100,000 accounts since only a 50 per cent activity level 
is realistic. A "mature" card plan can expect to penetrate 
30 to 60 per cent of the households in its trade area and 
capture one per cent of retail sales. Clearly, a 100,000
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account base cannot be anticipated from a market area the 
size of River City. In order to achieve 50,000 active 
accounts, there must be from 115,000 to 330,000 households 
in the trade area. The state with more than 500,000 house
holds is a much more suitable trade area for the size of 
the plan envisioned by the River City National Bank.

It will be necessary for the River City National Bank 
to attain nearly four per cent of retail sales in the River 
City trade area by the sixth year of the bank credit card 
operation in order to attain the gross sales target. This 
is unrealistic. A major bank credit card plan can only 
realistically contemplate obtaining about one per cent of 
the total retail sales in its trade area. Accordingly, we 
feel that the bank should expand its trade area by developing 
a national bank credit card plan— through its correspondent 
bank network— into the principal population centers of the 
state. This holds far better potentials for both merchant 
and consumer market development.

In River City's case, the local retail market will not 
support a credit card plan the size that the bank feels is 
necessary to be profitable. The state, on the other hand, 
does have sufficient retail trade volume to support a pro
gram of the size contemplated. By 1972— the sixth year of 
forecasted operations of the plan— the bank need penetrate 
the state market by just one per cent in order to attain 
its anticipated volume.

The state will experience a rate of growth surpassed 
in the midwest only by Minnesota. It can reasonably expect 
to experience the same increase in affluence as the national 
economy. Gross Product Originating in the state (the state 
corollary to GNP) by the mid-1970's will grow from $4,380,000,000 
in 1960 to over $7,500,000,000. Twenty-five per cent of the 
population will be in the "young adult" age group.

The bank's network of correspondent banks within the 
state makes an effective means of expanding a bank credit 
card operation into other merchant and consumer markets.

Bank credit cards offer an added service that country 
correspondents can extend to consumers in their areas, and 
a source of funds to city correspondents. Country banks 
are afforded the opportunity to provide a customer service 
that might otherwise be too costly. City banks can require 
larger balances by correspondents and can earn interest on 
the credit card operation as well.
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With respect to'long range plans for correspondent 
bank relations, credit cards could be employed to "assist 
in accomplishing two objectives: (1) improving present 
correspondent relations and (2) "adding new correspondent 
banks.

Improvement to the correspondent system can be achieved

1. Increasing correspondents' balances 
at the River City National Bank.

2. Carrying the revolving credit aspects 
of a plan allows the River City 
National Bank to earn interest on the 
accounts.

3. Relieving correspondents of the risk 
on these accounts.

4. Providing royalty income to the River 
City National Bank (based on corres
pondent credit card volume).

It is likely that a strong credit card network (operated 
through correspondents) will entice new banks to participate, 
thereby enhancing the River City National Bank's prospects of 
establishing a correspondent relationship with these banks.

A major disadvantage to a credit card system with 
correspondent banks appears in instances where card volume 
proves to be inadequate to be profitable in a community.
If the plan is terminated, an otherwise good correspondent 
relationship may be damaged. This problem can be minimized 
by careful selection of participating correspondents.

The correspondent bank network can be an effective means 
for creating and developing a substantial consumer and merchant 
market for a bank credit card plan. Where local River City 
area retail sales volume is inadequate to support a plan of 
desirable size, a larger market area must be developed. The 
advantages of developing this market through correspondents 
are sufficient to encourage careful consideration of this plan. 
The disadvantages are not great.

Of major concern is the manner in which the River City 
National Bank implements the program. Correspondents should 
be allowed some part, or all, of the discounts collected as 
an incentive. Arrangements for the development of customer 
lists, credit checks, data processing, and so on are matters 
for negotiation.
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Extension of the market area through correspondent 
banks can strengthen correspondent relationships.' There 
are some risks, however, but overall, the probabilities 
of better relationships prevail.

Market Study

University Research Institute conducted a survey of 
how consumers perceived the local banking community with 
respect to retail activities and their perception of the 
River City National Bank in particular. People were 
sampled in two cities: River City and Fairview. (Fairview 
is the third largest city in the state and about 200 
miles away.)

It should be noted that the long-time image of banks, 
with respect to retail services, as being overly conserva
tive is very real. Survey respondents used the expression 
"too conservative" when describing banks more than any 
other expression.

As might be expected, the image of the River City 
National Bank is stronger in River City than in Fairview. 
But still a surprising amount of awareness exists in 
Fairview.

A somewhat surprising finding was the large number 
of persons "anxious" to participate in a bank credit card 
plan (34 per cent of the sample population). The conserva
tive character of the state's population would tend to 
cause one to expect the acceptance of credit cards to be 
much less. Two widely held beliefs are that the cost of 
loans from banks is much higher than it actually is and 
that rejections of loan applications are much greater than 
is actually the case.

The River City National Bank is clearly perceived by 
consumers in its market area as the leader of the banking 
community. The people of River City also view this bank 
as the leader in the community with respect to retail 
activities. This leadership could be damaged if another 
bank introduces a national bank credit card plan before 
the River City National Bank. Existence of a local bank 
credit card plan has not hurt the bank's image to any 
significant degree. Although not the leader in retail 
bank volume, it is perceived by consumers in the market 
area to be the retail leader.
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The results of the survey are as follows:

— 81 per cent of the population of 
River City feel that the River 
City National Bank is clearly the 
banking leader.

— 54 per cent of Fairview's popula
tion feel that the River City 
National Bank is River City's 
banking leader.

— 71 per cent of River City's popu
lation feel that the River City 
National Bank is the retail bank 
leader in the River City area.

— 41 per cent of Fairview's people 
feel that the River City National 
Bank is the retail bank leader 
in the River City area.

— 71 per cent of the River City
respondents that indicated a desire 
to participate in a bank credit 
card plan would like to participate 
in a plan sponsored by the River 
City National Bank.

— 72 per cent of River City's popula
tion feel that the River City 
National Bank leadership would be 
damaged if another bank entered 
the bank credit card market with 
a national plan prior to the River 
City National Bank.

— 32 per cent of River City respondents 
are aware of an existing River City 
bank credit card plan.

— 10 per cent of those same persons 
feel that the River City National 
Bank's leadership position has been 
damaged by the other plan.

— 61 per cent of Fairview respondents 
that expressed a desire to participate 
in a bank credit card plan favor par
ticipating in a River City National
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Bank sponsored plan (provided no 
local bank offered a national plan). •

— 78 per cent of River City's popu
lation feel that the River City 
National Bank does not adequately 
penetrate barriers to a greater 
volume of retail business.

— 84 per cent of River City's respon
dents feel that River City National 
Bank's retail business is limited to 
people from the upper socio-economic 
levels.

— 78 per cent of the sampled population 
feel that less than 25 per cent of 
the area's installment credit is carried 
by banks.

— 10 per cent of the sampled population 
properly estimated that banks have 
more than 50 per cent of the area's 
installment credit.

— 22 per cent of the sampled population 
correctly estimated that the bank 
share of installment credit is growing 
faster than all other holders except 
credit unions.

— 28 per cent of the sampled population 
correctly estimated that banks are the 
largest holders of personal installment 
loans.

— 16 per cent of the sampled persons 
correctly estimated that nearly 45 
per cent of installment debt is with 
persons earning at least $7,500 per 
year.

— 14 per cent of the sample persons
properly estimated the high percentage 
(85 per cent) of the applicants quali
fied for bank loans.

Timing of Entry

The timing of entry into the bank credit card market can 
be critical to the success of the plan. This must be considered
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in two ways: (1) time of year that is most appropriate to 
■capitalize on peak retail buying periods; and (2) the time 
with respect to the "state of mind" of bank management.

Early spring is seen as the best time for a bank to 
enter the credit card market. This means that a plan kicked- 
off in May has a sound chance of becoming well established 
by the time the back-to-school buying campaign begins in late 
summer. It is also a favorable time with respect to Christmas 
buying. This timing permits a "settling-in" period before 
the heavy wave of installment buying. The first wave will be 
the back-to-school purchases, which will be followed shortly 
by the Christmas season buying.

Factors within the bank include: the bank's readiness 
to adapt to a credit card plan and the bank's philosophy about 
credit card plans.

Clearly, entry time wTill be determined by the preparation 
of hardware, software, plans, personnel, and the like that are 
needed to establish a bank credit card plan. The time required 
to become adequately prepared will vary considerably. Banks 
which already have plans think that six months is the minimum 
time necessary for preparing for a plan.

The bank's philosophy itself is critical to a successful 
credit card program. These programs are highly consumer 
oriented, and they require aggressive selling, mass adver
tising, structural changes, organizational changes, personnel 
changes, and operational changes. Management must be definitely 
committed to a credit card plan before entering the field.

Significant factors outside the bank that influence the 
success of the plan are: competitors, consumer opinion, and 
bank image.

A major problem is to try to predict the moves of competi
tors. In River City, where a local bank credit card plan 
already exists, it can be anticipated that the operators of 
the plan undoubtedly will vigorously defend the market position 
that they already have. Counter-moves of other banks must also 
be considered. It is probable that a national bank credit card 
plan will be introduced to the market area in the near future.
If another plan does enter, market and expenses presently fore
casted will be greatly changed.

Consumer opinion can be decisive in the success or failure 
of the plan. In River City and Fairview, the public is ready 
for a bank credit card plan. Ideally, the public would like
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the plan to be strongly identified with a local bank. 
However, they are willing to accept a national plan 
operated by a local bank. An overwhelming majority of 
the population accept credit buying as normal, and a 
very large percentage of the people want to participate 
in a bank credit card plan. A surprising number (34 
per cent) are "anxious" to participate.

The image of the River City National Bank would 
certainly be enhanced, rather than damaged, if it 
establishes a bank credit card program. Conversely, 
the bank's image would suffer if another bank estab
lishes a national plan before it does.

The next few months are critical to the River City 
National Bank in its decision about entering the bank 
credit card market. Since the best time to enter is in 
the Spring, and lead time takes six months, the bank 
must soon decide if it is going to enter during 1968.

Credit Card Costs Evaluation

The University Research Institute was also asked to 
analyze the validity of the River City National Bank's 
cost and revenue projections for a proposed bank credit 
card plan. Basic to the projections were certain assump
tions regarding, number of active accounts, number of 
transactions, and amount of gross sales per year. These 
projections were extended to each of six years and provide 
the base from which estimated income is derived and esti
mated costs are attributed.

The River City National Bank's cost and revenue estimates 
appear generally satisfactory when compared with estimates 
from other sources. None of the estimates appear to be 
seriously out of line. There are particular areas, however, 
that deserve comment.

Bank estimates of income are satisfactory. Revenue 
estimates are predicated on merchant discounts of three 
per cent. Discounts tend to erode severely under highly 
competitive conditions. Competition in the form of the 
present card system in operation in River City would not 
do this. If the River City National Bank is able to enter 
the bank credit card market with sufficient vigor to dis
suade potential competition from introducing a second 
national bank credit card, there should be minimum erosion 
of discounts.
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Startup costs are valid in most instances. An 
area of major concern is first-year advertising.
Other comparable plans range from $250,000 to $375,000.
A budget of $150,000 plus $50,000 diverted from the 
regular advertising program is an absolute minimum. 
Therefore, the advertising expense of $150,000 is 
questionable in the first year. But $150,000 in the 
fifth and sixth year is reasonable.

The River City National Bank is optimistic in 
assuming that computer programs can be rewritten and 
tested for $3,000. To adapt existing programs may 
cost $20,000 to $30,000. If a whole system were to 
be designed from start, the cost could run as high as 
$60,000.

Computer time expense can be expected to run around 
$35,500 for the level of activity estimated in the fifth 
year.

New systems inevitably require employee training. 
There is no provision for this in the River City National 
Bank estimates. In other programs, these costs are 
estimated to be approximately $20,000.

The personnel schedule appears to be conservative. 
Costs in other plans are about 25 per cent higher than 
those reflected in the bank's projections.

In summary, the River City National Bank cost and 
revenue projections are reasonable, essentially valid, 
and generally in line with comparable programs. Even 
assuming that all exceptions noted above prove to be 
entirely accurate, the individual and collective dollar 
difference will not be sufficient to seriously jeopardize 
the profitability of the proposed credit card operation.

Check Guarantee Programs

Check guarantee programs, sometimes called check 
credit plans, and guarantee credit plans, are used both 
as a supplement to bank credit card programs and as an 
alternative. The number of banks currently operating 
such programs is unknown. An indication of the number 
can be obtained from an American Bankers Association 
survey conducted in 1967;' Of the nearly 3,000 banks 
responding to the question of whether they provide such 
a service, only 303 or 10.5 per cent do. At the same 
time, approximately ten per cent of the respondent banks



41

also operate credit card plans. From this, we can con
clude that there are about as many guarantee check plans 
in operation as there are bank credit card operations.

Guaranteed check plans, as a loan service to con
sumers, operate as follows. The bank establishes a line 
of credit with the consumer. At that time, a ceiling on 
the amount of credit extended is established. Usually 
the limit is from $300 to as much as $5,000. Customarily, 
an identification card is issued. In some instances, 
special checks are issued as well. At the time the con
sumer purchases merchandise, he may use his regular checks 
or the special checks issued by the bank to pay the merchant. 
Regardless of whether the consumer uses special checks or 
a regular checking account (and for sake of illustration, 
overdraws the account), the bank automatically extends a 
loan to the customer. When the check is written for an 
amount in excess of the balance in his regular checking 
account, additional funds are automatically transferred 
by the bank to the consumer's account. The amount is 
either in increments of $100 or in the exact amount of the 
overdraft. The consumer pays a monthly service charge of 
one to one and a half per cent on the outstanding balance 
on the special checking account or on the overdrawn amount 
of the regular account in addition to the regular checking 
account fees.

On-balance, guaranteed check plans appear to have a 
decided cost advantage and a decided revenue disadvantage. 
Startup costs are minimal. The major cost is for promotion—  
which is also the major startup cost for a bank credit card 
program as well. For the guaranteed check program to be 
successful, consumers must appreciate the service and security 
which the plan offers. Past experience indicates that the 
amount needed to promote check guarantee plans is far less 
than for bank credit cards. Other startup costs such as 
imprinters, enrollment of card holders, and computer facili
ties are not significant.

Operational costs are little more than the regular 
checking accounts service cost. Where the credit reserve 
provisions are added to regular checking accounts, the 
overdraft status may appear on the same statement used 
for the regular checking account. A regular check is used 
to complete the transaction. They are cleared through the 
bank clearing house system as any other check. With the 
bank credit card plan, sales slips must be transferred and 
manually handled at least until such time as automated 
systems are fully implemented.
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Guaranteed check transactions are normally for 
larger amounts than credit card purchases, thus 
enabling the bank to achieve profitability on a 
smaller volume of transactions.

Guaranteed check programs offer decidedly less 
revenue potentials than do bank credit card operations.
Check plans do not create as many avenues for increasing 
the bank's total business as does a bank credit card 
plan. The interest earned on extended loans is the 
source of income for the check programs. On bank 
credit card operations, there is this same potential, 
plus income derived from merchants' discount aspects 
of the plan. Bank credit card plans include the require
ment that merchants maintain accounts in the card-issuing 
bank. Check guarantee programs provide little inducement 
for merchants to open new accounts in sponsoring banks 
since they finance only consumers (not merchant receivables).

Another significant factor is market control. Any 
and all banks can develop a check guarantee plan. The 
tendency for bank credit card plans to be monopolistic 
(in the sense that a single dominant plan in an area 
tends to discourage other plans) means there is a greater 
potential for attracting new customers to the bank than 
with guaranteed check plans.

Up to now bank credit cards have achieved wider 
acceptance than guaranteed check plans. Although the 
number of banks participating in the plans is about 
equal, credit card plans have experienced much wider 
market penetrations. The cards can be used for a variety 
of purchases in the localities in which they have been 
established. Moreover, through arrangements with airlines, 
hotels, and interchange with card-issuing banks in other 
areas, bank credit cards can serve travel and entertain
ment purposes.

There are advantages to both bank credit card and 
guaranteed check plans. The two systems are not mutually 
exclusive. But, in viewing them as alternatives, bank 
credit card plans appear to hold a greater potential for 
expanding retail markets— primarily because they develop 
new merchant/bank relationships and tend to attract new 
customer accounts.
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Conclusions

1. That the River City National Bank— in 
order to move well into retail banking—  
should implement a bank credit card plan 
that will have national acceptance.

Actually, there are several plans that 
are approaching this scale. Of several 
alternatives for expanding retail opera
tions, this is the most promising. The 
shakeout period that will be experienced 
in the next few years will result in only 
a few national bank credit card plans, 
and even fewer local plans, surviving.
As a means of expanding retail markets, 
the national bank credit card plan is 
measurably better than alternative plans.

2. That the River City National Bank's 
credit card plan should cover the entire 
state.

The retail market of River City is not 
adequate to support a bank credit card 
plan of the size needed to recover 
startup costs and become profitable in 
a reasonable period. Full recovery of 
startup costs cannot be achieved in the 
sixth year of operation unless nearly 
four per cent of the area's total retail 
sales are tied to the bank credit card 
plan. The accepted yardstick is that a 
bank credit card plan should achieve one 
per cent of the trade area's retail sales. 
Accordingly, it is concluded that the 
correspondent bank structure must be tied 
into the bank credit card plan in order 
to extend merchant and customer penetra
tion beyond the present bank trade area.

3. That the River City National Bank is 
clearly perceived by its market area 
populace to be the leader in retail 
banking.

The River City National Bank's actual 
competitive position with respect to 
retail banking vis-a-vis other River
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City banks is not considered as impor
tant as its position is perceived to be ' 
by trade area residents. The population 
of the greater River City area over
whelmingly consider the River City National 
Bank to be the retail banking leader in 
the community. Similarly, despite the 
existence of a local bank credit card plan, 
the River City National Bank's image has 
not been damaged by its failure to enter 
into a credit card plan. However, a signifi
cant portion of the trade area population 
feels that the River City National Bank 
would lose its leadership position if another 
bank entered the market area with a major 
(national) bank credit card plan, prior to 
the River City National Bank.

Competition is of significant concern only 
in respect to the potential damage to the 
River City National Bank's image by failing 
to be the pioneer in implementing a major 
(national) bank credit card plan.

The dominant position of the River City 
National Bank presently precludes serious 
competitive threats. However, consumers 

. of the area clearly feel that the bank that 
first introduces a major (national) bank 
credit card plan will be the leader in 
retail banking services. Possible counter 
moves of the River City National Bank's 
competitors are difficult to anticipate. 
However, it is unlikely that a competitor 
bank will introduce a major (national) bank 
credit card plan after the River City 
National Bank does so. For it is generally 
accepted that two banks entering a market 
of the River City National Bank's market 
area size can create a situation that will 
erode the profitability of both banks' oper
ations.

4. That timing of entry is critical to the River 
City National Bank.

Spring is the most appropriate time of year 
to enter the credit card market. This allows
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a settling-in period prior to the first 
major wave of revolving credit— back-to-' 
school sales— and then a stabilization 
period for the revolving credit aspects 
of the plan prior to the Christmas wave.
In the greater context of "why not now, 
rather than some later time?" there 
appears to be very few advantages in 
waiting to enter a bank credit card plan. 
On the other hand, there are a number 
of advantages to prompt entry. A major 
consideration is the fact that the market 
studies have been completed, the data are 
fresh, the state of knowledge is current. 
The longer the bank delays, the more 
obsolete the information becomes. Equally 
important is the bank’s need to perpetuate 
its favorable image in the community. An 
additional major advantage is to ensure 
establishment of a bank credit card plan 
as a bridge to the future. The most 
important consideration is that the plan 
represents a profitable venture in the 
bank's lending function. This can only 
be ensured (with respect to timing) by 
being 'the first bank to establish itself 
in the market with a major bank credit 
card program.

5. That the River City National Bank not 
implement a guaranteed check program—  
either as an alternative to, or a supple
ment to, a bank credit card plan. Its 
advantages are limited to short-range 
benefits. Its costs do not justify 
implementation.

Sincerely,

UNIVERSITY RESEARCH INSTITUTE

(Signed) Peter Learned, Ph. D. 
Director

(End of Report)
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Comparative Statistics of the River City 
National Bank and the American 

National Bank for the Years 
1962 through 1966

(in millions of dollars to two decimals)

EXHIBIT 1

River City American
National National

Bank Bank

1962 325.18

Total Deposits

134.21
1963 337.99 157.19
1964 340.52 164.52
1965 353.40 178.92
1966 386.96 199.48

Increase 19.0% 48.8%

1962 13.31

Gross Revenues

7.02
1963 14.64 8.10
1964 16.09 9.35
1965 17.98 10.55
1966 20.30 11.69

Increase 52.5% 59.1%

1962 4.39

Net Income

2.93
1963 4.35 3.59
1964 5.18 3.18
1965 5.64 3.37
1966 5.95 3.30

Increase 29.2% 12.8%
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Deposit Growth of.the Three 
Major River City Banks

(in millions of dollars to two decimals)

EXHIBIT 2

River City
National

Bank Demand Time

1960 198.86 15.37
1961 195.73 30.12
1962 194.76 39.79
1963 197.42 50.24
1964 182.28 59.54
1965 186.48 68.46
1966 186.40 80.08

American
National

Bank

1960 62.15 15.49
1961 82.46 19.78
1962 78.05 23.87
1963 74.32 30.46
1964 81.71 83.51
1965 81.85 47.12
1966 83.75 57.24

Fourth
National

Bank

1960 95.95 13.60
1961 95.05 19.87
1962 92.53 30.72
1963 94.58 33.53
1964 92.51 40.40
1965 90.14 40.34
1966 94.51 48.50

Correspondent
Banks

83.58
84.91
84.52
83.99
96.19
85.60
86.93

33.52
31.66
30.41
29.62
36.98
35.89
37.92

21.73
19.56
18.32
23.20
24.90
23.90 
25.46
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Selected Items of Condition 
as of July 28, 1967

(in millions of dollars to two decimals)

EXHIBIT 3

River City American Fourth
National National National

Loans Bank Bank Bank

Real Estate 18.83 14.57 10.51
Bankers & Brokers 3.50 .63 4.01
Financial Institutions 12.10 4.22 5.62
Agriculture 57.88 7.40 15.11
Commercial and Industrial 78.28 32.89 44.62
Consumer 18.00 53.17 19.79

Total 208.82 112.03 106.21

Investments

Bills .00 2.62 3.38
1 year maturities .00 .77 2.60
1 to 5 year maturities 29.35 9.36 10.92
Over 5 year maturities 8.75 5.12 5.99

Total 37.97 17.77 22.91

Deposits

Industrial Portfolio
and Corporation 158.02 68.96 87.13

Government 8.46 3.56 4.19
Inter-Bank 74.16 27.69 22.42
Total Demand 254.92 110.39 118.94
Time 89.53 60.94 54.04
Borrowings 15.00 7.72 .00

Totals include some components not shown separately.



EXHIBIT 4
Trend of Loans

(in millions of dollars to two decimals
and in percentage of market share)

River City American Fourth
National National National

Bank Bank Bank Total

1950 49.52 29.8 33.36 20.1 26.66 16.0 166.07
1951 64.04 33.3 35.44 18.4 30.90 16.1 192.43
1952 62.12 32.2 35.70 18.5 36.40 18.9 192.86
1953 63.95 34.4 37.22 20.0 37.02 19.9 186.18
1954 62.27 30.2 49.98 22.4 39.06 17.5 223.42
1955 75.54 28.3 56.59 21.8 51.60 19.9 259.89
1956 130.07 49.1 52.85 20.0 51.23 19.4 264.72
1957 125.70 47.8 54.49 20.7 53.78 19.1 262.86
1958 148.35 49.0 65.04 21.5 51.01 16.9 302.50
1959 144.73 45.4 69.41 21.8 57.91 18.2 318.53
1960 154.28 46.3 69.31 20.8 60.07 18.0 333.35
1961 164.48 44.8 75.16 20.5 71.58 19.5 366.60
1962 184.42 44.4 83.24 20.1 78.47 18.9 415.02
1963 194.94 43.3 89.93 20.0 88.08 19.5 450.71
1964 184.81 39.9 100.14 21.6 89.29 19.3 463.61
1965 208.82 38.9 113.86 21.2 103.76 19.3 536.92
1966 210.72 38.0 113.40 20.5 107.55 19.4 554.20

Note: 1) 1950-1953 figures for the River City National Bank do not include Farmers National Bank
2) Total includes all banks in River City.



EXHIBIT 5

Trend in Total Deposits

(in millions of dollars to two decimals
and in percentage of market share)

River City American Fourth
National National National

Bank Bank Bank Total

1950 199.20 35.9 110.70 19.9 99.08 17.8 555.52
1951 214.55 36.4 117.07 19.9 107.17 18.2 588.97
1952 230.95 37.4 123.24 20.0 106.09 17.2 617.27
1953 230.00 37.1 120.48 19.4 113.62 18.3 619.97
1954 232.41 38.6 122.35 19.6 119.74 19.2 623.05
1955 228.26 36.4 124.68 20.0 129.08 20.8 621.41
1956 302.69 47.8 121.40 19.6 122.32 19.4 629.03
1957 275.30 46.4 110.72 18.6 120.61 20.3 593.69
1958 329.84 48.2 123.50 18.0 129.80 19.0 684.71
1959 287.59 45.4 116.92 18.5 120.50 19.0 633.61
1960 297.83 44.6 123.16 18.5 131.27 19.7 667.21
1961 311.99 43.9 133.91 18.9 135.47 19.2 707.32
1962 325.18 44.1 134.20 18.3 136.79 18.9 722.76
1963 320.49 43.8 134.77 17.7 151.30 20.0 757.91
1964 338.02 41.3 157.19 19.2 157.80 19.3 818.23
1965 340.52 40.7 164.52 19.7 154.42 18.5 836.75
1966 353.40 39.6 178.92 20.0 168.47 18.9 893.66

Note: 1) 1950-1953 figures for the River City National Bank do not include Farmers National Bank
2) Total includes all banks in River City.
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EXHIBIT 6

HUGHES GOLT & KRAMER, INC.
Advertising & Public Relations

February 13, 1967 

CONFIDENTIAL

Mr. Joe Young
Vice President
River City National Bank

Re: Long Range Advertising Planning for the River City National Bank 

Dear Joe:

Here are five trends that, in our opinion, will occur during the next 
20 years in the state.

1. There will be an eventual decline in the number of 
small to\jns. It is apparent now that the people 
living in these towns are of the older generation 
and the younger people are moving away. As soon 
as the older generation passes on, the town will 
eventually dry up.

2. We will see an increase in the number of larger farm 
and ranch operations while the total number, as far 
as ranches, will decline. This is already evident 
in the state.

3. There will be an increase in the size and complexity
of the regional towns. As the people leave the smaller 
communities and a number of farms decline, the people 
will tend to migrate or move into the regional towns 
where there is better opportunity for employment and 
earning capacity. A town such as this, at present, is 
expanding considerably due to a number of smaller 
manufacturing plants cropping up. This, along with the 
purchases made by people, creates more jobs. We will 
see, in the next years, an increase in the number of 
small industries establishing plants in these regional 
towns because of labor and land use.

4. River City will gain population and perhaps double its 
size rather rapidly within the next ten years. The
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destination of River City will be as a distribution 
center of the United States. We will see an increased 
number of warehouses and transportation facilities to 
serve this distribution system. We will see a continued 
growth in manufacturing facilities, especially those 
where we may be close enough to the raw material source.
These, in all cases, will probably be of an agricultural 
nature.

5. As the population changes, and continues to shift to the 
urban areas, we will see a change in the control of the 
legislature so that perhaps the urban areas will become 
the ones controlling the legislature.

Putting the five points above together and looking at it as far as what 
can we do advertising this bank, it leaves us with two opportunities.

1. There will be a need for branch banking in this state.
This will allow the banks in the urban areas to follow 
the customers to the suburbs. Deposits are the thing 
that control the whole activity of the bank; and unless 
the deposits continue to grow, the River City National 
Bank's usefulness, as far as loans go, will be quite 
curtailed.

2. The growth of the bank will come from an increase in 
the numbers of individuals and their increase in 
salaries and wages. Therefore, an increase in the 
number of individual customers will bring about an 
increase in the total volume of deposits in the bank.
The day of the large corporate accounts is gone and 
corporate treasurers will use their balances as hard 
as possible, therefore, not allowing a build-up of 
balances.

The River City National Bank needs to get into the individual business 
now and continue to capture a large number of individuals and keep them 
happy so that they stay with the bank forever. Aim at a larger consumer 
credit department and an easing of the mortgage loan area for home loans. 
The River City National has to capture these people as customers of the 
bank at an early age and provide the services and facilities that are 
called for. Show interest in these people and remind them of the ways 
the bank can help them financially. The River City National Bank should 
not give up wholesale banking. This will be handled on a basis of 
personal contact through association with the people in industry and 
business.
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Advertising will have to do a lot of wTork reaching the individual 
customers and showing them how they can use the bank to the best of 
their interest.

Sincerely,

HUGHES GOLT & KRAMER, INC.

(Signed) Richard Hughes 
President
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• ADDENDUM "A" 

Cardholder List Assemblage

Installment Loan
Trust Department
Safe Deposit Department
Commercial Accounts— signers
Personal Accounts— $300 balance or better
Savings Accounts— $300 balance or better
Certificates of Deposit— $300 or better

16,800
3.200 

11,400 
18,200 
14,300
7.200 
5,800

Total Internal 76,900

Credit Bureau 104,500

Total 181,400

Duplication^ 45,400

Names of Potential Cardholders 136,000

Since no known amounts of duplication are available a straight 
25% reduction is used.
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Cost of Developing Cardholer List

ADDENDUM "B"

Installment Loan
From Paid Out

Clerical Cost 
$2.00 per 
hour

$ 240
From Current File 120

Trust Department 
Wills 130
Beneficiaries 95
Stockholders 10

Commercial Account 
Signers 1,240

Personal Checking 125

Safe Depsit Box 320

T. C. D. 80

Savings 120

List Development Cost Internal— Salaries $ 2,480

Credit Checking 23,700

Card List from Credit Bureau"*- 33,000

Alphabetizing, Key Punching, Printout, and Culling** 14,260

TOTAL CARDHOLDER LIST DEVELOPMENT COST $73,440

^The cost on the Credit Bureau names could be considerably cheaper 
depending on the speed of delivery and formats requested.

^Computer costs will cover writing a machine duplicate culling 
program.
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Three Month Startup Cost

ADDENDUM "C"

Salaries
Director $10,000
Sales Manager 8,000
Operations Manager 8,000
Credit Manager 8,000
Sales Personnel 30 8,000

Cards 200,000 blanks
Embossing 100,000 cards
Postage on 51,000 addresses 
Mileage of 10 salesmen

Program Expenses
Program by Bank of the United States 
Rewrite and Program Test

$ 2,500 
2,000 
2,000 
2,000 
24,000

$32,500

$ 6,700 
4,200 
4,900 
1,100

$16,900

$25,000
3,000

$28,000

$77,400TOTAL THREE MONTH STARTUP COST
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ADDENDUM "D" 

Fixed Assets Budget

Cost of developing departmental area $ 3,000
Cost of phone installation ____ 300

$ 3,300

Furniture required and small equipment 19,600
Other equipment

2250 Merchant machines @ $30 each 67,500
1 card embossing machine 6,000

$ 73,500

Miscellaneous assets 5,QQQ

$101,400TOTAL FIXED ASSETS



ADDENDUM "E"

First Year Departmental Expense 

Director $10,000

Credit Department Operations Sales Department

Credit Manager 
2 Credit Men 
2 Collectors 
2 Credit Investors

$ 8,000 
12,000 
10,000 
10,000

$40,000

Operations Manager 
4 Telephone Clerks
2 Keypunch Clerks 
Deposit Processor
3 General Clerical 
Merchant Service 
Cardholder Service 
Supply Coordinator

$ 8,000 
16,000 
9,000
4.500 
13,000
4.500
4.500
4.500

Sales Manager 
2 Salesmen

$ 8,000 
12,000

$20,000

$64,000

First Full Year Total 
Salary Benefits @ 15%

Salaries for Full Staff $124,000
18,600

•

$142,600

Operating Expenses 57.033

ANNUAL EXPENSES $199,633



1st Year

No. of Active Accounts 
No. of Transactions 
Gross Sales per Year 
No. of Sales Drafts 
Avg. Dollars Outstanding 
Dollars Outstdg. Yr. End

11,500
108,000

1,620,000
108,000
414,375

1,009,100

Income :
Sales Discounts 
Revolving Balances 
Merchant Set-Up Fees 
Total Income

48,615
24,860
11,220
84,695

Total Departmental Expense, 
Salaries, Etc. 199,633

Cost of Funds @ 4%
Royalty
Losses
Depr. on Assets

16,572
381

41,436
0

Total Expenses 258,022

Net Profit or (Loss) 
Income @ 4% on Funds

(173,327)

as Earned
Income @ 4% on Previous

0

Year's Earnings 
Total Net Profit or (Loss)

0

for Year
Cumulative Profit or (Loss) 

(360,200 start-up cost)

(173,327)
(533,527)

Ratio Sales Avg. Outstdg. 
Ratio Sales Outstdg. Yr.

1 to 2.39

End 1 to 3.90

ADDENDUM "F”

mary of Projections 
Bank Credit Cards

2nd Year 3rd Year 4th Year 5th Year 6th Year

23,500 29,500 41,500 50,500 59,500
324,000 577,800 820,800 1,113,000 1,329,000

4,860,000 8,667,000 13,953,600 21,147,000 26,580,000
324,000 557,800 820,800 1,113,000 1,329,000

2,086,849 4,146,187 7,311,158 11,914,187 16,078,750
2,908,125 4,779,000 8,712,925 13,433,000 17,850,000

145,770 260,010 418,606 634,410 797,400
300,507 599,250 1,052,865 1,715,643 2,315,340
11,220 12,000 12,000 14,400 14,400

457,497 871,260 1,483,471 2,364,453 3,127,140

393,160 485,170 572,320 650,782 700,360

83,473 165,846 292,458 476,569 643,150
12,150 27,387 69,766 105,733 132,900
104,343 165,846 139,536 211,470 265,800
16,152 16,152 15,840 15,480 15,480

609,278 860,401 1,089,920 1,460,034 1,757,690

(151,781) 10,859 393,551 904,419 1,369,450

0 191 7,418 18,347 • 28,212

0 0 434 16,176 92,353

(151,781) 11,050 400,969 922,766 1,397,662
(685,300) (674,258) (272,855) 666,087 2,156,102

1 to 5.75 1 to 6.27 1 to 6.75 1 to 7.25
1 to 6.00 1 to 6.50 1 to 7.00 1 to 7.50

1 to 5.08

1 to 5.50
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Startup Costs 
Check Guarantee Program

' ADDENDUM "G"

Cardholder List Assemblage
Personal Checking Accounts— $300 balance or better $ 15,000.00

Programming and Test Time 7,500.00

Sales :
Sales Personnel 
Director 
2 Assistants

10 @ $8,000 for 1 month 
$10,000 for 3 months 

@  $7,000 for 3 months

7,000.00
2.500.00
3.500.00

Cards 100,000 blanks 3,400.00 
Embossing 40,000 cards 1,400.00 
Postage on 20,000 addresses 1,600.00 
Mileage of 10 salesmen— 10c per mile 400.00 
Miscellaneous supplies 2,100.00

Fixed Assets
3 desks and chairs 
1 typewriter
1 card-embossing machine

1.350.00 
250.00

4.600.00

$ 50,000.00

12 month net operating loss 
Initial advertising expense

150.000. 00
150.000. 00

TOTAL 15 MONTH NET COST $350,000.00

Additional Cash Outlay before Income Exceeds Expense 55,600.00

$405,600.00



Summary of Projections 
Check Guarantee Program

ADDENDUM "li"

1st Year 2nd Year

No. of Active Accounts 2,800 4,000
Dollars Outstanding $1,344,000 $1,920,000

Income 63,504 218,592

Expenses :
Total Department, Etc. 115,200 115,200

Cost of Funds @ 4% 35,280 66,240
Losses 52,920 82,800
Card Insurance 10,000 10,000

Total Cost 213,400 274,240

Net Profit or (Loss) 
Income Funds Provided

(149,896) ( 55,648)

from Operations @ 4% 0 0

Cumulative Profit or (Loss) ($349,896) ($405,544)

3rd Year 4th Year 5th Year 6th Year

5,200
$2,496,000

6,400
$3,072,000

7,600
$3,648,000

8,800
$4,224,000

321,408 404,352 487,296 570,240

115,200 127,200 127,200 127,200

89.280
89.280 
10,000

112,320
67,392
10,000

135,360
81,216
10,000

158,400
95,040
10,000

303,760 316,912 353,776 390,640

17,648 87,440 133,520 • 179,600

262 2,451 6,942 13,280

($387,634) ($297,743) ($157,281) $ 35,59935,599


