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"

'i~.~t::;. HC1~JEl:{T RANK & TIWST C01.1PAt\Y

Jr[,~~} Or7 dt ..>~KIN(~
rAT~ CiJRPGRSr IV, CD:~;"iI3SION
JO BLANTON BU:LDING
reHMOND, VIRG!NfA 23219
_ ..._-_ ....-----'_._-------------_ ..••_ .•._--_._._._----_ ..'-----------

I GENERAL !NFORf1AT!ON_______ r. •__ • ._. , •__

\:.1E OJ::"APPL:rw\~J':;'::~;s:.r':'iJ-rION i Dkr}:: I',:' CO?~,,(.E1.:;::?.D3~5:~!ESS
II AUGUST 15, 1852

._--_._-----------_._---------------- ..~.--.I--. - ._: _
::i'i3ICAL r':':CAT:C:>1 OF ~!A:::'NOFFICE (3tre~t, city, 0::::-to'.m ana COU1'1t...y or <it.'ler id;;:.ntif~~a.:.icn)

.GO SOUTH FAI'KFAX STREET I ALEXANDRIA, VIRGIlHA

----.__. ------_. _._------_.,-----
Cl}'IE 0:;' AF:'!LJATED COHPi\.NY I IF AN'[

ONE

22314

._--------..-------_._-----

--~ - ..•_ -_._------ ---_.__ _---------_.- . -----_ ..
:l.~!E;\1;:) TELEP~lC~:: m:-::,i.3~1. OF O!:'F!CIAJ .• TOSE CCNTAC-"TE:i 3Y T:-m BUREAU WITH REGARD TO PP.Es;:;~r=
?PLICATIGN

, S. TAYLOR B~RKE, JR. (703) .549-6600 ext. 250
~~ii- BRANCHLCCA':i.'!ON (street, city, or town a..';'<i county or ot:.h<:::c identiiicatiun)

30C SOUTH ~~S STREE~> A~INGTON, VIRGINIA (CRYSTALCITY) 22202

'"-_._-------~------------------_..-_---_._--- --------_._-- ....-
\!':.E OF ?ROPOSED EP';~.~JCH DISTANCE f"ROa ~_I>.':!'l OFF~CE EXPECTET'J 'JPE.:J:}lG DA'l~ ;"'

RYSTAL CITY BRAKeH FOUR MIl.ES ytAy, 19,9

ILL .T~ CAP:TAL OF TH~ APPLICANT BE
.No---X Yes (if yes, explain)

INCREASED PRIOR TO THE ES~ABLr3HY~NT OF T?£ PROPOSE~
ESTIl-'f..AiE $536,771.53 IN RF.T';.:i~JEJJ EW•.•'HNGS ADDED TO
UNDIVIDED PROFITS THIS YEAL, AND;' LIKE A~!l)lJNT ADDED
AT THE END OF 1973.

----_._---....,..._._--------- ...•..------_._------------------_.Ji-15EROF OFi'ICZS TEE APPLlCA.."iT OPERATES:

1. Opened SIX (6) 2. Aut.'t;orized, unopened ZERO (0)
------------- -------------------_ ....•.._----_._-------_.---_.
-\11£ OF P:-.OPOSED B&'\NC:I !-tt-.NAGER, EXPERIENCE A."'JD EDUCATIO~AL LlAC:<GRCtTND AN!> I..EmJING il.l;'.l.:ICftlT;:'
JR EO'!':-I SECURED A~""D UNSECURJ::."'1) LOANS.

c. S. TAYLOR BURKE, III
Ti.,'C YEARS YALE mnVERSlTY, NAJOR ECONOHICS
JUNE. 1971, TEl.LER, HA.IN OFFICE BURKE &. HEREERT BANK & TRUST COMPNH
AUGUST 1, 197!f. ASSISTANT MANAGER HaNROE AVENUE BRANCH, EURKE & HERBERT
]i'EbRUARY '1.4, 1976, I'!A~-JAGER, LANDM.\RK BPANCH •. BURKE & HERBERT .
LOj.~~AUTHORITY: $1,500.00 UNSECURED . $10.000 SECURED 001
(~ILL BE INCREASED BY THE TIME BRANCH OPENS)



-_._ .._._-_._---_ .._.( /---------iII QUARTERS
- -----------;..-_ ...

-,--_. ------------_._----------------------------
'RaVIDE IN'FOR.~.ATlOi'! WITH RESPECT TO THE QUARTERS IN WHICH THE 3RANCH WILL. CO:.t.'1ENCE 8U~I:r;:.:.:::;
NDICATE ANY PLA.."JSTO OPEN Dr TE..•.•.PORARY QUARTERS. SPECIFY ALL THE TRANSACTIONS INVOLVED.
NDlCATE ESTI:-t.'\TED IMPROJEMENTS FOR THE LAND OR BUILDING.
,

BUILDING IS 1,400 SQUARE FEET, NOW OCCUPIED BY THE ARLINGTON COU~ITY PUBLIC LIB~\RY AT
SOUTH-lo1EST CORNER OF SOUTH 231m AND SOLITl-IEADS STREET. WILL BE VACANT DECE~mER 9, 1977. IT
IS A ONE-STORY, SQUARE, co~~mRCIAL BUILDING, BRICK WALLS, CONCRETE FLOOR, SLAG ROOF. NO PL&~S
TO OPEN IN TEr~ORARY QUARTERS. WILL SIGN OPTION WITH MR. PAPPAS ON DECEMEER I, 1977, AT
$1,200 PER NONTH. OPTION TO CONTINUE UNTIL APPLICATION IS DENIED OR UNTIL BRAJ.'JCHOPENS FOR
BUSINESS. ON OPENING DAY, TWENTY-FIVE YEAR LEASE IN FIVE PORTIONS WITH OPTIONS TO RENEW CO~~S
INTO EFfECT. RENT IS $1,350 PER MONTH, INCREASING AT END OF EACH FIVE YEARS ACCORDING TO RISE
IN C. P. 1. BANK PAYS REAL ESTATE TAXES AND HAZARD INSURANCE. BANK WrLL MAKE COSXETIC IHPROVE-
MENTS TO OUTS'rDE OF BUILDING AND ADD TWO DRIVE-UP STALLS ON WEST SIDE. BEGINNING COST OF
BUILDING, $6 PER FOOT INCLUDING TAXES AT $2 PER FOOT FOR LAND THAT IS OCCUPIED BY BUILDING.

ilA.\1E AND ADDRESS OF SELLER OR LESSOR.
LOUIS A. PAPPAS, TRUSTEE
551 SOUTH.23RD STREET
ARLINGTON, VIRGINIA 22202

EXPIRATION DATE OF LEASE

TWENTY-FIVE YEARS FRO~1 BEGINNI:
DATE. LEASE BEGINS WIlEN BRANCi
OPENS.

SELLER IS A DEPOSITOR AND A BORROWER AT
BURKE & HERBERT BANK & TRUST CO~WANY.o No

~S SELLER OR LESSOR RELATED OR COt-l"NECTEDIN AJ.'f{ WAYWITH THE APPLICANT?

~ Yes (if yes expla~n)

III INVESTMENT IN FURNITURE, FIXTURES & EQUIPMENT
(shOTll est:ima'tes bl} an as'terisk)

NO. OF TO.•..rAL ANNUAL
ITEM UNITS COST RENTAL

Tau1t door (s) ONE $ 10,000
(

3afe(s) NIGHT DEPOSITORY AND VAULT Tlo1O 3,500
(

;afe deposit boxes 160 5,000
4 8,000 !':ou.."1terand caqe fixtures / l"' •.r

Jriva-in te1ler's windows 2 15,000

5ecurity ecuipment ALARM SYSTEM 1: 2,500
002



---_.~..-.,- -:- -.-_ ..•.~.--_._--.~.._.__ .__ .. - ~.~ .,,~'...••.~._ ..--
. -.... ~' ,-.--- '.' ~..•.. ~, .. -.,.-_.. .' .;-_._-- ~~.-•...,~---"''"'':"'' ..-..- ---

.- -----,_ ..._ .. -- --_.__ ._- . .--
_..•.. - . ---

ther: DUAL CAMERA SYSTEM 1 3,000

TELLER'S
1

LOCKERS 6 2,000

FURNITURE 3,100

CARPET 100

DRAPERIES 2,000
.

',' .
, ..

..' ..
/ ~.-

, ,< # _.'_.~
.. - ....

,/' '''''. ,
/ ~. ",

I ,.

TOTAL $ 55,~OO
...=-.='-;; - -2 .

-
_.- ...._ .•.....

IV ESTU1ATED ORGANIZATIONAL EXPENSES

NATURE OF EXPENSE
AMOUNT

1- Attornev Fees
NONE

2. Consultant ;'ees
NONE

I

3. Salaries (preooeninq) (THREE PEOPLE ONE MONTH) $ 10,000.00

4. Advertisinq (preopeninq)
3,000.00

s. Other (detail those in excess of $1,000)

a. . .

b.

c.

d.

TOTAL $ 13,000.00
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V RECORD OF APPLICANT BANK

" .VI FUTURE EARNINGS PROSPECTS

-,

,

END OF LAST THREE YEARS (indicate Year)

197.Ji.. 197..2 197.2-

, $31,180,014 $37,619,566 $45,173,352

~alDeposit Volume . ....- ..

:al As~ets
35,260,140 41,935,679 - 49,797,619

, "

. •.._. ... ' .

)ital N()tes <l,ndDebentures
223,Oo,Q-, 179,000- 135,000

'.
...•... _ ......... ..

.rI....

".i" ." 126-000
~nmon Stock

726-,O()9 798,600
, ,,' , , --

._.~ .'
-

!t'nl'us
1,321,000 1,321,000 1,321,000

;divided Profits and Reserves. 1,331,356 1,656,603 1,801,859

tal Eauitv Canital
3,313,984 3,513,811 3,921,459

!t Income After Ta.,,<es
472,999 439,022 532,387

widends Declared
145,200 145,200 163,350-----

~rcent of Total Capital to Total Assets 9.3% 9.3% 8.6%

ercent of Total Leans to Total Cenosits 67.1% 66.7% 63%

ercent of Net Income After Taxes to Total Eauitv 14.2% 12.4% 13.5%

ercent of Bank BuilClina &. Land to Total Ecroitv 19.1% 24.6% 23.5%
J ,

~ION V applicable to Banks only.

A. ESTIMATED AVERAGE DEPOSITS

DESCRIPTION
AVERAGE DURING

I
First Year ~econd year Third Ye"_

:RAGE DEPOSIT VOLUME
..

A. Demand Deposits
$190,000 $ 570,000 $ 950,000

B. Savinqs and/or Time Deposits $ 310,000 ::)930,000 I
IS1,550,000

TOTAL A"JERAGE DEPOSITS
$ 500,000 $1,500,000 $2,500,000

004



E. ESTIMATED INCOME AND EXPENSES

DESCRIPTION
ESTIMATED AMOUNT

. First Year Second Year I Third Yea:':
." .-

5S income ~,. t
% 0.,: total estimate"( averat]~ deposits) 35,85'0 lQ!,55a 179,250

-ENSES: ~. 5

1- S~aries and benefits ..•...
30,'0'00 32',1'00 34,347

- ,

,

2. Inf"2rest on time and savinqs deposits- , 18,60'0 55,800 93,'00'0
.... -.---

',/;".• ', :.~' :. ~'.

3. Net occuoancx expense (details below) '- ~:2,257 .s3,Q07 53,757.. , ,

;, .

{SEE
' . -

4. F~t'.lre & equ iP%l"<ant(depreciation, rental, etC.]' DEP.E~ctA..~r:ON_BEL( W},
I,., .'

5. Other operatinq exDenses: :,", ",

- -.

Advertisinq
3,50'0 3,,50-0 3,5'00

... 1 '0'00' 1,'050 1,2'0'0
Telephone .,., . . "-,'

Leqal 1,'0'0'0 1,'0'0'0 1,'0'0:)

Postaqe 169 190 I 22'0

Comouter services 92'0 2,576 3,680

Miscellaneous '.,3,'0'00 3,0'00 3,'000

6. Net organization exoenses (First year only) 13,'0'00 0 I a
".

TOTAL ESTL"1ATED EXPSNSES 123,446 152,223 193,704

ESTIMATED NET PROFIT (OR LOSS) - 87,596 - 44,673 - 14,454

CUPANCY:
Rent

16,2'0'0 16,2'00 16,200

Depreciation ' .
21,857 21,857 21,857

Repairs I ~ 'p
1,'0'0'0 1,000 1,'000

l-iaintenance (incl udincr buildinc1sta.ff. salaries) 1..000 4.20'0 4 son
Insurance 30'0 350 400

. , --

Taxes on.rea1'estate 5.400 5,600 5, R'OC
-

Utilities(heat, licht, 'DOwer,etc. ) 2,5'00 2,8'0'0 3,'OOC

Other occuoancy exoenses 1.'0'00 1,'000 . 1,OOC

otal occuoancv expenses 52,257 53,007 53,75'
0' I

ess: Rental income
a a (

NET OCCUPANCY EXPENSC:S (st:EE.H aqree with line 3 above) 52,257 53,007 I 53,7~

.!'O' I...,? (}OS



--_ ..-~----_.----_.
VIr PUBLIC INTEREST

NSTRUCTIONS: ANSWER IN DETAIL. 1'.PPLICANTS.l\RE ENCOURAGEDTO FURNISH ADDITIONAL INFORHAT::-
N A SEPARATE PAPER TO PROVE THAT GRANTING OF 'l"HE CERTIFICATE WILL BE IN THE PUBLIC !NTERES'

• . PROVIDE A STATEMENT ON THE DEPOSIT AND LOAN SERVICES TO BE OFFEFED, INCLUDING RATES.

CHECKING ACCOUNTS. SAVINGS ACCOUNTS, 5% FROM DAY. OF DEPOSIT TO DAY OF WITHDRAWAL. INTEREST
COMPOUNDED AND PAID QUARTERLY. CERTIFICATE OF DEPOSIT UNDER SlOO.OOO-THE MAXIMUM INTERES1
ALLOWED BY LAW. OVER $100,000 ACCORDING TO MONEY MAP~ET,CONDITIONS. MORTGAGE LOANS.
CONVENTIONAL TWENTY-FtVE YEARS, 9% AT PRESENT. COMMERCIAL LOANS, 8% AT PRESENT. AUTO
LOANS 9.31% NEW CARS, 10.25% OLDER CARS UP TO THREE YEARS. 1, EQUITY ~OANS 10.25% UP TO TEN
YEARS. PERSONAL LOANS FROM 8% SIMPLE TO 12% DEPENDING ON THERISK.i_~,ACCOUNTS 1 3/4%
FOR THREE AND ONE-HALF YEARS. "

---------------------_ ...•....----------------,--------
Ii. PROVIDE A STATEMENT OF OTHER RELATED SERVICES TO BE OFFERED.

BANK BY MAIL
PERSONAL MONEY ORDERS
VISTA AND MASTERCa~RGE FOR MERCiL~NTS
CHRISTMAS CLUBS - WILL PAY 5% WHEN PUT ON COMPUTER IN 1978
SAFE DEPOSIT BOXES
COLLECTIONS
SERIES E BONDS
TP~VELERS CHECKS

..~. STATE THE DAYS AND HOURS THAT THE PROPOSED BRANCH WILL BE OPEN FOR BUSINESS. STATe THE
DAYS AND HOURS THAT DRIVE- IN FACILITIES, IF ANY, WILL BE OPEN FOR BUSINESS.

9:00 a.m. - 2:00 p.m. MONDAY THROUGH FRIDAY. 5:00 p.m. - 8:00 p.m. FRIDAY EVENING.
9:00 a.m. - 12:00 p.m. SATURDAY.

DRIVE-IN OPEN DAILY PLUS 5:00 p.m. - 8:00 p.m. MONDAY THROUGH FRIDAY.

o. DESCRIBE THE SERVICES PROVIDED BtOTHER FINANCIAL INSTITUTIONS WITHIN THE PROPOSED TR~
AREA INCLUDING THErNTEREST RATES ~AtO FOR DIFtERENT DEPOSITS AND THE INTEREST RATES
CHARGED FO~ DIFFE~ LOANS~ STATE HOWTHE PROP,OSED BRANCH v:~ DIFFER IN THE QUANTI':".::
QUALITY AND SERVICES: "(''1'0' BE- OFFERED. .. '.'. ,:"' -.:' .

TIIE COMHERCIAL BANKS tN TIU; AREA PROVIDE ALL OF THE ABOVE. THEIR LOAN R.A.TES ARE COMPARABLE
EXCEPT Ttl.AT FIRST VIRGINIA ChARGES 8.66 ON NEW LOANS. TIiE SAVINGS AND LOANS IN THE ARiA'
Pf;Y 1.4% .HORE ON SAV~NGS ACCOUNTS AND C.D. 'so

OuR BRANCH \.JILL NOT DI~FER FROH THE. OTHERS. IN QUANTITY OR IN SERVICES TO BE OFFERED. IN
QUALITY, IT WILL BE LIKE YOUR NLIGHBOIDiOOD EXXON DEALER AS COMPARtD TO A GAS-AND-GO hESS'
STATION. l~E HAVE LOW TURNOVER IN UlPLOYEES AND GET TO KNOW THE. CUSTONERS • A SHALL BANK I~

• ABLE TO GIVE MORE INDIVIDUAL ATTENTION TO EACH CUSTOHER ThEN A LARGE BANK. OUR BRA..""CHHAl'i!
GER WILL liE ABLE TO PHm~E THE HAIN OFFICE TO GET ANY BUT J:llE MOST COHPLICATED LOAN APPROVr
THE SA.'1E DAY. THIS IS IHPOSSIBLE IN A LARGE BANK. nOb
BRAHCh WILL BE IN A FREE STANDING BUILDIl,G. FREE STANDING BRANCi-IES OF Cm[PETI~G BANKS ARt
BEING RAZED BY VIl~GINIA HIGhHAY DEPARTHE~T. ThEY MUST RELOCATE IN HIGHRISE BUILDI~GS A.\D



------ -'-VII PUBLIC INTEREST (continued)

PROVIDE THE FOllOWING GROWTH INDICAtoRS OF THE CITY, OR COUNTY, OR METROPOLITAN AREA w'!r<
n~WHICH THE PROPOSED BRANCH WILL BE LOCATED AND GIVe SOURCE OF INFO~~TION.

-,------------------

41

PAST FTVEYEARS (!ndi~ate Year) .
. 197_.
1974 . i.

::159~30d
1 7
.-J,.o8,196
1 74

19L
1973

. 161 »5.00'
1972
1.06,8.08
1973

154

7,629
. 1972 .1973

452,365,436 46,44.0,859
1968 197.0. .

398,508».o.o.o~65,844,.0.0.0.~88,721;.o.o. ..... . ..
.1972 . I 1973 '19.74.

22.o,.o57,.o.oO"p.o,965,.o.o.o' 290;83&,.0.0

SOURCr.ITEM

,!ldJ.ng Pennits
tal v""lue of
ilaing Permits

tp1oyme.nt

___ • _..s:

~ osits in Banks
~posit9 in Savings~an Associations

!tai1 Sales
-,come .!.l!'t' Ca

DEFINE THE PRIMARY TRADE AREA (the area where more than 75 percent of deposits will orig~
nate) ~~ GIVE DETAILS REGARDING ECONOMIC CHARACTERISTICS, SUCH AS RESIDElITIAL AND BUSI-
NESS CONSTRUCTION, AVERAGE HOUSING VALUES, SHOPPING CENTERS, liANUFACTURING AA.~DnroUSTRV.L
PLA.~S., TRAFFIC PATTERNS, POTENTIAL FOR FURTHER DEVELOPMENT, ETC.

NCRTHWESTERN CNE~TH:RD .oF STUDY AREA IV
STABLE SINGLE FAHILY NEI~HBCRHC.oDS. AVERAGE HCUSING VALUE $75,.0.0.0. RETAIL CCHHERCIAL aN
23RD STREET RUNNING \f.ESTTC JCYCE STREET. MAIN TRAFFIC PATTERNS NCRTH-SCUTH .oN U.S. #1
AND EAST-WEST .oN 23RD STREET. 23RD STREET IS THE .oNLY THRCUGH STREET FROH U.S. $1 Ta ARHY
NAVY DRIVE. TRAFFIC IS HEAVY IN ALL FCUR DIRECTI.oNS.

Y.IDDLE .oNE-THIRD .oF STUDY AREA II
HIGH"':RISE .oFFICE BUILDINGS;AND APARTMENTS WITH CCMMERCIAL DEVELCPHENT SCATTERED THRCUGH,
(MAINLY UNDERGRCUND). ''DcNCTEXPECT BUSINESS FRCM HCTEL PATRONS IN AREA, BUT HCTEL
EHPLOYEES CAN BE CUSTCMERS.

MIDDLE .oNE-THIRD OF STUDY AREA III -
NCT DEVEL.oPED AT PRESENT~ PLANS .oN DRAWING BCARD FCR CCNSTRUCTICN .oF 1»20.0 HOTEL UNITS,
1.5 MIL.oICN SQUARE FEET .oF OFFICE SPACE AND 5.0.0,.00.0SQUARE FEET .oF C.oM}ffiRCIALSPACE.
SHCULD BE LARGELY CCMPLETED BY .oUR TARGET .oPENING DATE .oF MAY, 1979..

SCUTHERN ONE-F.oURTH .oF STUDY AREA I 007
NCT DEVELCPED AT PRESENT. WILL BE DEVELCPED IN HIGH DENSITY RESIDENTIAL AND .oFFICE,

.,-, .---. -":"'" ':'''''0;0 ~ .••":>"'<:T'T'C. PO.r,~{ T'RTC: A~"'.'\.

.~~'.



._----~----
VII PUBLIC HlTEREST (continued)

r.1S:~ ALL 'i'HE FIWmCIAL INSTITU'i"IO!rs Hi!OSB Tl\ADE l\REA IS OROVERIJI.P~ HITH THe pnO?OSED
TW\91:~ ARBA. INCLUDE ALL OFFICES OF B.~JKS AND SAVINGS AND LOi\lJ 1,SSOCI"TIor:s.

NAt.1'E AND

LOCATION
IYEAR ,. . .

!ESTAB- DISTA~CE &
'(,ISHED DIRECTION

IN 'fHOUSANDS'Of' DOLL,,1\RS

DATEOP
S1'ATEt.teNT', Li'j~S

CLARENDON BAi'lK& TRUST co. 2/15/2 .5MILES
1930 JEFFERSON DAVIS mIT. NORTH 6/Joi77 151,308.,82228)'909,4~0' 11.,779,015

THE SERVICES NATIONAL BANK /19/74 .1 MILES
2301 JEFFERSON DAVIS liWY. 'EAST. 6/30/77

i
I

7,963,3'8 8,416,5f0 2,421,781

BANK OF VIRGINIA POTOMAC /2/72
1755 JEFFERSON DAVIS HWY.
¥IRST VIRGINIA B~K ~/25/06
419 23RD STReET, sounI
1830 JEFFERSON DAVIS HWY.
23RD & CLARN STREETS

.6 MILES
NORTH

.05 HILES
NOR'fHf:AST
.8 MILES
NORTH
.10 MILES.
EAST

6/30/77

6/30/77

,134,982,0;00190,614,0(0

2'68t5'C3,67 436,708,6"3

15,677,000

34,426,442

~LINGTON TRUST COMPANY 1906 •5 HILES 6/30/77. 128,590,0)0 253,735,0(0' 19,057,0002001 JEFFERSON DAVIS llWY. NORTH ,

vIRGINIA NATIONAL BANK 1867 .8 MILES 6/30/77 J,126p64,lJ2~677/819 ,' .•( 2 ,109,481,342l425 SOUTH E~~S STREET NORTH'

'IRST FEDLRAL SAVINGS 1935 .1 HILES 6/30/77 179,097,682 185,098,4 0 6,906,743~D LOAN ASSOCIATION OF EAST~LEXANDRIA, VIRGINIA
2025 CRYSTAL PLAZA
~ASHINGTON & LEE SAVINGS 1963
iND LOAN ASSOCIATION
n01 SOUTH JEFF. DAVIS m~y

.1 HILES
EAST

6/30/77 215,428,lBO 212,148,4 1

eIRST FEDERAL ARLINGTON 1935
.755 SOUTH JEFF. DAVIS HWY

.6 MILES
NORTH

6/30/77 204,911,:'83204,034,1 4 12,116,985

ooe



------

~lt~dcrsigned certifies that he is the president of the applicant, that he DE:lievcs t:he
:tz. hcreinLE:fore st.:lt'2!d to be t.ruc, a:ld that he has been c;.ul~(.~_uthorized._.~he boa::-:! or
'ec::o:c~ 0: the applicant to file this application. ~-:;~.:~ ~.~

/~ -'. ~ /" (. -=--J:--'".-----=-i;-~/ j.~ :~_. /;'/.----~.0';. I../~ _1,/(';-/ .;; /.
r ....~SIn.' .•rc. S. Taylor Burke, Jr~, ~ ~~~

~cember 1, 1977
DATE

009
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".
.\

Sldne)' A. Balle)'
commissioner 0' Banking

Ralph S. Jessee
First Deputy commlnloner, .

Walter Wightman"-
>ut)'Commlssi0!JlI,-Consumer Cndit

c

Stat. Corporation Commission
Iluruu of nanlclnll

1(10 Blanton bulldln,
RIc:llmond.Vlr,lnla 23219

,'1' •

'.'~

March 6,

MEMORANDUM

; -

."

- .:~..
. "': .'..:~.

': '. ~..:' ... : : :~.'.'

..~\:,~;.'
, '..' ,

'-to
. " TO:

, FROM:,.
sidney A. Bailey

Nicholas C. Kyriakides
Economist

Re: Application of Burke & Herbert Bank& Trust
Companyfor a branch at 2300South Eads Street,
lttlington County, Virginia.

The captioned application, the attached investigation
report and examination reports -of Burke & Herbert Baru:,& Trust
Companywere reviewed by this economist. The investigation
report written by David L~'Marshall gives,. in myopini(:m" an
B;,ccuratepicture of the facts. But it does not arrive to
~nclusions since the application is opposedand will be neard
by the State corporation Commissionat 'which time additional
eVidencewill be presented by the parties involved. The condition
of 'the applicant, as demonstrated by examination reports, is good
and the appli'cant can undertake the proposed branch expansion
if' the cOiltmissionascert~ns that it ~ill serve the public
interest. '

.- .' .
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Stat. Corporat1on Commhslol
Buruu of B:lInkln~

800 Blanton Buildin,
Richmond. Vlrlllnla 23219

Februaxy 23, 1978

.G°l"Ji- •....".-'.
. ;~~~".'•l

Sldn,)' A. Balle)'
., Commls~oner of Bankln,

Ralph S.Jesloll.
First Deputy Commlulon.r

Walter Wightman :;
Iputy Commiulon.r-Can!umer Cr.dlt

M.r. Nicholas C. Kyriakides
Economist
Bureau of Banking
800 Blanton Building ,
Richmond, Virginia 23219

'.
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Re: The application of Burke & Herbert Bank & Trust Company,
Alexandria, Virginia for acert,ificate of authority to
branch at 2300 South Eads Street, Arlington, Virg.l;nia.

Dear Sir:

In accOrdance with your instructions I have investigated the above
captioned.application and file ~he following report:

. . . '. .' .

THE PROPOSED CRYSTAL CITY BRANCH

Location. and Premi,ses

'.rheproposed crystal City branch will be located at 2300 South Eads
street, Arlington, Virginia. South Eads 'Street is one block west of Jefferson
Davis Highway in Arlington, 'just south of the Pentagon building. 'the proposed
site is directlyaeross from the Crystal City development, high density
residential and office high rises.

The applicant has an option to lease a 1,400 square foot brick buiiding
on the southwest corner of South Eads street and 23rd Street, South. This was' .
the location of the Arlington County Public Library until December 9, 1977. The
lease is for a five year per.iod, "beginning on th'e dat~ which the branch opens ...
for business, and includes. options to renew for four consecutive five year terms.
Rent for the first five. years will be $16,200 per annum, and will be adjusted
for each consecutive renewal term in proportion to the rise in the Consumer Price
Index. .

The applicant plans to spend a total of about $85,000 in improving the
property. This includes $10,000 architect fee, $i5;000 for site work, and
$60,000 for improvements to the building_

, 011
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Investment in Furniture, ~ixtures and Equipment

The applicant submitted the following breakdown of the estimated
investment in furniture, fixtures and equipment for the proposed branch.

INVESTMENT IN FURNITURE, FIXTURES & EQUIP1-lENT

NO. OF . . TOTAL.. .. .
ITEM UNITS .COST ......

Vault door(s) 1 $10,000
Safe(s) NIGHT Dl.'POSITORYAND VAULT 2 3,500
Safe deDosit boxes 160 5,000
Counter and caqe fixtures 4 8,000
Drive-in tellerOs windows 2 15,000
Security eauiDment A~ SYSTEM 1 2,500
Other: .....:DUAL CAMERA SYSTEM 1 3,000 ..

.TELLER!g LOCKERS 6 2 •.000
FUP.NITU'RE 3,700
CARPET ..700
DRAPERIES 2,000
TOTAL $55,400

- Subsequent to submitting the above estimates in the application, the
applicant has indicated that more recent estimates, based ?n actual p~chase
options, show the total estimated investment of $55,400;iinf"urniture, :fixturcs

.and equipment to be low, and that a total of about $65,000 would be more realistic.

Estimated Organizational Expenses

The applicant estimates that preopening expenses for the proposed branCh
will. total. $13,000 •. This total includes $10,000 in preopening sa1.aries(three

.people-one month) and $3,000 in preopening advertising •. The application fee of
$1,000 was omitted from this estimate as was attorney fees, which may be
incurred since the application is opposed, and a public hearing has been reque~ted.

Future Earnings Prospects

i'he applicant predicts that the following average deposits will be
generated by the proposed branch during its first three years of operation:

Demand Deposits
Savings and Time Deposits
Total Average Deposits

First Year
$190,000
$3Td,ooo
$500,000

:Second .Year
$ .570;000
$ 930,000
$l.,500,OOO

Third Year
$ 950,000
$1,550,000
$2,500,000

As is shown above, the applicant projects total average deposits of
$0.5 million during the first year, $1.5 million during the second year and
$2.5 million during the third year of operation of -the proposed branch. Based
on these average deposit projections, which seem realistic, the appl~cant

012
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estimates that the proposed branch will have the following income and expenses
during its first three years of operation:

.f ESTnt~TEDINCOMEANDEXPENSES

,

;
. ESTIMATEDAMOUNT I

"
.

DESCRIPTION .i: ~irst Year Second Year Third Year

:;ROSSINCO~!E S 35,850 $107,550 $179,250
~XPENSES:
Salaries and benefits $ 30,000 $ 32,100 $ 34,347
Inte~est on time and savings .deposits 18,600 55,800 93,000
Net occupancy expense 52,257 53.007 '53,757
Furni ture &' equipment Included in' net: occupanc expense
Advertising 3,500 3,500 3,500
Telephone 1,000 1,050 1,200
Leqal

"

'1,0001,000 1,000
Postage 169 190 220
Computer services . 920 2,576 3,680
Hiscellaneous 3,000 3,000 3,000.

Net organization exoenses(F~t Ye~ O~i 13,000 0 0
~OTALESTIMATEDEXPENSES $123,446 $152,223 $193,704
~Tn1ATEDNETPROFIT (OR LOSS) (-$87,596) f$44,673) (--$14,454)

As can be seen above, the applicant estimates that the proposed brancb
will lose $87,596, $44,673 and $14,454, respectively, in its first. three years
of opert;ltion.

.•
These estimates present'a conservative picture of the future

earnings prospects for the proposed branch for the fol10\'1ing reasons: (1) Gross
. income was based on 7.2 percent of average deposits, while the applicant
currently earns above 8 percent: (2) the net. occupancy expense estimate is over ..
$50,000 because all improvements were depreciated over a short period of time ~.
(7 years), as was furniture, fixtures and equipment. The net effect of these
conservative estimates is to understate the earni.ngs potential of the proposed
branch.

The Record of the Applieant

Burke & Herbert Bank & Trust Companyopened for business on August 15,
1852. . It is a non-member bank which operates five branches currently. . The
names .of these branches, the dates they were opened and the' deposits of each
as of September 30, 1977, 'as given by the applicant, is shown below:

. Branch Name
Monroe Avenue Branch
Duke Street Branch
King and washington Branch
Telegraph Road Branch
Landmark Branch
Note": The main office had deposits of $29.1

Date
(?pened
12/1/54
9/25/61
.4/23/63
4/16/68
.2/24/76
million as

Sept. 30, 1977
Deposi ts (000)

7,661.
4,011
2,630
4,260
.1,307.

of Sep"!:. 30,1977.

A review of the recent record of the applicant reveals. growth of over
65 percent since 1973. In fact, the applicant had total assets ~f $35.3 million
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in 1973, and by December31, 1977 total assets had grownto '$57.1million. A
comparisonof the iaPplicant's total assets, total deposits and earnings from
1974 through 1917,is shownbelow:

~

'rotal. Assets
Total Deposits
Net Income

1974
$35,260,140'
$31,180,015
$ 472,999

1975
$41,935,680
$37;619,567
$ 439,022

1976
$49,797,000
$45,172,000
$ 533,000

1977
$57,114,000
$51,980,000
$ .721,00~

A9 CAA be seen above, the years, 1974 ,through 1977 were profitable :
ones' for the applicant, and the applicant appears to be in aposi tiont?
absorb the losses predicted for the proposedbranch ",ithout difficulty •.
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ECONOMICANDFINANCIALCONSIDERATIONS
.

In this section, various economic indicators are examined in order to
determine the level of e~onornlc development and rate of economic growth found
in the Washington, D. C. SMSA.1 These data, "which are pl.'csented in the appendix,
are discussed ..below:

... ,

Level of EconomicDevelopment and Rate of EcononlicGrowth

The Washington, D.C. SMSA,of which Arlington County is part, is the
i1l05tpopulated metropolitan area in Virginia. As can be seen in Table :r of the
appendix, the population of this area was 1,017,700' in 1976. Also shown.'in
'ldr..le I is the population of the various components of the Washington, b. "c. "
SlotSA",hieb are ir Virginia. As shown in the table, Fairfax County is the
lcu:gest componentof the SMSAin tenns of population, which was 525,500 in 1976,
, making Fairfax County the most populated county in Virginia. The popul.ltion of
Arlington County was 153,500 in 1976.

Table II gives the personal income figures for the Washington, D. C.
SMSA. As this table shows, this area generates a high level of personal income:
$8.1 billion in 197~ (or 28.0 percent of the state total). Table III indicat~s
that per capita" income in the Washington, D. C. SMSAwas $8,119 in 1975, exceeding
the state's 1975 per capita income of $5,786 by 40.0 percent.' Tables II and III
also show that personal income and per capita income for Arlington County are at
a high level. In fact, Arlington County accounted for about 19.0 percent of
personal income in the lvashington, D. C. SMSAin 1975. Per capita income in
Arlington County was $10,238 in that. year, exceeding the state average by about
77.0 percent.

other economic indicators examined in determining the level of economic
development for Arlington County and the Washington, D. C. SMSAwere: retail sales
. (Table IV)", savings and loan deposits (Table V), total bank deposits (Table VI),
and per capita figures for each (Table VII). These indicators also reveal an
above average- level of economic development in Arlington County and the Washington,
D. C. SMSAas a \-,ho1e. In fact, the only economic indicator examined in. which
the Washington, D. C.' SMSAfell below the state average was per capita bank
deposits. This can be seen in Table VII, titled "Financial and Corranercial Activity.'
As the table shows, in 1976 per capita ban~ deposits were $2~496 for the SMSAas
opposed to $2,780 for the state •. This is due, at least in part, to the influx
of deposits from the Virginia residents of the SMSAinto financial institutions
located in the District of Col~ia. ,At the same time.. pe~ bank deposits were
$5,053 in Arlington County in 1976, or almost twice the "state aver:age.

,

'the Washington, D. C. SMSAis thus seen as a heavily populated area,
with a high level of income and correspondingly high level of financial and
commercial activity.

Even with the high level of economic development that presently exists
in the l-lashington, D. C. SMSA,there continues to be substantial growth. As
shown in Table I, the population of the SHSAgrew from 921,237 in 1970 to
1,017,700 in 1976, a growth of 10.5 percent. This compares to the population
growth in Virginia over the same period of"8.2 percent, from 4.~5l in 1970 to
5,032,300 in 1976. Personal income has also grown at a faster rate in the S~~A

IThis discussion includes only the Virginia portion of the Washington, D. C.
Standard Metropolitan statistical Area. .UiS



J'leighborhoodswith average housing values estimated at around $70,000.
Directly across Jefferson Davis Highwayfrom the proposed branch is the
Crystal City dev~lopment which is high density business and residential. The
as yet undeveloped parts of the primary trade area are found between South
Ball Street and the railroad, and an area around 15th Street, South.

Just north of the primary trade area is the site of the
Pentagon City development, which proposes to include a retail center, a major
hotel, office buildings, and high-rise rental and cOndominiumapartments.
Pentagon City is also the site ofa Metro ~tation,as is Crystal City.

The area, in general, has very high potential due to its close
proximity to the Pentagon (which employs more than 30,000 workers) ,National
Airport, and" of course, dowrttownWashington, D. C. Its potential is evidenced
by Crystalci ty, where the 22nd high-rise in the complex is under construction.
Crystal City contains' 3 million square feet of office space, 2,650 rental
apartments and 250,000 square feet of shopping area; It is estimated that
Crystal City is the workplace for 20,000a..;d home for 5,000 to' 6,000r.esidents.

The applicant has indicated that the proposed branch will
provide greater convenience to residents of the Aurora Highlands
Communitythan the existing banking offices in the area, since the proposed
branch will be located on the same side of Jefferson Davis Highway (the west)
as is the 'community I and ,-rill be the closest banking facili ty to the community~
Therefore the applicant feels that some porti'on of the projected deposits for.
the proposed branch will come from this community, which appears to cOntain
greater than 1,000 residential units.

Located ''1itllin the primary trade area, as' delineated by the
applicant, are six banking offices and three savings and loan offices. The
savings and loan offices are: (1) First Federal Savings and Loan Association
of Alexandria, 2025 Crystal Plaza; (2) Washington & 'Lee Savings and Loan
Association, 2301 S.Jefferson Davis Highway; an.d (3) First Federal Savings
and Loan Association of Arlington, 1755 S. Jefferson Davis Highway. The six
banking offices and the dates they were established are shown below.

Nameand Address
Clarendon Bank & Trust (branch)

1930 Jefferson Davis Highway

The Services National Bank (main office)
2301 Jefferson Davis Highway

Bank of Virginia-Potomac (branch)
1755 Jefferson Davis Highway'

First Virginia Bank (branch)
419 23rd Street, South
23rd & Clark Streets

Arlington 'Trust Company(branch)
2001 Jefferson Davis Highway

-7-
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Date Opened

2/1965

2/1974

8/1967

1/i954
1/1975

7/1965



£pPOsi tion .
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!n addition to the six banking offices listed, there are three
banking offices just north of the delin~ated primary trade area. They are:
(1) a branch of First VirgiIlia Bank at 1330 Jefferson Davis Highway; (2) a
branch of Virginia National bank at 1425 S. Eads street; ana (3) a branch of
First and l-ieJ:'chantsNational Bank at 350 Army-Navynrive. ~ese offices opened
in 1970, 1969, and 1962, respectively. .

. .'..
'1he'Services National Bank has written to "the Bureau of Bariking

. requesting a publiC; hearing at which to e~Cpressopposition to the pres~'nt
application. This bank, which is located in the Crystal City development, is
cirectly across Jefferson'Davis 'llighway from the proposed "br.anch site, . •
and :rnanagementfeels that the additional competition provided by the propos::d ".
branch mayprove aetrimentaJ. to its future growth. As was shown on f:he previous
page, this bank was establish~d in 1974. It became profitable in 1976,
having income of $77,000 that' year. Ha,01ever,in 1977 the bank lost $22,000,
having charged off $170,000 'in ~oans "that year. A comparison of the assets, .
deposits, income, and capital position- of Services National Bank ~for the .

'. past three years is shown below: " .

* income before securities transactions

Total assets (000)
.Total deposits (000)
:Income*
Total Capital (qOO).
Capital/Asset }tatio .

(percentage)

' ..
1975

$7,549
$5,209
$ (-84)
$2,299

. 30.5

1976-$9,808 .'
$7,367
$ 77
$2,376

24.2

..

'1977-'$11,800
$ 9,399
$(-22)
$ 2,354

19.9

/

. -.- .
".~e applicant, 'Burke & Herbert Bank & Trust .company, has a record
" ..of growth and :profi tabili ty, and the losses which are pr(')jected for the pro,I:Jsed

branch should present' no problems for the bank. 'the area," in general, has . "
both a high level of development" and a high rate of growth •. ~e high potenU<a.
of the primaxy. trade" area is demonstrated by the Crystal City development, .
which includes 21 high-rises presently (with an additional high-rise under
construction), pro,ri,ding a workpiace for about 20,000 people, and home for
'between 5,000 and 6,000 residents. The primaxy trade area, as delineated by
the applicant, is currently served by six banking offices and' three savings -
and loan offices. :In "addition;. there are three' banking offices just north
of the delineated primary trade area, in the vicinity of the Pentagon City
development site. ~e proposed branch is thus i,n an area ,"hich is served by
JnanYcompetitor!:, but at the same time, an area which appears to offer much'
potential for further development and growth"

~spectfully submitted,

David I. .. Marshall
Jr. Examin~r

DLM/dco (~.18
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TABLE I
POPULATION

WASHINGTON. D.C. SMSA (Va.Part)

110,927 108,l~0
226727 21,000
,10,772 9,400
11,018 12,400
6,844 9,300

174,284 153,500:
454,275 525,500
37,150 50,000
93,240 128,500
921,237 1,017,700

4v6S1.487 5,032,300
Institute, University ()fVirginia.

Location

llixandria City
Fairfax City.
Falls ChurchCity
Manassas City
Manassas Park city
.Arlington County
,Fairfax County
Loudoun County °

Prince william County
SMSA (VaQ Part)
State of Virginia
Source: 'l'ayloeMurphy

1970 1976
Percentage Change

1970-1976
(- 2.5)
(- 7.7)

o. (-12.7) .: o' • °

12.8
3,5. 9 - ~.: -,

(-11..9)
15.7
34.5
37.8
10.5
,8.2

'.

Alexandria City 585.1 '929.8
Fairfax City 115.1 178.3
Falls ChurchCitY 89.9 144.9
Manassas City ----- 76.7 ..
Manassas Park City ..--- 40.8
Arlington COQ~ty 1,112.7 1,556.5
Fairfax County 2;215.7 4,172.5
LoudounCounty 143.9 292.8'
Prince William County 395.2 714.6a
SMSA (Va. Part) 4,657.6 8,106.9
state of Virginia 17,293.7 28.732.1
Source: Tayloe MurphyInstitute, University of Virginia
a. 'tIllenadjus,ted to include Manassas city and Manassas Park city

832.1and the percentage change is 110.6•.

Location

TABLE Il:
PERSONAL INCOME

WASHINGTON, D. C. SMSA(Va. ,Part)
1970 . 1975
(In millions of Dollars)

Percentage Change
;1.970-1975

58.9
54.9 .
61.2

39.9 0"

8S.3
103.5
80.8
74.1
66.1

this figure is

,0

...._-_ .._ -_ .._._--_._-_._-_.



TABLE III
PER CAPITA INCO:1E .

______________ . M.ASHINGTON, D. C. SHSA (Va. Part)

Alexandria city 5,262 8,655
Fairfax City 5,226 8,414
FallsChurchCity 8,331 14,548
Hanassas City ---- 6,558
Manassas Park City ----- 4,3840

Arlington County 6,370 10,238
Fairfax County 4,859 8,114
Loudoun County 3,864 5,994
Prince Willi~ County 3,549 5,773a
S~SA (Vao Part) 5,044 8,119
State of Virgini!- __ ",,-_._ 3,712 5,786
Source:: Tayloe }luxphy Institute,. University of Virginia
a. When adjusted to include Manassas.City and Manassas Park City
$5,745and the percentage "change is 61.9.

0" Location 1970 1975 Percentage Change
1970-1975

64.5
.61.0
74.6

----
60.7
"67.0
55.1
.62.7
61.0.
55.9

this figure is

TABLE IV
RETAIL SALES

WASHINGTON, D. C. SMSA (Va. Part)
Location 1970 01976 Percentage Change

(In$000'S of Dollars) 001970-1976
Alexandria City 266,676" 518,666 _ • : 94.5
Fairfax City 121,732 264,331 117.1
Falls Church City 67,710 141,938 109.6
Z,1anassasCity --'----- 100,285 ---_
Manassas P~k City ------- 8,559 -- _
Arllngton Count.y 386,877 651,204 68.3
Fairfax County 644,201 1,492,708 .131.70
Loudoun County 54,302 105,581 94.4
Prince William County 155,451 249,367 60.4
SP~A(Va.Part) 1,696,949 3,532,639 108.2
State of Virginia 7,304,684 14,542,604 99.1
Source: Th~ ~~keting ~agazine, July 10,1971;Sales & Marketing Management Magazine,

1976. .
..
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28.1.
32.1
57.4 '
20.1
25.6
21.5

222.7
559.6,°
584.5
240.0
283.5
213.5

-~---_.

Percentage Change
1970-1976 1975-1976
'.i46.6 9 1.
1,014.9 26.3

70.9 18.0
---, --

203,933 '
41,654
34,009

417,790
507,778
23,957

,126,224
1,355,345
4,698,017

326,108
384,365
15,216
105,104

1,079,515
3,866,048

Location

,.TA$LE V
~AVINGS AND LOAN DEPOSITS

WASHINGTON, D. C. SMSA (Va. Part)
May 31, , Sept. 30, Sept. 30,
1970 1975 1976__________________~ (In ~~ousands of Dollars)

Alexandria City 82g688186,9l9
Fairfax City .3,736 32,975
Falls Church city 19,900 28,828
Manassas City, ------
Mana~sas Park City -----
Arlington County 129,484
Fairfax County 76,987
Loudoun County , 3,500
Prince 1'li1lia;mCountya 37,126
Area Total . 353,421
State of Virqinii,l 1"49'S,384
Source: Federal Home Loan Bank Board'
a. Deposits of,Manassas City and Manassas Park City are included in Prince Wil1iatr1

C0w:ttydeposits.

~ercentage Change
1970-1976-~-- 1075-1976

~igUre is

3
0
.6

19.()
3." .

".. ~
1.5 ,_

o 6.8 .,.~
3:7 ".,

(-43.2)
4.7 '

.... 6;0 ..

60.1
146.6
49.3

, ,--1;-----
lJO~66.5
~ 187.9°

116.5
11.2

100.4
"92.2 ..•..

Location

TABLE v:I
'--'TarAt. .BANK DEPOSITS

WASHINGTON, D.,C. SMSA (Va. Part)
1970 1975. 1976
(In Thousands of.Dollars) ..

Alexandria City 247,941 383,269 397,038
Fairfax City 61,44~127,376 151,540
Falls Church City 59,386 85,423 88,683
Manassas City ----- ----.,. 71,139
Manassas Park City -.----- ---..•.--1,458
Arlington County 465,844 764,202 775,590
Fairfax County 284,882 768,184 820,112
Loudoun County 66,705 139,242 144,408
Prince william County "81,585 159,643 90,691a
SMSA (Va. Part)_ 1,267,784 2,427,339 2,540,659
State of Virginia 7,278,214 13,204,497' 13,990,422
Source: Federal Deposit Insurance Corporation
A. "'''henadjusted to include Manassas City and l1anassasPark City this

163,288 and the ,percentagechanges are 100.1 and 2.3 respectively.

. . ()21..



",' ..:::,~;~l2i.~i;!':'~~i~~>.'
,'oJ:;' .;;

.'

"",

. ~~ .

- ..
.. . ." ..' .•.

in Prince William County

1976
Retail. Sales
Per capita-

'$ 4,798
$12,587
$15,100
$ S,088
$ 920
$ 4,242
$ 2,841
$ 2,11.2
$ 1,941
$ 3,471
$ 2,890

------ .•
-----

$2,749
$ 987
$ 490
$ 872a
$1,386
$ . 946

(Va. Part)

1976
S & L Deposits
Per capita

$1,899
$1,965 I

$3,401

TABLE VII
FINANCIAL AND COHMERCIAL

ACTIVITY
WASHINGTON. D. C •. S~.sA

1976 .
Bank Deposits._ ..o

.Per Capita'

Alexandria. . $3,673 .
Fairfax City $7,216
Fall.s ! Church Ci ty $~ ,434.-
Manas$as City $5.137
Manassas' Park City $ 157
~rlin9-ton County $5,053
Fairfax County $1,561
LoudoUn County $2,288
princ~ williani CoUnty . $706
SMSA (Va. Part)- $2,496'
state of virginia $2,780
Sourc~: computed from Tables' I'I IJ1, V and VI:.
a. Ma1\assas-City. andl-1anassas 'Park.:City are included

st:atistics.

po1it:.LcaJ.
Subdi 0.sion - - 0

-------_ ..•_-
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TABLEVIII

D~POSIT ~UULXET.SHARE
WASHINGTON SMSA (Va. Part) .

'. AS OF JUNE 30, 1976

..
Name of Bank Offices

Deposits in $000'5,
June 30, 1976

Deposit
Share

15.4
15.4
9.1
8.1

, 6.0
~5.9
5.9
4.8 .
4.•4
3.~
3.7
2.2
.1.6
1.5
1.3
1.3
1.2
1.1
',- .9
'.8
.8
".6
.5
.4
.4
.4 ,
.3
.3
.3
.3
.3 '
.3
.2
~i
.1

, .
..

•

392,440
391,314
230,249
205,6.84
153,417
150,807
150,662
121,896 ..
110,897
. 99,937
94,953
55,871
41,205
39,092
33,048

, '-31,761
29,603,
28,642
22,790 '
19,859
19,201
15,302
13,811
11,300
10,660
10,249 .
8,836
8,714
7,198
7,055'
6,614
6,501
5,200
3,699
2,192

$41
48
15
16
25
12
19
11
8
12
18
12

6
4
3
5 ..
4
9
4
4,
3
1
2
2
2
1
1.
3
1.
2
1
1
2
2
1

.,

••

Jnited Virginia Bank/National
~irst Virginia Bank
~lington Trust Ccmp?~y, Inc.
:larendon Bank & Trust
3ank of Virginia-Potomac
~irst & Merchants National Bank
girginia National Bank .
"\lexandria National Bank of Northern Va.
l'be Northern Virg:tnia Bank
rhe National Bank of Fairf;a.,~
~o~inion National B~ik
!Fairfax county-National Bank
!Burke & Herbe::t BaM & T:cust Company
Guaranty Bank & Trust Co.
~otow:ac Ban.'1t& Trust Company
iHaroilton Bank .& Trust'Company
"I'hePeoples National Bcink,of Leesburg
'First virgini.aBarlk-Manassas Natiorial
'Fidelity American Bank N.A. .
'First Virginia Bank-First NationaJ.
First Hanassas Bank & Trust Company.
The Middleburg National Bank
The Round Hill National Bank'
The Farmers and Merchants National Bank
'CommonwealthBank' & Trust Company
The McLeanBank
The Bank of Arlington.
Virginia National. Bank/Fairfax
The Bank of Vienna
First commercial. B~.
The Townand countZy Bank & Trust
The services National Bank
The state Bank of, Pr1D.ce\~il~iaIn
Bank,of Virginia-Loudoun'
First & Merchants National BaM of

Prince William

TOTAL 301 $2,540,659 99.8

* Independent B~
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Nameof Association

'rABLE IX
~ro:Fr INS'flTUTIONS

"l:'JASHI~GTON,D. C. SMS~(Va. l'art)
SEPTEMBER 30, 1976

First Federal Savings & Lo~l Association
of Arlington

Arlington-Fairfax ~aVin9s & Loan .
Associati9fi

\'1asbington-Lee Sa~in9's & Loan 1\$sociation
First Federal Savings & Loan .1\$sociation

of Alexanci:ria
Northe:rn Virginia savings & Loan

Association
Suburban SaviIl9S & Loan Association
piedmont Federal Savings & !pan.. . .

Assoc.1.ation
Providence Savings & Loan Association
United Savings & Loan Association
First Cotr.monwealthSavings & Loan

Association .."
First 1.I:lerican S.avings.& Loan Association
Metropolitan.savings & Lpan Association

""Family savings" & 'Loan Association of
Virginia

Herndon Federal-Savings & Loan
. Association

Dominion Federal SaVings & Loan
Association

commonwealth,savings"& Loan "Association
potomac Savings &. I"oan Association of

~ston
~efferson Sav~gs & Loan Association
Newgate Savings & Loan Association
Old Dominion savings & Loan Association

~otal
110 $1,355,345 100.1

===========================================================================
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MR. BROWN: With the consent of

the Commission, I would like to have Mr.

military orientation "of the bank.

to go into it in a little more detail.

51Groom - Direct

A Well, this bank was organized in 1974

BY"MR. BROWN: (Continuing)

Q Mr. Groom, on Page 10 of Mr. Burke's

.
the statements in the prefiled testimo~y.

I think it may be of help to the Commission

I would like, if you could, to tell the

Groom very briefly elaborate on a couple of

pre filed testimony he makes reference to some special

to offer that Burke and Herbert is not intending to offer

incentives for the military that Services may be able

and throughout the pre filed testimo~y stresses the

Commission, or put in perspective, the so-called military

bank does or can offer any special incentives to military

personnel for their banking needs.

emphasis of the bank and, secondly, whether in fact the

and conceived by both military and people active in the

business community in Northern Virginia. And the hope

was that they would capture a significant amount of

O~5
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Groom - Direct 52

military business as well as Department of Defense.

The Comptroller of the Currency insisted that they

concentrate on the community as well.

And the bank has been -- was organized

in 174 and has been doing business at the one location

since that time. And, as we've pointed out, it really

hasn't gotten off the ground yet entirely. And it --

we know of no special -- I know of no special services

that we can provide the military or benefits or incentive

to bank with 'us other than an'introduction through some-

one that may have been with the military just through

some word of mouth.

We have a portion of our business is

military related, but we are a community bank serving

the National Center at Crystal city trade area that

the Applicant has proposed to establish a branch.

COMMISSIONER BRADSHAW: Mr.

many depositors do

COMMISSIONER BRADSHAW:
()~6

have thirty-

We have

accounts.

~JTP T~ AYT.OR • COURT REPORTER
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CROSS EXAMINATION

BY MR. THOMSON:

QMr. Groom, you identified this as

a branch of First Virginia?

A Yes, sir, Clark Street.

Q Does it have a drive-in facility?

A No, it does not.

Q Didn't you just testify it was the

policy that they would not locate a branch unless they

had a drive-in facility?

A I said in most instances they wouldn't.

Q But that one doesn't?

A That doesn't.

Q That's the one just down the block?

.That is the one just down the block from you?

A That's correct.

Q When did that location go into being?

A I would have to check some files over

there. I suspect it's 1975 or ' 4 • It's the same time

that -- I have to check the records. I have the FDIC ~.~
. . ~. .

,~';i"f#'

report.
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MR. BROWN: I think thatts before

Q 1975?

the Commission in the report, isn't it?

because they were alarmed.

63Groom - Cross

A I was not involved in the application,

Q Did you oppose the location of that

Q That was after your bank had opened?

A Yes. January 1975. 23rd and Clark

to Services' opening of their own branch,

WITNESS GROOM: It was very close

A This bank opened in '74, right.

The Bureau of Banking report.

Q This is referring to the Bureau of

A That says 1954. That is what this says.

Bank. The bank was not notified of the pending branch
()P08.:~

because I was not an employee of Services National

branch there?

appears, from the report, to have opened?

BY MR. THOMSON: (Continuing)

Banking's report. Could you tell us when that office

4/19 -- that's the 23rd, the 23rd and Clark is 1975.

Street.
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then

you whose fault it was.

if you want to know.

through that.

64Groom :-Cross

application. The bank, to the best of my knowledge,

Q But, as a fact, there was no opposition

did -- and Mr. Brown was involved with the bank at

finish up with this witness and we will go

to it, take the stand. But just let me

MR. THOMSON: If he wants to speak

MR. BROWN: I can speak to that,

The bank was in temporary quarters, and

There was some slip up in the address. And I can't tell

there was no notice of the pending branch application;

therefore, the management of the bank at that time did

not take action within the appropriate time. I think

they attempted to take action and by statute they were

the time -- the bank was not notified of the application.

BY MR. THOMSON: (Continuing)

given to thi~? Was this the Comptroller's Office or

was this through the State Corporation Commission?

1
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didn't you?

A Yes.

oao
SUE TRAYLOR • COURT REPORTER

A That is a State bank. First Virginia

Bank would be through the State Corporation Commission.

Q And you say you were not properly

notified, or the bank was not properly notified so that

no opposition was given there?

A They did not, to the best of my knowledge

That is correct.

Q Was your bank located there at the time

Washington and Lee Savings and Loan went into being?

A I will have to check the date. I assume

I have to check the date.

Q Well, did you oppose that application?

A To my k~ow~edge, Services National Bank

did not oppose that branch.

Q Now, as a practical fact, isn't

Services National a great deal more in competition with

any bank on the east side of Jefferson Davis Highway

than it is with anything on the west side?

A We are in competition with all banks

in that trade area.

I think you understood my question,

65Groom - Cross

Q
.;ol';
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A It is.

A That would be true.

Q And this bank down at the end of the

66Groom - Cross

Q Can you tell me what incentive there

A Yes, we are.

A It is just several doors down.

Q Aren't you in competition with all the

A Right.

Q Right across from Stouffer's Inn?

A Washington and Lee is not a full service

Q Isn't it more in competition with

Q I understand. That's a savings and

Q Aren't these two banks, First Virginia

just down the street from you?

bank.

business on the east side through Crystal City with the

will be for any of these people o~ the east side at

and Washington and Lee, in the same block with you,

banks that are closest to it?

Crystal City to go across Jefferson Davis Highway to Burk

loan association, but it's just two doors away.

existing banks there?

street, First Virginia, is in the same block with you?

, ,
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bank.

A That is correct.

A That is correct.

the east -- whether it's business or residential in

67Groom - Cross

A They have another choice of doing

Q Is there any other incentive that you

A To do business with an independent. bank.

Q I see. But they would have to pass

Q That was not my question, Mr. Groom.

A To the commercial, there is some

Q Now, what I'm saying is what incentive

Q Isn't yours an independent bank?

and Herbert?

What incentive would there be for anybody located on

to do banking business?

A To utilize the 'facilities of another

go across the road?

one, two, three, four, five banking offices there and

can think of that they would cross the road for?

will there be for people to leave Crystal City and the

right by you to do that?

Crystal City to cross from here over to Burke and Herbert

commercial development up the 23rd Street and they can.
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hours.

WITNESS GROOM: The convenience of

COMMISSIONER BRADSHAW: Would it be

MR. THOMSON: It's about five to six

68Groom - Cross

COMMISSIONER BRADSHAW: How many

Q All rightr sir. Can you think of

Q All right. Let me cover one other point.

A No. I don't have any specific reason.

primarily a work community?

people live in Crystal City? Isn't that

thousand that attend there during Office

a high percentage(?~~hem that both live in

thousand residential people in the Crystal

and I can show you the post office. We have

in both -- well, the designation of the 22202,

City complex in addition to about twenty

safe to say that the people that bank with

you bank at work rather -~

work, yes. We have a high number of people

of banking services.

That is, except to get to the other side.

'any other reason that they would go across the road?
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.. ,,;.-j

to that conclusion.

So, that that's the reason I corne

generally have them mailed to their homes.

combination of business. It's not one or

\,.:t

69Groom - Cross

(Witness looking at paper writing) Yes.

I direct your attention to Paragraph 2,

Crystal Towers across the street, and

there also are quite a significant amount

who work in the area, so that there is a

the other, the concentration of business.

There are people with Arlington

County zip codes that definitely get their

mail, and people generally don't have their

bank statements mailed to their office. They

Q I would like next to ,show you what

A

Q

BY MR. THOMSON: (Continuing)

purports to be a copy of your Annual Report for 1976

and ask you first if you C~l identify that?

This represents tne bank's report for the calendar year

ending

4i~r£tten part of the report, the second page, and I

laskyou if you would not read that into the record?::.;
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million dollars?

A That is correct.

President of the bank at that time.

of seven point three million dollars?

70Groom - Cross

A That is correct, sir.
O~~5

Q And today that is as of March of 1978

A It says: Our net income increased

Q Isn~t that in effect saying that with

Q All right, sir. Andh that operating

A That is the conclusion drawn by the

increased only eight percent. Our deposit base is now

position to meet your fixed expenses?

the deposits you had at the end of 1916 you were in a

operating income increased forty percent while expense

you are showing total depoqits of nine point eight

favorable trend is primarily due to the fact that

report for the end of 1976 you are showing total deposits

from a loss of eighty-one thousand in 1975 to a gain

of seventy-six thousand eight hundred in 1976. This

incremental operating cost.

increases supported with only a relatively small

sufficient to support our fixed operating expenses and

with continued growth we expect additional net income
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is.

'lanes?

was it not?

A That is correct.

71Groom - Cross

AYes. They said they might leave it as

Q Were any of them for less than six

Q Now, when you attended this hearing

A They did show sixteen proposals. You

Q So that in fact you've got more

Q And tney were showing a six-lane,

Q Okay, sir. But that was the Chairman

A That was in the opinion of the person

A Yes, sir. They had.posted it on the

more than you needed to meet your fixed assets or

fixed expenses?

than two million, almost three million, dollars

that signed that at that time.

divided, limited access highway, were they not?

that were interested in taking one with them.

of the Board and the President of the bank at that time;

know, I can't

did you see the various proposals for widening 595?

wall, and they actually gave a handout to those people
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72

He did not

in that corridor,

hearing. I know of

Groom - Cross

there to that

A I have to honestly check that, because

Q I understand that. They may not

Q Did you see any 'proposals that were

A Yes, I did see --

Q But, for the proposals for a change,

A That is correct, sir.

A Yes, sir.

Q All right, sir. Do you know

Q Those were limited access with a

A

they have acquired

make any change at all.

all of them showed six lanes in Arlington County,

beginning here at 595 or what is now 395 and going all

the way to the Airport access road.

there are so many proposals I can't certify or speak

six lanes?

divider in the middle?

'speak

~. which i

'.~ oad Commission indicated that
-~

\ . ------__ 037
... I" ~-~ ..••. ~~ .. _~ __
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79

ork, and with those

-- there has been no

e military.

of collectio

Groom - Cross

COMMISSIONER BRADSHAW: Would the

WITNESS GROOM: There has

change in that. been a

in that. They--

Yes, they did spend some time and

military help you collect a bad debt

get transferred?

real help

Q . But even after 'the bank was in operation,

A Well, when you say after organization __

Q Yes, sir.

A

bank to include in their plans plans for servicing

an organization which could serve the needs and wants

the community and not think of the bank as being

of mi~itary people all across the world.

BY MR. THOMSON: (Continuing)

even after %hat objection, that obJ~ction by the Comptrol er,

the bank continued to put great empha~s on the military,

did j(tmot?
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You meant '75?

81

Is that why

"'lAO\ ..~-

WITNESS GROOM: It is

What was the amount of those earnings?

It reported earnings in '76.

thousand dollars, approximately twenty-tw

All right, sir. And last year they

Seventy-six thousand.

(Continuing)

The only year that the bank has made

Groom - Cross

has been in business, that is '74, is

COMMISSIONER SHANNON: Last year?

Yes, sir.
,;;;:::"-"

,::f;::'-

A

problem, yes, sir.

you thousand

thousand dollars' worth of loans?

thousand dollars after charging off a hundred seventy-fiv
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A The interest cost in our bank -- at our

bank are extremely high, and, yes, there is a concern

there •

Q Are you saying you are paying a lot

for hot money? Is that what you mean?

A We are paying for deposits and we are

paying for consumer deposits to be competitive with the

Q But as a practical fact, if you were

able to make a profit in 1976 of roughly seven and a

half million dollars' worth of deposits, has anything

dramatically changed in the bank which will prevent you

from making more money!with nine point eight million
dollars in deposits?

'77s figures don't relate to '76 operations, because

they certainly do.

Q That would be true for evet'ybank.

A' I know that. I agree. But I'm just

saying there were certain things that -- a loan was

taken out in 175 and '76 that certainly are attributable

to the bank during its formative years in trying to

organize and make the bank grow that I think 1976's

earnings are a misstatement of, you know ,what actually
happened.

83Groom - Cross1
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Groom - Cross

banks and savings and loans in our market. We

don't have the benefit of, you know, a lot of low-cost

money and so we are paying heavily for the money.

Q You are not paying anYmore for it

than any other banks in the Northern Virginia area?

A No. We are paying the maximum. I

mean, we are paying the maximum to compete as effectively

as we can.

QThat's the same thing all the other

banks and savings and loans are paying in the Northern

Virginia area.

A No, sir.

Q Who is paying under?

A A number of banks in Northern Virginia,

First Virginia on passbook savings.

Q Paying less than you do?

A Yes. And, then, you look into your

cols. I mean, there are a number of banks. Calculations

of interest on savings, Mr. Thomson, you really have

to go into the details to make sure that everybody is

paying the same.

So that I don't think -- I mean,

Dominion National, which I was associated with, does not

SUE TRAYLOR • COURT REPORTER



all of them?

A Into 1977 with about one million of

have to understand the method of calculation. Mr.

at an acceptable level.

85Groom - Cross

Q When you look down this total list,

But I'm looking at monies that are available. And your

pay the maximum. First Virginia, and so you really

Q Take a look at it. See if they

A First Virginia? Let me

A Percentage-wise. I know First and

Q I appreciate what you are saying.

bank grew two million dollars in the last year, accord-

ing to this exhibit, did it not?

form of large CD's to keep the loan to deposit ratio

that coming in through deposits that I acquired in the

deposit growth. I mean, inflation has been at a

the street, has, since 1975, done nothing in total

Merchants did not do well. And First Virginia, across

greater rate than total actual deposit growth. So that

the 'people closest to you did the least well, didn't

they? That is, First Virginia Bank?

didn't -- see if they weren't the smallest growth of

'.Burkewould even speak to that.
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the bank.

you grew two million dollars.

accounts. But when you talk about certificates'of

as I was part of the new management that came into

86Groom - Cross

we did report deposits, as you say, at the end of

the year of nine poin1;:three. But I'll be honest

to acquire to keep the lo&n to deposit ratio in line,

A I don't count as. solid growth -- I'm

of those branches are in close proximity to you, and

The bank makeup of deposits is such

of First Virginia grew less than a million dollars. Two

Q But the fact is that all three branches

trying -- all I'm trying to convey is some of the money

the problem and I need the time to correct the problem

and stablize this deposit growth.

that, yes, we have four million in demand deposits. We

deposits which, you know, these things we are trying

to represent, you know, they are costly and that's a

have two point three, two point four million in savings

concern of mine in operating that bank.

.is hot money and I have, you know, I am trying to correct

'with you, there's over a million of that that I had
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Groom - Cross 87

COMMISSIONER BRADSHAW: What is

your loan to deposit ratio?

WITNESS GROOM: It runs at eighty

percent.

COMMISSIONER BRADSHAW: Eighty?

WITNESS GROOM: Yes, sir.

BY MR. THOMSON: (Continuing)

Q And --

A If you will check the statistics, it

was over one hundred percent before the initial periodS

of time, and I took the corrective action in corning

into the bank on December 1st to correct the situation.
And one of the alternatives, sell loans, buy money, and

that's where I consider, you know, my talents lie. And

also in managing the bank on a day-to-day.

So I'm trying to correct some situations

th~t have been implanted in this organization since its

inception, and that is operating at this high loan to

deposit ratios. And that's why I sp~ak with saying the

earnings were overstated and the deposit growth is not

a~ substantia1.as it may represent.

Q Let's take a look at that. Let's go

U45
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Groom - Cross i aa
back through the Annual Report. Referring to the '75

Report it says: Compared to December '74 total resources

on December 1, '75 increased two million six hundred

fifty thousand dollars, up fifty-four perc~nt. Deposits ,

increased two million seven, up a hundred eight percent 0 '\'

The loans increased three million to a hundred tw,anty-six

percent.

See if that isn't correct for the

,.75 Report?

A Oh, yeah, I agree with --,I'm not going

to not ~gre,e with these figures as reported.

Q Then, doesn't that, in 1976, as compared

to December' '75, total resources as of Decembe'r 31st

increase two million two, up twenty-nine point nine

percent; deposits increased two point one million, up

forty-one point four percent; total loans increased a

million eight, up thtrty-three percent?

Is that not a true reflection of the

Report?

A These are accurate.

Q All right, sir. If you look at the

same comparable figures you are talking about a twenty-
'.: ..

eight percent inc:rease in deposits in the 1977 Repor:.,
0.16
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it .

dollars in that bank.

A No. There is -- I will admit there

is a solid base of business of seven and a half million

89

A In 1977, the

'Groom - Cross

Q Right at the top.

Q And in fact under the report that was

047

A I realize that. I understand exactly

Q Are you trying to say there is not

As you know, I said I carne there in

are you not?

filed in 1976 that was adequate to meet the expenses of

there is one point three to one point seven million

trying to tell you.

that in the category of certificates of deposit, the

figure is for the makeup of large CD's and such that

real growth before you carne there?

uncomfortable in operating that bank on a day-to-day

basis until I can expand my deposit base and work on

December, on December 1st, and that I just -- I am just

in that figure and that is not -- that makes me

emphasizing that that's not real growth; that's all I'm

what you are talking about. I'm trying to only emphasize

I
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Groom - Cross

.~'. .~.

Well, there is no reason to foresee

I hope so, sir.
Q

A

. .' ,
, ;.'~"".;'

Q I understand that. But youa~e going

A I know that I'm having to -- the figures

.. '

A That's under new managemen.t,,M.t.

Q All right, sir. Now, in faef~ you

A At that time it was.

A Yes.

Q I understand that. But you are still

taking that into consideration well above the demand in

intent is to substitute large CD's with more diversified

that it's going to go down, is it?

to stay there for awhile, aren't you?

types of deposits.

savings, which you ~ere in 1976?

will not increase in the same proportion as my -- my

Thomson.

.your bank?

. -<;:

') .:)~i~~~\,'\~3:,
i.. ;.~".~_'\'.:~" .~".
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take a short recess.

and a half.

A Yes.

COMMISSIONER SHANNON: That's on a

91Groom - Cross

MR. THOMSON: So I don't forget it,

~.. "'/ .,
before your-questions the Commission will

WITNESS GROOM: June, the next large

So, the CD rates have moved up

COMMISSIONER SHANNON: Mr. Groom,

WITNESS GROOM: A hundred thousand,

COMMISSIONER BRADSHAW: Mr. Schutt,

negotiated basis?

a quarter.

percent; it could be as much as eight and

yes, sir.

rapidly. And -- seven ,and.a quarter to

eight and a quarter and could go to eight

ones come up for consideration, and the one

year CD rate is -- now, it's over eight

what are you paying for hot money?

Q Even taking the hot money into

consideration?

1

2

3,

4'

5

I
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CROSS EXAMINATION

BY 1"lR. SCHTJTT :

Q Mr. Groom, I'm concerned with the

degree and the nature of harm thaty,auanticipate

accruing to your bank from the entry of Burke and

Herber.t across the highway.

How specifically do you think the

addition of that facility would hurt your bank?

A Well, with no construction and taking

place of any significance at the present time in the

immediate trade area, I feel that Burke and Herbert

will definitely pick up its business from attracting

business it has already maintained with other banks in

the community.

And that's one of the reasons lIm down

here, because I think !-1r.Burke does an excel len t job.
. ,.,-,ft{"},

And he has a goo9S~ank, and he can take business away
;,l

from anyone of us.

He has done a good job over the years,

and I think they will pick up,you know, a fair share of
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1 Groom - Cross 94

4

5

6

I

7i
:
!

8,

9

10

time~ And, therefore, I'm concerned about my deposit

base being erroded, especially with a period of high

interest rates and not having a chance to expand the

deposit base without having increased competition. aad+

therefore, my balance shee~ and profit and IQss statement

will be effected with this increased interest expense

and maybe not being able to offset on the other side

on the interest income. And also a loss of deposit base

could seriously effect this bank.

side of your business, though?

11i
, I

I
;

12

13

Q

A

You don't think it will hurt the loan

Well, the loan side, as I indicated

14

15 !
I

16 '

17

18

19 :
i

20:

21

22,

initially , is ru~ing at eighty percent right now. It

was one hundred percent when I came to the bank.

And I worked in an effort to try to keep

the loan position at an acceptable level for all people. I
I'm talking about stockholders, depositors and still

trying to service the depositors' needs.

I have worked out relationships which

have given me the ability to layoff loans if, you know,

if I find that I need to.

23 Q As a part of your corrective actions,

24
then, is it fair to say you have a restrictive loan

) ,
I
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Q But your concern is on the deposit side?

A This bank has one office. We are very

The bank has benefited in the immediate

There was a big move in the Navy Department into the

I
I

I

95

052

Groom - Cross

So, yes, we have benefited in the past

A We are being fairly cautious about

area.

dependent. Everything we have is in that one office.

any of the developments in the trade area that are going

past from people moving into the National City complex

able to expand our deposit base. There are no -- to

the type of loans that we are undertaking and the amount

policy now?

and even last July the deposits did rise substantially.

to bring substantial deposits to the trade area in the

immediate future.

started and in the ensuing years.

It was not in effect, you know, wqen the bank first

Some point when we restore our capital, we hope to be

of loans. We have set a definite loan to deposit ratio.

our knowledge there are not any new people moving inbo

If the branching law changes have come about, and at

That is with this additional competitor?
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I I

have over there?

A We have over a thousand in the 22202,

A There are some other zip cddes. I

Q And does that only include --

96Groom - Cross

I'm not trying to imply that.

I can't certify that they are all in that one location.

Q How much of a deposit base do you

Q Do you know how many depositors you

A Deposit? Well, the -- the 222

A That includes those zip codes?

Q Aurora Heights and at Crystal Towers?

we do have, within the 22202, and we have, then, the --

don't have the full breakdown to incorporate. All the

way up to 22209, I think it is, in No~th Arlington but

checking and savings.

Highway?

think you have now in the area west of Jefferson Davis

for more stable type of deposits to insure that the

bank is properly managed and operated.

by the deposit growth. But the deposit growth now

I have to substitute a million six of that hot money

has leveled out except for -- you know, except for

'what could be generated. And all I'm saying is that

~
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wise?

area?

A It could. I don't have that break-

percent.

97Groom - Cross

A It would be approximately that figure.

Q But it would be less than twenty

A I would say we have on that side of the

QDo you have a substantial number?

Q Except for the 22202, it covers more

A I know we have customers, yes, that

Q I don't know. Can you estimate percent a e-

A Substantial, repres.entingmore than

Q Is it fair to say that you don't

right?

use our bank. I just don't know the exact number.

percent, then',is in Aurora and Crystal Towers; is that

down right here.

fifty percent?

And that -- so, that's why I say the twenty to twenty-fiv

highway twenty-five to the -- the zip code indicates that

know to what extent your customer base is located in

we have a thousand out of the five thousand in the 22202.

'Aurora and Crystal Towers?

:
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Groom - Cross 99

BY MRG SCHUTT: (Continuing)

Q You don't contend there is not

'adequate capital in your bank to support the assets,

do you'?

A No, sir. The capital is adequate.

COMMISSIONER BRADSHAW: What

percentage of your capital is loaned

I carne to the bank on

to eight

Does the

about that?

1 capital was two and a

eight hundred thousand.

was two point three five.

WITNESS GROOM:

what percentage?

055

WITNESS GROOM: Over

Mr. Groom is concerned about

And

if that's what you want.

Directors?

half

The -- all of the loans, with

SUE TRAYLOR - COURT REPORTER



area?

Q As it's drawn here that we've seen

A Right.

you, it has not been imposed. It is one

101Groom - Cross

WITNESS GROOM: To be honest with'--.:.'

CHAIRM&~ HARWOOD: Do you know if

there are any pending applications for new

of -- I'm meeting with them to discuss,

banks or branches in your primary service

I want to discuss some of those points.

you know, things that I want to make sure

WITNESS GROOM: Not to my knowledge,

as far as statutes that aren't clear to me.

A I would if they were in the same

Q Would you oppose any such application?

no. Not in that primary service area.

Q Do you have any policies of the bank

civilian customers?

that favor military personnel over other -- over

on the board?

primary service area at the present time.

BY MRo SCHUTT: (Continuing)
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1 Groom - Cross 102

2 A The military and the civilian

,instances that we do offer, or have in the past but.

they are not this year, offering to midshipmen who

are graduates of the Naval Academy term loans for

what amounts ,to normal automobile purchases upon their

graduation at preferential interest rates.

and the onlycustomers are handled alike, except

7'

8

9

10

And I'm saying rates below the going

rates for a loan of the like amount at the same time.

12

""--, 13

14

15

,16

17

18

19

20

21

22

23

24

Q You donrt have any immediate plans,

then, to branch yourself? Is that --

A I think it's imperative that we restore

the capital of this bank before we -- and build some

confidence -- before we really undertake and spend

additional money for branching.

Q Your ratio of capital to total assets

right now is approximately twenty percent; is it not?

A The capital to total? We have a

two point three to the total assets of twelve.

Q Right around twenty percent?

A Twenty percent, yeah.

Q How long a delay do you think it will --

is involved, assuming that some delay would be in order
057
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Groom - Cross 103

2
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for you to implement your policies .and restore the

capital you are talking about?

A I'm hopeful of restoring the capital

in 1979, so that it will give me the ability to compete

with other banks ~n the community by going out and seek-

ingbranch rights so that --

COMMISSIONER SHANNON: What is the

percentage of capital to the total assets?

WITNESS GROOM: The capital is,
two point three now. We run about twelve

or thirteen. So it's in excess of twenty

percent . We have the two right at the

twenty percent.

We have -- wait. Wait. You got

me off track.

There is eleven. It's eleven or

twelve percent. We have two point three

million in capital. And we run about

twelve to thirteen million in -- so, I

just have to calculate it out.

That's what we have as far as

capital. And if we are taking a specific

SUE TRAYLOR • COURT REPORTER
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, your comfortable figure?

thirteen million.

","''-,,:.~:j::g~~.
;a:.e41Groom - Cross

I don't know whether you want me
~,,,:.,:.

WITNESS GROOM: Seven is the

" ~;

COMMISSIONER SHANNON: Well';'the

COMMISSIONER SHANNON: What is

date
_ ' ': ,~;\'.

to write on' this or not, but that'S'What

COMMISSIONER SHANNON: They are

The bank would have lost another

WITNESS GROOM: The bank was heavily

WITNESS GROOM: We are in excess

we have. The two point four million and

percentage capital of state banks 0+ total

accept-- excuse me. It's pretty standard .

and a half.

capital or total assets runs aroun~ ,seven

of that, and that's because the bank was

over capitalized?

heavy, the capital --

capitalized. And I will be honest. If the

bank had not had that capital the bank would

be in severe financial condition today.

three hundred and fifty thousand dollars,

. ~.

'~ ' .. ~.
, .~, . ,.
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of time.

tion.

sir.

a hundred percent.

J

105

060

Groom - Cross

(Continuing)

WITNESS GROOM: They operated the

COMMISSIONER SHANNON: I believe

MR. SCHUTT: It was formerly over

Had it not been there, the bank,

bank. There is no question in my mind that

WITNESS GROOM: Right now it is,

if you are taking a million away and, say,

that the bank should have capitalized with

a million and a half. So the capital has

worked definitely to the advantage of the

it has protected the bank through this period

Ilm sure, would have had to have been merged

out. You know, merged into another organiza-

you testified earlier that your loan to

deposit ratio was about eighty percent
right now?

bank at a hundred percent.

BY MR. SCHUTT:
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REDIRECT EXAMINATION

BY MR. BROWN:

Q Mr. Thomson asked you about the

statements in the 1976 report with regard to the

adequacy of the present deposit base vis-a-vis your

expenses and costs, and I think your comment was that

was -- that1s an accurate reflection of that in the

opinion of the person' who signed it; is that either

your opinion of what the true state of facts was,

or is your opinion that that situation is different

today?

A That analysis show~d. that the bank

made seventy-six thousand or seventy-seven thousand

for that year. And the loss was attributable to 1977

when, in fact, an analysis of the loans made showed

that these loans were made in '74 and 175 and definitely

would have had an impact had management taken the

appropriate action on the calendar year 1976.

So, it would have -- it distorted what

was reported at the time. And these losses were real.

The loan losses.

Q And one final question. You mentioned
C:61w
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Services?

offering the maximum.

going to be.

seven hundred thousand of that is approximately

108Groom - Redirect

So the interest expense has a definite
I

A Well, the two most -- the two largest

most of which are at the higher level, because we are

And with the bank having somewhat a

MR. BROWN: That's all I have.
('fi2

Why is that deposit mix critical to

consumers CD's but they are at the highest level, or

effect on the profit and loss statement for the bank.

little bit over the four million in demand deposits and

two point five in savings passbook, the other is

certificate of deposits, not all money markets --

expenses in running a bank are interest and salaries.

And interest expense is a concern ani the makeup and mix

of your deposits dictates what your interest expense is

money you had.

regard to the growth in deposits that something to the

in response to some questions from Mr. Thomson with

,effect that it was -- you had to look at what type of
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110

RECROSS EXAMINATION

BY MR. THOMSON:

Q Mr. Frank S. Besson (phonetic) is

Chairman of the Board?

A Mr. Besson, yes, sir.

Q And he signed the report for 19761

A Yes, he did.

Q And he is the same Chairman that is
there _today? .

A That is correct.

Q Are you aware when Burke and Herbert

plans to open this branch if it is granted?

A AmI aware when?

Q Uh-huh.

A I saw one date, and I assume it's

19 -- it says '79 in its Annual Report.

Q That is correct.

A I thought that waS a typographical

error.

Q The Report said '79.

A His Annual Report did say that.

Q Do you have 'any reason to know that it'::.;--

063
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A Yes.

all I have.

And I want to ask you if someone

A That would be factually correct.

IIIGroom - Recross

COMMISSIONER BRADSHAW: Mr. Groom,

A No. That is the only reference

MR. THOMSON: Okay; sir. That's

comes from,. working and shopping, or they

Mr. Schutt asked you about. You said you

I want to ask you to run. back over a point

I would say that's where most of the traffic

Q All right, sir. And, for the recor~,

Q And you are already two million dollars

either works or shops in Crystal City -- and

were not in competition for loans but you

would be for deposits.

from Burke and Herbert.

point I have.

that if that is correct you are going to have one

above what you were in that '76 report?

it is May of '79 that we plan to open the branch. So

'additional year to gain deposits without any competition
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Lee?

undercut the market.

C O1MISSIONER BRADSHAW: But don't

does have various established business

112
'j

Gro'om - Recross

loan, yeah, they have -- they can pay a

WITNESS GROOM: W&L, the savings and

If you are really competing for

quarter percent more for savings. I agree

with that, as far as savings.

WITNESS GROOM: Well, he has the

in Crystal city?

ability to attract business in that he

across the highway?

are living :over there -- why would they

Mr. Herbert's bank when they can walk

with a higher interest rate for somebody

He could -- I'm not saying that he will --

a higher interest rate at Washington and

you think an S&L is a bigger attractor

deposits why do you think they would go

which I think he could attract deposits.

next door in a sav'ings and loan and get

walk across, the road and deposit in
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Groom - Recross 113

COMMISSIONER BRADSHAW: You and

Mr. Herbert would.be paying the same

interest rate for deposits.

WITNESS GROOM: We would be on

the same level.

COMMISSIONER BRADSHAW: Same level?

WITNESS GROOM: Yes, sir.

COMMISSIONERBRADSHAW: All right,

sir. Thank you.

Do you have any --

MR. BROWN:' That's all I have.

COMMISSIONER BRADSHAW: All right.

• * * * * * * * • *
WITNESS STOOD ASIDE

(;66
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with the work and did not participate in any way.
Q Prior to undertaking this assignment,

~s you will, from Services National Bank did you check
with other members of the firm with regard to any
possible conflict of interest?

A Yes, I did. And it was their impression
that there was no inhibition against my doing this.

COMMISSIONER BRADSHAW: And, Mr.
Thomson, you have no objection for his
testimony to be received as an exhibit?

MR; THOMSON: No, sir.
COMMISSIONER BRADSHAW: All right .
MR. BROWN: All right. If it's

appropriate -- I'm not certain whether the
procedure is the same here as in the trial
court -- but I would ask that his testimony
be accepted as that of an expert witness
in the field of banking and market conditions
on banks.

COMMISSIONER BRADSHAW: It will be
so received. What's the next number?

THE BAILIFF: 12.
COMMISSIONER BRADSHAW: Exhibit 12.
MR. BROWN: I would like to do what
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Would you define for the Commission

some extra copies.

give copies to those concerned?

A Mr. Brown, I realize that the reference

117Dembitz - Direct

First of all, Mr. Dembitz, we have

COMMISSIONER BRADSHAW: All right.

(Continuing)

Q

I did with Mr. Groom and just hit about

two points in Mr. Dembitz's testimony that

I would like him to elaborate on.

Would it be permissible to read this and

used the term "damage to the financial soundness of

asked here, and I wrote a statement on this subject

to this on Page 4, using the term "damage" without

BY MR. BROWN:

existing institutions" or "jeopardize the financial

defining "damage" was something that I ought to be

which will take about one minute to read, and I'have

soundness of financial institutions", which is a phrase

what, in your opiniop, would -- well, what you mean when

you say "damage to an existing financial institution" or

"jeopardizing the financial soundness"?

Services National Bank from your study of the situation.

coined by the Virginia Supreme Court and you have

spoken in your testimony with regard to damage to
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of whether there would be objectionable
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Dembitz - Direct 118

COMMISSIONER BRADSHAW: All right.

WITNESS DEMBITZ: I would like to

comment on the problem of defining what

constitutes damage to existing institutions

or jeopardizing the financial soundess

of such institutions.

In the first place, I would not want

to contend that any change that would cause

a bank's earnings in the future to be less

than they would otherwise be, would constitute

objectionable damage or jeopardy. A standard

as broad as this would require the rejection

6f almost all applications for the establish-

ment of any new bank or branch, and would be

clearly anti-competitive and contrary to

sound public policy.

At the other extreme, I can imagine

its being asserted that in some cases there

would be no relevant damage unless the earn-

ings of existing institutions would be

reduced below their current level. This

kind of standard seems equally inapplicable

.to the present case.

I would say, rather, that the question

I
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testimony of Mr. Groom and the questioning of Mr. Groom,

The case of The Services National

funds, I would say that if there were

J

119

\"hile I am not

Dembitz - Direct

urgent need of earnings so as to restore

circumstances of each particular situation.

to the bank's position.

its original capital. In view of this

damage or jeopardy depends on the

enough earnings to restore its capital,

this would constitute damage and jeoparoy

interference with its opportunity to develop

Bank is special because of that bank's

bank's existing impairment of its capital

,
SUE TRAYLOR • COURT REPORTER

A Yes. I listened to the previous

Q From your study of the facts and the

testimony, is it your opinion that competition from

in any position to quantify the amount of damage that

and it appears to me that without that

to restore the capital?
.J

BY MR. BROWN: ,(Continuing)

Burke and Harbert at this time would constitute such

would be done to the profit prospects of The Services

considerations which are outlined in your prefiled

interference with the opportunity to develop earnings
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parent bank for a period of at least three years and
the Burke and Herbert figures, and under your calcul~tion

mind in talking about cross-subsidization is illustrated
by -- this refers to Page 5 of my statement, the beginnin~

A The kind of situation that comes to

what he means by that term.

,
i

I
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071.

Dembitz - Direct

statement on the subject of which I have copies?
Q All right.

A Again, may I read my two-minute

obviously, and will ask now, for Mr. Dembitz to explain

And I would ask you if you would, again,
if you didn't in your testimony, go into what you meant
by cross-subsidization? And I have previously asked,

Q All right. You mentioned in your
prefiled testimony the prospec~ indeed the reality from

regulated industries and in the anti-trust fields.

Burke and Herbert's own figures, subsidization from the

public policy to allow this type of subsidization and
that cross-subsidization had been a problem, both with

mentioned that in your opinbn this was contrary to

National Bank, that it seems to me likely that there
would be some amount of -- some amount of damage and
assuming that there would be, yes, that would be
damage within the definition that I think is relevant.

well into the fourth year at the minimum. And you
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The motives of the proposed unprofitable
operation would ordinarily call for official scrutiny,
in order to determine whether the company's voluntary
entry into munprofitable ooeration was for such
purposes as competing unfairly against existing stores

of the first full paragraph -- this is illustrated
by the case of a chain of stores that decides to
operate at a 10s5 in a particular area. This involves
the assumption that the chain can afford to do this
because of the profits that it makes in the other areas
where it operates.

This may be advantageous to the
customers in the area if they are able to buy at lower
prices than would ordinarily be charged, or if they
have the convenience of shopping at a location where
there really isn't enough business to support a
profitable store, or the like.

If the chain is engaged in a line
of business that, unlike banking, is not subject to
regulation by a special authority, it would ordinarily
be free to engage in an unprofitable expansion if it
wants to. Even in this case, however; there would be
questions that might call for consideration under the
anti-trust laws and other laws regarding unfair compe-
tition.

072 I
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All right. I asked Mr. Burke with recrard

073

in the area, or improperly inhibiting the establish-

ment of competing stores.

In the present case, I certainly am

not in a position to ascribe any improper motives to

Burke and Herbert reiating to the establishment of

their proposed unprofitable branch. In the present

case, however, because of the responsibility of the

bank regulatory agencies for preventing unsound

conditions in the banking field, I would say that

regardless of the motives ofl Burke and Herbert this

is this kind of situation where the regulatory authority

indeed has the responsibility to prevent damage or

jeopardy to existing institutions.

Q From your study of this trade area

and the facts at your di~posal and listening to the

testimony this morning with regard to proposed develop-

ments, wha~er they be in the trade area or not, some

years down the road, is it your opinion that there is

any positive need for an additional banking facility

at the location proposed by Burke and Herbert?

A Well, the direct answer to that question

is, no, I don't see any positive need, but I must say

that I am not underwriting the relevancy of that question

I'm merely answering the question.

122Dembitz - Direct1
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cost of the furniture and fixtures.

furniture and fixtures. And the other calculation I

Did you, in fact, calculate the de-

IThe two sets of calculations, one of

123Dembitz - Direct

might show greater profits.
tion being if this were done normally we might be --
seven years at a very conservative rate, and the imp1ica-

to some of the projection figures, which were set out

to the assumption there and in his prefiled testimony

reasons being that depreciation was written off over

f

in the Bureau of Banking report, specifically with regard'

that the profit figures were conservative, one of the

preciation figures over periods of time other.than seven
years to ascertain if that would have made a significant
difference in the Burke and Herbert picture?

A Yes. I made two sets of calculations,
both of them based on the depreciating of eighty-five
thousand dollars invested in building improvements, site
improvements and sixty-five thousand dollars invested
in the furniture and fixtures, the sixty-five thousand
being the figure stated in Mr. Marshall's report, as I
believe to be a more realistic estimate of the probable

them I assumed a twenty-year depreciation period for the
bui.lding improvements, and a ten-year period for the
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23 went to what seemed to be the absolute extremes of mav
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,:ed dDllars l.;:,'ss than on the conserva-

075

For the periods of twenty years and ten
years, the depreciation carne to ten thousand seven hundre

and fifty dollars a year, making approximately nine

124Dembitz - Direct

I say -- unconservatism, in depreciating the building

improvements as if they would last in their initial

form for the entire twenty-five year period of the

options to renew the lease, and the furniture and

fixtures over a twelve-year period which I understand

is the maximum permitted under Treasury Department
regulations.

tive basispnwiously S(~t forth. If one went to the

ultimate extreme of twenty-five years and twelve years,

then, the annual depreciation carne to eight thousand

eight hundred dollars, or approximately eleven thousand

two hundred dollars less than the figures previously
referred to.

Excuse me. I think I left out one
detail that needed to make sense in reading this back,

and that is that the depreciation on the conservative

basis, that was used infue first instance, carne to

twenty thousand 0 five seven dollars per year. That

was eighty-five thousand dollars for the builqing

improvements and fifty-five thousand four hundred

dollars, the original estimate of the cost of furniture
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A Yes.

filed?

proposed branch.

Q And in your prefiled testimony you

125Dembitz - Direct
and fixtures. Adding those together and dividing
by seven came to twenty thousand and fifty-seven

Q That's perfectly all right. These

So, that -- the result of my calculations

I'm sorry this got so long, but that's

fifty-two thousand two hundred fifty-seven dollars as
the net occupancy expense for the first year of the

about nine thousand dollars a year less than that

figures were done since your prefiled testimony was

night be operating at a profi.t rather than a fourteen

included as one of the elements in the projection of

twenty thousand figure; and if one went all the way to
the ultimate extreme, it might be about eleven thousand

was that if one calculated the depreciation on a less
conservative basis, the depreciation might come to

stated that even adjusting for over-conservatism in the
rate of return, which appeared to be about the same,
you did not .think that the implication that the bank

what arithmetic takes when you spell it out.

dollars less than that twenty thousand dollar figure.

.dollars per year, and that figure appears to have been
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thousand dollar deficit was substantiated.

If your opiribnthe same, taking into
account now your calculations on, even adjusting for
over-conservatism, let's say, onthe depreciation figures,
is it still your opinbn that in all events this fourteen
thousand dollar deficit is not going to be raised to a
zero figure?

A That is my opinion, yes.

MR. BROWN: That's all I have.
We will rely on the prefiled tes,timony.

COMMISSIONER BRADSHAW: All right.
How much time are we talking about

for cross-examination of this witness?
MR. THOMSON: I wouldn't think it

would be more than fifteen or twenty minutes.
.COMMISSIONER BRADSHAW: Mr. Schutt?
MR. SCHUTT: I just have one or two

questions.
COMMISSIONER BRADSHAW: Then, they

wanted to close.
Okay. We will recess at this point

for lunch.

The Commission is recessed
~~.:.~,t 12:29 o'clock P.M. Thereafter, the

()~.~ .
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2 Commission is again in session at
3 2:03 o'clock P.M. and the hearing

4 continues as follows, viz:

5
COMMISSIONER BRADSHAW: All

6
right. Mr. Thomson.
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It is the usual

we did not get the

Dembitz - Cross

MR. THOMSON: I will

All right, sir. Now, when we Were
I

Herbert.

A I'm sorry. If I

Q

I'm not taking a position now as to whether

appropriate to circulate them at ten

Q

benefit of

BY MR. THOMSON:

just

; "'.,

A The usual standards, as I understand

.~\ I asked Mr. Brown about the precedent .in

SUE TRAYLOR. COURT REPORTER
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morning I certainly would have done so.

talking about this cross-subsidization it would appear

that you feel that there is something wrong about a

for at least a four-year period; is that correct?

bank with more than one office subsidizing a branch

it, in relation to chartering a new bank or authorizing

a new branch is that the new bank or branch should be

expected to be profitable within a period of three

chartered ba~ks. And I believe in various states.

standard, at-least in the chartering of the federally

,;years.
.\~~\
:~.;thatts an unappropriate standard.
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2
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the State of Virginia and he told me that as far as
he knew there wasn't any specific standard set forth
in the Virginia statutes or Virginia decisions.

However, in this particular case it
is not merely the question of what should be the
relevant time period wi'thin which the branch should
become profitable as a matter of sound banking. Here,
the question that I was asked to look at was the
relation of this to the position of The Services National
Bank and in this particular case it seemed to me clear
that if this was going to be carried as an unprofitable
branch for a period of at least three years, and for
some undeterminable period, perhaps beyond three years,
that this would certainly be damaging to the position
of The Services National Bank which is in a somewhat
unusual position compared with banks in general that
might be protesting against a new competitor's applica-
tion.

Q Now that you got that out of your
system, let's come back to my question. Are you saying
that if a bank has to subsidize a branch for longer
than three years that :it should not be granted?

21 A ,No. I'm not saying that. I'm merely

22

23

24

referring to,wb~:t;is the stated policy of the Comptroller
."" '.",

of the curre~~~0~~d of some other states that I'm

Ciao
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Dembitz - Cross 132
acquainted with.

o Is that the policy of the Comptroller
of

A Yes.
o Is it his policy with a new bank, that

if it can't show profits in the first three years out
it goes?

criteria mean?

A It means that in granting an application

for a new charter the applicants have to convince the

Comptroller of the Currency that the proposed bank has a

good prospect of becoming profitable by the end of its
third year.

A The general policy is, of the Comptroller's

Office, that in order to obtain a charter for a new bank

it is necessary to --

o That's not my question, what you have
to do if you have been chartered.

A No.

o If you had been chartered, do you have

to meet the standards o~ having a profit at the end of
three years?

17
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A

o

o

No, certainly not.

All right, sir. Then, what does this

....And if they are wrong there are no

(J8~
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Dembitz- Cross
consequences that flow from it?

A No, sir, certainly not.
o Then, what consequences would you have

flow from the 'fact that Burke and Herbert would not show
a profit at the end of three years?

A The big difference is between -~
Q No. What consequences would you have

flow as far as Burke and Herbert is concerned by the
fact they would not show a profit at the end of three
years?

A What do you mean, what consequences?
o Is there a penalty that should attach,

like denial of a branch?
A I am not the authority. I don't make

the rules. I'm just saying what the rules are.
o Aren't you the expert here? Aren't

you telling us what should or shouldn't happen in your
opinion?

A On this particular subject, I'm only
telling you what does happen.

o All right, sir. So that you are not
prepared to say that Burke and Herbert should be denied
this branch on the fact they can't show a profit in
three years?

You are not saying that?

C82
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A No, sir, 11m not saying that.
Q All right. Good enough.

Let's go a minute to the board over here.
Do you agree with Mr. Groom that the competitive fact9rs
between the various banks in this area don't really
exibt so far as loans are concerned?

That is loans for all of the lending
institutions?

A I'm not sufficiently acquainted with the
loan market in the area. I can't give an expert opinion.

Q I'll put the question around the other
way. The competitive factors that you believe that will
adversely effect Services National will relate to
deposits?

A Yes, sir.
Q All right. Now, will you tell us what

incentives there will be for people in Crystal City
on the east side of .Jefferson Davis Highway to bypass
those banks and savings and loans and go across
Jefferson Davis Highway to do business with Burke and
Herbert?

A In the first place, some considerable
portion of the people who work on the east side of the
highway live on the west side of the highway. I don't
know what proportion.
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2

3

4

5

6

7

8

Mr. Groom was asked that question

and his answer, as I understood it, was that there

is some considerable number of such people but he

can't give the number.

Q So you really can't say how much you

would be hurt could you?

A I didn't -- I never said how much you

would be hurt. I simply said they would be hurt.

9 Q Let's go back to my question. What

10

11

12

13

14

15

16

incentive is there for any person living or working in

this area to bypass these banks and savings and loans

there in the Crystal City area and go across the highway

and do business with Burke and Herbert?

Now, I understand you to say that if

they lived on this side and worked on this side that

they would have an incentive.

Now, what others?

17 A Some simply the fact that there is

18
an additional source of competition in the area.

A In general, yes, unless one of the
19

Q Isn't that good in the banking business?

20

21
institutions involved is in the position that Services

National Bank is in at the moment.
22

23

24

Q

A

And what is that?

That they have an impairment of capital,
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at all.

in 1976.

after that?

136Dernbitz- Cross

A That's right, also in the third year.

A So they hoped, yes .
.,
.~..

Q And <theywere wrong in the second

Q And they were going to make money

that their cumulative earnings from organization
to the present is negative, that they have so far

A No, sir. The cumulative earnings

produced no net earnings at all in the history of

Q All right, sir. Now, when Services

the bank.

Q That's no~ really correct is it,
Mr. Dembitz? Mr. Groom testified they made a profit

are negative.

Q The c~ulative earnings?
A So that combining the periods from

the organization to date, they have no net profit

National filed its original application it projected
losses for its first two or three years, did it not,
sir?

year?

A They projected a loss only for the
first year.
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Q No. They were right in the third

year; they made money in '76.

they expected that by the end of the third year they

would have profits exceeding their loss, that is the

cumulative position up to the end of the third year

would be positive, whereas it proved to be negative.

Q Let's get to the nitty-gritty. Assume

that Services had projected a loss for each one of the

first three years, or just let's make that -- stri~e

that •

Assume they projected a loss for the

first two years and projected a profit for the third

year. Should the Corporation Commission or the

Comptroller of the Currency take the position that no

new bank or no new branch could come into that area

until in fact it had paid back all of its c~pital?

A The position of various bank regulatory

authorities has been that in a given service area if

there is a bank in the. area which is relatively new and

which has not yet gotten itself -- gotten its position

firmly established that they will reject the app~ica-

tions of additional banks to enter th~area as long as

the regulatory authorities is concerned that the admis-

sion of~an additional bank may endanger a relatively new

137

in the projection

Dembitz - Cross

The projectionA
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bank whose position has not yet been consolidated.

Q Now that you've answered the question
you wanted to answer,'answer mine. Should the regulatory
authority -- should/the State Corporation Commission,
the Comptroller of the Currency, deny an'application
because in the first two years it projected a loss and
in fact they were experiencing that loss and thereby
exclude the possibility of any financial institution
coming into that area during that period of time?

A Well, sir, .Idid not come here for the
purpose of telling the regulatory authorities how they
ought to do their business. I'm only giving my, I hope,
expert opinion as ~o what is actually ~- what has
actually been done in cases of this kind.

Q You are not going to answer .myquestion.
Just tell me if you are not going to answer it; that's
all right, I'm not trying to pressure you. If you don't
want to answer it, just say so.

A I don't think it's appropriate for me
to answer.

Q You'are recommending that this bank not
be granted, are you not?

A Yes.
Q Aren't you telling the Corporation

Commission what it should do when you make that

SUE TRAYLOR. COURT REPORTER



MR. THOMSON: I did state that in
years, as I understand it.

that assumption.
the hypothetical. I asked him to make

139

A In that respect, yes.

Dembitz - Cross
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projection.of the loss was the first year.

a hypothetical he has misstated it. I did

jectionwas not for a loss the first two

MR. BROWN:. If he is talking about

not quite understand it, because the pro-

Q All right. Now, sir, would you please

MR. BROWN: That's right, but that
was not the fact that he testified to. The

,
Q Would you answer the question, piease,

recommendation?

answer my question that I placed to you: Should the

bank is losing money, even though it is according to

Corporation Commission or the Comptroller of the
Currency take the position that as long as the new

their projection, that no other application should be
considered in that period of time?

BY MR. THOMSON:, (Continuing)

sir, or tell me you are not going to answer it? That's
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not.

situation.

just that one fact?

140Dembitz - Cross

CH9

all right. 1. don't care whether you answer it or

Q That's correct. I posed it to you,

A It certainly depends on the circumstances

of the case and the judgment of the regulatory authority.

customary.

No other facts taken into account,

The fact is in many cases, in a number of cases that I'm

acqu~inted with, regulatory authority -- regulatory

A Well, you are not asking, then, about

Q All right, sir. If I'm understanding,

authorities have denied such applications within the

the regulatory agency should not consider any other

kind of period that you have described, and I think it's

tion, if it's losin~ according to its projections, that

your !an!5werto my question is that during the peri'od
I
I

of time that a bank like Services National is in forma-
I

financial institution for that area.

two years of losses, and they projected those losses,

a natural situation. You are asking about a hypothetical

third year profit, and the first two years another bank

applies for that area. Without any other facts involved,

should the Commission turn them down solely because they
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Herbert?

them?

141Dembitz - Cross

"'~"

:"'.. ~~I.• , : ••

Q All right, sir. In addition, Washington

A Yes, they are.

Q . And those are, in fact, much closer?

A Yes, it does.

A Yes, sir.

Q Is closeness or proximity of the banks

A Right.

A I have no basis for saying greater, but

Q Good enough. In talking about deposits,

A ; I think it would have to depend upon

Q In your opinion, are those two greater

Q That's exactly right. You would have

and Lee Savings and Loan can pay higher interest rate

certainly they are additional qompetitive factors.

have any relationship to the competitive features between

there is a bank and savings and loan closer to Services

to take other things into consideration. It could not

than Burke and Herbert would be; isn't that correct?

are losing, accordihg to their projection:s?

competitive factors to Services National than Burke and

be automatic could, it?

can generaliz~.

the circumstances of the case. I don't see how one
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than either 'Burke and Herbert or Services National,

can it not?

A Yes, it can.

Q So, as a fact, they have an edge if

there is anyone in the area having an edge. It has

it doesn't it?

A ' It has an edge for the kind of

services that they can offer, yes.

Q Right.

A But only those kind of services, of

Q That is effecting savings deposits?

A Oh, yes.

Q Right. Would you agree that if and

when 595 is built that there will be an effective, and

even more effective, barrier between these two institu-

tions than there is at the present time?

A It depends on the arrangements of

entrances, underpasses, and so forth. I assume there

may be a greater barrie~.

Q Let me state them for you, then. A

limited access highway like Shirley Highway, an inter-

state, with a divider between the two.

A No underpass?

Q That's right.
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2 A If there is no underpass, yes,

,3 ..
'¥{~,~

4:

5

.certainly it will be a barrier between the two.
. Q Do you know of any underpasses that

are proposed?

6
A

plan.
I don't know the details of the 595
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Q All right, sir. And assuming there

would be an actual physical barrier between~-
cross-over between the two areas, would it not?

A It would, yes.
Q Would that.tend to lessen the amount

of competition between those two financial institutions,
Burke and 'Herbert and Services National?

A It would tend to lessen the amount of
competition. It would still leave the question of
Services National depositors living to the west of this
595.

Q That's correct. And it would likewise
leave in limbo the question of Services' customers who
want to use drive-in facilities, wouldn't it?

A

~.{.
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Q They might lose those to Burke and
Herbert. Do you think the public ought to have that
option?

A Without stopping to look at my notes,
my impression is about two million dollars.

Q Right. Now, assuming that that continues
on for this year, what will be the deposit volume at the
end of 1978 of Services National?

A This means that I have to assume that
they would continue to gain at the same rate that they
have-been gaining.

A Well, certainly the public should have
that access to drive-in facilities, yes.

Q All right, sir. Do you have any idea
when Burke and Herbert intends to open this facility?

A In the Annual Report, of which I saw a
copy, it said early Spring of 1979.

Q That would mean that Services National
would have another year free of any competition of any
nature from Burke and Herbert, would it not?

A Well, almo~t a year, depending on how
you define early Spring.

QAII right, sir. What has been the
minimum deposit growth of Services National in anyone
year?
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Q That's correct.

A I mean, even if I don I t assume that

I should answer your question as you put it?

Q I'm asking you to assume it. Predicate

your answer on the fact that they will have the same

growth this year as they have in the past year.

A If you can make that assumption, then,

it would be -- you must have the figure two million

more than whatever it is.

Q Roughly nine million dollars, isn't

it?

A I think so.

Q So that would be about eleven million

dollars?

A I think ,30.

Q Now, what figure would they have to reach

in deposits before they are going to start making money,

sir?

A It depends on a large number of factors,

including interest rates, expenses, the experience of

long losses.

Q Is it a fair statement to say you can't

tell when this bank is going to start making money?

A That is a fair statement.

Q And it's totally out of your control

C9il
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MR. THOMAS: That's all I have
of this witness.

COMMISSIONER BRADSHAW: Mr. Schutt.
MR. SCHUTT: Yes, sir.

A True.
Q And you've not been given any informa-

tion on which you can predicate when they are going to
make money?

A If I had been given such information I
doubt it anyhow. I don't think anybody can predict
that.
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from scratcn.

CROSS EXAMINATION

. IYes.A

Is that something that you composed

A The expectation that some amount of

ment of this branch and your concluding that it might

Q Mr. Dembitz, what is the basis for

Q And it is simply the fact that there

A No, sir. I dictated it completely

Q I have some questions about the

interfer with Services National's opportunity to

BY MR. SCHUTT:

develop sufficient earnings?

deposits that would otherwise have gone to The

perspective deposits, would be drawn away to the

proposed new competitor.

Services National Bank, either existing deposits or

your saying that harm will result from the establish-

Y9urself, or did you derive that from somewhere?
.;",

you submitted this morning.

definition of "jeopardizing financial soundness" that

is an addition of a.competitor without anything more?
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Is that not more extreme?

bf "financial soundness" that coincides with that?

be reduced below their current level.

A (Witpess did not answer)

148

Yes, I understand that. You have

I see. Are you aware of any

Dembitz - Cross

Q

Q

Q What about damages so severe that

morning" Services National was overcapi talized at the

Do you really think that is the

A. Yes, that is more extreme.

Q If, as Mr. Groom has testified this

A No, sir. 11m not aware, but I do

would cause insolvency of the existing institution?

ness" applicable .to the case at hand.

At the other extreme, I can imagine its being asserted

that in some cases there would be no reievant damage

think -- may I add that I do think that this is a

fair and appropriate definition of ftfinancial sound-

third paragraphs. And you say in the third paragraph:

regulatory agency that you believe has a definition

unless the earnings of existing institutions would

extreme, the opposite extreme?

sort of created a spectrum there in your second and
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in.

in financial institutions?

But at least that the bank should be

'stage of the bank?

149

IIf I did not state it clearly, I

It certainly is not the function of

Dembitz - Cross

meant to say no.

opposite of that.

A I think in fairness to the subscribers

a regulatory agency to do that.

proposed here; does it not seem to be that way to you?

A ,Excuse me. I meant to say no, the

Q That seems to me to be what is being

Q Do you take it that is the function of

a regulatory agency, to insure investors, investments

able to maintain the amount of capital originally paid

to guarantee the ability of a bank to earn a profit.

should have known, that no regulatory authority is going

capital and as to the question of earning a fair return

on that amount of capital, the stockholders knew, or

the right to expect that a -- that the proposed ba~~

would be able to operate with the intended amount Of

restore the capital that they had at the organization

who committed their capital to the bank and who had

outset, why is it so urgent that they be able to
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A No, sir. As I saw this, it's a --

the regulatory agency merely being asked to give the

'financial institution an opportunity to produce enough

earnings to restore its original capital. The regulatory

agency certainly would not in any way be guaranteeing

or assuring any level of earnings, or any earnings at

all, but the regulatory authority would still have the

function of assuring the institution an opportunity to

try to earn -- to try to earn enough to restore its

capital position, that is to bring its cumulative net

earnings up to zero.

Q How long does this last? Just until

they have accumulated net earnings that are positive,

or should this continue throughout the life of a

financial institution?

A No, certainly not.throughout the life

of an institution. In general, until they have earnings

that are positive unless there were Some -- unless

there were some overwhelming consideration of the public

interest tnat called for overruling such a position,

that is to say that the institution should be protected

in its ability to try to earn a profit, until either it

nas a net profit or until there is some overwhelming
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sir?

Q And you think tte effect of a branch

,position.

151Dernbitz - Cross

A eIn this respect,. yes.

consideration of public interest which demands that

the regulatory authority terminate this sort of

institutions should be protected until they have

A Yes. I do think so. And part of my --

cumulative earnings that exceed zero; is that right,

Q You just think that different bankinq'

part of my view that this is an appropriate position --

authority arises from several applicants for new bank

excuse me, I don't mean to say that -- part of my view

area which, in the opinion of the regulatory authority,

charters where I was involved and where the ap'plication

is that this is a normal position for a regulatory

was a relatively new institution in the proposed service

was rejected on no ground except the fact that ,there

needed to be given a further opportunity to consolidate

application, then, in the circumstances you just describe

its position.

is equivalent to the application for a new institution?
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* *.* * * * * * * * *
WITNESS STOOD ASIDE

COMMISSIONER BRADSHAW: Any

MR. SCHUTT: I think that's

'all the questions I have from Mr.

Dembitz.

152Dembitz - Cross

redirect?

MR. BROWN: I have nothing further.

COMMISSIONER BRADSHAW: Thank you,

sir. You may stand down.

1

2

3

4

5

6

7

8

9

10

11

12
.~ 13

14

15

16

17

18

19

2Q

21

22

23

24
~ -,--_1 0:1



1

2

3

4

5

6

7

8

9

10

11

12

"- 13

14

15

16

17

18

19

20

21

22

23

24

153

MR. BROWN: That concludes

The Services National Bank's testimony.

COMMISSIONER BRADSHAW: Any

closing statement, Mr. Thomson?

MR. THOMSON: Yes,.sir.

MR. SCHUTT: Could I ask Mr. Burk,e

to come back to the stand for just one

question?

COMMISSIONER BRADSHAW: Yes.
i

)
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and

This was

any branches.

company. a state-

behind us. We do

ifeet. i
I
I

branch

- All we are saying, as Mr. Thomson

We cannot justify additional ex-

We just want to be on a sound, equal foot-

We are ready, willing-and able to compete.

ing on your own two feet.

little time to restore the capital account.

has correctly stated, is to give us a

ing so that we can go out, for example, and

branches, or at least have the opportunity

restored. There has been, in my opinion,

that will be offered by Burke and Herbert

to do that.

that is not'offer~O~ the area.

penditures of capital for a new branch

solicit a gr~ater customer base with new

when the original capital has not yet been

no evidence of any new or different service
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COMMONWEALiH OF VIRGtNl1\,

('ATE CORPORATION COMMISS~Ol')

AT RICHMOND, JUNE 13,1978 I
"

APPLIqAT,ION OF
BURKE & HERBERT BANK & TRUST
COMPANY', CASENO.l9967

For authority to establish a .
branch at 2300 South Eads Street,
Arlington County, Virginia

" ,
, ..

/The application herein was heard on May 17, 1978. The
applicant was represented by James M.Thomson,its counsel.

." ". ""'.

FrankE., Brown, :Jr~ appeared as counsel for the protestant,
The Services National'Bank. Counsel to'the Conunission,.
William F. Schutt, was present.

Having'considered the application herein, the report of
inves.tigation submitted by the Bureau of Banking, and all'
the evidence and exhibits introduced at the hearing, the
CoItuni.ssionisofthe opinion and finds:

(1) Thatthe'app1icant has paid...;inand unimpaired
capital ands'urplu~of more than $50,000;

(2) That the proposed branch office willbeloc:atednot
more than five miles' outside the city limits of Alexa ndr:ia,
where the applicant has its main office; and

(3) That the public convenience and necessitywii1be
served bypermitting't:l}e applicant to est.ablish.a branch at
the location for which it has applied.

THEREF6RE,IT IS ORDEREp that Eurke & Herbert Bank &
Trust Company be authorized to establish a branch bank at
2300 South Eads Street, Arlington County, Virginia, upon

. ,



.~.

condition that:the applicant establish said branqhoffice
and open it for business within one year from this date.
The applicant shall notify the Commissioner of Banking of
the date said branch office opens for business~

ATTESTED COPIE$hereof shall be sent to C.S. Taylor
Burke:,.!?o. S~th.Fairfax Street,~lexandria, Virginia 22314;

. -.--.---...- ......•..... ~. ~~ -~---
Marshall .H. Groom, President, The se~ices National ~~~-,..

--.....

P.OQ Box 2567, 1}.r~i~9ton,.Virginia 22202; Steve A •.Hawkins,
President, AuroDa Highland civic Association, 810'South 22nd
Street, Arlington, Virginia 22202; James M'.Thomson, Esquire,
Thomson & Pikrallidas, 201 N. Washington Street, P.O. Box 1138,
Alexandria 22313; Frank ~. Brown, Jr., Barham, Radigan,
Suiters & Brown, P.C., 2009 North 14th Street, Suite 410,

. .'-.',

Arlington, Virginia 22216; Federal. Deposit Insurance CO:i:porati~~,:..
Suite 435, United. Virginia Bank Building, Richmond,.Virginici,..::,:~:;-.~':';":"

. •. . . - -,i.. '.' ."a. '.

23219;'Virginia'Bankers Association, 700 East'Main St~eet, . . ,"... : :.:. •.
";'" .'. ' .. :,"'

' ..,'

'.

. ,

Richmond, 'Virginia 23203; and, to th~ 'Commissioner of ~a'~i.n9~' . " ," ".
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STATE ,CORPORATION COMMISSION

AT RICHMOND, OCTOBER 13, 1978

APPLICATION OF
BURKE & HERBERT BANK AND

TRUST COMPANY ,

For authority to establish a
branch at 2300 South Eads Street,
ArJ.ington County, Virginia

CASE NO. 19967

Burke & Herbert Bank and Trust Company of Alexandria
filed its application for a branch at 2300 South Eads Street,
Arlington County" Virginia on January 9, 1978. After, the
Bureau of Banking1 submitted its investigation report on
March 7, 1978, a hearing was set by order dated March 21"
1978, which incorporated the Bureau's report into the record.

At the May 17, 1978 hearing on the application, the
'applicant was represented by Mr. James M. Thomson. Services
National Bank, protestant'herein, was represented by Mr.
Frank E. Brown, Jr. At the conclusion of the hearing, the
matter was taken under advisement. On June 13,1978, an
order granting the application was entered. An appeal was
noted by Services National on July 7, 1978 •

.As required by 512.1-39 of the Code of Virginia, the
Commission makes the following statement of its,reasons for
granting the application:

1 Since' July 1, 1978 re-designated the Bureau of Financial
Institutions.
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At all times relevant to the application herein,2 S6.l-
39(c) provided (in 'pertinent part):

Notwithstanding the limitations of
the foregoing paragraphs, the state
,Corporation Commission may, when sat-
isfied that public convenience and
necessity will thereby be served,
authorize the establishment of branch
banks • ,,'.in counties contiguous to "~
the city in which the parent bank is
located .,. ,.but if tpe parent bank is
locat.ed in a city such branches in,the
contiquouscounty may not be establishedmore than five miles outside the city
limits.

Arlington County is contiguous to Alexandria, 'where
Burke & Herbert has its main office. The location applied
for is less than five miles beyond the city limits of '
Alexandria. Burke & Herbert is a sound institution, .',capable
of sustaining an,additional branch. The sole issue remaining,
then, is whether the evidence satisfies the Commission that
the public convenience and necessity will be served by

,
establishment of the proposed branch.

Burke & Herbert is an independent bank which has been
in business, for more than 125 years. On December 31, 1977
it had deposits of approximately $52 million. TQ date
Burke & Herbert has opened five branch offices in Alexandria.
The fir.stwas established in 1954; three more followed in

2 An amendment, effective July l, 1978, to S6.1-39
,substituted "public interest" for "public convenience and
necessity" • .
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the 1960's. Burke & Herbert's latest branch was established
in Februa~J of 1976. It sought by this application to
establish Q free-~tanding branch bfficewith drive-in facility
on the southwest corner of 23rd and Eads Streets, one block
west of Jefferson Davis Highway.

East of Jefferson Davis Hiqhway at 23rd Street is the
National Center - Crystal City complex of apartment and
office buildingS':,where sonie 20,000 people work and 5,000 or
6,000 live. There Services National has its only banking
office, slightly below ground level in leased business
premises which area part of a high-rise building. This
location is some 500 feet from Burke & Herbert's proposed
site.

Services. National Bank opened in February, 1974, with
initial capital of $2.5 million. Although the Comptroller
of the Currency allowed it to open for business only after
its organizers showed it could succeed on the basis of local

. .business, Services National was conceived to offer special
service to Armed Forces and Department'of Defense personnel,
who are often based in the Washington, D.C. area, but scattered
world-wide. Protestant's' testimony indicated .that.it does
not give preferential treatment to such service personnel,
but conceded that its special orientation does provide it
with introductions to prospective customers. Its president,

- 3 -
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Marshall H. Groom, was unable to say just how much of its
business could be attributed to its service-related ten-
dencies, hut he did testify that presently "oV'er50 percent
of all:banking business" came'froin the local community. 3

Services National has some 3,500 checking accounts, and
approximately 1,500 savings accounts.

The primary service area delineated by the applicant is
bounded on the north by 15th Street, ,on the east by the
R,F&P Railroad right-of-way beyond Ball Street, on the south
by Fort Scott Drive, and on the west by Arlington Ridge
Road. This area i.spresently served by six bank offices and
three offices of savings and loan associations.'

North of the primary service area is the vicinity,
presently served by three banking offices, where a proposed'
development, Pentagon City, will be. Also projected for
this area are.220 low-rise apartments, 300 units of housing
for the elderly, and 300 units where nursing care will be
provided. These latter developments are ..an estimated. two
years away, Pentagon City some four years hence.

Beyond this area, to the North, lies the Pentagon
itself, where approximately 30,000 people are employed.
Another development - also four years away - is' projected

'"3 From this statement we infer that.nearlyhalf Services
National's business. does not come from the local community.
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east of the primary service area, where Airport City is
proposed to be built. Although several plans for improving
Jefferson Davis Highway into ,a route designated 1-595 are
being reviewed, that change is perhaps five years away.

Applicant and protestant accept, generally, the economic
data.as it was reported in the investigation report prepared
by the Bureau's economist. They disagree sharply, however,
on the conclusions that should be drawn from that information.

It is true that Arlington County's population declined
substantially from 1970 to 1976 as people moved to more
suburban areas. It is also true that in comparison to
Fairfax County (which, incidentally, has many times the area
of Arlington County) and surrounding "second-tier" counties,
the rates of growth in several Arlington County economic

.
indicators has been slow.

However, Arlington County remains the second most
populous (after Fairfax) jurisdiction in the Virginia portion
of the Washington, D.C. SMSA (Standard Metropolitan Statistical
Area). Also, it,is second only to Fairfax in total annual
income ($1556.5 million) ,4.retail sales ($651 million), bank
deposits ($776 million), and savings and loan deposits ($4l8
million). In per capita income ($10,238) and per capita
savings and loan deposits ($2,749), Arlington County is

4 All figures are for 1976, except those for income and
income per capital, which are 1975 statistics. Reference is
to the Bureau's economist's report, Tables I-VII.

:110
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second only to Falls 'Church city among SMSA jurisdictions;
it surpasse~ Fairfax CO~"1.tyin'both these categories. In
deposits peL" capita Arlington County exceeds Fairfax County
by a wide margin: $.5,053 to $1,561 for bank deposits, and
$2,749 .io::o $987 for savings and.loan deposits.

Although it is fourth among nine Virginia jurisdictions
in the SMSA with respect to bank deposits per capita, and
fifth in I:eta,il sales p,ercapita ($4,242), Arlington County
is well abo,\re S!1SA ($3,47l) and Virginia ($2.,890)average
figures in both these departments.

Arlington County' slocation in .the.heart of afl.ourishing
metropolitan area gives assurance of its continued develop-

I
mente Indeed, while applicant's testimony regarding the
Pentagon City, Airport City, 1-595, and other developments

,
may :place these projec~s some years in the future, its
point, i.e., that Arlington County's growth.is not at a
standstill, is well taken.

Despite our having considered the contrary views
pre$ented by witnesses for'the protestant, we find that the
economic and banking viability of the trade area is good;
the prospect of future growth in the area lends support to
the proposed branch's feasibility, to the need of the public
for an additional banking facility, and to the conclusion
that there will be enough business to support comfortably
all bank offices in the area.

til.
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While the prop0sed branch apparently will not serve
many existing customers of Burke & Herbert more conveniently,

, ,

the move does represent a logical expansion of its ,system of
branches into a viable area of a next-door jurisdiction.
Applicant cited its drive-in facility and its orientation
toward personal service as making it particularly qualified
to serve 'theneeds of neighborin~ Aurora Heights, a middle-
class residential subdivision comprising some 1,000 homes.5
We find that more than "mere convenience" will be'provided
by the entry of Burke & Herbert's branch office.

Services National, in its Protest, sought denial of
Burke & Herbert's application on the ground that entry of
the branch would jeopardize protestant's financial soundness.
At the hearing, it conten.ded that it should be protected
from additional competition "for awhile longer", until Mr.
Groom could replace purchased deposits with ordinary deposits,
and unti,l the bank' s capital could be restored, through
accumulated earnings, to its initial level. In support of
protestant's position its expert witness, Mr. Lewis N.
Den-.bitz,argued generally, from a theoretical standpoint,
that regulatory authorities should protect fledging banks
until they have an opportunity to restore initial capital
losses.

, r(~;
~.,-----------

5 Should I-595 later impede east-west traffic on 23rd
Street, the proposed branch will be one of very few area
bank offices convenient to southbound traffic on tpe highway,
as well as to people in the area west of the highway. '

J1Z
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We agree, generally, that caution should be exercised
in permitting additional competition in markets where new
institut:ion.~are trying to become established. However, the
duration of protection, and.the risks against which regulators
shou'ldappropriately protect new banks are matters in which
we must exercise judgment.

Services National has been in business more than four
years •. In terms of time, and in terms of deposit volume, it
some time ago passed the point where new banks usua~ly
produce profits~ In fact, Protestant made a profit in 1976,
and would have done so in 1977 - except for the extraordinary

" ,", '.'

prov.ision for loan losses management chose to make that
year. We believe, and so find, that Services National has
had a reasonable opportunity to recover its initial losses.

We also find that there is no allegation - and no
evidence tending to show - that Services National's failure
to generate positive cumulative earnings has resulted from
its inability to get deposits, or from excessive competition
for deposits.

On the contrary, Services National has enjoyed healthy,
if not spectacular, deposit growth: it had $5.2 million in
deposits by the end of 1975, $7.3 million 'by 1976, and $9.4
million by 1977 (though a portion of this latest figure was
in the form of large certificates of deposit purchased to

- 8 -
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assure liquidity) •. The bank's operating earnings have
likewise shown steady improvement over the years.

It appears from the evidence that 'Services National's
difficulties to date stem from internal causes, and that its
capital deficit results from management policies and decisions,
rather than from market forces.

The fact that new president Groom ordered a drastic
accounting "\\"ri te-off'u of loan losses and took firm steps t9
guarantee the bank's liquidity and improve its lending
policies leads us to believe that Services National's
recovery is well under way. If its.capital accounts are not
fully restored by May,1979, when (we are assured by counsel)
Burke & Herbert's branch will open, the new office will
d.elay full recovery only slightly - if at all.

The protestant was not able to show the degree to which
it depended upon the market area'west of Jefferson Davis
Highway for deposits, nor that the proposed branqh would
result in undue competition. We think Burke & Herbert's
impact on Services National's deposit growth will not be
substantial for several reasons.

First, Services National has demonstrated an ability to
achieve solid deposit growth in a market serVed by several
branch banks (six) and three branches of savings and loan
associations. Its gro\vth has taken place with branches of

- 9 -
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First Virginia Bank and Washington-Lee Savings and Loan
Association located on the same block. Next, while the
parties' t:t7adeareas do overlap, Services National has a
source of accounts (i.e., military and Depart~ent of Defense
related people) which will not be appreciably affected by
Burke & Herbert's branch. Finally, Services National will
retain t.he advan-t:.ageof greater convenience for residents
and workers in the National Center - Crys~al City complex.

Burk~ & Herbert's application projected that the
proposed branch would lose money.during its first three
years of operation. In analyzing those project~6ns, the
Bureau's economist found. them to be conservative, because
Burke & Herbert had used a very short depreciation period,
and because it had projected branch earnings using a rate of
return on average deposits below that normally earned by the
bank. The testimony of C. S. Taylor Burke, Jr. confirmed
that the projections were conservative, and stated that the
branch would be profitable not later than its fourth year~

Witness Dembitz re-analyzed the applicant's projections,
concluded that they were not conservative, and then argued'
that Burke & Herbert ought not to be allowed to "subsidize"
a money-losing branch for more than three years.

We believe that the analysis of the Bureau's economist
is essentially correct, and that Burke & Herbert can be

- 10
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expected to begin generating profits from this branch about
the end of the third year or near the beginning of the
fourth. This finding comports with our view of the strength
of the economy in the primary service area, and the prospects
for growth and development there.

Though we agree generally .that a bank should not be
allowed to subsidize a losing branch too long where the
effect of that practice will be to injure competing banks,
we do not find in the evidence a basis for concludlng that
such a situation exists in the present case.

The Protest fi'ledby counsel for Services National
relied on certain cases decided by the.Virginia Supreme
Court, and Mr. Dembitz 'testimony was presented to ..show
that..;.in thelaIiguageof the case law - the additional
banking facility would "jeopardize the financial soundness,,6
of Services National. We do not consider that Mr. Dembitz'
attempt to describe the amount of harm contemplated by the
Court's phrase was successful, and we certainly are not
bound by his notion of what. detrimental. effect'.may not be
permitted. We think his conclusions are not well supported

,'A~"
by facts. Noting Services National's relatively high capital-
to-asset ratio, we judge the danger of its becoming insolvent
.is slight. In short, we are,not persuaded that establishment

6 Reference is to'language in Farmers and Merchants v.
Commonwealth, 213 Va. 401 (1972) and Security Bank v. School-
field Bank, 208 Va. 458 (1968).

- 11 -
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of the proposed branch threatens the financial soundness of
Services Nation~l~ we think Protestant is asking us for
longer and greater p~otection than it reasonably needs. We
are unwilling to deny on the basis of this protestant's case
an appl,icat:ionwhich, we believe, will substantially benefit
the public.

Since we find from the evidence that the public need
and convenience will be promoted by the additiona1 ..banking
facility sought, and that the financial soundriessof existing'
institutions will not be jeopardized by it, we grant the
application herein.

ATTESTED COPIES hereof shall be sent to James M.
Thomson, Esquire, Thomson & Pikrallidas,201 N. Wasl'lingt<:>n
Street, P.O. Box 1138, Alexandria, Virginia 22313; FraIikE.
Brown, Jr., Esquire, Barham, Radigan, Suiters& Brown,P.C.,
2009 North 14th Street, S.uite 410 ,Arlington, Virginia
22216; Federal Deposit Insurance Corporation, Suite 435,
United Virginia Bank Building, Richmond, Virginia 23219;
Virginia Bankers Association, 700 East Main Street, Richmond,
Virginia 23203; and, to the Commissioner of Financial
Institutions.

A True Copy .' ./:?~
U ~" . ''f/~p'' .~

Jeste: :h~. r
Clp.rk of State Cr.roorati.on commission:

- 12 -
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IN TIIE SUPREME COURT OF VillGINIA

THE SERVICES NATIONAL BANK Appellant,

against _. Record No. 781457
S.C.C. Case No. 19967

Bl.JRKE & HERBERT BANK
& TRUSTmtPANY, et al. Appellees.

ASSIGNMENTS OF ERROR

THESERVICESNATIOi.'fALBANK,by counsel, files ~erewith its Assi~~
. .' . . ~

of Error in the captioned case pursuant to Rule 5:18(i) of the Rules of this

Court:

1. The State Corporaton Coomissionerred in issuing its Order of

June 13, 1978, -granting the Application of Burke& Herbert Bank& Trust Company

for Authority to Establish a.Branch at 2300 South Eads Street, Arlington,

Virginia, in that the Order, from which this appeal is taken,' COntainsno

findi?g .that the fi.narlcial sOlIDde:ssof The Services National Bank,.Jill not be

jeopardized, Cl?d the Opinion of the Commission,issued October 13, 1978, cannot

be issued to supplement the Order in this regard.

2. Even if the Opinion of the Stat~ Corpora,tion Conndssion can be

used to supplement its Order of June 13. 1978, the Conmission erred in finding

.that the fi.nBncial soundness of The Services National Bankwould not be jeopar-

dized by the establishment of .the requested branch.

'mE SERVICES NATIONAL BANK.'
By Counsel

BlffiPAM, RADIGAN; SUITERS& 'BRQliIN. P .C.
2009 North 14th Street
Arlington, VA 22216
(703) 841~0011

BY"~ZA~)~
FraIikE:Biown,Jr., Esquire"
Counsel for Appellant



PRE-FILED TESTIMONY OF
C. S. TAYLOR BURJm

IN SUPPORT OF A BRANCH BANK OF
BURKE & HERBERT BANK & TRUST COMPANY

BEFORE THE
STATE CORPORATION COMMISSION
COMMONWEALTH OF VIRGINIA

CASE NUMBER 19967

A. BACKGROUND ON THE BANK AND ITS PROPOSED BRANCH:
Q-l. State your name and the address of your residence?
A. C. S. Taylor Burke. I reside at 704 Junior Street,

Alexandria, Virginia.

Q-2. What is your occupation or profession?
A. I am President of Burke & Herbert Bank & Trust Company.

Q-3. How long have you been so employed?
A. I have been working with the bank since 1946.

I have been the bank's chief executive officer for 15 years.

Q-4. Your bank presently has its main office in Old Towne,
Alexandria and five branches in Alexandria and nearby
Fairfax County?

A. That is correct. Our bank opened for business in 1852
and we did not open our first branch until 1954.iwe
opened three branches in the 1960's and we have opened
one branch in 1976.
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Q-5. What level of deposits have you gained at the main office

and each of your branches?
A. As of September 30, 1977 we had $29.1 million at the main

office; $7.6 at the Monroe Avenue Branch; $4 million at the
Duke Street Branch; $2.6 million at the King and Washlngton
Streets Branch; $4.2 million at the Telegraph Road Branch;
and $1.3 million at the Landmark Branch.

Q-6. Can you give us your total assets, total deposits and net
income for the years 1974 through 1977?

A. Our total assets have gone from $35.2 million in 1974 to
$57.1 million in 1977. Total deposits have risen from $31.1
million in 1974 to.$51.9 million in 1977. Net income has
risen from $472,999 to $721,000 in the same period.

Q-7. Where do you propose to locate the branch which is the subject
of this application?

A. At 2300 South Eads Street, in Arlington County. South Eads
Street is one block west of Jefferson Davis Highway, just
south of the Pentagon and the proposed development of Pentagon
City. EadsStreet parallels Jefferson Davis Highway, which
is also known as Route #1. The development known as Crystal
City is on the east side of Jefferson Davis Highway. We
would be one'block 'away from this main thoroughfare. We
propose to lease .a1400 square foot brick building which was
formerly the location of an Arlington County public library.
We propose to remodel this site at a cost of $85,000 and
furniture, fixtures and equipment will cost another $55,000

~~Q
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to $65,000.

0-8. What are your estimated pre-opening expenses?
,:,-' ....

A. Just under $20,000. . ",-" "r

0-9. What deposits have you projected for the new branch~br its

first three years of operation?

A. We believe we have made conservative estimates of gtp~th at

the proposed branch. We feel we will have $500,-OOQ.:"'intotal

deposits the first year; $1.5 million the second :yea.r;and
;:. ;:~

$2.5 million at the end of the third year. \ve h~ve:given

the breakdown in o'Jr application between demand ~pd'savings

and time deposits.
:~,

0-10. What do you believe will be the income and expen~es ~fthis

new branch during the first three years?

A. We are prepared to sustain a loss of $87,600 the first year;

$44,700 the second; and $14,500 the third year. As I said,

these are very conservative figures and at the latest we will

be in the black in the fourth year. As indicated in the

Bureau's report, we depreciated our furniture, fixtures and equip-

ment over a seven-year period; this, of course, pushed our net

occupancy expenses. over $50,000. We also used a gross income

based on 7.2% of average deposits, although we currently earn

above 8%. We agree with the report of the Bureau that we

have understated "the earnings potential of the proposed branch."

(Report, Bureau of Bahking, page 3).

201.
i..t'
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Q-l1. Is your b~nk able to sustain the projected expenses of opening
the new branch and the anticipated losses in its first three
years of operation?

A. Her~ again we agree with the Bureau of Banking's report that
"the applicant appears to be in a position to absorb the
losses predicted for the proposed branch'without difficulty".
(Report, Bureau of Banking, page 4).

B. DEMOGRAPHIC INFORMATION CONCERNING ARLINGTON COUNTY
Q-12. Can you review for us the population situation in Northern

Virginia?

A. The older communities of Alexandria, Falls Church, Fairfax
City and Arlington County have actually lost population, while

-Fairfax and the second tier counties of Loudoun and Prince
William are gaining in population. Between 1970 and 1~76 the

I

population of the Virginia part of the Washington SMSA has
grown 10.5% (from 921,237 to 1,017,700).
an ~.2% growth rate for the State.

This compares with

Arlington County has actually experienced a decline in
population from 174.284 to 153,500 (-11.9%). The important
point to note, however, is that the growth in Arlington has
been in the area where we propose to locate. It is estimated

1

that Crystal City is1he work place for 20,000 people and the
home for 5,000 to.6"i 0'00residents.~...,.;------ In addition, the proposed
Pentagon City development will add an estimated additional
7000 apartments to this area.

.-~. e~~-~~ __ ~_. . .__ .••_~_., __ .

Arlington County still has

1.21
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the highest density of population of any jurisdiction in the
State.

,Q-13. What do the most recent figures show concerning personal

income for Northern Virginia and Arlington?

.A. The Virginia part of the Washington SMSA has grown in personal

income from $4.6 billion to $8.1 billion between 1970 and

1975; this is a 74.1% increase. Here again. the greater growth

has been in Fairfax County and the second tier counties of

Loudoun and Prince William. This compares with a 66.1%

increase for the State. Nontheless, Arlington County's

personal income has risen from $1.1 billion to $1.5 billion

for a 39.9% increase. This income is highlighted by the fact

that Arlington, like Alexandria, is a small community of

some 20 square miles as compared to Fairfax, which has 400
square miles.

Q-14. What can you tell us of the per capita income of Northern

Virginia and Arlington County?

A. Per capita income has risen from $5,044 in 1970 to $8,119

in 1975 for the Virginia part of the Washihgton SMSAi it is

a 61.7% increase. This compares with a 55.9% increase for the

State (from $3,712 to $5,786). Arlington County's figures

have risen from $6,370 to $10,238 for a 60.7% increase.

Q-15. What do the retail sales figures for the Northern Virginia

and Arlington areas indicate?
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A. Betail sales have gone up from $1.6 billion to $3.5 billion

in the Virginia part of the Washington SMSA; it is an increase

of 108%. This compares with a 99% increase for the State.

Arlington County's figures show an increase from $386 million

to $651 million, or a 68.3% increase. It should be pointed

out that while the increase in retail sales has not been as

great in Arlington as in the balance of the SMSA, it is a very

healthy increase. It would also reflect a shifting of retail

Q-'16.

sales from older Arlington County shopping areas to the newer

ones in Fairfax County at Tysons Corner and Springfield. Of

particular import is the fact that the newer shopping areas

in the underground at Crystal City have been well received and

will provide a basis for increased sales.

What do the savings and loan deposits reflect for Northern

Virginia and Arlington County?

A. Savings and loan deposits in the Virginia part of the

Washington SMSA went from $353 million on May 31, 1970 to

$1 billion on September 30, 1975, for an increase of 283.5%.

As of September 30, 1976 the figure was $1.3 billion for a

25.6% change in that last year. The comparable state per-

centages were 213.5% and 21.5%. The figures for Arlington

County were even better. Such deposits rose from $129 million

~o $326 million and finally to $417 million. This gave

comparable percentages of 222.7% and 28.1% for the same periods.

t23
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Q-17.What do the figures on total bank deposits reveal for the

Northern Virginia area and Arlington County?
A~ Deposits in banks rose from $1.2 billion in 1970 to $2.4

billion in 1975 and to $2.5 billion in 1976 for the Washington
SMSA. The comparable percentages for the State are 92.2% and
6%. The figures for Arlington County are $465 million in 1970
and $764 million in 1975 and $775 million in 1976; the
percentages are 66.5% and 1.5%. Here again while the County
figures are below those of the State and Northern Virginia,
the growth is very substantial.

Q-18. Can you ~elate for us the financial activity of Northern,
Virginia and Arlington County in regard to bank deposits per
capita, savings and loan deposits per capita, and retail sales
per capita?

A.The Northern Virginia figures for the Washington SMSA reveal
that per capita bank deposits Were $2496 in 1976; savings and
loan per capita deposits were $1386 in 1976; and per capita

,,retail sales were $3,471. The comparable figures for Virginia'
are $2780, $946 and $2890. The figures for Arlington County
are very outstanding for 1976. The per capita bank deposits
are $5053, which is double that of the SMSA and the State
average. In per capita savings and loan deposits the County
figure of $2749 is double that of the SMSA and almost three
times that of the State. The retail sales figure per capita
for Arlington County is $4242; this far exceeds the figure for
the SMSA or the State.



'. >~~.:' '.

-8-

In genera], it can be said that only the smaller
communities of Fairfax City, Falls Church, or Manassas City
have figures which exceed those of Arlington in these three
areas.

Q-19. What do the demographic indicators we have just discussed
indicate to you about the outlook for an additional bank branch
in Arlington County?

A_ The outlook for an additional branch, especially if run in
accordance with sound banking principles as followed by Burke &
Herbert since 1852, is quite favorable. The figures indicate
a healthy growth in banking in Arlington County, with bank
dep6sits per capita and savings and loan deposits per capita
double that of the SMSA.

C. THE PRIMARY TRADE AREA:
Q-20. Have you reviewed the list of banks and,savings and loan

institutions in the Virginia part of the Washigton SMSA?
A. Yes, I have, and I concur in the conclusions drawn by the Bureau

of Banking's report on page 6 and in Tables VII and IX on
pages 13 and 14.

Q-21. What is your proposed trade area?
A. The boundaries are generally Arlington Ridge Road on the

west; Fort Scott Drive on the south; the RF&p Railroad right-of--
way on the east; and 15th Street South on the north.

125
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Q-22. Could you describe the general area for us?

A. The majority of t~is area from Eads Street to the west is com-

prised of mature single family residential homes, with housing

values averaging $70,000 per dwelling. There are approximately
1000 such units. In addition, there is' under construction

220 low rise apartment units, 300 units for the elderly and

300 units for nursing care in this area.

To the east of the proposed site and on the opposite

side of Route #1 is the Crystal City" Development with high

density business and residential uses. There are still un-

developed areas around 15th Street South and between South

Ball Street and the RF&P Railroad right-of-way. Plan~ have

been made, however, for the constru'ction of 1200 hotel units,

1.5 million square feet of office space, and 500,000 square

feet of commercial space in this area; this development to be
known as "Airport City".

Just north of the primary trade area is the site of the

Pentagon City development which includes all types of commercial

uses as well as rental and condominium residential units.

Present projections indicat~ that Pentagon City will contain

1.25 million square feet of office space, 800,000 square feet

of retail-commercial space, 2000 hotel rooms, 5900 apartment

dwellings and other facilities. Pentagon City is also the

site of a major metro station, as is Crystal City.

1.26
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The Pentagon, just to the north of the proposed trad~carea,

has 30,000 workers who travel to and from that employment center

daily. National Airport and downtown Washington, D. C. are close

by. The potential of the area is best evidenced by Crystal

City, where the 22nd high rise building is under construction.

Crystal City contains three million square feet of office

space; 2650 rental aprtmentsi and 250,000 square feet of

shopping area. We estimate that Crystal City is the place

of employment for 20,000 and the home for 5,000 to 6,000

people.

What is the traffic situation in the general area and on Eads

Street, the site of your proposed location, in particular?

~. At the present time the Jefferson Davis Highway (Route #1) is

the major throughfare in the PSA, although traffic on Eads

Street, which is one block we'st of Route #1, is heavy. There are

currently many proposals being considered by Arlington County

• which will make Route #1 into a six-lane divided, limited access

route at least from Shirley Highway on the North to Washington

National Airport on the south. Although, because the proposal

is currently subject to litigation, I cannot say when construc-

tion of this six-lane highway (proposed Interstate 595) will

commence, its effect on traffic patterns can be predicted.

It will increase Eads Street's use as the main route west of

Interstate 595 and limit access from Crystal City to Eads Street.
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D. COMPETITION w"TTHCYI'HERFINANCIAL INSTITUrIONS IN PRIMARY SERVICE ARF.J\

Q-24. How many savings and loan and banking offices are located in
the primary service area?

A. There are three savings and loan offices:
(1) First Federal Savings and Loan of Alexandria,

2055 Crystal Plaza;
(2) Washington-Lee Savings and Loan,

2301 South Jefferson Davis Highway;
(3) First Federal Savings and Loan of Arlington,

1755 South Jefferson Davis Highway.
Not one of these savings and loan institutions has opposed
this application.

There are six banking offices ln the primary trade area.
They are:

.Opened
(1) First Virginia Bank (branch) 1-1954

419 23rd Street, South
(2) First American Bank (formly

Clarendon Bank & Trust (branch) 2-1965
1930 Jefferson Davis Highway

(3) First ffinericanBank (formerlv
Arlington Trust Company, Inc. (branch) 7-1965
2001 Jefferson Davis Highway

(4) Bank of Virginia - Potomac (branch) 8-1967
1755 Jefferson Davis Highway

(5) The Services Na'tional Bank (main) 2-1974
2301 Jefferson Davis Highway

(6) First Virginia Bank (branch) 1-1975
23rd & Clark Streets

.
128
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It should be noted that all of the above offices ,are

members of Statewide holding companies, with the exception

of Services National Bank. It is also a fact that none of

the above banks has opposed this application with the exception

of Services National Bank. For your reference, I have indicated

on a map of this area the location of these institutions
(Exhibit 1).

Q-25. What statistical information do you have on Services

National Bank?

A. Table VII of the Bureau of Banking's report lists .this bank

with deposits of $7.2 million on June 30~ 1976. It has

figured that Services National's one office has .3% of the

total deposits of the Virginia part of the Washington, D. C.

SMSA. By comparison, we have six offices, all too remote

to be considered competition to Services National Bank. We

had deposits of $41.2 ~illion on June 30, 1976, or 1.6%

of the above market.

Services National had total deposits at the end of

1975 of $5.2 million; at the end of 1976 of $7.3 million;

and at the en~6~1977 of $9.3 million. This is a growth of

,
'.~

$2 million each year. Total asset~ followed a similar pattern and

went from $7~5 million in 1975 to $9.8 million in 1976, to

'$11.8 million"ln 1977. .While this rate of deposit or asset

gro~th of $170,000 per"month is not spectacular, it is good

solid growth.
.1
"
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From news articles released by Services National, it

appears that it capitalized at $2.5 million upon the sale of
125,000 shares at $20.00 per share. Its capital in 1975 was
$2.299 million and increased to $2,376 in 1976 and was reduced
to $2.354 in 1977 when the bank lost $22,000 as a result of
charging off $170,000 in loans.

Do you have copies of the annual reports of Services National
.Bank for 1977?

A. Yes, and I would like to ask that it be marked as an exhibit
and included in my testimony (Exhibit 2).

Q-27. Would you comment on your observation about this annual report?
A. The report shows th~t the bank's deposits grew 28% or more than

$2 million. The bank had total deposits of $9.4 ~illion. The
bank had a profit of $76,000 in 1976 but showed a loss of
$21,000 in 1977. This loss resulted from charge-offs of loans
by new management which took over in the fourth quarter of 1977.
This happens quite often. When new management takes over, it
charges off artyquestionable item. This has the effect of
putting the blame on the preceding administration. Then if

Ithe charged-off loan is subsequently collected, it goes into
income and makes the new management look good.
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Has Services National sought a particular and an exclusive

market for its stock and its general business?
A. Yes, it has. When 'the bank was being organized the stock was

sold to over 1600 stockholders and the organizing group said
90% of the stock would be reserved for U. S. Navy, Army, Marine,
Air Force and Coast Guard personnel. A recent flyer claims
95% of the 1650 stockholders are DOD (Department of Defense),
Military and Civil Service. This flyer carries the caption
"A Bank Organized by and for the Military" (Exhibit 3). I ask
that a copy of this flyer be marked as an exhibit and included
in my testimony. I also ask that copies of a series of news-
paper articles, which support this position taken by Services
National, be marked as an exhibit and included in my testimony
(Exhibit 4).

Q-29. What significance does this military approach have on competition
with your proposed branch?

A. It should serve to reassure Services National that competition
from us will not adversely effect that bank's business. We
service military and civil service personnel but we do it on
the same basis as we serve all customers. We do not have special
incentives for military and civil service personnel. Our stock
is widely held by persons from all walks of life and our board
is not dominated by military personnel. We do not purport to
service customers in the military servlces that are located
all over the world. Ours is a local independent bank and we
try to serve the general publ~ in the area of our hone office and
our branches.

131
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E. CONVENIENCE AND NECESSITY:
Q-30. Where is Arlington County located ~nd how far is your proposed

branch from the Alexandria City limits?
A. Arlington County is immediately adjacent to the City of

Alexandria, where our main office is located. Our proposed
I

branch is less than five miles f~om the City limits of
Alexandria.

Q-3l. Will the public convenience and necessity be served by
authorizing the establishment of your proposed branch bank?

A. It is my understanding that public convenience and necessity
will be served by increased competition, additional convenience,
or gains in efficiency which outweigh possible adverse effects
on other financial institutions such as diminished or unfair
competition, undue concentration of r~sources, conflicts of
interest or unsafe or unsound practices.

If this be the case, I think ~e need look first to the
opposition we have. Of the nine financial offices, only
one, Services National Bank, is in opposition. ' So I think
it can be fairly said that for eight of these institutions
we can come into the market without adversely affecting them
to any substantial degree. Indeed, the failure to oppose
would indicate a feeling that we can contribute to public
convenience and necessity.

132
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Q-32. What features can you provide on the positive side which

show public convenience and necessity?
A. Burke & Herbert has long been proud of its reputation as a

local bank intimately knowledgeable about local business and
local conditions~ ~s indicated in an article appearing in
The Alexandria Packet, we are seeing in this area a movement
toward merger of financial institutions which is taking control
of banking from local bankers. In this climate Burke & Herbert
is becoming a unique institution. I would like to make this article
part of my testimony and marked as an exhibit (Exhibit 5).

We prepose to offer a full service branch with drive-
up facilitie~ to serve the homeowners who live in the residential
areas primarily to the west of our location, including the
Aurora Highlands Community'. These single family homes have
long had the need to be serviced by a local branch oriented
to their needs. We will provide additional competition in
the area. You have to remember that the five banks with
branches in our trade area have almost 40% of the deposits
in the Northern Virginia area. Services National has only
.3% and we have only 1.6%. Both of us have a long way to go
to catch up.

I do not think, however, that Services National opposes
this application on our ability to serve this area and to bring
with us the positive features of convenience and necessity.
Rather, I believe they oppose because they believe that our
branch will hurt their move to profitability.

133
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While I appreciate the concern of Services N2tional Bank,

there is no evidence that our presence through this branch

will diminish or provide unfair competition. There is certainly

no question of undue concentration of resources. We have found

no evidence to indicate that the location of this branch will

provide any conflicts of interest or promote unsafe or unsound

practices. On the contrary, the conservative figures used by

us show that we plan and program no radical approaches to banking

in this area. Of even greater weight is the fact that we have

conducted our business in this fashion for at least the past

fifty years.

The simple truth is that we will serve the public convenience

and necessity because we have services to offer to the public in

our primary service area. And we will not hurt Services National

for several reasons. The first is that we are geared to serving

the 1000 single family residential units primarily to the west

of us. We also hope to serve customers who use Jefferson Davis

Highway (Route #1). We are, however, one block off of Jefferson

Davis Highway.to the west and this branch will not really corne

into its own until u.s. Interstate #595 is completed. When

Interstate 595 is completed northbound traffic will not be

able to get from the Crystal City side of the road to our

side except at very limited cross-overs. The same is true

for the southbound traffic. Services National will be

secure behind this barrier from the rigors of the full

effect of competition. In addition, the proposed Airport City

development which is planned east of u.s. Route #1 should

increase Services National's base of operation .

.'"'l.1
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I hereby certify that a true copy of this pre-filed

testimony has been mailed, postage prepaid, this 19th day of

.Arpil, 1978, to Marshall H; Groom, President, The Services

National Bank, P.O. Box 2567, Arlington, Virginia 22202.

ames M. Thomson
HOMSON & PIKRALLIDAS

201 North Washington Street
Alexandria, Va. 22313 ..
Counsel for Applicant

135



"

'.'

1977
ANNUAL REPORT

'1l_~
THE ~'l-S-ERVICES /( HAN'"

~~~~

POST OFFICE BOX 2567
230] SOUTH JEFFERSON DAVIS HIGHWA Y

ARLINGTON, VIRGINIA 22202

(703) 979-9300
J



'j

THE SERVICES NATIONAL BANK

Statements of Condition
December 31,1977 and 1976

ASSETS

1977 1976

CASH ANDDUE FROM BANKS $ 1,237,444 $ 6%.569
SECURITIES (Notes 1 and 3):
U.S. Treasury
securities 797,08<.'\ 551.215

Obligations of U.S. Government
agencies 1,200,758 400,320

Federal Reserve Bank stock 63,000 63.000

Total securities 2,050,844 1,014.535

FEDERAL FUNDS SOLD 900,000 500,000

LOANS (Notes 1, 4, 5 and 9):
Consumer loans 2,570,158 2,858.844
Real estate mortgage loans, 2,457,920 1,996,170
Commercial loans, including
dealer .floor plan loans of
$513,754 in 1977 and
$377,276 in 1976 1,579,814 1,559,986

Small Business
Administration loans 805,813 561,338

Participation loans 400.000

Total loans 7,413,705 7,376.338

Less reserve for possible
loan losses (122,000) (80,CiOO)

Net loans 7,291,705 7,296,338

LEASEHOLD IMPROVEMENTS
AND EQUIPMENT, net
(Note 1) 202,116 212.608

OTHER ASSETS 107,553 88.314
$11,799,662 $9,808,364

LIABILITIES AND STOCKHOLDERS' EQUITY

1,500,000
6r1.000
276.003

65,142
7,432,361

2.376,003
$9,808.364

$3,659,245
1,717.502
1,990.472
7,367,219

1,500,000
600,000
254,289

46,228
9,445,373

2,354,289----
$11,799.662

$ 4,445,835
2,469,271
2,.484,039
9,399,145

LIABILITIES:

Deposits-
Demand deposits
Certificates of deposit
Savings deposits

Total deposits

Accrued interest and other
liabilities .

Total liabilities

COMMITMENTS (Note 6)

STOCKHOLDERS' EQUITY:

Common stock, $12 par value,
150,000 shares authorized,
125,000 shares outstanding

Surplus
Undivided profits (Note 8)

Total stockholders'
equity

During the past year, Services National Bank continued a
favorable rate of growth. On December 31,1977 as compared to
the end of 1976, total deposits had increased $2,031,926 or 28
percent.

My letler accompanying the September 30, 1977 Third
Cwaller Statement 01 Condition stated that a stringent review
01 our loan porllolio had begun and would continue into the
Fourth Ouarter. This review revealedJhat a number of our loans
carried as assets were of doubllul value. Those not realistically
collectible were charged-of I and the provision for loan losses
was incre2sed to protect against possible future losses in the
loan portfolio. As a result of these actions, despite our
favorable growth rate, the Bank experienced a loss 01 $21,714
or 17 cents per share lor the full year period.
Over one-half of the loans charged-off in 1977 originated in

our first 1wo years of operation, 1974 and 1975. These loans
would not have been made under our more conservative credit
standards introduced in 1976. Since then we have imposed
even stricter standards for screening loan requests and have
added a system 01 tighter internal controls over the monitoring
01 outstanding loans ..
As indicated in my earlier le1ler, our President, Mr. Chester

W. Groch resigned effective September 30, 1977. The Board
alter thoroughly reviewing several outstanding candidates,
offered the position to Mr. Marshall H. Groom. Mr. Groom
assumed the position of President 'and Chiel Executive Officer
on December 1, 1977 and jOined the Board of Directors at the
December meeting. Mr. Groom's broad background of 20 years
experience in banking in our metropolitan area, cou')led with
his realistic approach to the application of sound principles to
the management of the Bank's aflairs and his dedicat on to his
tasks, auger well for the future of the Bank.
As required, the Bank was examined during 1977 by the

National Bank Examiners. In addition, the international
accounting firm of Arthur Andersen & Co., conducted an audit
01 the Bank's financial statements as oLDecember 31,1977.
Since the last Annual Meeting 01 the Stockholders, the

Board 01 Directors has elected two other new members.
Mr. Ted L Johnson joined the Board in October 1977. Mr.

Johnson, President of Dart Services, Inc., Com-X, Inc., and
Shirlington Security & Storage is a strong supporter of the
Bank, an active businessman in the community, and a retired
..o.rmyOfficer with both enlisted and commissioned service.
Vice Admiral William P. Mack, USN(Ret.) joined the Board at

the February meeting. Admiral Mack culminated 38 years of
service in the Navy by serving as Superintendent of the U.S.
Nav2.! Academy from 1972 to 1975. He brings to the Board not
only a unique understanding of military personnel the Bank
endeavors to serve, but also a sound education and back.
ground in financial management.
With Mr. Groom's selection as President and the thorough

review of our entire loan portfolio, your Board of Directors
firmly believes the Bank has ,overcome a temporary setback
and can no",:" aggressively pursue our long range growth and
profit plan.

Frank S. Besson, Jr.
Chairman of ttle Board

The accompanying notes to financial slatement5 are an integral part of these
Matements.
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THE SERVICES NATIONAL BANK

Statement of Changes in
Stockholders' Equity
For the years ended
December 31,1977 and 1976

Common Undivided
Stock Surplus Profits Total

BALANCE, December 31,1975 $1,500,000 $600,000 $199,194 $2,299,194

Net income for 1976 76,809 76,809

BALANCE. December 31,1976 1,500,000 600,000 276,003 2,376,003

Net loss for 1977 (21,714) (21,714)

BALANCE, December 31,1977 (Note 8) $1,500.000 $600.000 $254.289 $2.354.289-----

-----

...............•..... ,

----,
,

---'--'- ~-_.------

Total-----
Demand (Checking) -.- -.

Savings (Time).----------------
I I

-~=~-t=t-=!~.=t~~-:j

3'
1

5

Number
of
Accounts

&

'....... __ ~ -----l
2~ ..... t •••••••.•• I ---~._ ..- ~ -_. j

..........i ..---------=..:.=--~I __..- -----.----
; Iii ...._,J"- --'===~ .--.J

1V~-r--r".~=~~~:_;--.;._J , --;

f--" l_~ ;---=+=f ji ; '----JoW-.....l-~-- __.1l..--.--lH.=.J +-._._ ...__L._.-i_~
1975 197& 1977

41 .r=--;--~--.------..~--.--.----'
~------------_._---. ! __ ----+-_ ..j •••••••••••• -- ••_.l

---1' I .••••.•••... __ ~

,----- .:::;:;~"" --.:.:.:_...._..•.._. -------
5' -_-->~~~-~~:-~~~~-~~j~~
4 --- -:-:..===-=.__: ___~.=.::~-c:~~:C---:--------1

----------_.,-,~ ..-'-~----- --------<

: --~-7~~~~~/~~-~~-.--.------~-.~-----~-,

_C'_ ---;'--.-----------------'--------l
1 L"- •• -;-----' --------------- ..--------

o~~~i~~~j:~-=~.~~~~~~=~J--~-~~~i-~tJ'\,
1975 197&' 1977

DEPOSITS Total Deposits-----
Demand (Checking) Depos it s _ .

Savings (Time) Deposits -----------------.

10 : I~--i-~I -1...--4 ......J.._---1....
9' :. !=.~--+--=-t=-j- I~~- :
--~------:----l ---.---------

8~~~~_:_~-,-----=-=---l-==:::~UJ
7~ I ------~-,:

'---------- ---------
L. -_ -L. . ~I _--~._-----.-.._-+,._--.
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{HE SERVICES NATIONAL BANK

Statements of Operations
'=orthe years ended December 31.

THE SERVICES NATIONAL BANK

Statements of Changes in
Financial Position.
For the years ended December 31,

(21,714) 76,809
22,611

(21,714) 54,198

22.611

$(21,714) $ 76,809

223,643 171,287

79,912 77,707

192,700 61,497
21,095 18,649
23,914 22,962
31,604 24,458
149,643 108,463

905,646 647,639

1977 1976

$702,422 $597,020
33,137 8,783

38,439 45,643

35,539 28,408
3,780 3,780
70,615 40,814

883,932 724,448

163,894 147,246

19,241 15,370

IPERATING REVENUE:
Interest and lees on loans
Interest on Federallunds sold
Interest on securities-

U.S.Treasury securities
Obligations of U.S.

Government agencies
Other

Other operating revenue

)PERATING EXPENSES:
Salaries
Employee benefits and

payroll taxes
Interest on deposits (including
~49,267 in 1977 on certifi-
cates of deposit over
$100,000)

Occupancy and equip.
ment (Note 6)

Provision for loan losses
(Notes 1 and 4)

Advertising and promotion
Stock tax
Data processing services
Other operating expenses

INCOME (LOSS) BEFORE
INCOME TAXES AND
EXTRAORDINARY CREDIT

INCOME TAXES
INCOME(LOSS) BEFORE

EXTRAORDINARY CREDIT
EXTRAORDINARY CREDIT.

due to recognition of net
operating loss carry.forwardS

NET INCOME (LOSS)
NET INCOME PER SHARE,

based on 125,000 shares out-
standing during the peri()ds-
Income (loss) belore
extraordinary credit
Extraordinary creoit

Net income (lOSS)

$(.17)

$(.17)

$.43
.1!
$.61

1977 1976

FINANCIAL RESOURCESWERE
PROVIDED FROM:

Operations- 76,809
Net income (loss) $ (21,714) $

Provision for loan losses 192,700 61,497

Depreciation and 16,961
amort izat ion 21,494

Total from operations 192,480 155,267

Increase in deposits- 1,016,534
Demand deposits 786,590

Time deposits 1,245,336 1,141,682

Total from deposits 2,031,926, 2,158.216

Increase (decrease) in accrued 24,089
interest and other liabilities (18,914)

$2,205,492 $2,337.572

FINANCIAL RESOURCESWERE
USED FOR:
Increase (decrease) in earning

assets-
Loans, before net charge-ofts $ 188,067 $1,914,357

Investment securities 1,046,309 76,300

Federal funds sold 400,000 400.000

Total in2rease in
earning assets 1,634,376 2,390,657

Increase (decrease) in cash
and due from banks 540,875 (104,254)

Net additions to leasehold
improvements
and equipment 11,002 12,009

Increase in other assets 19,239 39.160

$2,205,492 $2,337.572

t.IO

Tnellccom".nrinfllioles 10 finllncill' S'lIlemenlS Ble sn integ'lI' psrt 01 Ihese

The Ilccompsnying notes 10 financial statements are an inl89'BI part of th~se

slll'emenls.



~PORT OF INDEPENDENT PUBLIC
~CO.UNTANTS

the Board of Directors and Stockholders of
-he Services National Bank: .

We have examined the statements of condition of THE SER-
:ES NATIONAL BANK as of December 31, 1977, and
,cember 31,1976, and the related statements of operations,
anges in stockholders' equity and changes in financial
sit ion for the years then ended. Our examination was made
accordance with generally accepted auditing standards, and
cordingly included such tests of the accounting records and
ch other auditing procedures as we considered necessary in
3 circumstances.
.In our opinion, the financial statements referred to above
:sent fairly the financial position of The Services National
nk as of December 31,1977, and December 31,1976, and the
wits of its operations and the changes in its financial
sit ion 'for the years then ended, in conformity with generally
cepted accounting principles consistently applied during
3 periods.

Arthur Andersen & Co.
3shington, D.C.,
nuary 26,1978

FORM F-2

The Services National Bank files
with the Comptroller of the Currency
each year an Annual Report on Form
F-2. A copy of this report may be
obtained by any stockholder upon
written request to W. James Stude-
baker, Vice President and Cashier,
The Services National Bank, 2301
South Jefferson Davis Highway,
Arlington, Virginia, 22202.

QUARTERLY DETAIl/Per Share High-Low Bid Prices.
for The Services National Bank Common Stock

Year 1976 1977

1er 1st 2nd 3rd 4th 1st 2nd 3rd 4th

Bid 21 203,41 20V2 20 19 19 19 17

Bid 20V2 18 18 19 17 17 16 15

1er-End Low Bid 19 18 18 18 17 17 16 15

Jotations between dealers and not
,cessarily actual transactions.

THE SERVICES NATIONAL BANK

Notes to Financial Statements
December 31, 1977

(1) SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Leasehold Improvements and Equipment

Leasehold improvements and equipment are stated at cost,
less accumulated depreciation and amortization of $60,231 in
1977 and $39,983 in 1976. Leasehold improvements are
amortized using the straight-line method over the term of the
lease including renewal options. Equipment is depreciated
using the straight-line method over the estimated useful lives
of the assets.

Securities

Securities are stated at cost, as adjusted for amortization of
premium and accretion of discount.

Reserve for Possible Loan Losses

The provision for loan losses charged to operations is based
on management's periodic review and evaluation of the loan
portfolio.

Unearned Interest Income

Interest applicable to consumer loans is recognized on an
effective-yield basis. Unearned interest is reflected as a
reduction of loans in the accompanying statements of
condition and amounts to approximately $235,000 in 1977 and
$255,000 in 1976.

Investment Tax Credit

Investment tax credits are accounted for on the flow-through
method. However, since the Bank has not had current taxable
income, no current benefit has been recognized, and these
credits (approximately $11,000) have been carried forward to
future years. The investment tax credit carry-forwards expire in
1980 through 1984.

(2) ORGANIZATIONAL COSTS

Organizational costs incurred prior to February 19, 1974 (the
date the Bank commenced operations), amounted to $84,446.
These costs were expensed when incurred for financial report-
ing purposes. For Federal income tax purposes, they are being
amortized over five years from the date the Bank commenced
operations. At December 31, 1977, $18,292 of organizational
costs remain to be amortized for Federal income tax
purposes.

1.41
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(3)SECURITIES
The book value and market value of securities at year-end are
as follows: 1977 1976

Book Market Book Market
Value Value Value Value

Member FDIC
Member ABA
Member Independent Bankers Association
Member Virginia Bankers Association
Member Military Banking Association

(8)UNDIVIDED PROFITS
A transfer from surplus to undivided profits of $366,675 was
made in 1973 to avoid creating a deficit in undivided profits
during the early stages of operations. It is management's
intent to restore this amount to the surplus account as rapidly
as profitable operations permit. The $254,289 of undivided
profits presented in the accompanying financial statements is
not available for the payment of dividends.

(7)NETOPERATING lOSS CARRY.FORWARD
As of December 31, 1977, the Bank has a net operating loss
carry.forward for financial reporting purposes of approximately
$112,000. The amount of carry' forward for Federal income tax
reporting purposes is approximately $13,000, and expires
primarily in 1980. The difference in the loss carry.forward for
financial reporting and Federal income tax purposes results
primarily from timing differences in the recognition of
provisions for loan losses.

(9)TRANSACTIONS WITH DIRECTORS
The bank has made a dealer floor plan arrangement with a local
car dealership owned by a director. The Bank finances the
wholesale cost of cars held in inventory by the dealership
which is supported by a repurchase agreement from the
manufacturer of all new car inventory. Interest (9% at
December 31, 1977) is paid monthly. 0l!tstanding loans under
this arrangement were approximately $211,000 at both
December 31,1977 and 1976. Principal advances are repaid as
cars are sold.
In addition, certain directors of the Bank and companies in
which they are principals have had other loans and trans-
actions with the Bank. Management .isof the opinion that such
loans and transactions were made in the ordinary course of
business on substantially the same terms, including interest
rates and collateral, as those prevailing at the time for
comparable transactions with other. As of December 31,1977
and 1976, the amount of such outstanding loans, including
direct and indirect amounts, totaled approximately $488,000
and $127,000, respectively. These loans were primarily either
guaranteed by the Small Business Administration or secured
by real estate or automobiles.

(6)COMMITMENTS

The Bank leases its premises and certain equipment under
operating leases expiring within eight years. The occupancy
lease may be renewed at the Bank's option for periods up to
ten years. Tolal rental expense was $49,980 in 1977 and £50,407
in 1976. Future minimum rentals are shown belOW:

1978 $44,000
1979 $48,000
1980 $43,000
1981 $43,000
1982 $43,000
1983.85 $61,000

t4Z

4,854
(67,545)
80,000

312,690

408,640

3,029,647

25.454
$7,376,338

1976
$1,996,170
2,325,067

$

301,239

400,320

$ 249,976 $ 254,890

2,703,756

9,919
$7,413,705

19,130
(150,700)

$ 122,000

98,094

99,875

99,625

697,561

$

999,647 1,000,157

Conventional real estate
Commercial and industrial loans
loans 10 individuals for house-

hold, family and other consumer
expendilures

All other loans (including
overdrafts)

Tolalloans

Balance, beginning of year
Provision charged to operations
Loans charged off
less recoveries of amounts

previously charged off
Net charge.offs

Balance,end of year

During the fourth quarter of 1977, the Bank provided $141,700
for possible loan losses. The provision previously reported for
the firsl nine months of the year was $51,000. The fourth
quarter provision was, in the opinion of management,
necessary to increase the reserve for possible losses in
collection of the loan portfolio as of December 31,1977.
(5) lOANS
The following schedule summarizes loans extended to
customers of the Bank by purpose at year.end.

1977
$2,457,920
2,242,110

U.S.Treasury:
Maturing in one

year $
Maturing after

one year but
within five years 698,202

Maturing after five
years but within
ten years 98,884

U.S.Government
agencies:
Maturing in

one year
Maturing after

one year but
within five years 100,736

Maturing after
five years but
within ten years 100,375

Federal Reserve
Bank stock 63,000 63,000 63,000 63,000

$ 2,060.844$2,058,312 $1,014,535$1.039.220
Securities with a book value of approximately $1,100,000 at
December 31, 1977, were pledged to secure public deposits
and for other purposes as required by law.
(4)RESERVEFOR lOAN lOSSES
The changes in the reserve for loan losses were as follows:

1977 1976
$ 80,000 $ 86,048

192,700 61,497
(169,830) (72,399)
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Directors
Frank S. Besson, Jr.
Chairman of the Board
General, USA (Ret.)

Calvin B. Andringa
Seriior Vice President
Finance & Administration
United Nuclear Corporation
D. J. Arone
Editor,Publisher
Arone Publications, Inc.

William W. Behrens, Jr.
Vice Admiral, USN (Re!.)
Business Executive

Ken Elder
Owner & President
Washington Thrifty Rent-a-Car

Marshall H. Groom
President
Donald L. Harlow
CMSAF, USAF (Ret.)

Ted L. Johnson
President, COM-X

Robert C. Moot
Management Consultant

Lola C. Reinsch
Property Management
E. G. Reinsch, Inc.

Anna Smith
Owner & President
Alexandria American Sales Inc.

Leonard F. Chapman, Jr.
General USMC (Ret.)

Founding Directors Emeritus
I. J. Galantin
Admiral USN (Re!.)

Robert A. Carlone
Colonel, USAF (Ret.)

Advisory Board
Tom L. Barrow
President
Prestige Management Corporation

Richard A. Bartl
Attorney at Law

C. W. Borklund
President
Executive PUblications,lnc.

Bill Burnett
President
Burnett Associates, Inc.

Maurice L. Lien
Executive Editor
The Retired Officer Magazine

Steven R. Pieper
President
Heishman BMW, Inc.

William Paule
Colonel, USAF (Ret.)

Kurt L. Walitschek
Colonel, USA (Re!.)

Joe Wasson
Information Liaison Assistant
U.S. Navy Department
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Officers
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President
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Vice President

W. James Studebake,
Vice President & Cashier

Karen Peterson
Assistant Cashier 143
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FIRST CLASS
PERMIT NO. 2722

ARLINGTON
VIRGINIA

Piease send me information on the Bank, the Serv Matic
Program and Forms for Opening an Account

Business Reply Mail
No ooslage Slamo necessary if mailed In th,
United Slales, ,ts lerrilo(les or oossessions
or from U.S. military ,nstallatlons overseas

)OK~ ,s --- --- -----------------

;i'y-'" --_. -_. STATE ZIP

Your SSN is your checking account number
MEMBER FDIC

\ME

\NK SOCIAL SECURITY NO, SERVICES
NATIONAL BANK

2301 S. JEFFERSON DAVIS HWY
ARLINGTON, VIRGINIA 22202



BANKING SERVICES

Free Checking Accounts
No Minimum Balance

Write All The Checks You Wish
No Service Charges
Credit Life Insurance
Safe Deposit Boxes
Payroll Accounts
Travelers Checks
Cashier's Checks
Wire Transfers

Bank Money Orders
Certified Checks

Collection of Notes and Drafts
U.S. Savings Bonds
Utility BI1IPayments

CERTIFICATES OF DEPOSIT
Minimum deposit of ONL Y

$1,000
Maximum Interest Permissible by Law

SAVINGS ACCOUNTS
Regular Savings Accounts Drawn

Maximum Interest Allowable
Computed From the Day of Deposit

To the Day of Withdrawal

Bank by Mail
Night Depository

WORLDWIDE LOAN SERVICE

"The ability to write yourself a loan
anytime, anywhere"

We are a Member of the
Association of Military Banks
American Bankers Association
Virginia Bankers Association
Federal Reserve System

and
:ncl ",:~d hv thE' l=erfer'l.l np'nn~it

the guaranteed
line of credit that's
insured two ways.
Overdraft ... embarrassing ... confusing ...
to you and your family. It happens. We under-
stand. Services National announces the end to
overdraft headaches ... or lets you write your
own loan On your Services National check-
ing account with Serv-Matic ... guaran-
teed ... protected credit ... wherever you are
... up to an approved $5,000.

Serv * Matic guarantees
that money is there
when you need it ...
If you overdraw or need extra money ... wher-
ever you are (on business or for pleasure) ...
we insure that your Services National checking
account is automatically credited to the extent
required in multiples of $100 up to your unused
line of established credit . . . no questions
asked ... with absolute privacy. No one knows
but you and Services National. Your monthly
statement will reflect the overdraft and the
amount credited to your account ... quietly ...
automatically. Interest on the overdraft will be
computed at 12% per annum. You pay all of
the overdraft or the minimum indicated.

Serv* Matic protects
your account ...
Services National also insures your protection
with Credit Life Insurance on the amount
advanced to your account. WithServ-Matic
this insurance is included: There will be no ad-
ditional charges for this coverage. The only
thing you pay is the interest on the unpaid
balance of your overdraft. Wherever you are
... in Athens, Greece, or Athens, Georgia ...
you can make emergency purchases or write
your own loan and be insured against overdraft
in t~o ways.

Consider for a moment the services of Services
National Bank. We are new. Out of 1650 share-'
holders 95% are DOD, Military and Civil
Service. We are a bank organized to serve the'
. military. Our 'personnel know your needs;
.- apprecia.te your problems, and understand your
goals.

And so wherever you are stationed, we can
provide you with all the services offered by a
full service bank.

Our savings accounts offer the maximum inter-
est allowed by Federal regulations, computed
from the day of deposit to the day of with.
drawal. Certificates of Deposit are available
paying up to 7 % percent per $1,000 minimum
left four years or longer.

Through our Serv-Matic Plan, all qualified' de- .
positors are eligible for an automatic line of ~.
credit based on ability to repay and not neces- ~.
sarily on rank or grade. In other words, you
have complete overdraft protecti0'1 whenever
and wherever necessary.

Checking accounts are free. There is no service
charge. No minimum balance. As many free
checks imprinted with your name as you need.

Loans are available for personal, auto, and
business purposes at fully competitive rates.

All services are available by mail.

We live in an age of specialization. It is not sur-
prising then, that a bank should be organized
primarily to serve the military. When 95% of its
shareholders come from all branches of that
same military around the world, it would seem
it was about time. Come in, write us or phone.

Your Social Security Number is your
Checking Account Number

FOR INFORMATION ON
YOUR NEEDS - COME IN,

WRITE OR PHONE
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DIRECTORS

Anna Smith

Charles Luria
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Chester Groch, President
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BRA.."lC"tiDIRECTORY AND SID-1MARY OF DEPOSITlr,
Published by Decision Research Sciences, Inc.
300 Axewood East, Ambler, Pa. 19002

$51,938,0.00. ..$61,931,.000

co~mRCIAL BM~KS

Arlington Trust Company
..2001 Jefferson Davis Highway

.Bank of Virginia-Potomac
1755 .South Jefferson Davis HlolY.

Clarendon Bank & Trust Co.
1930 Jefferson Davi~ Highway

First VIrginia Bank
419 23rd Street South
1330 Jefferson D~visliighway
23rciand Clark Streets

The Services National Bank
2301 South Jefferson Davis Hwy.

Virginia National Bank
142~ South Jefferson Davis Hwy •.

6-30-76 .

$13,741,000

7,121.,000

10,838,000

IJ,660,000
.2,897,000
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6,501,000
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Increase of $9,993,000 in one year or 17.2% of the 1916 total.
i

... \



, .•....•..
. .. . "\.... - ..•

IN THE

STATE CORPORATION CCMMISSION

AT RICHMOND

_ CASE NO. 19967

IN BE: APPLICATION OF BURKE-&
HERBERX BANK & TRUST C<l1PANY

For authority to establish a branch
at 2300 SouthEads Street,
Arlington County, Virginia

TESTlM)NY OF MARSHALL H. GROCX'1
PREFILED CN BEHALF OF WE SERVICES NATI01.'lAL BANK

My name is lo'.arshall H. Groomand I reside at 2225 Cannichael

Drive, Vienna, Vir~.

I ampresident and chief executive officer of The Services

National Bank and have held that position since December1,1977. I

attended the University of Alabama, receiving a Bachelor 6f Science in

Business .in 1960, and attended the Banking Schoql of the South at

Louisana _State University, graduating in the .c1ass af-1972. '1_havebeen

errp10yedin the banking industry :full time since 1961.1 initially

worked.in the ccmnercial loan depart:ireI1tof the old Bank of Camerce

(which merged National Savings and Trust in 1966) :from1961 to 1968. In

1968, I joined Old DominionBank as a Comnerica1Loan Officer, ancl

stayed with that bank after its merger with First Virginia Bank in 1969.
. ,. :



In 1972, I becane Vice President in charge of loans of PotornacBank, and

in Septemberof 19"73was elected to the position of Executive Vice

Presid<mt--01iefExeeutive Officer 6f Potanac. In Jtme of 1974, I

assumed'the positiOn of President and Chief Executive 'Officer of Potanac

Bank. PotomacII2rgedwith DominionNational Bankon March4, 1977, and

fran that date through Novenber30, 1977, I,~ Senior.Vice President

and Cotmercial Loan Officer of DominionNatiOnal Bank.

Services has opposed the application of 13~ke& Herbert Bank

and Trust Ccmpanyfor authority to establish a'branch at 2300 South Eads

,Street in Ai:1ington, because it does not believe that public convenience

and necessity will be served by the branch and,' rrore basically, Services

is convinced that permi.tting Burke& Herbert to open a branch at this

time, at the particular location involved1will jeopardize Services'

, financial sOtmdness.

I reViewedthe Protest of'Ihe Services National Bankprior to

the tine it was filed With the Corrmissionlwith ,specific reference to

all facts recited therein, and, to the best of myknowledgeand belief

all facts contained in the Protest are accurate. I will t,estify to all

such facts at' theheciring on May:17, 1978.

In its pre-filed testim:my, Burke & Herbert stresses the fact

that Services endeavors to ~et the particular 'needs' of military and DoD

persomel. l.Jhile this statement is accurate insofar as it goes, the
. . . . .

irrplication is that Services seeks to build its base of operations on

.such business and can rely on sameto sustain itself as a financial

institution. This i.nplieation is totally inaccurate. In fact., the

Comptroller of the Currency initially reject;:ed Servi.c~s~tapplication for

-2-



e
a charter. because of the emphasisplaced upon the military and DoD

.business. The charter was not granted until the approachhad been

nxxlifi.ed, the Board of Directors restructured to include more local

business people ~d a neweconomicstudy was submitted shCMingthat the

Bankintended to, and could reasonably rely upon the local trade area

. for its basic business.. At present, Services relies upon the local

trade. area for. oVer 50% of all of its banking business ..

Services' financial progress shown.in the .attached Financial

Statements, coVering the period from the. beginning of operations up

through December31, 1977, which I submit as exhibits. In its pre~filed

test:i.nx:lny,Burke& Herbert implies that the loan charge,..offswhich

precipitated a loss for calen~ year 1977Weremore or less routinely

taken so that newmanagementcould evade responsibility for losses if

the loans provea to be not recoverable. but takeeredit for all gains !-.:f

certain of the loans were ultimately paid. I wish I could say that this

is true, but, unfortunately, I can catagorlcally state that such is not

t:hecase. Each charge-off is totally valid andwouldhave been taken

regardless of a change in management,and the loss reflected thereby
\l

. represents a very real loss to the Bank. As is the case With any

charge-off, of course, S<:XIeof the loans .mayultimately be recovercfule

and Services is certainly utilizing every .resource at. its disposal.in an

.attempt to recoup asnuch as possible. However,itisnyjudgment that

the max:ilIlumrecovery MUchServices can reasonably expect from these

loans is 20%. I might also say that these losses are not the result of

recklessly making ''bad loans" as that term if:!.understood in the banking

industIy; rather, they represent a restatert5lt of the age-old fact of

1(;9
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the banking industty that a struggling. young institution. seeking to

canpete with well-established banks•..1lU.lStaccept somebusiness which is

less than tllOO%blue chip".

As pointed Out in Services' Protest. the. irIrIEdiate trade area

in question is presently served by nine b..:mks• three savings and loan

institutions ,and three credit unions.. The proposed branch location is

approximately 500 feet from Services' office, directly across Jt'o:fferson

, Davis Highwayand Oneblock back. In addition to Services. other banks

are in :irmediate proximity to the proposed branch. ' First Virginia Bank

maintains a branch virtually next door to Services'office. and a second

branch.Whichis less than 50 feet, lot to lot. from the proposed Burke &

Herbert branch. First AmericanBankof Virginia,fo~ly Clarendon

Bank& Trust, has a branch approximately 1,100 feet from the proposed

Btn:ke&Herbert branch on the sameside of the highway. The intersection

of Jefferson Davis Highwayand 23rd Street is adeq\lately controlled by

traffic. signals ,wtiich affords easy access to. both Services and'Firs t

Virginia for those businesses and residents on the i'Burke& Herbert
.-~ .

side" of Jefferson Davis Highway. In addition, there is adequate parking

for the custaners, of Services and First Virginia ... All banking services

which can legally be offered by banks in Virginia are currently being

Offered, not only by nine .banks in the ..inmediate. trade area , .but by four

banks within 1100 feet of the proposed Burke & Herbert branch.

-4-
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I believe. it. is obvious frOmthe figures in Vir'. Marshall's

report that the rate of growth in Arlington Countylags behind other

Contig'.;.-c:7.JSjurisdictions. It is true, as Mr. Burkehas ~tated. that a

maj~ty of the growth in Arlington:in recent years has occurred in the

Crystal City 'area, whichmakesthe figures for this area evennore

significant. Evenwith virtually all of the county's recent "growth"

occurring in the Crystal City trade area, the figures shOV1alevelling

in grcmth of deposits in established branches ~the fact that the. ..tf,5)
branchs in this trade area each still averag4.J million dollars in (~~~.

deposits below the average branch in Arlington Countyas a whole.

It is not Services' positionthatBu:rke & Herbert should never

be granted authority to establish a branch in the Crystal City area. It

is i however, Services' strong position that establishment of 'a branch at .

thist::i.rQe, at the partiClJ1ar location i.nvolved~will.jeopardize Services'

financial soundness. 'Ibis situation will continue until Services capital

account is restored. By "restoration of capital" I refer to the base

capital of $2,500,000 received from the shareholders. As shownby the

1977 AnnualReport, the book value of this capital as of Decamer 31,

1977, was $2,354,289. 'lhe capital ~ccountwill be restored at .such ti.IIe

as the book value of the capital is $2.500,000; that is, Services has

ctmilative earnings in an amountequal to q.nnu1ativelosses frem the

beginning of operatiOns.

I agree with Mr. Dembitz' conclusion that the proposedPentagon

City developmentis irrelevant with regard to either a need for this

particular branch or the prospect of substantial future business for

-5- 1.71. .



Services or Burke& Herbert. .Utilizing Burke& Herbert's oWndefinition

of the Pr:iIn&..7 trade area, the developmentis outside of such area. In

addition, both First & MerchantsNational Bankand Virginia National

. BankhaVE,brancl:tesin the imnediate vicinity of the proposedPentagon

City developm;nt, while, with the exception of the First Virginia branch

next, door to Services, Services and the proposed :Burke& Herbert branch

would be located at a. greater distance from the developaent than any of

the other banks presently servicing the trade area ... It is ~ understanding

that cdmpletion of any portion of the developmentis at ~east two years

away, and that. we cannot expect it to care to full fruition for at least

another five years. More~tant, however, is the fact that Burke&

Herbert is asking the Comnissionto speculate and predict what may

happen in the fut:ur:'e,not only with regard to development of the area,

but with regard to the effect on existing institutions. Such speculation

might be warranted. to a certain degree, were .the only affected financial

insti.tuti~ branches of strong existing banks or narbers of holding

canpanies, whose continued viability in no waydependedupon the profitabilit:)

of Crystal City branch, or if the situation were such that S~~s had

restored its capital account. How-ever,under the. set of facts which is

presently before the Comnission, time is of critical inportance to

Services and the bankwouldbe severely jeopardized by present competition

of BUJ:ke & Herbert for the sarre customers. If the Coomissionis I to

consider any future developmentin the area, it should also consider the

fact that by theti.me Pentagon City cares to full fruition, it is highly

likely that both credit unions and savings and loan associations will

have authority to establish checking accotmts, ,mch would, of course,
. .

change the entire picture with regard to banking.services offered in the

relevant trade area.

1.7Z
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At the hearing on May17. I plan to use an aerial photograph

of the trade area as a visual aid for Services' .presentation. This

photograph is. extre:nely large andmunted. which renders prefili.ng.
imPossible. However. Services will:make the photograph. available for

. .

inspection by Burke & Herbert or its counsel at any time prior to the

hearing.

2~Y~Mars H. Groan .

STATE OF VIRGINIA

OOUNIY OFARLINGION. to-wit:

Subscribed. and sworn to before Tn! 'this 9th day of May. 1978.

~Co!!Inission EJq;>ires:
lttt 'Co~s!cn ~~::es l::!:lu:iZ 10"1982:

J.73.
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To Our Stockholders and Friends: Directors

Officers

Advisory Board

CHESTER W. GROCH
President

t

CALVINB. ANDRINGA
Financial Consultant

FRANK S. BESSON, JR.
General, USA (Ret)

ROBERT A. CARLONE
Chairman 01the Board
Colonel, USAF (Ret)

ANNA SMITH
Owner & President
Alexandrial American Motors

I. J. GALANTIN
Admiral. USN (Ret)

DONALD L. HARLOW
CMSAF, USAF (Ret)

CHARLES LURIA
President, Chartes Luria Associates

LEONARD F. CHAPMAN, JR.
General, USMC (Ret)

ROBERT C. MOOT
Vice President-Finance
National Railroad Passenger Corporation (AMTRAK)

CHESTER W. GROCH, President

KURT L. WALITSCHEK, Vice President & Cashier

W. JAMES STUDEBAKER, Assistant Vice President

C.W. BORKLUND

WM. W. BEHRENS, JR.

KENNETH ELDER

MAURICE L. LIEN

ROBERT E. WilLEY
Chester W. Groch
President

Robert A. Cartone
Chairman 01the Board

~n February 19, 1974 the Sorvices National Bank opened its
doortl to the public. Since tnat time we :/ave had a series of
accomplishments that the Stockholders, Directors and Staff
can look upon with salillfaction. .
Thu Sarvices Nalional Bank has experienced a commend-

able rate of growth' in its first year of operations. Total re-
sour~es at the close of business on December 31, 1974 were
55,097,258. Deposits wer~ $2,502,888. We are pleased to in-
clude amone our depositors a number of Service Academy
gradua~ing' class members. As our resources permit we in-
tend to expand these affiliati< ns with all the academies. We
have aC:verU~edin selective media within resource limitations
and ttBVO budget!id for increased advertising in 1975. Experi-
ence has shown, however, especiall~ for new banks, that
referrals--word of mouth advertising by stockholders and
satisfied customers are most effective in attracting new ac-
counts. With your help we will continue our growth in 1975.
Reflecting our basic concept of providing worldwide serv-

ices, approximately 60 percent of our business is conducted
by man and is increasing each day. We are hopeful that the
recent action to provide free, postage paid, bank-by-mall en-
velopes to our depositors will further expand the services.
As required, we were examined twice during 1974 by the

.Natlonal Bank Examiners. In addition, the international ac",
counting firm of Arthur Andersen & Co., conducted an aud"
of the Bank's Financial Statements as of December 31,1974.
The Bank's Financial Statements as of December 31, 1974

include a reserve for loan loss in excess of the maximum
amount allowable under the provisions of the Internal Revenue
Code. The loan loss reserve is not based on loan loss experi-
ence to date but, in management's opinion, is necessary in
light of today's unseUled economy.
II is with a sincere sense of regret that we announce Or.

Rudolf Modley has requested not to seek reelection to the
Board of Directors. His efforts and advice during the organiza-
tional phase and our first year of the bank's operation are
greatly appreciated.
We are pleased to announce that Robert C. Moot has been

appointed to the Board of Directors. Mr. Moot, presently Vice
President/Finance, National Railroad Passenger Corporation
(Amtrak) and formerly Assistant Secretary and Comptroller,
U.S. Department of Defense, brings to our Board additional
financial and administrative expertise.



THE SERVICES NATIONAL BANK

Statement of Condition
December 31, 1974

ASSETS

.'

LIABILITIES AND STOCKHOLDERS' EQUITY

STOCKHOLDERS' EQUITY:
Common stock, $12 par value, 150,000 shares

authorized, 125,000 shares outstanding 1,500,000

Surplus 600,000

Undivided profits account, representing ••
transfers from surplus of $366,675 less' ,

losses incurred to date of $86,313

CASH AND DUE FROM BANKS

SECURITIES (Notes 1 and 4):

United States Treasury securities

Federal Reserve Bank stock

F'EDERALFUNDS SOLD

LOANS (Note 1):

Consumer loans

Commercial loans, including $269,211 of

automotive dealer floor plan loans

Participation loans
Mortgage loans

ACCRUED INTEREST RECEIVABLE

LEASEHOLD IMPROVEMENTS AND

EQUIPMENT, net (Note 1)

OTHER ASSETS

$ 321,422

172,565

63,000

1,700,000

1,396,797

823,104

300,000
84,961

7,902

213,588

13,919

$5,097,258

LIABILITIES:

Demand deposits

Time deposits

Savings deposits

Unearned discount (Note 1)

Other liabilities
Total liabilities

RESERVE FOR LOAN LOSSES (Note 1)

COMMITMENTS (Note 5)

(Note 6)
Total stockholders' equity

$1,467,838

486,962

548,088

138,624

15,384

2,656,896

60,000

280,362

2,380,362

$5,097,258

The accompanying notes are an inlegral parI 01 this slatement, t76 I
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THE SERVICES NATIONAL BANK

Statement of Changes in Stockholders' Equity
For the period May 10, 1973 to Decemtler 31, 1974

PROCEEDS FROM STOCK ISSUANCE
I

Cost incurred in stocl< issuance

Transfer to undivided profits to provide for

organizational costs and initial operating

deficits (Note 6)

Organizational cost, net of revenue earned during

organizational period (Note 2)

BALANCE-

February 19, 1974

Loss for the period of February 19,1974, to

December 31,1974

BALANCE-

December 31, 1974

The eccompanying notes ere en integrel part of this statement.

Common

Stock

$1,500,000

1,500,000

$1,500,000

Surplus

$1,000,000

(33,325)

(366,675)

600,000

.$ 600,OOP

Undivided

Profits

366,675

(14,382)

352,293

(71,931)

$280,362

Total

$2,500,000

(33,325)

(14,382)

2,452,293

• (71,931)

$2,380,362
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THE SERVICES NATIONAL BANK

Statement of Operations
For the period May 10, 1973 to December 31,1974

OPERATING REVENUE
Interest on Federal funds sold
Interest and fees on loans
Interest on U.S. Treasury securities
Other operating revenue

OPERATING EXPENSES
Salaries and wages
Occupancy and equipment
Printing and advertising
Provision for loan losses (Note 1)
Interest on time deposits
Other operating expenses

NET LOSS FROM OPERATIONS

$182,721
113,615

9,907
5,796

312,039

108,981
56,754
49,901
61,434
25,308
81,592

383.970

71,931

ORGANIZATIONAL EXPENSES, net of interest
earned during organizational period
(Note 2) 14.382

$ 86,313
NET LOSS

NET LOSS PER SHARE

The accompanying notes are an integral part 0/ this statement.

ACCOUNTANTS'REPORT

To the Board of Directors of
The Services National Bank:

$.69

We have examined the statement of condition of THE
SERVICES NATIONAL BANK as of December 31, 1974, and
the related statements of operations and changes in stock-
holders' equity for the period May 10, 1973 (date of incep-
tion) to December 31, 1974. Our examination waS made in
accordance with generally accepted auditing standards,
and accordingly Included such tests of the accounting
records and such other auditing procedures as we con-
sidered necessary in the circumstances.

In our opinion. the financial statements referred to
above present fairly the financial position of The Services
National Bank as of December 31, 1974, and the results of
its operations for the period indicated, in conformity with
generally accepted accounting principles.

Arthur Ander sen & Co.

Washington. D.C .•
January 20. 1975 . 1.78
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(4) SECURITIES

The book value and market value of securities as of

The United States Treasury securities were pledged
to secure public deposits and for other purposes as
required by law,

(5) COMMITMENTS

The Bank leases premises and certain equipment.
The occupancy lease may be renewed, at the Bank's
option, for periods up to ten years. Total rental ex-
pense, including rental of temporary office space,
.was $43,701 for the ten months ended December 31,
1974.
Future minimum annual rentals are shown below:

Market
Value

$ 44,444
47,579
190,088

$ 51,595
122,834
174,429

63.000
$237,429

1978
1979
1980-1984

$ 47,163
45,250
44,847

1975
1976
1977

December 31, 1974 is summarized as follows:
Book
Value

United States Treasury securities
Maturing within one year $ 50,439
Maturing in 1977 122,126

172.565

Stock of Federal Reserve Bank 63,000
$235,565

Reserve for Loan Losses
The provision for loan losses charged to operations
is based on management's review of the loan port-
folio in light of today's unsettled economy. The loan
loss provision in the accompanying financial state-
ments is in excess of the maximum amount deducti-
ble for Federal income tax purposes by $45,214.

Leasehold Improvements and Equipment
Leasehold improvements and equipment are stated
at cost less accumulated depreciation and amortiza-
tion of $7,656. Leasehold improvements are amor-
tized on the straight-line basis over the term of the
lease including renewal options. Equipment is de-
preciated on the straight-line method over the es-
timated useful lives of the assets.

Notes to Financial Statements

(1) SUMMARY OF SIGNIFICANT ACCOUNTING
POl.lCIES

THE SERVICES NATIONAL BANK

Securities
.Securities are stated at cost, as adjusted for amor-
tization of premium and accretion of discount.

Unearned Discount
Unearned discount applicable to consumer loans is
recognized on an effective yield basis (sum-of-
months-digits method).

(2) ORGANIZATIONAL EXPENSES

Organizational costs incurred prior to February 19,
1974, the date the Bank commenced operations,
amounted to $84,446. The organizational costs have
been expensed for financial reporting purposes. For.
Federal income tax purposes, the organizational ex-
penses are being amortized over five years from the
date the Bank commenced operations. The. Bank
earned $70,064 of interest during the organizational
period.

(3) INVESTMENT TAX CREDITS

Investment tax credits are accounted for on the f1ow-
through method which reduces the provision for in-
come taxes. As of December 31, 1974, investment tax
credits amounting to '$6,408 are carried forward and
are available as reductions of future tax liabilities.
The carry-forward period expires in 1981.

(6) UNDIVIDED PROFITS
The transfer from surplus to undivided profits of
$366,675 was made to premit the Bank to avoid
creating a deficit in undivided profits during its early
stages of operations. It is Management's intent that
this amount will be restored to the surplus account
as rapidly as profitable operations permit and, ac-
cordingly, the $280,362 of undivided profits pre-
sented in the accompanying financial statements is
not available for the payment of dividends.

(7) OTHER MATTERS
During the ten months ended December 31, 1974,
certain directors of the Bank have had loans and
other transactions with the Bank. Management is of
the opinion that such loans and transactions were
made in the ordinary course of business and on
substantially the same terms, including interest rates
and collateral as those prevailing at the time for
comparable transactions and did not involve more
than normal risk of collectibility or present other un-
favorable features. At December 31, 1974, the
amount of such outstanding loans (including direct
and indirect amounts) receivable from directors of
the Bank totaled approxima,ely $294,000, which in-
cludes approximately $213,000 collateralized by
dealer automobile inventory.

179
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TO OUR STOCKHOLDERS AND FRIENDS:

As 1975 drew to a close, the Services National Bank com-
pleted nearly two years of operation. Our growth rate continued
favorably during 1975 and the Bank's deposit-base is now bet-
ter able to support a profitable operation. Compared to Decem- .'
b'er31,1974, total resources on December 31,1975 increased
$2;650,616, up 54%; deposits increased $2,706,115, up 108%,
a'nd, loans increased $3.037,240, up 126%.

These growth rates are indicative of continued service to
those we are dedicated to serve .. , not only the local com-
munity, but also w'orldwide Department of Defense personnel,
active and retired. Despite acceptable growth, we did not pro-
duce an operating profit in 1975. A profit, even a small one, in
our second year of operation would have been a welcome If re-
latively unusual accomplishment. In our June 30, 1975 State-
ment of Condition we projected a profit for our third year of
operation and we continue to support this projection.

In reviewing our past and prospective operations, there are
three areas that warrant comment-Advertising, Reserves for
Loan Losses and Resqurce Utilization.

Advertising Expense-An unusually high eight percent of our
operating revenue was spent on advertising. Your Board of
Directors considered that a heavy investment in advertising
was justified on the basis of long term benefits to a new bank.
Certainly a 108% growth rate in deposits indicates successful
results compared to the local banking industry. During the year,
we learned that local advertising programs achieved better
results than the more expensive worldwide media efforts. This
experience, coupled with anticipated growth based on a more
extensive knowledge of the Bank's existence and reputation,
will enable reduced spending for advertising in 1976.

Reserve for Loan Losses-The year's severe recession
resulted in widespread increased charge-off of loans and in-
creased reserves for future bad loan losses in the banking in-
dustry. Our bank was no exception. During the year $71,000
was charged against income to increase our Reserve for Loan
Losses. With the continuing improvement in economic condi-
lions your management believes this reserve to be fully ade-
quate.

.'

Resource Utilization-High inflation, during what has been
characterized as the worst recession since the depression of
the early 1930's, created a most difficult year for banking. High
yields on Federal Funds (funds sold to other banks through the
Federal Reserve System) induced our Bank to invest heavily in
this area during 1974. As yield rales on Federal Funds dropped
precipitatively during the first six months of 1975, our esti-
maled revenues were significantly reduced. We moved as
rapidly as possible toward a more balanced loan portfolio with
more emphasis on higher.yielding mortgages, cons~mer loans
and government guaranteed small business loans.

As required, we were examined twice during 1975 by Na-
tional Bank Examiners. In addition the internalional accounting
firm of Arthur Andersen & Co.,conducled an audit of the Bank's
Financial Statements as of December 31,1975.

During 1975 General Leonard F.Chapman, Jr., resigned as a
member of the Board of Direclors due 10 the demand on his time
incident to his appointment as Commissioner of U.S. Immigra-
tion and Naturalization Service. He contributed immeasurably
during and since the organizalion of the Bank an':!his service to
the Bank will be sorely missed.

The vacancy on the Board has been filled by the Board's ap-
pointment of Miss Lola Reinsch, an energetic businesswoman
active in general property management. She is a long time resi-
dent in Arlington County and is in a position to attract new busi-
ness accounts for the Bank.

As we move into our third year of operalion, we conlinue 10
rely on your support in deposits, loans and referrals. "Refer-
rals"-word of mouth advertising by our stockholders (and
satisfied customers)-are most effective in attracting new ac-
counts so essential to further needed growth.

~tS~,- L
Frank S. Besson, Jr.
Chairman of the Board

f!i.:Y--
President

2
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THE SERVICES NATIONAL BANK

Statements of Condition
December 31,1975 and 1974

ASSETS

1974

LIABILITIES AND STOCKHOLDERS' EQUITY

1975

5,250,056 2,518,272

$2,642,711 $1,467,838

1,238,141 486,962

1,328,151 548,088

5,209,003 2,502,888

CASH AND DUE FROM BANKS

SECURITIES (Notes 1 and 31:
United States Treasury

securities

United States Government

agencies

Federal Reserve Bank stock

Total securities

~DERAL FUNDS SOLD

LOANS (Notes 1, 4 and 5):

Consumer loans

Commercial .Ioans, including

automotive dealer floor plan

loans of $29.1,6.97 in 1975

.and $269,211 in 1974

Participation loans

ISmail Business. Administration

, loans

Real estate mortgage loans

Less reserve for possible

loan losses

Total loans

LEASEHOLD IMPROVEMENTS AND

EQUIPMENT, net

$ 800,823 $ 321,422

474,723 172,565

400,512

63,000 63,000

938,235 235,565

100,000 1,700,000

2,625,306 1,258,173

LIABILITIES:

Deposits -

Demand deposits

Certificates of deposit

Time deposits

Total deposits

ACCRUED INTEREST AND OTHER

LIABILITIES

Tolal liabilities

41,053 15,384

OTHER ASSETS 49,155 21,821

$7,549,250 $4,898,634

The accompanying notes to linancial statements are an integral part of
these statements.
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THE SERVICES NATIONAL BANK

Statement of Changes in
Stockholders' Equity
For the period May 10, 1973, (inception) to
December 31, 1975 (operations commenced
February 19, 1974)

Common Undivided
Stock Surplus Profits Total

PROCEEDS FROM STOCK ISSUANCE $1,500,000 $1,000,000 $ $2,500,000

Costs incurred in stock issuance
(33,325) (33,325)

.Transfer to undivided profits to provide for

organizational costs and initial operating deficits (366,675) 366,675

1,500,000 600,000 366.675 2,466,675

Loss for the period May 10, 1973 .

(date of inception), to December 31. 1974
(86,313) (86,313)

BALANCE, December 31,1974 1,500,000 600,000 280,362 2,380,362

Loss for the year ended December 31, 1975
(81,168) (81,168)

BALANCE, December 31, 1975 $1,500.000 $ 600,000 $199,194 $2,299,194

i

"

!
i

:I
, I
il
i I
Ii
\,
i
I
I
I

:1
!

DEPOSITS Telal Deposits_
Demand (Qlec:king) Deposits ••••

Savings (Time) Deposits __

6

•

o..
J f m' _ m i j •. & 0 n d j f m -;-;; j j e 8 0 n d

""" 1lI7S

The accompanying notes to financial statements are an integral
part of this statement.
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Numberof Total Deposits-
Demand (O'Iecking) Oep;>sits ••••

Accounts Savings (Time) Deposits __

•

3

o j I ~-j •• 0 • d j f m e- m j I • • 0 n d

19111 1975
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THE SERVICES NATIONAL BANK

Statements of Operatcons

For the year ended December 31, 1975 and the period May 10,
1973, (inception) to December 31, 1974
(operations commenced February} 9,1974)

THE SERVICES NATIONAL bAN".

Statements of Changes in
Financial Position
For the year ended December 31, 1975 and the period May! 0,
1973, (inception) to December 31,1974
(operations commenced February 19, 197'4)

143,824 108,981

17.126 11,823
108,606 25,308
78,457 56,754
71,000 61,434
41,183 29,979 .

24,000
17,747 11,557
95,894 78,134

597,837 383,970

81,168 71,931

OPERATING REVENUE:
Interest and fees on loans.
Interest on Federal funds sold
Interest on United States
Government securities

Other operating revenue

OPERATING EXPENSES:

Salaries
Employee benefits and
related taxes

Interest on deposits
Occupancy and equipment
Provision for loan losses
Advertising and promotion
Bank stock tax
Data processing services
Other operating expenses

NET LOSS FROM OPERATIONS

ORGANIZATIONAL EXPENSES.
net of interest earned during
organizational period (Note 2)

NET LOSS

NET LOSS PER SHARE.
based on 125,000 shares
cutstanding during the periods

1975

$403,126
43,807

40,663
29,073

516,669

$ 81,168

$.65

1974

$113.615
182,721

9,907
5,796

312,039

14,382

$ 86,313

$.69

.-1.ill 1974

FINANCIAL RESOURCES WERE
PROVIDED FROM:

Operations-
Net loss $ (81,168) $ (86,313)

Provision for loan loss 71,000 61,434

Depreciation and amortization 15,367 7,656

Total from operations 5,19.!? (17,223)

Increase in deposits- r

Demand deposits 1,174,873 1,467,839

Time deposits 1,531,242 1,035,050

Total from deposits 2,706,115 2,502,889

Proceeds from stock
issuance 2,500,000

Other, net 25,669 15,383

$2,736,983 $5,001,049

FINANCIAL RESOURCES WERE
USED FOR:

Increase (decrease) in
earning assets-
Loans, before charge-offs $3,108,240 $2,467,672

Investment securities 702,671 235,565

Federal funds sold (1,600,000) 1,700,000

Total increase in
earning assets 2,210,911 4,403,237

Increase in cash and
.<1", due from banks 479,400 321,422

Additions to leasehold im-
provements and equipment 19,338 221,244

J Stock issuance costs 33,325

Other, net 27,334 21,821

$2,736,983 $5,001,049

8
The accompanying notes to financial statements are an integral part 01
these statements.
7

The accompanying notes to linancial statements are an integral part 01
these statements.



To the Board of Directors of
The Services National Bank:

We haveexamined the statements of condition of THESERV-
ICES NATIONAL BANK as of December 31. 1975. and Decem-
ber 31. 1974, and the related statements of operations,
changes in stockholders' equity and changes in financial posi-
tion for the year ended December 31,1975, and for the period
May 10, 1973 (date of inception) to December 31,1974. Our
examination was made in accordance with generally accepted
auditing standards, and accordingly included such tests of the
accounting records and such other auditing procedures as we
considered necessary in the circumstances.
In our opinion, the financial statements referred to above pre-

sent fairly the financial position of The Services National Bank
as of December 31, 1975, and December 31, 1974, and the re-
sults of its operations and the changes in its financial position
for the periods indicated, in conformity with generally accepted
accounting principles consistently applied during the periods.

Arthur Andersen & Co.

1666 K Street, NW.
Washington. D.C.,
January 22, 1976.

FORM F-2

The Services National Bank files
with the Comptroller of the Currency
each year an Annual Report on Form
F-2. A copy of this report may be ob-
tained by any stockholder upon writ-
ten request to Kurt L. Walitschek,
Vice President and Cashier, The Serv-
ices National Bank. 2301 South
Jefferson Davis Highway. Arlington,
Virginia. 22202.

QUARTERLYDETAIL/PerShare High-Low Bid Prices"
for The Services National Bank Common Stock

i

Year 1974 1975

Quarter 2pd 3rd 4th 1st 2nd 3rd 4th

High Bid 23 23'!. 21 22 213/. 21'/. 2031.

Low Bid 21 20 18'12 20'/. 18'/2 19

Quarter-end LowBid 21 20 21 '12 203/. 1.9'/. 19

"Quotations between dealers and not
necessarily actual transactions.

9
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THE SERVICES NATIONAL BANK

Notes to Financia1 Statements
December 31, 1975

(1) SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES

Leasehold Improvements and Equipment
Leasehold improvements and equipment are stated at
cost less accumulated depreciation and amortization of
$23.022 in 1975 and $7,656 in 1974. Leasehold im-
provements are amortized on the straight-line basis over
the term of the lease including renewal options. Equip-
ment is depreciated on the straight-line method over the
estimated useful lii/es of the assets.

Securities
Securities are stated at cost. as adjusted for amortiza-
tion of premium and accretion of discount.

Reserve for Possible Loan Losses
The provision for loan losses charged to operations is
based on management's review and evaluation of the
loan portfolio.

Unearned Interest Income
Interest applicable to consumer loans is recognized on
an effective-yield basis (sum-of-months-digits method).
Unearned interest is reflected as a reduction of loans in
the accompanying statements of condition and amounts
to $254,000 in 1975 and $139.000 in 1974.

Investment Tax Credit
Investment tax credits are accounted for on the f1ow-
through method which reduces the provision for income
taxes in the year the asset is placed in service. Invest-
ment tax credits amounted to $1.400 in 1975 and
$8,572.in 1974. These amounts are available for reduc-
tion of future tax liabilities. The carry-forward periods
expire in 1981 and 1982.

(2) ORGANIZATIONAL EXPENSES

Organizational costs incurred prior to February 19.
1974 (the date the Ef. commenced operations),
amounted to $84,446. TH't9organizational costs have
been expensed as incurred for financial reporting pur-
poses. For Federal income tax purposes. they are being
amortized over five years from the date the Bank com-
menced operations. At December 31, 1975. $52,070 of
organizational expense is available for future amortiza-
tion for Federal income tax purposes. The Bank earned
$70.064 of interest during the organizational period.

10
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(3) SECURITIES

The bOOKvalue and market value of securities as of
December 31 are as follows:

1975
Book Market
Value Value

1974---_._---
Book Market
Value Value

United States Treasury:
Maturing in one year
Maturing after one year but

within five years

United States Government Agencies:

Maturing after one year
but within five years

Federal Reserve Bank Stock

$224,699 $225,211 $ 50,439 $ 51,595

250,024 257,000 122,126 122,834

400,51 2 399,000

63,000 63,000 63,000 63,000
$938,235 $944,211 $235,565 $237,429

Securities with a book value of approximately
$675,000 at December 31, 1975, were pledged to
secure public deposits and .forother purposes as
requirel~by law.

(4) RESERVE FOR LOAN LOSSES (5) LOANS

The loan-loss provision is in excess of the maximum
amo.unt deductible for Federal income tax purposes by
$9,515 in 1975 and $46,648 in 1974.

The Statement of Condition at December 31, 1974, has
Ileen restated to reflect the reserve for loan losses as a
deduction from loans. The changes in the reserve for
loan losses were as follows:

1975 1974
$ 60,000 $

(51,233) (1,434)

The following schedule reflects loans extended to the
customers of the Bank by purpose at year end:

84,935

890,026

1,490,406

871
$2,466,238

$
873,540

2,729,937

1,888,510

__ 1....;.9_7_5 1974

$

37,539
$5,529,526

Real Estate Loans:
Insured or Guaranteed

by the U.S. Gov-
ernment or its
Agencies

Other

Commercial and
Industrial Loans

Loans to Individuals for
Household, Family,
and Other Consumer
Expenditures

All Other Loans
(Including Overdrafts)

Total

..• 'a

.• ,61,434
$60,000

6,281

71,000
$ 86,048

Balance, beginning of period
Loans charged off
Recoveries of charged-off

loans
Provision charged to

operations
Balance, end of period

j11
12

::.....
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(7) NET OPERATING LOSS CARRY-FORWARD

(6) COMMITMENTS

(8) UNDIVIDED PROFITS

D.J. ARONE
Editor-Publisher
Arone Publications Inc. '

FRANK S BESSON,JR.
Chairman orthe Board
General, USA (Ret)

CALVINB. ANDRINGA ",
Vice President Am'trak

ROBERTA. CARLONE
Colonel, USAF (Ret.)

KEN ELDER
Owner & President
Washington Thrifty Rent-a-Car

I.J. GALANTIN
Admiral, USN (Ret.)

CHESTERW.GROCH
President

Directors

..
,,

$ 45,000
$ 45,000
$ 44,000
$ 48,000
$ 43,000
$147,000

1976
1977
1978
1979
1980
1981-85

As of December 31, 1975, the Bank has a net operating
loss carry-forward available for income tax reporting
purposes of $58,775 to reduce future taxable income.
This loss carry-forward expires in 1980.

The Bank leases premises and certain equipment. The
occupancy lease may be renewed at the Bank's option
for periods up to ten years. Total rental expense, includ-
ing rental of temporary office space, was $53,439 in
1975 and $43,701 in 1974. Future minimum rentals are
shown below:

The transfer from surplus to undivided profits of
$366,675 was made in 1973 to avoid creating a deficit
in undivided profits during the early stages of opera-
tions. It is management's intent to restore this amount to
the surplus account as rapidly as profitable operations
permit. The $199,194 of undivided profits presented in
the accompanying financial statements is not available
for the payment of dividends.

(9) TRANSACTIONS WITH DIRECTORS

DONALD L. HARLOW
CMSAF,USAF (Ret.)

CHARLES LURIA
President
Charles Luria Associates

ROBERTC. MOOT
Finance Chairman
President Ford Committee

During 1974 and 1975, certain directors of the Bank
have had loans and other transactions with the Bank.
Management is of the opinion that such loans were
made in the ordinary course of business on substan-
tially the same terms, including interest rates and col-
lateral, as those prevailing at the time for comparable
transactions with others. As of December 31, 1974 and
1975, the amount of such outstanding loans receivable,
including direct and indirect amounts, totaled ap-
proximately $294,000 and $384,000, respectively.
These loans include approximately $213,000 and
$332,000 as of December 31, 1974 and 1975,
respectively, which are collateralized by either dealer
automobile inventory or; automotive fleets.

Officers

LOLA REINSCH
Property Manag'ement '

ANNA SMITH
Owner & President
Alexandria American Sales Inc.

CHESTERW.GROCH
President

KURT L. WALITSCHEK
Colonel, USA (Ret.)
Vice President & Cashier ,,'~\

W. JAMES STUDEBAKER
Assistant Vice President

13 KAREN PETERSON
Assistant Cashier

1B7



Aovisory t:Soara
WILLIAM W. BEHRENS. JR. .
President, Earth Resources
Applications Institute, Inc.

C. W. BORKLUND
President, Executive Publications, Inc.

BILL BURNETT
President, Burnett Associates, Inc.

MICHAEL COLLINS
Director, Air & Space Museum, Smithsonian Institution

MAURICE L. LIEN
Executive Editor, The Retired Officer Magazine

JOE WASSON
Information. Liason Assistant, U.S. Navy Department

ROBERT F.Willey
Retired

SERVICES NATIONAL BANK
2301. So. Jefferson Davis HiShway

Arlington. Virginia 22202
(703) 979-,9300

'1.88
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Chester W. Groch
President

Frank S. Besson, Jr.
Chairman of the Board

41,053
5,250,056

$2,642,711
1,238,141
1,328,151
5,209,003

1,500,000 1,500,000 ,
,/

600,000 600,000 /

276,003 199,194 i
I

2,376,003 2,299,194
$9,808.364 $7,549.250

65,142
7,432,361

$3,659,245
1,717,502
1,990,472
7,367,219

LIABILITIES:
Deposlts-

Demand deposits
Certificates of deposit
Savings deposits
Total deposits

Accrued interest and other
liabilities
Total liabilities

COMMiTMENTS (Note 6)
STOCKHOLDERS' EQUITY:
Common stock, $12 par value,

150,000 shares authorized,
125,000 shares outstanding

Surplus ",
Undivided profits (Note 8)

Total stockholders'
equity

1976 1975

CASH AND DUE FROM BANKS $ 696,569 $ 800,823

SECURITIES (Notes 1 and 3):
United States Treasury

474,723securities 551,215
United States Government
agencies 400,320 400,512

Federal Reserve Bank stock 63,000 63,000

Total securities 1,014,535 938,235

FEDERAL FUNDS SOLD 500,000 100,000

LOANS (Notes 1,4, and 5):
Consumer loans 2,858,844 2,625,306
Real estate mortgage loans 1,996,170 873,540
Commercial loans, including
dealer floor plan loans of
$377,276 in 1976 and
$291,697 In 1975 1,559,986 1,186,044

Small Business
Administration loans 561,338 344,636

Participation loans 400,000 500,000

Total loans 7,376,338 5,529,526

Less reserve for possible
(86,048)loan losses (80,000)

Net loans 7,296,338 5,443,478

LEASEHOLD IMPROVEMENTS
AND EQUIPMENT, net
(Note 1) 212,608 217,559

OTHER ASSETS 88,314 49,155
$9,808,364 $7,549,250

LIABILITIES AND STOCKHOLDERS' EQUITY
1976 1975

THE SERVICES NATIONAL BANK

Statements of Condition
December 31,1976 and 1975

ASSETS

a,.

The Directors, officers and employees of your Bank wish to
thank our stockholders and depositors for their continued co-
operation and confidence.

We pledge to you that we will make every effort to continue
to merit your confidence during the coming year.

At the close of 1976, Services National Bank completed
nearly thru~years of operations. Our favorable growth rate
,;;ontii'lued in 1976. As compared to December 31, 1975, total
resources on December 31, 1976 Increased $2,259,114, up
29.9%; deposits increased $2,158,216, up 41.4% and total
loars increased $1,846,812, up 33.3%.

As required, the bank examined during 1976 by the National
Bank Examiners. In addition, the International accounting firm
of Arthur Andersen & Co., conducted an audit of the bank's
financial statements as of December 31,1976.

Our net income increased from a loss of $81,000 In 1975 to a
gain o( $76,800 in 1976. This favorable trend is primarily due to
the fact 'ihat operating income increased 40% while expense
increased only 8%. Our deposit base Is now sufficient to
support our fixed operating expenses and with continued
growth we expect additional net income Increases supported
with only a relatively small incremental operating cost.

During 1976, Admiral I. J. Galantin, USN (Ret.) one of the
organizing directors, retired from the Board because he no
longer resides In the Washington area. His efforts on behalf of
the bank will be greatly missed.

In recognition of their past efforts and continuing interest in
and support of the bank, Leonard F. Chapman, General USMC
(Ret.) and I. J. Galantln, USN (Ret.) have been appointed
Founding Directors Emeritus of the Board.

The vacancy on the Board was filled by William W. Behrens,
Jr., D.Sc. Vice Admiral USN (Ret.), Vice President, J. Watson
Noah Associates Inc. His business acumen will be a valuable
asset to the Board.

The Be companying notes 10 financial statements are an in I egral par 01 these
statements.
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THE SERVICES NATIONAL BANK

Statement 0' Changes in
Stockholders' Equity
For the years ended
December 31,1976 and 1975

BALANCE, December 31,1974
Loss for the year ended December 31,1975

BALANCE, December 31,1975
Net income for the year ended
December 31,1976

BALANCE, December 31,1976 (Note 8)

Common Undivided
Stock Surplus Profits Total

<- $1,500,000 $600,000 $280,362 $2,380,362
(81,168) (81;168)

1,500,000 600,000 199,194 2,299,194

76,809 76,809
$1,500,000 $600,000 $276,003. $2,376,003

.

Total Deposits-----
Demand (Checking) Deposits ................••..............•......-

Savings (Time) Deposits - - --

,..
../

/- -----1---
- -- ---

l/" - I-----./

~ --..- I ............
..... .::...... ". i-

f ............... .....
•••••••••f.

./ ..•..•... I

" ...••.. I...•.... - ::-.-
./

..
I ....... - ...

.1' ,. ~;...........,e..:= -_.::::- f----- -
/ --

"-
f - --f--- --

If .' •..- -- ._.-- ..----
---I:. ....•.•.•.-~- ._~-- ..---.,---- ...-L___.--;-- -'-- -- ---- ---

2

4

o jfmamj iasond)fmaml.asond.fmaml lasond

Number
of
Accounts

5

Total Deposits -----
Demand (Checking) Deposits ....•..•......•...........................•.

Savings (Time) Deposits - ---

./

v-
I"
J

./ --
f

/
'"
""

"I -.- ./
/" ...........

f / ....l..".
f .•......

i \.. •••• "
/ _t:.. ....v

.' ,
./ ....•

J .... .......
•.....•... ... ...•.-

" .•... -I ..•
••..... ,. ._-. -

DEPOSITS

2

3

6

4

7

8

~ jlm.m; i •• ond; Im.m; i.sondi Im.mj i.sond

The accompanying notes to financial statements are an integral part of these
statements.

2 3

t91



THE SERVICES NAT10NAL BANK THE SERVICES NATIONAL BANK

Statements of Operations Statements of Changes in
For the years ended December 31, Financial Position

1976 1975 For the years ended December 31,
OPERATING REVENUE: ,
Interest and fees on loans $597,020 $403,126 1976 1975
Interest on Federal funds solo 8,783 43,807 : FINANCIAL RESOURCES WEREInterest on United States J PROVIDED FROM:Government securities 77,831 40,663

Operations-Other operating revenue 40,814 29,073
Net income (loss) $ 76,809 $ (81,168)724,448 516,669 Provision for loan losses 61,497 71,000

OPERATING EXPENSES: Depreciation and
Salaries 147,246 143,824 amortization 16,961 15,367
Employee benefits and Total from operations 155,267 5,199payroll taxes 15,370 17,126 Increase in deposits-Interest on deposits 171,287 108,606 Demand deposits 1,016,534 1,174,873Occupancy and equipment 77,707 78,457 Time deposits 1,141,682 1,531,242Provision for loan losses 61,497 71,000

Total from deposits 2,158,216 2,706,115Advertising and promotion 18,649 41,183
State tax 22,962 24,000 Increase In accrued interest and
Data processing services 24,458 17,747 other liabilities 24,089 25,669
Other operating expenses 108,463 95,894 $2,337,572 $2,736:983

647,639 597,837 FINANCIAL RESOURCES WERE
USED FOR:

INCOME (lOSS) BEFORE Increase (decrease) in earning
INCOME TAXES AND assets-
EXTRAORDINARY CREDIT 76,809 (81,168) loans, before charge-offs $1,914,357 $3,108,240

APPLICABLE INCOME TAXES 22,611 Investment securities 76,300 702,671
INCOME (lOSS) BEFORE Federal funds sold 400,000 (1,600,000)

Total increase inEXTRAORDINARY CREDIT 54,198 (81,168)
EXTRAORDINARY CREDIT earning assets 2,390,657 2,210,911
due to recognition of net Increase (decrease) in cash
operating loss carry-forwards 22,611 and due from banks (104,254) 479,400

Additions to leaseholdNET INCOME(lOSS) $ 76,809 $ (81,168) improvements andNET INCOME PERSHARE, equipment 12,009 19,338based on 125,000 shares out- Increase in other assets 39,160 27,334standing during the periods-
$2,337,572 $2;736,983Income (loss) before

extraordinary credit $.43 $(.65)
Extraordinary credit .18

Net income (loss) $.61 $(.65) ~~
-- =

>.

Theaccompanying notes to financial statements arean Integral part of these
statements.

4

Theaccompanying notes to financial statements are an integral part of these
statements.
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REPORT OF INDEPENDENT PUBLIC
ACCOUNTANTS

To the Board of Directors ai'ld Stockholders of
The Services National Bank:

We have examined the statements of condition of THE SER.
VICES NATIONAL BANK as of December 31,1976 and Decem.
ber 31, 1975, and the related statements of operations,
changes in stockholders' equity and changes in financial
position for the years then ended. Our examination was made
in accordance with generally accepted auditing standards, and
accordingly included such tests of the accoun~ing records and
such other auditing procedures as we considered necessary in
the circumstances.
In our opinion, the financial statements referred to above

present fairly the financial position of The Services National
Bank as of December 31,1976, and December 31,1975, and the
results of its operations and the changes in its financial
position fo(the years then ended, in conformity with generally
accepted accounting principles consistently applied during
the periods.

Arthur Andersen & Co.

Washington, D.C.,
January 19, 1977.

FORM F.2

The Services National Bank files
with the Comptroller of the Currency
each year an Annual Report on Form
F.2. A copy of this report may be
obtained by any stockholder upon
written request to Kurt L. Walitschek,
Vice President and Cashier, The
Services National Bank, 2301 South
Jefferson Davis Highway, Arlington,
Virginia, 22202.

QUARTERLY DETAIl/Per Share High.Low Bid Prices.
for The Services National Bank Common Stock

Year 1975 1976

Quarter 1st 2nd 3rd 4th 1st 2nd 3rd 4th

High Bid 22 213/4 211/4 203/4 21 203/.1 201/2 20

Low Bid 181/2 201/4 18V2 19 20V2 18 18 19

.1 Quarter-End Low Bid 211/2 203/.1 191/4 19 19 18 18 18

• Quotations between dealers and not
necessarily actual transactions.

THE SERVICES NATIONAL BANK

Notes to Financial Statements
December 31,1976'

(1) SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES . .

Leasehold Improvements and Equipment-
Leasehold improvements and equipment are stated at cost
less accumulated depreciation and amortization of $39,983 In
1976 and $23,022 in 1975. Leasehold Improvements are
amortized on the straight.line basis over the term of the lease
including renewal options. Equipment is depreciated on the
straight.line method over the estimated useful lives of the
assets.

Securities-
Securities are stated at cost, as adjusted for amortization of
premium and accretion of discount.

Reserve for Possible Loan Losses-
The provision for loan losses charged to operations is based
on management's review and evaluation of the loan portfolio.

Unearned Interest Income-
Interest applicable to consumer loans is recognized on an
effective-yield basis (sum.of.months-diglts methods).
Unearned interest is reflected as a reduction of loans in the
accompanying statements of condition and amounts to
$255,000 in 1976 and $254,000 in 1975.

Investment TaxCredlt-
Investment tax credits are accounted for on the flow-through
method which reduces the provision for income taxes in the
year the asset is placed in service. Investment tax credits of
$1,400 In 1975 and $8,572 in 1974 are available for reduction of
future tax liabilities. The carry.forwards expire in 1982 and
1981.

(2) ORGANIZATIONAL EXPENSES

Organizational costs Incurred prior to February 19, 1974 (the
date the Bank commenced operations), amounted to $84,446.
The organizational costs have been expensed as incurred for
financial reporting purposes. For Federal! inco~, tax
purposes, they are being amortized over five years ff~ the
date the Bank commenced operations. At December 31,,:,1976,
$35,181 of organizational expense is available for future
amortization for Federal income tax purposes.

6
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(5) LOANS
The following schedule reflects loans extended to customers

(4) RESERVEFOR LOAN LOSSES
The changes in the reserve for loan losses were as follows:

(3) SECURITIES
The book value and market value of securities as of December
31.areas follows:

$ 45,000
$ 44,000
$ 48,000
$ 43,000
$43,000
$104,000

1977
1978
1979
1980
1981
1982-85 .

(9) TRANSACTIONS WITH DIRECTORS
During 1976 and 1975, certain directors of the Bank have had
loans and other transactions with the Bank. Management is of
the opinion that such loans were made in the ordinary course
of business on substantially the same terms, including interest
rates and collaterial, as those prevailing at the time for
comparable transactions with others. As of December 31,1976
and 1975, the amount of such outstanding loans receivable,
Including direct and indirect amounts, totaled approximately
$338,000 and $384,000, respectively. These loans include
approximately $211,000and $332,000as of December 31,1976
and 1975, respectively, which are collaterialized by either
1ealer automobile inventory or automotive fleets.

Member FDIC
MemberABA
Member Independent Bankers Association
Member Virginia Bankers Association
Member Military Banking Association

(8) UNDIVIDED PROFITS
A transfer from surplus to undivided profits of $366,675 was
made in 1973 to avoid creating a deficit in undivided profits
during the early stages of operations. It is management's
intent to restore this amount to the surplus account as rapidly
as profitable operations permit. The $276,003 of undivided
profits presented in the accompanying financial statements is
not available for the payment of dividends.

(7) NET OPERATING LOSSCARRY.FORWARD
As of December 31, 1976, the Bank has a net operating loss
carry-forward available for income tax reporting purposes of
$13,100 to reduce future taxable income. This loss carry.
forward expires in 1980.

(6) COMMITMENTS
The Bank leases premises and certain equipment. The
occupancy lease may be renewed at the Bank's option for
periods up to ten years. Total rental expense was $50,407 in
1976 and $53,439 in 1975. Future minimum rentals are shown
below:

6,281

71,000
$ 86,048

399,000

1975
$ 60,000
(51,233)

257,000

2,729,937

37,539
$5,529,526

1975
$ 873,540
1,888,510

400,512

250,024

1975
Book Market
Value Value

4,854

61,497
$ 80,000

1976
$ 86,048
(72,399)

3,029,647

25,454
$7,376,338

1976
$1,996,170
2,325,067

408,640

312,690

400,320

301,239

249,976$ 254,890 $224,699 $225,211

1976
Book Market
Value Value

of the Bank by purpose at year-end.

Conventional real estate
Commercial and industrial loans
Loans to Individuals for house-

hold, family, and other
consumer expenditures

All other loans (including
overdrafts)
TOTAL LOANS

Balance, beginning of period
Loans charged off
Recoveries of charged-off

loans
Provision charged to

operations
Balance, end of period

63,000 63,000 63,000 63,000
$1,014,535$1,039,220 $938,235 $944,211

Securities with a book value of approximately $752,000 at
December 31, 1976, were pledged to secure public depsoits
and for other purposes as required by law.

United States
Treasury:
Maturing in one
year $

Maturing after
one year blit
within five
years

United States
Government
Agencies:
Maturing after
one year but
within five
.years

Federal Reserve
Bank Stock
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THE SERVICES NATIONAL BANK
--------------------,-----_._-- ._--------

Statements of Condition
December 31, 1977 and 1976

ASSETS
1977 1976

CASH AND DUE FROM BANKS $ 1,237,444 $ 696,569
SECURITIES (Notes 1 and3):
U.S. Treasury
securities 797,086 551,215

Obligations of U.S. Government
1,200,758 400,320agencies

Federal Reserve Bank stock 63,000 63,000
Total securities 2,060,844 1,014,535

FEDERAL FUNDS SOLD 900,000 500,000

LOANS (Notes 1, 4, 5 and 9):
Consumer loans 2,570,158 2,858,844
Real estate mortgage loans 2,457,920 1,996,170
Commercial loans, including
dealer floor plan loans of
'$513,754 in 1977 and
$377,276 in 1976 1,579,814 1,559,986

Small Business
Administration loans 805,813 561,338

Participation loans 400,000
Total loans 7,413,705 7,376,338

Less reserve for possible
loan losses (122,000) (80,000)
Net loans 7,291,705 7,296,338

LEASEHOLD IMPROVEMENTS
AND EQUIPMENT, net
(Note 1) 202,116 212,608

OTHER ASSETS 107,553 88,314
$11,799,662 $9,808,364

LIABILITIES AND STOCKHOLDERS' EQUITY

During the past year, Services National Bank continued a
favorable r'ate of growth. On December 31,1977 as compared to
the end of 1976, total deposits had increased $2,031,926 or 28
percent.
My letter accompanying the September 30, 1977 Third

Quarter Statement of Condition stated that a stringent review
of our loan portfolio had begun and would continue into the
Fourth Quarter. This review revealed that a number of our loans
carrie):)as assets were of doubtfui value. Those not realistically.
collectible were charged-off and the provision for loan losses
was increased to protect against possible future losses in the
loan port.folio. As a result of these actions, despite our
favorable growth rate, the Bank experienced a loss of $21,714
or 17cents per share for the full year period.
Over one.half of the loans charged.off in 1977 originated in

our first Jwo years of operation, 1974 and 1975. These loans
would not have been made under our more conservative credit
standards introduced in 1976. Since then we have imposed
even stricter standards for screening loan requests and have
added 3 system of tighter internal controls over the monitoring
of outstanding loans.
As indicated in my earlier letter, our President, Mr. Chester

W. Groch resigned effective September 30, 1977. The Board
after thoroughly reviewing several outstanding candidates,
offered the position to Mr. Marshall H. Groom. Mr. Groom'
assumed the position of President and Chief Executive Officer
on December 1, 1977 and jOined the Board of Directors at the
December meeting. Mr. Groom's broad background of 20 years
experience in banking in our metropolitan area, coulJled with
his realistic approach to the application of sound principles to
the management of the Bank's affairs and his dedicat on to his
tasks, auger well for the future of the Bank.
As required, the Bank was examined during 1977 by the

National Bank Examiners. In addition, the international
accounting firm of Arthur Andersen & Co., conducted an audit
of the Bank's financial statements as of December 31,1977.
Since the last Annual Meeting of the Stockholders, the

Board of Directors has elected two other new members.
Mr. Ted L Johnson joined the Board in October 1977. Mr.

Johnson, President of Dart Services, Inc., Com-X, Inc., and
Shirlington Security & Storage is a strong supporter of the
Bank, an active businessman in the community, and a retired
Army Officer with both enlisted and commissioned service.
Vice Admiral William P. Mack, USN(Ret.) joined the Board at

the February meeting. Admiral Mack culminated 38 years of
service in the Navy by serving as Superintendent of the U.S.
Naval Academy from 1972 to 1975. He brings to the Board not
only a unique understanding of military personnel the Bank
endeavors to serve, but also a sound education and back-
ground in financial management.
With Mr. Groom's selection as President and the thorough

review of our entire loan portfolio, your Board of Directors
firmly believes the Bank has overcome a temporary setback
and can now aggressively pursue our long range growth and
profit plan.

~/d ~"•. L_: _

LIABILITIES:
Deposits-

Demand deposits
Certificates of deposit
Savings deposits
Total deposits

Accrued interest and other
liabilities
Total liabilities

COMMITMENTS (Note 6)
STOCKHOLDERS' EQUITY:
Common stock, $12 par value,
150,000 shares authorized,
125,000 shares outstanding

Surplus
Undivided profits (Note 8)

Total stockholders'
equity

$ 4,445,835
2,469,271
2,.484,039
9,399,145

46,228
9,445,373

1,500,000
600,000
254,289

2,354,289
$11,799,662

$3,659,245
1,717,502
1,990,472
7,367,219

65,142
7,432,361

1,500,000
600,000
276,003

2,376,003
$9,808,364

Frank S. Besson, Jr.
Chairman of the Board Theaccompanying noles 10 financial slalemenls a'e an inleg,al parI of Ihese

slalemenls.



THE SERVICES NATIONAL BANK

Statement of Changes in
Stockholders' Equity
Forthe years ended
December 31,1977 and 1976

Common Undivided
Stock Surplus I. Profits Total

BALANCE, December 31, 1975 $1,500,000 $600,000 $199,194 $2,299,1£4

Net income for 1976 76,809 76,809

BALANCE, December 31, 1976 1,500,000 600,000 276,003 2,376,003

Net loss for 1977 (21,714) (21,714)

BALANCE, December 31, 1977 (Note 8) $1,500,000 $600,000 $254,289 $2,354,289

1977

Tolal----
Demand (Checking) ..................................•.......•

Savings (Time) .••.• _-_•..•••• --

197B1975

T 'Ej-~~----L--=t-- ---------------1 ----.+-- -----..---_...---------..-r\X-:J~~
~-L'H __ I

"'"
----o.' _____ ~_____I .. ~______.____

-+--+--_i ------,...---i- ..-----1-- ______
/'

.-1- <~~r::~/

/ ...•......
'! ; T" ==J.......... ~_.._:::.~~:j2:~.~:.;:~~~.........

........

.. ...---- -- -_.-.-- --- .-- _. ._- -- I- -- ---+--- -- ----
c- --- --- -_....... .---. -_. -___-'__1.-_o

1

2

3

5

4

Number
of
Accounts

B

DEPOSITS

7

5

B

B

Theaccompanying notes to financial statements are an integra' part of these
s/atE:rr;ents.
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THE SERVICES NATIONAL BANK

Statements of Operations
For the years ended December 31,

OPERATING REVENUE:
Interest and fees on loans
Interest on Federal funds sold
interest on securities-
U.S. Treasury securities
Obligations of U.S.
Government agencies

Other
Other operating revenue

OPERATING EXPENSES:
Salaries
Employee benefits and
payroll taxes

Interest on deposits (including
$49,267 in 1977 on certifi-
cates of deposit over
$100,000)

Occupancy and equip-
ment (Note 6)

Provision for loan losses
(Notes 1 and 4)

Advertising and promotion
Stock tax
Data processing services
Other operating expenses

1977 1976

$702,422 $597,020
33,137 8,783

38,439 45,643

35,539 28,408
3,780 3,780

70,615 40,814
883,932 724,448

163,894 147,246

19,241 15,370

223,643 171,287

79,912 77,707

192,700 61,497
21,095 18,649
23.914 22,962
31,604 24,458

149,643 108,463
905,646 647,639

THE SERVICES NATIONAL BANK

Statements of Changes in
Financial Position
For the years ended December 3";

(21,714) 76,809
22,611

(21,714) 54,198

22,611
$(21,714) $ 76,809

INCOME(LOSS) BEFORE
INCOME TAXES AND
EXTRAORDINARY CREDIT

INCOME TAXES
INCOME (LOSS) BEFORE

EXTRAORDINARY CREDIT

EXTRAORDINARY CREDIT,
due to recognition of net
operating loss carry-forwards

NET INCOME (LOSS)

NET INCOME PER SHARE,
based on 125,000 shares out-
standing during the periods-
Income (loss) before
extraordinary credit
Extraordinary credit

Net income (loss)

$(.17)

$(.17)

$.43
.18

$.61
-- --

Theaccompanying notes to financial statements are an integral part of these
statements.

4

The accompanyIng notes to financial st8te.~)ents are an intcoil,'alpar' of thesa
statemenfs.
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REPORT OF INDEPENDENT PUBLIC
ACCOUNTANTS

----------------_._---_ ....._-- ..._---_ .._--

To the Board of Directors and Stockholders of
The $ervices National Bank:

FORMF-2

The Services National Bank files
with the Comptroller of the Currency
each year an Annual Report on Form
F.2. A copy of this report may be
obtained by. any stockholder upon
written request to W. James Stude.
baker, ViCErPresident and Cashier,
The Services National Bank, 2301
South Jefferson Davis Highway,
Arlington, Virginia, 22202.

We have examined the statements of condition of THE SER.
VICES NATIONAL BANK as of December 31, 1977, and
December 31, 1976, and the related statements of operations,
changes in stockholders' equity and changes in financial
position for the years then ended. Our examinatio"n was made
ill accordance with generally accepted auditing standards, and
accordingly included such tests of the accounting records and
such other auditing procedures as we considered necessary in
the circumstances.
In our opiniOn, the financial statements referred to above

present fairly the financial position of The Services National
Bank as of December 31,1977, and December 31,1976, and the
results of .Its operations and the cf1anges in its financial
position forthe years then ended, in conformity with generally
accepted accounting prinCiples consislentiy :'Ipplied during
the periods.

. .~

Securities
Securities are stated at cost, as adjusted for amortization of
premium and accretion of discount.

Reserve for Possible Loan Losses
The provision for loan losses charged to operations is based
on management's periodic review and evaluation of the loan
portfolio. /'

Unearned.lnterest Income
Interest applicable to consumer loans is recognized on an
effective-yield basis. Unearned interest is reflected as a
reduction of loans in the accompanying statements of
condition and amounts to approximately $235,000 in 1977 and
$255,000 in 1976.

Leasehold Improvements and Equipment
leasehold improvements and equipment are stated at cost,
less accumulated depreciation and amortization of $60,231 in
1977 and $39,983 in 1976. leasehold improvements are
amortized using the straight-line method over the term of the
lease including renewal options. Equipment is depreciated
using the straight.line method over the estimated useful lives
of the assets.

(1)SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

THE SERVICES NATIONAL BANK

Notes to Financial Statements
December 31,1977

Investment Tax Credit
Investment tax credits are accounted for on the flow-through
method. However, since the Bank has not had current taxable
income, no current benefit has been recognized, and these
credits (approximately $11,000) have been carried forward to
future years. The Investment tax credit carry-forwards expire in
1980through 1984.

Arthur Andersen & Co.
Washington, D.C.,
Janl!ary 26,1978

(2)ORGANIZATIONAL COSTS

QUARTERLYDETAIUPer Share High-low Bid Prices.
for The Services National Bank Common Stock

Year 1976 1977
~uarter 1st 2nd 3rd 4th 1st 2nd 3rd 4th
~igh Bid 21 203,4 20th 20 19 19 19 17
ow Bid 20th 18 18 19 17 17 16 15
quarter-End low Bid 19 18 18 18 17 17 16 15

Organizational costs incurred prior to February 19, 1974 (the
date the Bank commenced operations), amounted to $84,446.
These costs were expensed when incurred for financial report.
ing purposes. For Federal income tax purposes, they are being
amortized over five years from the date the Bank commenced
operations. At December 31, 1977, $18,292 of organizational
costs remain to be amortized for Federal income tax
purpose~.

Quotations between dealers and not
necessarily actual transactions.

6 7
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(3) SECURITIES
The book value and market value of securities at year.end are
as follows:' 1977 1976

Book Market Book Market
Value Value Value Value

(8) UNDIVIDED PROFITS

A transfer from surplus to undivided profits of $366,675 was
made in 1973 to avoid creating a deficit in undivided profits
during the early stages of operations. It is management's
intent to restore this amount to the surplus account as rapidly
as profitable operations permit. The $254,289 of undivided
profits presented in the accompanying financial statements is
not available for the payment of dividends.

(9) TRANSACTIONS WITH DIRECTORS
The bank has made a dealer floor plan arrangement with a local
car dealership owned by a director. The Bank finances the
wholesale cost of cars held in inventory by the dealership
which is supported by a repurchase agreement from the
manufacturer of all new car inventory. Interest (9% at
December 31,1977) is paid monthly. Outstanding loans under
this arrangement were approximately $211,000 at both
December 31,1977 and 1976. Principal advances are repaid as
cars are sold.
In addition, certain directors of the Bank and companies in
which they are principals have had other loans and trans-
actions with the Bank. Management is of the opinion that such
loans and transactions were made in the ordinary course of
business on substantially the same terms, including interest
rates and collateral, as those prevailing at the time for
comparable transactions with other. As of December 31, 1977
and 1976, the amount of such outstanding loans, including
direct and indirect amounts, totaled approximately $488,000
and $127,000, respectively., These loans were primarily either
guaranteed by the Small Business Administration or secured
by real estate or automobiles .

Member FDIC
Member ABA
Member Independent Bankers Association
Member Virginia Bankers Association
Member Military Banking Association

(7) NET OPERATING LOSS CARRY.FORWARD

As of December 31, 1977, the Bank has a net operating loss
carry-forward for financial reporting purposes of approximately
$112,000.The amount of carry' forward for Federal income tax
reporting purposes is approximately $13,000, and expires
primarily in 1980. The difference in the loss carry.forward for
financial reporting and Federal income tax purposes results
primarily from timing differences in the recognition of
provisions for loan losses.

(6) COMMITMENTS

The Bank leases its premises and certain equipment under
operating leases expiring within eight years. The occupancy
lease may be renewed at the Bank's option for periods up to
ten years. Total rental expense was $49,980in 1977and $50,407
in 1976.Future minimum rentals are shown below:

1978 $44,000
1979 $48,000
1980 $",3,000
1981 $43,000
1982 $43,000
1983.85 $61,000

4,854
(67,545)
80,000

312,690

408,640

3,029,647

25,454

$7,376,338 201.

1976
$1,996,170
2,325,067

$

301,239

400,320

$ 249,976 $ 254,890

2,703,756

9,919
$7,413,705

19,130
(150,700)

$ 122,000

98,094

99,875

99,625

697,561

$

999,647 1,000,157

Balance, beginning of year
Provision charged 10operations
Loans charged off
Less recoveries of amounts

previously charged off
Net charge-offs

Balance, end of year

During the fourth Quarter of 1977, the Bank provided $141,700
for possible loan losses. The provision previously reported for
the first nine months of the year was $51,000. The fourth
Quarter provision was, in the opinion of management,
necessary to increase the reserve for possible losses in
collection of the loan portfolio as of December 31,1977.
(5) LOANS
The following schedule summarizes loans extended to
customers of the Bank by purpose at year.end.

1977
$2,457,920
2,242,110

U.S.Treasury:
Maturing in one

year $
Maturing after

one year but
within five years 698,202

Maturing after five
years but within
ten years 98,884

U.S.Government
agencies:
Maturing in

one year
Maturing after

one year but
within five years 100,736

Maturing after
five years but
within ten years 100,375

Federal Reserve
Bank stock

Conventional real estate
Commercial and industrial loans
.Loans to individuals for house-

hold, family and other consumer
expenditures

All other loans (including
overdrafts)

Total loans

63,000 63,000 63,00063,000
$2,060,844$2,058,312$1,014,535$1,039,220

Securi1ies with a book value of approxima1ely $1,100,000 at
December 31, 1977, were pledged to secure public deposits
and for other purposes as required by law.
(4) RESERVE FOR LOAN LOSSES
The changes in the reserve for loan losses were as follows:

1977 1976
$ 80,000 $86,048

192,700 61,497
(169,830) (72,399)
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IN THE

.' STATE CORPORATION COMMISSION

AT RICffi'.DND

CASENO.. 19967

IN RE: APPLICATION OF BURKE &
HERBERT BANK & TRUST CCl1PANY

For authority to establish a branch
at 2300 SouthEads Street,
Arlington County, Virginia

. . 'IESTOONY OF LE.WIS N. DEMBITZ
.PREFnED Q.\f BEHALF OF THE SERVICES NATIONAL BANK

My naiDe is Lewis N. Demitz, of 3414 Garfield Street, N.l-l. t

.Washington, D.C.

I have an A.B. degree. from GeorgeWashingtonUniversity 'and

a degree of Master in Business AdlIdnistration from the Harvard Business

School. I was .then on the staff of the Board of Govemors of the

Federal Re~erve Systemfor about 30 years t from 1934 through 1965.

excluding 2-1/2 year~ during WorldWarII. During the last 10 years
•of this period, I held the position of Assistant. Director and Associate •

. .

Adviser in the Board's Division of Research and Statistics, mich

meant that I'tV'asone of a group of senior economists responsible for

directing. the general resecrrch work of the Board and coordinating these

n.mctions .for the Federal Reserve Systemas a whole.

LA! 7)-1d-
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In 1962-64, I was assigned to the staff of the President's

Cdamittee on Corporate Pension Funds, and was a co-author of its report

on ''Public Policy and Private pension Programs"which led eventually to

the EmployeeRetirement IncomeSecurity Act of 1974. Part of my'tvork

related to the investing of pension truSt funds.

Oneof myrecent published writings was a report that was pre-

paredat the request of a conmittee of the Michigan legislature, dealing

with the ban.ld.ngstructure .in Michigan and setting forth recomnendations

for legislation in this field. SOme other publi~tions of which I was a

co-author include a book entitled '''!he EconcmicPowerof Ccmnercial

Banks"which deals With possible control relationships between banks and

other corporations; a study on the adequacyof bad debt reserves; a study

on capital needs of savings and loan associations for the Federal Hane

LoanBankof San Francisco; and an econcmicstudy of the State Treasurer's

Office for the State of Missouri. I have also been responsible for a

nunber of economicstudies relating to charter applications or branch
0>

approvals for financial institutions.

-2- 2PS



An earlier publication of minewas entitled "Investment

Companiesin the United States." written for Die Aktiengesells chaft • an

economicjournal published in Hamburg.Germany. Most of my writings

while I was at the Federal Reserve took the form.of studies for the

internal use of the Board or were published by the Board'tvithout

specif,ic attributions to staff llleII'hersmo prepared. theIIi.. Oneexception

was my co-authorship of a pioneering study on "The Federal Funds l1arket."

During an earlier period when I was Assistant Director .of the

BoardI s Division of International Finance, publications that appeared

under my nameincluded a study on "Adequacyof Import Financing

Facilities" and another on ''Financial Problems in the AdVancementof

Under~veloped Countries." Other works in which my participation was

publicly recorded included the Federal Rese:i:veseries of books on con-

Stll:IE' .instal1mentcredit, published in 1957, and the book entitled

"'!he Federal Reserve System: Purposes,and Functions."

Of the various books by others whohave acknowledgedmy assis-

tance or cont:ributiohs. I might mention biro: ''Financial Intermeoiaries

in the AmericanEconomy"by Raym:mdW. Goldsmith, and "Corporate Bond

Quality and Investor Experience" by W. BraddockHickman.

lam neither a custaner nor a stockholder of The Services

National Bankand have no financial interest of any nature in the Bank.

with the exception of the fact that the Bank is paying a fee for my.•••
. "'!!l'

work in this matter. I have been retained by Services as an independent
I

cOnsultant with regard to the possible effects on Services of a proposed
\'i

branch of Burke& Herbert Bankand Trust Companyto be located at 2300

South Eads Street, Arlington. Virginia. I am, of course. <:ltvareof

:1.,.
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Services' position in this matter, and have read its Protest filed

with the Corrcnission. The conclusions 'tvhichfollow, hexvever,.repre-

sent an. independent evaluation on IJD7 part r~ther than an attempt to

juggle statistical. ,data in order to ai:rive at a preconceived conclusion.

I agree With Services' position that competition am:mgbanks

is healthy and should be encouragedto the extent that. it does not damage

existiriginstitutions. I also tmderstand that it is not Services' posi-

tion that Burke& Herbert should never be permitted a branch in the

Crystal City area, but rather that Services wouldbe damagedby estab-

lishnlent of a branch at this time and at the particular location in
fL

question. Myconclusion after analysis of the facts is in accord

with Services' i the Bankshould be protected, fora while longer, .

fran Bui:ke& Herbert's competition. In arriVing at IJD7 conclusions, I

have i,t; lized Mr. ~.arshall' s report of February 23, 197~, with its

attached tables , Mr. Burke's pre-filed testirOOny,facts obtained fran

Mr. Marshall Groom,President of Services, and information, data and

knowledgewhich I have .obtained throughout the course of mycareer with

regard to economics, the banking industry and the trade area involved.

Burke& Herbert's projections for this branch admit that it

wouldhave a third year deficit of $14,454. For reasons which I will

later outline. I do not believe that the prospective earnings projec-

tions areas substantially tmderstated as Mr. Marshall and Mr. Burke

imply, nor that any valid adjustment of the deficit figure for "over-

conservatism" wouldraise it to a zero or plus figure. As a general
/t.~.:.

prefatory ccmnent.t~".tiu.sanalysis. it is ~ opinion that it wouldbe

tmfair and contrary to public poli~y for Burk~& Herbert ~o be permitted

-4-2()?



to open an tmprofitable branch, which admittedly wouldbe subsidized by

the parent bank for at least three years, whenthe effect is to draw

business awayfromServices before that Bankhas been able to restore

its capital to its initial level.

Evenin cases where affected businesses are well established,

the problemof "cross-subsidization" is one of great; concern, both in.

the area of antitrust and the area of regulated incluStri~s. Theproblem

becanes particularly acute here whenit is considered that Sen"ices has

only one office and its viability as a financial institution depends

entirely upon the performanceand growthof that office.

Fromthe figures supplied by Burke& Herbert, .it wouldseem

clear that the proposedbranch would, in all events, be operating at a.

deficit throughout the third year and perhaps into the fourth. I1;'t7ill

disC'l.!Ssseveral aspects of the Burke& Herbertproj ections separately.

1. Mr. Burkesuggests that aproj ection of a gross income

for this branch at 7.2% of its deposits is conservative on the grotmd

that the bank et.trrently earns over 8%. This is. illogical and seemsto

mewrong. First, the ability of that bank to earn over 8%on existing

deposits is no evidence at all that it could eam over 8%on additional

deposits. Morerelevant, however, is the fact that while the gross

incomeof Burke& Herbert in 1977 was indeed equal to 8.04%of the
<,J~

bank's deposits, the ratio of gross incometo the bank's total assets

was 7.31%. It is the latter figure which is relevant for this reason:

the 8.04%figure is reached by totalling the earnings on all the bank's

assets and then ascribing the whole total to its deposits. '.1hateverthe

proposedbranch earns ,viII arise fran the investment not _only of its

-5- 2P8
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deposits but also of the other funds which the parent bank.will invest

in this branch. Incidentally, the 7.31% figure is remarkably close to

the 7.2%assu:rr.edin the projection. Consequently, I cannot agree that

the projection is overly conservative; on the contrary. it appears to be

right in line with .current figures if one assumesthat Burke& Herbert

will be able to earn the SaIIereturn on additional assets as it earns on

existing assets.

2. let meapproach the question raised in (1) above from a

different angle. Burke& Herbert states that it would spend $85,000 for

property improvementsand $65,000 for fixtures. etc., for a total, of

$150,000. 'First year interest on this aIWuntwouldbe about $11,000.

and this interest cost would continue until the $150.000 is written off

by aIIDrtization. There does not appear any indication that this interest

cost is included in the figure for flnet occupancyexpense." But Burke& '.
'1~

Herbert's earnings wouldbe $11,000 higher if this $150.000 were not

tied. up in the proposed branch. This aroountrepresents an additional

cost of the proposed branch which the parent bankwouldbe. subsidizing.

'!he extent to which the parent bankwouldbe subsidizing the proposed

branch be~s even llX)restriking whenit is considered that in addition

to the $150,000 cash outlay , the invest::Inmtof the parent would also

include IOOrethan $100.000 of estimated branch losses in the first and

second years. makinga total investment of over $250,000 by the third

year. on which the foregone interest wouldbe about $18,000 a year.

The foregoing confinns that the branch would really be operating

on a subsidy through its third year and, in fact, I would say that on

any realistic basis, the deficits to be covered and the consequent sub-

sidization fran the parent ban1<wouldbe even 'greater than indicated by

.~
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the applicant's project.ions .. Thebranch wouldnot becomeprofitable.

until the fourth year at the earliest.

3. The recent decline in population of ArliIlgton Countyis

not sane sort of aberration which is likely to reverse. in the future.

It applies not only to all of the "inner ring" of Virginia com:nunities

around Washington, D.C. (Arlington, Alexandria and Falls C'nurch)but.

also to the corresponding areas in Maryland (such as Silver Spring and
. .

Bethesda) and, indeed, to IIX)stof the "suburbs" i.It the inner rings sur-

rounding IIX)stlarge cities. Mr. Burkepoints out that such growth as

has occurred in Arlington in recent years has been in the Crystal City

area. This is true, but such gr<:M:hhas levelled and existing banking

facilities are IIX)rethan adequate to service any planned future develop-

ment. As pointed out in Services' Protest, the average deposits per

bra:t1chin the Crystal City area on June 30, 1977were below the average

deposit. per branch in Arlington County, the difference being approximately

$4.5 million per branch.
,

'!be proposed developmentknownas ''Pentagon City" is irrelevant

with regard to a need for this branch, as it is outside the service area

of both. the proposed branch and Services. The area imnediately adjacent

to the Pentagon City developmentis presently served by a branch of .,

First & MerchantsNational Bank, which had total deposits of $4.700,000

on June 30, 1977, and"Virginia National Bank, which had total deposits

of $5,400.000 on that date. It is evident that neither of these branches

.is overburdenedwith regard to servicing additional accounts in their

imnediate trade area, particularly when it is considered that the average

deposits per branch in Arlington Countyon June 30, 1977.were $12million.
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It is particularly interesting. to note that First & ~.erchantsr deposits

on Jtme 30, 1975~oJere$4,100,000, so'deposits increased only $600,000 in

two years. This branch, located on Army-NavyDrive, apparently bene-

fited little, if at all, from the Crystal City-National Center develop-

ment. Since Services and Burke& Herbert are located the greatest dis-
. .

tance from the proposed Pentagon.City of any of the nine banking offices

in the area (with the exception of the First Virginia branch next door

to SeMces) the only reasonable assumption is that Pentagon City, even

if completed as .plamed, will not be the source of any substantial

business for either Services or Burke& Herbert.

I ampersonally familiar with the fact that the Comptroller of

the Currency initially denied Services' application for a charter

because it was not damnstrated to his satisfaction that the Bankplamed

.to establish a local base of business strong enoughto enable it to

survive. The charter was granted only after the Board of Directors was

augmentedby local b~,iness people and a revised approach and econanic

analysis was presented showingthe viability of the Bank if a strong

local base were established. I have considered and analyzed all the

projected "growth" contained in Mr. Burke's testim:my and it is my

opinion that, even assuming that all comesto fruition (which is riot

certain by any means) such does not denxmstrate a positive need at this

time for any banking facility at the proposed location. .It goes without

saying that trore hotel roomsare nota source of banking business nor

wouldbe the building of Interstate 595, even if such ultimately qccurs.

Of greater importance ~-ihenconsidering the question of jeopardy to

Services' financial sOlUldessis the inescapable fact that, whatever may

be the situation in the future, Burke& Herbert would initially be

-8-
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COOlpetingwith Services for existing customers.. The time factor is

critical because Services does not have the luxury of a parent bank or

holdi.rigcompany, enjoyed by the other banks in the area and by the

proposed branch of Burke& Herbert. ; Servi.c~ is a troubled and struggling

institution. Services carmot rely upon other branches or a parent bank

to showan overall reasonable return, and I have no hesitancy in saying

that the establishment of the proposed Burke & Herbert branch at this

time would jeopardize Services' ability to eam a reasonable retlirn.

~~n,d?e~~f
Lewis N. Demb~tz ·

. .

CTIY OF ~-lASHINGroN

DISTRIcr OF COUJMBIA, to-wit:

Sd>scribed and swom to before me this 9th day of May, 1978.

~~/~
. \ .\\ I I ; I ,

\

My Coamission Expires:
NOTARY PUBLIC. DISTRICT OFCOLUM8:A

MY COMMISSION EXPIRES FEB. 14. 1ge1

2t2
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