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he Federal Reserve Bank of Kansas

City is one of 12 regional Reserve

Banks which, together with the Board
of Governors in Washington, D.C., comprise
the nation s central bank.

The Federal Reserve is responsible for
formulating and conducting monetary policy,
supervising banks and bank holding compa-
nies, and providing financial services to
depository institutions, the federal govern-
ment, and the public.

The Kansas City Bank has served the Tenth
Federal Reserve District since 1914. The
district includes Colorado, Kansas, Nebraska,
Oklahoma, Wyoming, the northern half of New
Mexico, and the western third of Missouri.
Branches operate in Denver, Oklahoma City,

and Omaha.



PRESIDENT’S STATEMENT

ublic confidence in the institutions that

undergird our nation’s economy is essential

if society is to achieve its broad economic
goals. As one of the institutions whose effective per-
formance is important to the economic well-being of
the nation, we at the Federal Reserve Bank of Kansas
City are committed to earning and maintaining public
confidence by effectively meeting the challenges of a
continuously evolving economy and its rapidly chang-
ing financial system.

pressures in the nation’s economy while at the same
time promoting sustainable economic growth. To de-
velop our policy recommendations, we analyzed the
regional, national, and international economies and
produced research that offered insights into macro-
economic issues. Importantly, we facilitated greater
worldwide understanding of the importance of price
stability to economic progress and the associated re-
sponsibility of central banks by hosting our twentieth

economic policy symposium

Over the past year,
I believe that the people of
the Kansas City Fed have
done an exceptional job in
meeting today’s demands
while anticipating and pre-
paring to meet tomorrow’s
challenges. This report de-
scribes the Bank’s accom-
plishments during 1996, not-
ing both the day-to-day work
we do to meet our objectives
and describing some of the
broader evolving issues that
command our attention in
monetary policy, banking su-
pervision, and financial ser-

vices.

at Jackson Hole, Wyoming.
A special section in this re-
port describes the sympo-

sium and its findings.

In the area of bank-
ing supervision, the Bank
provided strong leadership
by implementing ap-
proaches in both safety and
soundness and community
reinvestment examinations
that strengthened the quality
of oversight while reducing
burdens on banks. Other
regulatory burdens were
lightened as the Bank devel-
oped cooperative agree-

ments among supervisors of

state-chartered banks to

As for monetary
policy, the Bank contributed in 1996 to the formula-
tion and implementation of Federal Reserve policies

that were successful in helping restrain inflationary

THoMmASs M. HOENIG,
President,
Federal Reserve Bank of Kansas City



lessen complications for such banks expanding across
state lines. To ensure that we understood banking con-
ditions and that our regulatory approaches were
grounded in reality, Bank staff devoted considerable
time in the field interacting with bankers, business

persons, and community representatives.

With regard to its financial services, the Bank
continued to provide active leadership in promoting
paperless payments meth-

for effective and innovative performance will persist.
In such an environment, we recognize that the Bank is
strengthened importantly by the oversight, advice, and
practical experience of the directors who serve the
Bank and its Denver, Oklahoma City, and Omaha
Branches. These 30 men and women from all over
the region bring us perspectives that bolster our un-
derstanding and help us seek real-world responses and
innovations in all our responsibilities. They deserve
the thanks of everyone in the

ods through electronic
check presentment and ad-
justments, check imaging
products, and increased use
of the Automated Clearing
House (ACH) for consumer,
commercial, and govern-
ment payments. In its day-
to-day relationships with
customers, the Bank

strengthened its commit-

region.

At the beginning, 1
commented on the impor-
tance of public confidence in
society’s major institutions.
At the Federal Reserve Bank
of Kansas City, we acknowl-
edge the public’s and the
banking industry’s high ex-
pectations for our perfor-

ment to customer service

through improved communications and new customer
support systems, as detailed later in this report. To
underline our customer commitment and to ensure that
depository institutions were well informed about new
service requirements and opportunities, Bank staff
conducted a variety of field programs across the re-
gion for hundreds of attendees.

In all of these areas of the Bank’s responsi-
bility—monetary policy, banking supervision, and fi-
nancial services—we know very well that the pace of

change is likely to accelerate and that the requirements

mance and the related scru-
tiny. Because of the outstanding commitment to ser-
vice that characterizes our employees, | am certain that
we will continue to demonstrate the leadership that

will maintain your confidence in us.

2l s W M

President



MONETARY PoLICY

he Federal Reserve conducted monetary

policy in 1996 to promote sustainable eco-

nomic growth and progress toward price sta-
bility. Early in the year, policy was eased slightly in
response to signs of a slowing economy and subdued
inflationary pressures. Policy was unchanged over the
rest of the year as economic growth returned to a more

robust pace, and inflation remained moderate.

Concern about

showed sizable gains in February and March. With
this pickup in growth offsetting the January slowing,
real economic activity advanced at a 2 percent rate in
the first quarter. Lower interest rates in late 1995 and
early 1996 helped to boost spending on durable con-
sumer goods, business equipment, and housing. But a
deterioration of the trade balance and a fall in inven-
tories held back economic growth. The automotive sec-
tor accounted for most of the inventory correction, as
the industry worked off the

slower economic growth was
widespread in early 1996.
The economy was lackluster
in late 1995 and still ap-
peared sluggish at the begin-
ning of 1996. With severe
weather plaguing much of
the country, industrial pro-
duction and employment fell
in January. The slower

growth reduced concerns

excessive inventories accu-
mulated in late 1995.

The economy accel-
erated sharply in the second
quarter of 1996. Real eco-
nomic activity grew at a 4.7
percent rate, led by govern-
ment expenditures, con-

sumer spending on durable

goods, business equipment

about inflationary pressures.

In response to moderating growth and the improved
inflation outlook, the Federal Reserve continued the
easing of monetary conditions begun in late 1995. The
discount rate was reduced from 5% percent to 5 per-
cent in January 1996, and the Federal Open Market
Committee (FOMC) decided the reduction should be
fully reflected in the federal funds rate, which fell from

about 5% percent to 5% percent.

Buoyed in part by the monetary easings in
late 1995 and early 1996, the economy quickly re-
bounded. Economic indicators such as employment

investment, and residential
construction. The surge in government spending re-
flected a return of federal expenditures to normal lev-
els following the government shutdowns of late 1995
and early 1996. Expenditures on consumer durables
and housing were strengthened by faster job growth
and rising consumer confidence. A decline in the trade
balance again held back the economy, although a
pickup in exports made the trade balance less of a drag
on growth than in the first quarter.

The brisk growth of the first half of 1996 was
accompanied by moderate inflation. Higher food and



energy prices pushed inflation in the overall consumer
price index (CPI) up from 2.7 percent in 1995 to a 3.5
percent rate in the first half of last year. But the core
CPI, which excludes food and energy prices, advanced
at a 2.8 percent annual rate, down slightly from the 3
percent pace in 1995. The pace of expansion kept la-
bor markets tight, however, exerting some upward
pressure on wages and salaries. Because the economy
was growing robustly and inflation pressures were
moderate in the first half of

While the economy expanded solidly in the
latter half of 1996, inflationary pressures remained sub-
dued. The pace of expansion was strong enough to
reduce the unemployment rate to 5.2 percent in Au-
gust, matching the lowest rate of the 1990s. Although
the labor market tightness generated some upward
pressure on wages, broad measures of consumer price
inflation declined. Overall CPI inflation slowed to 3
percent in the second half of the year, and core CPI

inflation slowed to 2.4 per-

the year, the FOMC left
monetary policy unchanged
after the January easing.

The economy
continued to grow at a
healthy pace in the second
half of the year. In the third
quarter, real economic activ-

ity grew at a moderate 2.1

percent annual rate, as

cent. With the economy grow-
ing at a solid pace and infla-
tion subdued, monetary policy
was unchanged in the second
half of 1996.

Overall, the economy
was very healthy in 1996. Af-
ter a slow start, real economic

activity expanded at a robust

pace and consumer price in-

somewhat higher market in-

terest rates and slower income growth reined in spend-
ing. Economic growth also slowed because govern-
ment spending returned to the downward trend of re-
cent years. Business equipment spending remained a
source of strength in the third quarter, and firms re-
plenished their inventories in anticipation of further
growth. The economy accelerated in the fourth quar-
ter, propelled by faster growth in consumer spending
and a surge in exports.

flation was moderate. The
Federal Reserve sought to adjust monetary policy so
as to promote these favorable conditions. Policy was
eased early in 1996 when the economy slowed, and
was unchanged over the rest of the year as economic
growth resumed a stronger pace and inflation pres-
sures remained subdued.



REGciIoNAL EcoNOMY

he Tenth District economy grew at a moder-

ate pace in 1996, with growth slowing some-

what from the rapid pace set in 1995. Re-
flecting the slowdown in overall economic activity,
the growth in total employment also slowed, falling
behind the nation’s pace of employment growth for
the first time during the current economic expansion.
Economic performance remained uneven across indi-
vidual district states. New Mexico continued to post
the strongest gains due to

cially strong in the first half of the year before slow-
ing somewhat in the second half. A strong national
economy and healthy export markets led to robust pro-
duction gains for makers of automobiles, high-tech-
nology products, and other durable goods. Nondu-
rable goods production, led by the region’s important
food-processing industry, stabilized in 1996 after post-
ing modest job losses in 1995.

The district’s energy

strength in construction, ser-
vices, and manufacturing.
Economic growth in Okla-
homa, while not as strong as
in New Mexico, was well
above the district average.
Colorado and Nebraska
posted gains near the district
average, while gains in Kan-
sas, Missouri, and Wyoming

were more modest.

industry stabilized in 1996
due to higher energy prices.
Jobs in the mining sector,
which includes energy pro-
duction, held steady in 1996
after a sharp decline in 1995.
District coal production, cen-
tered in Wyoming, continued
to post solid gains. Increased
coal shipments were

achieved with few additions

Construction con-

tinued to lead all sectors of the district economy in
1996. Residential construction was strong through-
out the district, staying well ahead of its 1995 pace
despite some slowing in housing activity as the year
progressed. Commercial construction and public build-
ing projects, like roads and schools, were also healthy
across most parts of the district.

District manufacturing generally improved in
1996, and most factories continued to operate at high

levels of capacity. Manufacturing activity was espe-

to the district’s mining
workforce, however, due to

continued gains in efficiency.

Crude oil prices trended higher throughout
much of 1996. The higher prices brought limited gains
in exploration and development activity, stemming job
losses in the energy industry in many parts of the re-
gion. Exploration activity was also spurred by natural
gas prices that generally stayed above 1995 levels.

The service and trade sectors were solid forces
in the district economy in 1996, although their pace of



growth slowed considerably from 1995. The service
sector added jobs at a moderate pace across the dis-
trict. Business and health services remained strong in
all metropolitan areas of the district. Service growth
was also strong in some of the district’s rural areas, a
welcome change from more sluggish growth in recent
years. The district’s tourism industry—centered in the
Rocky Mountains and southern Missouri—continued
to boost overall growth in services and retail trade by

drawing strength from the

bean crops were big and prices were high. Offsetting
the strong income for crop producers was a year of
sizable losses in the district’s important cattle indus-
try. As feed costs rose in early 1996, many cattle pro-
ducers sent more cattle to market, forcing cattle prices
down. As aresult, cattle feeders lost money for many
months of the year, and ranchers posted losses the
whole year. As 1996 drew to a close, however, rising
cattle pricesand lower feed costs signaled a turnaround
for the cattle industry.

national economy. Another
service-related industry,
wholesale and retail trade,
expanded throughout the
districtin 1996, but at a con-
siderably slower pace than
in 1995.

Tenth district agri-
culture had a mixed year.

Crop producers enjoyed a

Looking ahead, the
district economy should
grow moderately in 1997.
While services, construction,
and manufacturing may slow
somewhat further, they will
continue to support steady
growth in the region’s
economy. Energy prices may

linger at current high levels

banner year due to big crops

and prices at record levels for several months of the
year. District wheat producers had a small crop due to
drought conditions in early 1996, but many growers
made up for the lost income by planting their wheat
fields to grain sorghum. The district’s corn and soy-

for at least part of the year,
helping the energy industry remain stable or post mod-
est gains in 1997. Continued improvement in live-
stock profits along with generally favorable crop prices

should lead to a good year for district agriculture.



SUPERVISIO

or most Tenth Federal Reserve District banks,

1996 was a good year. District banks reported

their fourth straight year of strong earnings
and, while loan portfolios expanded, asset quality re-
mained strong as nonperforming assets stayed near his-
toric lows. However, some district banks experienced
an increase in consumer loan delinquencies and charge-
offs, primarily in their credit card portfolios.
Nonperforming loans also increased for agricultural
banks in areas of the region

z

ND LENDING

ment an examination process that focuses on a bank’s
most risky activities and on its associated systems and
controls. This risk-focused approach significantly re-
duced on-site exam time, lessened the burden for the
supervised bank, and reduced the Reserve Bank’s exam
costs without compromising basic safety and sound-

ness objectives.

Another 1996 initiative was the implementa-

tion of the new Community

affected by drought in the
first half of the year.

Tenth District bank-
ing continues to become
more concentrated as banks
in the region merge and/or
are acquired by large out-of-
district banking organiza-
tions. The number of banks
in the district fell by 2.6 per-

Reinvestment Act (CRA)
regulation, which focuses
supervisory assessments of
CRA performance on the
outcome of a bank’s efforts
to meet community credit
needs. Under this new ap-
proach, CRA assessments
more accurately reflect a
bank’s performance, associ-

ated supervision is reduced,

cent through September

1996. Since 1991, the number of banks in the district
has declined by 23 percent. Within the consolidating
regional banking scene, however, banks remain com-
petitive through offerings of new financial services
such as debit cards, Internet banking, and other elec-

tronic banking products.

Increasing banking consolidation, complex-
ity, and innovation challenge bank supervision to be
flexible and responsive. To meet this objective, the
Bank’s supervision function was involved in a num-

ber of initiatives in 1996. One initiative was to imple-

and CRA exams are more

consistent.

As banks have consolidated and begun op-
erations across state lines, cooperation among super-
visory agencies has become more important. An im-
portant accomplishment for the Bank in 1996 was the
signing of cooperative agreements with the Federal
Deposit Insurance Corporation and state bank super-
visors in the region to create “seamless supervision”
and a reduced supervisory burden for state-chartered

banks that establish interstate branches.



Because of its regional presence, the Reserve
Bank is uniquely positioned to represent banks and
the banking public in forums involving supervision
and regulation policy matters. During 1996, the Bank
stepped forward in this role in a number of ways. For
example, the Bank participated in Congressional hear-
ings on the impact of the drought and high grain prices
on rural banks, and conducted a series of banker
roundtable meetings around the region to gather in-

formation on banking con-

conference that explored ways to improve rural com-
munities’ access to capital markets. In addition, the
Bank was involved in 70 seminars and workshops on
development finance, fair lending, and community
development to help lenders and communities under-
stand the issues in making banking more accessible to
a diverse population. The Bank also published mate-
rial on CRA lending and issued a resource guide to

financing housing and economic development.

ditions and views on the su-
pervisory process and other

matters.

Responsive super-
vision requires open com-
munications that promote
bankers’ understanding of
supervisory issues while
enhancing the Reserve
Bank’s knowledge of bank-

As part of its central
bank responsibilities, the
Bank lends funds to district
depository institutions with
short-term liquidity needs
and, for qualified smaller in-
stitutions, longer-term sea-
sonal credit. Liquidity tight-
ened for some depository in-
stitutions in 1996; the Bank’s
lending was up 30 percent

ing conditions and banker

concerns. The Bank bolstered communication by host-
ing seminars on safety and soundness and compliance
issues, and providing advisory sessions to help bank-
ers understand new consumer legislation. The Bank
also co-sponsored with the University of Missouri-
Kansas City a conference to inform bank directors

about emerging technologies in banking.

To support community development initia-

tives, the Bank hosted a “Financing Rural America”

from 1995 levels.

In summary, given the dynamic and increas-
ingly complex banking environment during 1996, the
Bank worked to ensure that its supervisory and lend-
ing responsibilities were met effectively. In particu-
lar, the Bank implemented initiatives designed to im-
prove supervisory responsiveness and reduce costs and
supervisory burden. An important element in the
Bank’s progress was active interaction with bankers

and the public on banking conditions and issues.



FINANCIAL SERVICES

ithin a dynamic financial services environ-

ment in 1996, the Bank continued to focus

on efforts to promote efficiency in the pay-

ment system, particularly by encouraging development
of paperless payment systems. In day-to-day opera-
tions, the Bank continued to strengthen its commit-
ment to exemplary customer service by expanding and
enhancing current product and service offerings and
emphasizing improved customer communications and

customer support systems.

gives Bank representatives access to centralized data,
allowing them to respond more quickly and more com-
pletely to customer needs.

To help Tenth District depository institutions
improve their understanding of new financial service
opportunities, guidelines, and emerging payments is-
sues, the Bank hosted a variety of seminars across the
region. One seminar focused on the Automated Clear-

ing House (ACH) and ways

Customer commu-
nications were enhanced
through two new informa-
tional tools: a financial ser-
vices section on the Bank’s
Internet web site and imple-
mentation of a fax-on-de-
mand service. Customers ac-
cessed the web site 2,528
times from May through

institutions may begin to
originate ACH items. An-
other series of programs pro-
vided information about
implementation of the U.S.
Treasury’s Electronic Fed-
eral Tax Payment System
(EFTPS). More than 800
depository institution repre-
sentatives learned how to

make tax payments for their

yearend, conveniently down-

loading 617 documents such as processing guides,
product information, and the like. The fax-on-demand
service combines facsimile, microcomputer, and soft-
ware technology to give customers access to guides,
fee schedules, Federal Reserve publications, and other
documents through a phone call. Since implementa-
tion in July, 1,130 documents were requested and de-
livered through the service.

In addition to these measures for improving
communications with its customers, the Bank installed

a new automated customer information service that

10

customers by using debit and
credit payments through electronic connections with
the Bank. Other topics covered in field meetings in-
cluded U.S. savings bonds procedures and instructions
for making check adjustments electronically.

Much of the emphasis in the field programs,
such as the electronic check adjustments effort, was
on the Bank’s ongoing commitment to promote
paperless, electronic payments. In 1996, the Bank took
another step toward removing paper from the payments
system when it introduced check image services at all

four Bank offices. These and other advancements to



the Bank’s electronic check presentment services
helped boost the proportion of all “endpoints™ that

receive checks electronically to 35 percent.

Whether paper or electronic, the Bank’s pay-
ment services undergo continuous review and enhance-
ment. For example, the Bank began the conversion to
a new check processing system in 1996, contributing
to more efficiency and value for customers. In addi-

tion, the Federal Reserve

lowing for more rapid development and implementa-
tion of book-entry service upgrades for customers na-

tionwide.

Looking ahead, the Bank will continue in
1997 to be aggressive in determining and meeting cus-
tomer needs and in conducting effective communica-
tion with customers. Further, to ensure that the Bank’s
services are revised and improved in line with cus-

tomer expectations, the Bank

System converted to cen-
tralized ACH software to
improve customer service
through increased speed,
flexibility, and processing
choices. Other improve-
ments in both the cash and
book-entry securities ser-
vices software will benefit
customers through better

information and greater

will conduct a customer sat-
isfaction survey in 1997 to
gauge the Bank’s progress
since a similar survey in
1994. Customers will be
asked to rate the Bank’s prod-
uct and service initiatives and
customer service practices,
and to suggest directions for
future development. Analysis

of'the survey results and other

cost-effectiveness. The new
centralized book-entry application improves customer
access to book-entry statements. Early in 1998, all 12

Reserve Banks will have converted to this system, al-

11

ongoing customer contacts
will guide the Reserve Bank in its resolve to encour-
age innovation and support a safe and efficient pay-

ments system.



SYMPOSIUM

or nearly 20 years, the Federal Reserve Bank

of Kansas City has sponsored what is now

recognized as one of the most significant an-
nual economic policy conferences in the world. The Bank's
annual symposium at Jackson Hole, Wyoming, brings
together central bankers and other government officials,
top academic economists, and representatives from U.S.
and world financial markets. More than 100 officials
and experts typically have gathered each year to exam-

ine a significant economic

Distinguished speakers included Alan
Greenspan, chairman of the Board of Governors of the
Federal Reserve System; Stanley Fischer, first deputy
managing director of the International Monetary Fund;
Lawrence Summers, deputy secretary of the U.S. Trea-
sury; Rudiger Dornbusch, a professor at the Massachu-
setts Institute of Technology; Bennett McCallum, a pro-
fessor at Carnegie-Mellon University; John Taylor, a pro-
fessor at Stanford University; Lars Svensson, a professor

at Stockholm University’s In-

policy issue of the time, share
research and experience, and
seek to contribute both to the
public debate and to public un-
derstanding.

From its beginning
in 1978 when the symposium
focused on potential growth in
world agricultural trade, con-

ferees have examined such

stitute for International Eco-
Studies; Martin
Feldstein, president of the

nomic

National Bureau of Economic
Research; and the following
central bank governors:
Donald Brash of New
Zealand, Jacob Frenkel of Is-
rael, Josef Tosovsky of the
Czech Republic, Jean-Claude

Trichet of France, and Gordon

topics as monetary policy is-
sues, changing capital markets, financial market volatil-
ity, the emerging market economies of Central and East-

ern Europe, and government deficits and debt.
* % ¥

The Bank’s 1996 symposium brought togethera
distinguished group of experts to discuss the issue of
“Achieving Price Stability.” This issue was particularly
timely and important to central bankers concerned about
designing strategies to meet what many consider the only
appropriate long-run goal of monetary policy — low or

zero inflation.

12

Thiessen of Canada.

Also on the program: Otmar Issing, a board
member of the Deutsche Bundesbank; Andrew Crockett,
general manager of the Bank for International Settlements;
Donald Kohn, director of monetary affairs for the Board
of Governors of the Federal Reserve System; Mervyn
King, chief economist and executive director of the Bank
of England; Charles Freedman, deputy governor of the
Bank of Canada; David Mullins, Jr., a principal in Long-
Term Capital Management, L..P.; and Domingo Cavallo,
former finance minister of the Republic of Argentina.



Chairman Greenspan opened the 1996 sympo-
sium, as he has in recent years, with welcoming remarks
that set the stage for discussions. He offered what he called
“an operating definition of price stability: Price stability
obtains when economic agents no longer take account of
the prospective change in the general price level in their

economic decisionmaking.”

The fact that central banks throughout the world

are moving to adopt long-run

that the greater a central bank’s credibility, the more flex-
ibility it will have when it needs to adjust policy.

It was particularly appropriate that the 1996 sym-
posium focus on monetary policy in view of the Federal
Reserve’s outstanding record in helping keep inflation at
or below 3 percent for five consecutive years, while at
the same time allowing the economy to expand at a solid,
but sustainable, rate.

price stability as their primary
goal helped provide the im-
petus for the conference. With
inflation in many countries
still running above desirable
rates, a key topic was how
best to reduce inflation. Af-
ter considering conceptual is-
sues, speakers who have been
successful in reducing infla-

tion in their countries related

* %k

At the close of the
symposium, Andrew Crockett, a
former executive director of the
Bank of England, spoke of the
unique “bonding experience”
the conference has become for
central bankers. He attributed
that, *‘first and foremost, to the
foresight with which the Kan-
sas City Fed has selected fas-

their experiences. While their
approaches differed, each had achieved dramatic results.

Some speakers advocated explicit inflation tar-
gets; others would use monetary aggregates as interme-
diate targets; still others favored legislative mandates or
institutional changes such as the formation of a currency
board.

While a variety of strategies for achieving price
stability were proposed, one common thread emerged.
All the strategies allowed monetary policy some capac-
ity to accommodate shocks while still pursuing or main-
taining long-run price stability. Many participants agreed

13

cinating subjects to discuss
and the wide range of experience of the participants.”
He saved his final word for Thomas E. Davis, senior vice
president and director of research, who retired at the end
of January 1997. “Lastly, and especially, we know this is
the last occasion Tom Davis will be here in his present
capacity . . . and I would like particularly to say ‘thank
you'to Tom Davis for everything he has done over the

years for creating and developing this conference.”

Chairman Alan Greenspan and Kansas City Fed President
Tom Hoenig presented Senior Vice President Tom Davis
(center) with a plaque marking his contributions to the
symposium over nearly 20 years. Mr. Davis, who has also
been director of economic research, retired February 1, 1997.



BoARD OF DIRECTORS

Kansas City BOARD OF DIRECTORS: (firom left)
Mr. Menefee, Ms. Hernandez, Mr. Nichols, Mr. Jennings, Mr: Baird, Mr. Cain, Mr. McQuillan, Mr. Potenziani, Ms. Dancik.

KAnsas City BOARD OF DIRECTORS

HERMAN CAIN, Chairman and CEO, L.W. MENEFEE, Chairman,
Godfather s Pizza, Inc., Omaha, Nebraska—Chairman and Union Colony Bank, Greeley, Colorado
Federal Reserve Agent™

CHARLES W. NICHOLS, Managing Partner,
A. DRUE JENNINGS, Chairman, President and CEO, Davison and Sons Cattle Company, Arnett, Oklahoma
Kansas City Power & Light Company, Kansas City, Missouri

—Chairman and Federal Reserve Agent™* FRANK A. POTENZIANL, Trustee,

M&T Trust, Albuquerque, New Mexico

* Resigned August 19, 1996
** Effective September 12, 1996

Jo MARIE DANCIK, Office Managing Partner,

Ernst & Young LLP, Denver, Colorado—Deputy Chairman
SAMUEL P. BAIRD, President,

Farmers State Bank & Trust Co., Superior, Nebraska
CoLLEEN D. HERNANDEZ, Executive Director, FEDERAL ADVISORY CouNciL. MEMBER

Kansas City Neighborhood Alliance, Kansas City, Missouri

CHARLES E. NELSON, Chairman, President, and CEO,
WiLLiAM L. McQUILLAN, President, CEO and Director, Liberty Bank and Trust Company of Oklahoma City, N.A.,
City National Bank, Greeley, Nebraska Oklahoma City, Oklahoma
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DENVER BRANCH BOARD: (firom left)
Mr: Ledbetter, Mr. Wold, Mr. Decker, Mr. Yates.

OxLAHOMA C1TY BRANCH BOARD: (fiom left)
Mr. Samis, Mr. Braum, Mr. Schock, Mr. Eller,
Mr. Mitchell, Ms. Shaull.

OMAHA BRANCH BOARD: (from left)
Mr. Olsen, Mr. Leu, Mr. Thom, Mr. Shoener,
Mr. Lauritzen
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DENVER BRANCH BOARD

PETER 1. WoLD, Partner,
Wold Oil and Gas Company, Casper, Wyoming—Chairman

PETER R. DECKER, President,
Decker & Associates, Denver, Colorado

CLIFFORD E. KIRK, President and CEO,
First National Bank of Gillette, Gillette, Wyoming

RicHARD I. LEDBETTER, President and CEO,

First National Bank of Farmington, Farmington, New Mexico

TEeRESA N. MCBRIDE, President and CEO,
MecBride and Associates, Inc., Albuquerque, New Mexico

DR. ALBERT C. YATES, President,
Colorado State University, Fort Collins, Colorado

OxkLAHOMA CiTY BRANCH BOARD

BARRY L. ELLER, Senior Vice President and General Manager,
MerCruiser, Stillwater, Oklahoma—Chairman

WiLLiAM H. BRAUM, President,
Braum Ice Cream Co., Oklahoma City, Oklahoma

Hans C. HELMERICH, President and CEO,
Helmerich & Payne, Inc., Tulsa, Oklahoma

DEnNIs M. MITCHELL, President,
Citizens Bank of Ardmore, Ardmore, Oklahoma

MICHAEL S. SAMIS, President and CEO,
Macklanburg-Duncan Co., Oklahoma City, Oklahoma

VicTor R. SCcHOCK, President and CEO,
Credit Counseling Centers, Tulsa, Oklahoma

BETTY BRYANT SHAULL, President-Elect and Director,
Bank of Cushing and Trust Co., Tulsa, Oklahoma

OMAHA BRANCH BOARD

LeERoy W. THoM, President,
T-L Irrigation Company, Hastings, Nebraska—Chairman

GLADYS STYLES JOHNSTON, Chancellor,
University of Nebraska at Kearney, Kearney, Nebraska

BRUCE R. LAURITZEN, President,
First National Bank of Omaha, Omaha, Nebraska

DonNALD A. LEU, President and CEO,
Consumer Credit Counseling Service, Omaha, Nebraska

THoMmAs H. OLSEN, Chairman of the Board,
First National Bank, Sidney, Nebraska

ROBERT L. PETERSON, Chairman,
President and CEO, IBP, Inc., Dakota City, Nebraska
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President and CEO,
Sherman County Bank,
Loup City, Nebraska



FINANCIAL STATEMENT

STATEMENT OF INCOME

INTEREST INCOME:
Interest on U.S. government securities
Interest on foreign currencies
Interest on loans to depository institutions

TOTAL INTEREST INCOME

OTHER OPERATING INCOME:
Income from services
Reimbursable services to government agencies
Foreign currency gains (losses), net
Government securities gains, net
Other income

TOTAL OTHER OPERATING INCOME

OPERATING EXPENSES:
Salaries and other benefits
Occupancy expense
Equipment expense
Cost of unreimbursed Treasury services
Assessments by Board of Governors
Other expenses

TOTAL OPERATING EXPENSES

Income before cumulative effect of accounting change
Cumulative effect of change in accounting principle

NET INCOME PRIOR TO DISTRIBUTION:

DISTRIBUTION OF NET INCOME:
Dividends paid to member banks
Transferred to surplus
Payments to U.S. Treasury as interest on Federal Reserve notes
Payments to U.S. Treasury as required by statute

TOTAL ALLOCATION OF NET INCOME
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1996

$ 783.759,786
16,927,827

1,132,022

$ 801,819,635

50,787,341
19,087,772
(63.832,062)
1,129,151
260,678

S 7432880

78,308,205
7,337,158
6,980,082
2,624,738

18,685,611

50,394,333

$ 164,330,127

644,922,388
0

$ 644,922,388

$ 10,052,800
23,005,650
457,250,081

154,613,857

$ 644,922,388

1995
$ 935,626,475
29,612,743
932,450

$ 966,171,668

47,833,700
17,715,058
37.964.390
158,280
303,876

$ 103,975,304

72,789,991
6,879,114
5,237,404
2,910,429

19,627,114

44,839,532

$ 152,283,584

917,863,388

(3.296,385)

$ 914.567.003

$ 8645518
12,585,700
893,335,785

0

$ 914.567.003



STATEMENT OF CONDITION

ASSETS
Gold certificates
Special drawing rights certificates
Coin
Items in process of collection
Loans to depository institutions
U.S. government and federal agency securities, net
Investments denominated in foreign currencies
Accrued interest receivable
Bank premises and equipment, net
Other assets

TOTAL ASSETS

LIABILITIES AND CAPITAL

LIABILITIES:
Federal Reserve notes outstanding, net
Deposits:
Depository institutions
Other deposits
Deferred credit items
Statutory surplus transfer due U.S. Treasury
Interdistrict settlement account
Accrued benefit cost
Other liabilities

TOTAL LIABILITIES

CAPITAL:
Capital paid-in
Surplus

TOTAL CAPITAL

TOTAL LIABILITIES AND CAPITAL
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1996
$ 321,000,000
280,000,000
55,804,100
843,294,858
7,115,000
12,349,450,830
737,300,775
111,403,267
78.489.286
12,916,394

$ 14,796,774,510

$ 12,434,974,495

816,865,472
9.148.673
462,596,938
17,510,696
650,155,425
54,305,603
5,720,599

$ 14,451,277,901

174,776,300
170,720,309

| 345496609

$ 14,796,774,510

1995
$ 382,000,000
342,000,000
41,236,643
361,283,695
3,230,000
14,590,732,674
797,467,315
148,407,525
72,858,964
13,616,596

$16,752,833,412

$ 12,266,820,996

1,119,211.431
7,825,622
361,337,791
23,158,864
2,610,097,299
52,088,189
8,751,920

$ 16,449.292.112
151,770,650
151,770,650
303,541,300

$16.752,833.412



FINANCIAL STATEMENT & OPERATIONAL HIGHLIGHTS

STATEMENT OF CHANGES IN CAPITAL

For the Years Ended December 31, 1996 and December 31, 1995

CAPITAL PAID-IN SURPLUS TOTAL CAPITAL

Balance at January 1, 1995 (2,783,699 shares) $ 139,184,950 $ 139,184,950 $ 278,369,900
Net income transferred to surplus - 12,585,700 12,585,700
Net change in capital stock issued (251,714 shares) 12,585,700 - 12,585,700
Balance at December 31, 1995 (3,035,413 shares) $ 151,770,650 $ 151,770,650 $ 303,541,300
Net income transferred to surplus - 23,005,650 23,005,650
Net change in capital stock issued (460,113 shares) 23,005,650 - 23,005,650
Surplus Transfer to the U. S. Treasury $ - $ (4,055,991) $ (4,055,991)

Balance at December 31, 1996 (3,495,526 shares) $ 174,776,300 $ 170,720,309 $ 345,496,609

These statements are prepared by Bank management.
Copies of full financial statements complete with footnotes are available by contacting the Public Affairs Department of the
Federal Reserve Bank of Kansas City, 925 Grand Boulevard, Kansas City, Missouri, 64198-0001.

VOLUME OF PRINCIPAL OPERATIONS 1996 1995
Loans and Discounts, Daily Average $ 21,239,000 $ 16,204,000
Number of Institutions Borrowing 156 187
Commercial Checks $  751,239,000,000 $  684,528,000,000
Commercial Checks Collected 1,289,297,000 1,254,747,000
Currency Receipts and Payments $  30,785,785,000 $ 25,379.871,000
Pieces 2,261,408,000 2,075,621,000
Coin Receipts and Payments $ 710,610,000 $ 600,122,000
Bags 1,139,000 1,054,000
Issues and Redemptions of U.S. Government Securities $  56.196,978.000 $ 101,175,080,000
Funds Transfers $ 9.822,872,000,000 $ 10,058,915,000,000
Numbers 6,531,000 6,146,000

This annual report is also available on the Federal Reserve Bank of Kansas City’s
web site located at http://www.ke.frb.org.
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