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STATEMENT OF POLICY #1

INDUSTRIAL LOAN AND INVESTMENT COMPANIES
INVOLVED IN THE DISCOUNT SECURITIES BROKERAGE BUSINESS

The Nebraska Department of Banking and Finance has determined that an industrial loan and investment
company has the legal authority under the industrial loan and investment company statutes and under Title 46
NAC 2 of the Department of Banking & Finance Rules to become involved in the securities discount brokerage
business. An industrial loan and investment company or its subsidiary must either obtain the appropriate
securities licenses from the State of Nebraska and the Securities and Exchange Commission or consummate all
transactions through another registered securities broker dealer and give no advice to its customers on
purchasing and selling securities.



STATEMENT OF POLICY # 2
INCOME DIVERSION THROUGH MANAGEMENT AND OTHER FEES

The Department of Banking and Finance hereby sets forth a Statement of Policy regarding the passing of
money as fees or otherwise to a shareholder including a holding company or other insider. These would
include, but not be limited to, fees for services such as loan review, corporate audit, specific legal expenses,
investment advice, electronic data processing, and establishment of additional offices. Fees, when paid for
such services, should be based on actual cost and hours expended. Should an institution disburse funds for
such services, we ask the institution to document the cost in such a manner that our examiners can determine
that such fees are reasonably based upon cost, cost plus a reasonable profit, or current fair market value.

We recognize that other expenses, not identifiable with any certain specific activities, are incurred by bank
holding companies/chain bank groups in areas such a staff management, supervisory, general overhead, or
policy functions. The practice of billing such costs, which cannot be explicitly priced by the
parent/shareholder, is acceptable on a pro-rata basis to the extent they represent a legitimate and integral part
of the overall services provided. Debt service requirements of shareholders or insider related organizations do
not represent a legitimate overhead expense which may be imposed upon or allocated to a financial institution
if, in fact, it is not shared by all shareholders in direct proportion to the amount of stock held by each
shareholder.

The attached list represents areas where cost allocation would normally be billed for specific services rendered
or on a pro-rata basis. This list is not intended to be all-inclusive.

Effective: February 8, 1979



CLASSIFICATION OF HOLDING COMPANY EXPENSES

Service Provided

Electronic Data Processing
Corporate Audit
Loan Review
Mergers and establishment of
branches (including site planning)
Tax preparation
Corporate tax plan
Personnel Operations
Training Evaluation and compensation
Holding company executive
management and staff salaries and wages
Regulatory relations and planning
General legal services
Specific legal services
Lawsuits, court proceedings,
administrative hearings, briefs, opinions
Marketing Operations
Research
Marketing development and
advertising programs/general
Marketing development and
advertising program/specific
(e.g., de novo bank)
Security measures and procedures
Investment advice

Money desk operations

Holding company occupancy costs

Expense Classification

Individual subsidiary billing
Individual subsidiary billing
Individual subsidiary billing
Individual subsidiary billing
Individual subsidiary billing
Pro-rata basis

Individual subsidiary billing

Pro-rata basis

Pro-rata basis
Pro-rata basis

Individual subsidiary billing

Pro-rata basis
Pro-rata basis

Individual subsidiary billing

Individual subsidiary billing
Individual subsidiary billing
Individual subsidiary billing
Pro-rata basis
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STATEMENT OF POLICY #3
POLICY FOR USE OF FORMAL AND INFORMAL ADMINISTRATIVE ACTIONS

In order to assure uniformity in bank regulations with the federal regulatory agencies, the Department of
Banking and Finance has adopted similar regulatory policies. This Policy Statement follows Federal Deposit
Insurance Corporation policy set forth in a memorandum dated July 18, 1979, and Federal Reserve Board and
Comptroller of the Currency policies set forth in a memorandum dated June 13, 1979.

Effective with this policy, we ask that each examiner-in-charge, when making an examination, to apply the
"Camel Rating" in an evaluation of the five crucial dimensions of a bank's operations. This rating is to be
reflected on Page A in lieu of the former rating reflected thereon.

Exceptions to this policy may be appropriate in certain circumstances and will be considered on an individual
basis. Exceptions consist of not acquiring at least a Memorandum of Understanding from banks rated “3” or
not commencing a formal action against banks rated “4” or “5.”

Adoption of this policy does not preclude taking more serious action against any bank, regardless of its rating,
if the circumstances warrant it.

The Composite Uniform Bank Rating (Camel) will become the triggering element for corrective action under
this new policy; therefore, it is imperative that composite ratings reflect accurately the bank's posture.
Assignment of a "3" rating which is not warranted, unfairly subjects the bank to a "Memorandum of
Understanding", and "4" or "5" will invoke the requirement for formal action. On the other hand, it is unfair to
assign a higher rating than that which is deserved simply to avoid the policy requirements. The examiner-in-
charge who assigns a composite rating of “3” to the bank under examination must detail his/her views of the
specific problems of the bank and outline the principal requirements that should be incorporated by this office
into the “Memorandum of Understanding.”

The composite "3" rating implies that a bank has weaknesses which, if not corrected, could worsen into a more
severe situation. Remedial action is therefore appropriate. Accordingly, unless exceptions are present which
are considered appropriate to warrant not commencing action, or to commence more severe action, when a
state-chartered bank is rated "3" the Director shall take action through use of a "Memorandum of
Understanding" between the Department and the bank.

A "Memorandum of Understanding" is what to date had been called a "Letter Agreement.” It is drafted at the
Departmental level and is signed jointly by the Director, Regional Director of the FDIC, and by the bank's
board of directors. It shall be used henceforth in lieu of Letter Agreements, board resolutions passed at the
request of the Director and other forms of bilateral and unilateral agreements, short of formal action.

The contents of a "Memorandum of Understanding" should be uniquely fashioned to address the specific
problems of an individual bank. Use of arbitrary or formalized language should be avoided. Use of a
Memorandum, as opposed to more formal action, is particularly appropriate where the Department
believes the problems discussed with management and the board of directors of the bank have been
adequately detailed and the bank, in good faith, will move to eliminate the problems.

3-1



Additionally, the examiner-in-charge should discuss with the board those topics which s/he is recommending
to be included in the "Memorandum of Understanding" and report the board's attitude in signing such an
agreement. These comments should be included in the confidential section of the examination report on a
supplemental form following Page A. Reasons for any exception to this policy should also be documented and
discussed in the schedule following Page A.

In discussing a "Memorandum of Understanding" with the bank's board of directors, the Department's policy
may be explained if necessary and if they inquire as to alternatives (should they object to signing a
"Memorandum of Understanding") you may point out that initiation of formal action may be considered.
However, extreme care should be exercised in such discussions, as it is the intent of the Department's policy to
effect corrections in a cooperative spirit and not create a needless adverse relationship with the bank's
management which may hamper implementation of remedial measures.

Uniform Bank Ratings (Camel) are to be kept confidential; therefore, care must be exercised when discussing
the Department's policy in order not to reveal this information.

A Camel rating of "4" or "5" will generally initiate formal corrective action in accordance with Section 8-1,134 of
the Nebraska Banking Statutes, unless exceptions are present which would warrant less severe action. Banks
rated "4" or "5" will, by definition, have problems of sufficient severity to warrant formal action. Formal action
consists of a Cease and Desist Order. If the examiner-in-charge believes that a bank rated "4" or "5" should not
be subject to formal corrective action, s/he should document the reasons for taking no action on a page
following Page A. Nevertheless, if the Department decides that corrective action should be initiated, the report
should be prepared in a manner to provide documented information in support of such action without the
necessity of another visit to the bank. Examiners may want to contact the office and discuss the condition of
the bank before the exit of the examination.

In the case of banks rated "4" or "5", the examiner-in-charge should discuss the Department's policy with the
board of directors (avoid revealing the bank's rating) and inform them that formal corrective action may be
considered under Section 8-1,134 of the Nebraska Banking Statutes. The examiner should state in this schedule
following Page A that s/he has informed the board of this possibility of formal action with the bank's officials.

At any time should an examiner-in-charge be other than a District Examiner and it is determined the bank is to
be rated "3", "4" or "5", the District Examiner should be made aware of the intended rating and the examiner-in-
charge is to call an official meeting of the board with a quorum present to discuss the condition of the bank as
determined during the examination. The board's minutes should note this meeting and reflect the board's
considerations.

Effective: October 12, 1979
Revised: May 23, 1986
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STATEMENT OF POLICY #4
DEFINITION OF BALANCES DUE FROM SOLVENT BANKS

This statement is issued to address inquiries from industrials concerning the meaning of the term "balances
due from solvent banks" in Section 8-407.02, which governs the requirements for cash reserves. The term
"balance due" includes only balances that are actually due. Therefore, the only type of deposit with banks
which would be due would be a deposit contract that provides for payment on demand.

A deposit in a checking account is a balance due. Also a certificate of deposit with a bank, which provides for
a specific maturity but also provides for payment of the certificate of deposit on demand with forfeiture of all
interest earned, would fall within the term "balances due.” For example, a bank contracts with an industrial
and the bank issues a 30-day negotiable certificate of deposit giving the industrial the right to demand
payment on the certificate of deposit at any time before the 30-day maturity date with all interest forfeited.

The Department has been informed that several commercial banks are willing to issue their certificates of
deposit on this basis.

Any questions concerning the Department's interpretation of cash reserves may be referred to the
Department's Legal Counsel.

Effective: November 9, 1979



STATEMENT OF POLICY #5
LOAN LIMITS

This statement addresses how to determine the amount of a loan for purposes of loan limits for a bank under
Section 8-141 or for an industrial loan and investment company under Section 8-409.

The Department has been asked whether the amount of a loan may exceed the actual cash advance to the
borrower; for example, premiums for credit life, property insurance, or title insurance.

A loan is generally defined as the furnishing or delivery of anything of value under the condition that the
thing of value loaned will be repaid. The two requirements are therefore:

1. the actual advancement of something of value to the borrower, and
2. the promise to repay that advancement.

The purpose of the loan limits is to prevent an undue concentration of credit by a bank to one customer.

In determining the amount of a loan for purposes of the loan limit statutes, any funds which have been
advanced by the bank should be included in the amount of the loan. For example, the following would be
included: the amount of the loan proceeds, and premiums for insurance which the bank pays for a customer
including credit life, property or title insurance.

Effective: March 3, 1981



STATEMENT OF POLICY #6
SECURITIES OFFERED BY BANKS

Whenever a state bank issues its securities, in the form of common stock, preferred stock or capital notes, both
the federal and state securities laws require that the bank disclose all material information about the
investment to investors. Both federal and state law make it unlawful to make any untrue statement of material
fact or to omit to state a material fact in connection with the offer and sale of securities. If a bank would sell
securities without proper disclosure, it may subject both the bank and its officers to criminal and civil liability.

In order to be in compliance with the securities laws and to avoid any potential criminal or civil liability, a
state bank shall prepare and make available to investors a written offering circular prior to sale.

The written offering circular shall contain all material information about the securities offering, including the
following:

1. The name, address, principal place of business and telephone number of the issuing bank.

2. The amount and title of the securities being offered.

3. The offering price and proceeds to the bank on a per share and aggregate basis.

4. The plan and cost of distribution.

5. The reason for the offering and the purposes for which the proceeds are to be used.

6. A brief description of the material risks.

7. A description of the present and proposed business operations of the bank and its capital
structure.

8 The principal officers, directors and principal security holders and the amount of securities
owned by each.

9. The remuneration and interest in recent or proposed transactions of management and principal
security holders and their associates.

10. The high and low sales prices of the securities within the past two years and the source of the
quotation, if any; a statement whether a market will develop for the securities being offered; and,
if a market will not develop, a statement that the investment is illiquid.

11. A brief description of any material pending legal proceedings.

12. A summary of any material terms and restrictions applicable to the securities.

13. A statement that the securities are not a deposit and are not insured.

14. A statement that the securities cannot be redeemed prior to maturity.

15. If debt securities are being issued, a disclosure in tabular form for the last two years the ratio of

the bank's net income to its fixed charges. Fixed charges include interest paid on all outstanding
capital notes and debentures and dividends on preferred stock and any dividends or interest that
will be paid on the present issue.

16. Financial Statements: (a) a balance sheet as of the preceding fiscal year end; (b) statements of
income for the preceding two fiscal years and interim periods where necessary; (c) notes to
financial statements; and (d) schedules of the allowance for possible loan losses.

17. A discussion and analysis of the summary of operations, which shall include an explanation of all
material items in the statement of income for the preceding two years, including:

a. operating income--interest and fees on loans, interest on investments, and other income,
6-1



b. operating expenses--salaries, interest on deposits, interest on borrowings and other expenses,
c. income or loss from securities gains or losses or extraordinary items,
d. net income.

Statutory provisions: 8-1102 Neb. Rev. Stat. 1943.

Effective: December 9, 1981
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STATEMENT OF POLICY #7

SECURITIES OFFERED BY INDUSTRIAL LOAN
AND INVESTMENT COMPANIES

Whenever a state industrial loan and investment company issues its securities, in the form of common or
preferred stock or capital notes, both federal and state securities law require that the industrial loan and
investment company disclose all material information about the investment to investors. Both federal and
state law also make it unlawful to make any untrue statement of material fact or to omit a material fact in
connection with the offer and sale of securities. If an industrial loan and investment company would sell
securities without proper disclosure, it may subject both the industrial loan and investment company and its
officers to criminal and civil liability.

In order to be in compliance with the securities laws and to avoid any potential criminal or civil liability, a
state industrial loan and investment company shall prepare and make available to investors a written offering
prior to sale.

The written offering circular shall contain all material information about the securities offering, including the
following:

1.  The name, address, principal place of business and telephone number of the issuing industrial
loan and investment company.
2. The amount and title of the securities being offered.

3. The offering price and proceeds to the industrial loan and investment company on a per share
and aggregate basis.

4. The plan and cost of distribution.

5. The reason for the offering and the purposes for which the proceeds are to be used.

6. A brief description of the material risks, if any, involved in the purchase of the securities.

7. A description of the present and proposed business operations of the industrial loan and

investment company and its capital structure.

8.  The principal officers, directors, and principal security holders and the amount of securities
owned by each.

9. The remuneration and interest in recent or proposed transactions of management and principal
security holders and their associates.

10. The high and low sales prices of the securities within the past two years and the source of the

quotations, if any; a statement whether a market will develop for the securities being offered;
and, if a market will not develop, a statement that the investment is illiquid.

11. A brief description of any material pending legal proceedings.

12. A summary of any material terms and restrictions applicable to the securities.

13. A statement that the securities are not a deposit and are not insured.

14. A statement that the securities cannot be redeemed prior to maturity.

15. If debt securities are being issued, a disclosure in tabular form for the last two years the ratio of

the industrial loan and investment company's net income to its fixed charges. Fixed charges
include interest paid on all outstanding capital notes and debentures, dividends on preferred
stock, and any dividends or interest that will be paid on the present issue.
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16.

17.

Financial Statements: (a) a balance sheet as of the preceding fiscal year end; (b) statements of
income for the preceding two fiscal years and interim periods where necessary; (c) notes to
financial statements; and (d) schedules of the allowance for possible loan losses.

A discussion and analysis of the summary of operations which shall include an explanation of all
material items in the statement of income for the preceding two years, including;:

a. operating income--interest and fees on loans, interest on investments, and other income,

b. operating expenses--salaries, interest on deposits, interest on borrowings and other expenses,
c. income or loss from securities gains or losses or extraordinary items,

d. net income.

Effective: December 9, 1981
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STATEMENT OF POLICY #8

CAPITAL NOTES ISSUED BY
INDUSTRIAL LOAN AND INVESTMENT COMPANIES

Section 8-404.01 of the Industrial Loan and Investment Company statutes of Nebraska states that, with
approval of the Director of the Department of Banking and Finance, an industrial loan and investment
company may issue capital notes.

It is Department policy to limit its approval on capital notes, assuming all other conditions have been met, to
an amount not in excess of 40% of the total capital and notes outstanding after the capital note issue is
completed. An exception to this policy, however, will be that the Department will approve capital notes up to
but not in excess of 50% of total capital and capital notes outstanding after the capital note issue is completed
and under the following conditions:

1. the parent corporation of the industrial loan and investment company has a net worth in the
amount of seven times the net worth of the industrial loan and investment company;

2. the parent company of the industrial loan and investment company agrees in writing with the
Department and the industrial loan and investment company that it will increase the equity
capital of the industrial loan and investment company at a later date if the Department so
requires.

Effective date: March 29, 1983



STATEMENT OF POLICY #9
POWERS OF A STATE BANK

A state bank chartered by the Nebraska Department of Banking and Finance and incorporated under the
Nebraska Business Corporation Act is defined by Section 8-101(4) of the Nebraska banking statutes to mean
"any such banking institution as shall be, in addition to the exercise of other powers, following the practice of
repaying deposits upon check, draft, or order, and of making loans."

The Department of Banking and Finance interprets Section 8-101(4) to give state banks, in addition to the
normal banking powers of making and servicing loans and receiving deposits, the power to offer all financial
services and products of a full service financial intermediary and all incidental powers thereof. The
environment in which financial intermediaries operate is often in a state of flux and, accordingly, the products
and services offered by financial intermediaries change with the environment in which they operate. The
"other powers" section of the Nebraska banking statutes envisions such a changing environment and gives
Nebraska state banks the powers to offer all financial services and products in the environment in which they
operate, unless prohibited by federal law. The powers of a state bank in Nebraska are not so limited as powers
of a national bank operating under Section 12 U.S.C. 24 or a bank holding company operating under
Regulation Y of the Federal Reserve Board.

In offering such services and products, a state bank must obtain the necessary licenses, if any, and cannot
condition a loan from the bank on the purchase of any such service or product by its customer. If a bank
employee conditions such a loan upon the purchase of a service or product, such employee may be subject to
criminal prosecution and removal from employment with the bank. If a bank employee offers such services or
products personally, instead of for the bank, then the employee may not use the bank's name and his/her
offices must be in quarters separate from the bank.

The following is a list of services and products which a state-chartered bank may offer to its customers. This
list is not designed to be inclusive and a bank desiring to offer additional services must get prior approval
from the Department of Banking and Finance.

1. Act as agent for any fire, life, casualty, or other insurance company in any community whose
population is less than 200,000.

2. Originate loans or business by employees or agents of a state-chartered bank at locations other
than the main office or a detached facility of the bank. This activity does not violate the branch
banking positions of Section 8-157 of the Nebraska banking statutes if the loans are approved and
made at the main office or a detached facility of the bank. The origination of loans consists of
only the following activities: solicitation of loan business, providing information as to loan rates
and terms, interviewing and counseling applicants regarding loans, aiding customers in
completion of loan or deposit applications, making credit checks, and receiving and reviewing
loan applications. No other types of bank activities may be performed at the loan production
office. For example, loan production office employees or agents may not possess or carry bank
notes, deposit agreements, or signature agreements, nor may they disburse note proceeds or
accept deposits.
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10.

Pursuant to request, act as finder and bring together a buyer and seller, where the bank's activity
is limited to the introduction and it takes no further part in negotiations. For this service the bank
may accept a fee.

Assist the bank's customers in preparing tax returns, either gratuitously or for a reasonable fee.

Disburse to employees of its customers, payroll funds deposited with it by such customers.
Disbursement may be made by direct payment to any employees or crediting accounts standing
in the employee's name at the disbursing bank.

Act as investment or financial advisor to the extent of i) serving as the advisory company for a
mortgage or real estate investment trust; ii) serving as an investment advisor, as defined in
Section 2(A)(20) of the Investment Company Act of 1940, to an investment company registered
under that act; iii) providing portfolio investment advice to any other person; iv) furnishing
general economic information and advice, consumer-oriented financial management courses and
instructional material, general economic statistical forecasting services and industry studies; and
v) providing financial advice to state and local governments, such as with respect to the issuance
of securities.

Lease property to its customers pursuant to Rule 45 NAC 26 rules and regulations of the
Department of Banking and Finance.

Provide data processing to the extent of: i) providing data processing and data transmission
services, data base or facilities (including data processing and data transmission hardware,
software, documentation and operating personnel) for the internal operations of the bank or its
affiliates; and ii) providing to others data processing and transmission services, facilities, data
bases or access to such services, facilities, or data bases by any technologically feasible means,
where; a) data to be processed or furnished are financial, banking or economic, and their services
are provided pursuant to written agreements so describing and limiting the services; b) the
facilities are designed, marketed, and operated for the processing and transmission of financial,
banking or economic data; and c) hardware in connection therewith is offered only in conjunction
with software design and marketed for the processing and transmission of financial, banking or
economic data, and where the general purpose hardware does not constitute more than 30% of
the cost of any packaged offering.

Provide courier services i) for the internal operation of the bank and its affiliates; ii) for checks,
commercial papers, documents and written instruments (excluding currency or bearer type
negotiable instruments) as are exchanged among banks and bank institutions; and iii) for audit
and accounting media of a banking or financial nature and other business records and documents
used in processing such media.

Provide management consulting advice to non-affiliated bank and non-bank deposit institutions,

including commercial banks, savings and loans, savings banks, credit unions, and industrial loan

and investment companies. Provided that i) neither the bank nor its affiliates own or control

directly or indirectly any equity securities of the client institution; ii) no management official of
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11.

12.

13.

14.

the bank or its affiliates serves as a management official of the client institution except where
such interlocking relationships are permitted as an exception under 12 CFR 212.4(b); iii) the
advice is rendered on an explicit fee basis without regard to correspondent balances maintained
by the client institution at any depository institution affiliated with the bank itself; and iv)
disclosures are made to each potential client institution of (a) the names of all depository
institutions which are affiliates of the consulting bank; and (b) the names of all existing client
institutions located in the same county as a client institution.

Perform real estate advisory services, appraisal of real estate, and real estate management.
Operate a full service travel agency.

Operate a securities brokerage, through a broker-dealer licensed with the appropriate state and
federal regulatory authorities, if the securities activities are limited to the buying and selling of
securities solely as agent for the account of customers and do not include the underwriting of
securities, except obligations issued by the United State government or general obligations of the

state or political subdivision thereof.

Act as a loan broker for which the bank may accept a fee from the lender or borrower upon
consummation of a loan.

Effective: May 9, 1983
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STATEMENT OF POLICY #10
VIOLATIONS OF BANKING STATUTES

Recent examination reports made by the Department of Banking and Finance indicate an increase in the
number of violations of the banking statutes by officers and employees of banks. In many cases, the banking
statutes provide for criminal penalties for such violations.

Section 8-109 of the banking statutes makes it a crime and automatic forfeiture of a bank examiner's job if the
examiner fails to report violations by bank officers or employees to the Department. Furthermore, the
Department is required to report willful violations of the banking statutes by officers or employees of banks to
the Attorney General for criminal prosecution. In fact, the Department is presently involved in several
criminal prosecutions of former bank officers.

The Department considers such statutory violations a serious matter. Bank management should review this
policy statement with its board of directors and adopt procedures to assure compliance with the banking
statutes. Furthermore, the board of directors should review and correct any statutory violations

listed in examination reports issued by the Department of Banking and Finance, the Federal Deposit Insurance
Corporation or the Federal Reserve Board.

Effective: February 8, 1984
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STATEMENT OF POLICY #11

VIOLATIONS OF INDUSTRIAL LOAN
AND INVESTMENT COMPANY STATUTES

Recent examination reports made by the Department of Banking and Finance indicate an increase in the
number of violations of the industrial loan and investment company statutes by officers and employees of
industrial loan and investment companies. In many cases, the industrial loan and investment company
statutes provide for criminal penalties for such violations.

Section 8-109 of the banking statutes makes it a crime and automatic forfeiture of an examiner's job if the
examiner fails to report violations by industrial loan and investment company officers or employees to the
Department. Furthermore, the Department is required to report willful violations of the industrial loan and
investment company statutes by officers or employees of industrial loan and investment companies to the
Attorney General for criminal prosecution. In fact, the Department is presently involved in several criminal
prosecutions of former industrial loan and investment company officers.

The Department considers statutory violations a serious matter. Industrial loan and investment company
management should review this policy statement with its board of directors and adopt procedures to assure
compliance with the industrial loan and investment company statutes. Furthermore, the board of directors
should review and correct any statutory violations listed in the examination report issued by the Department
of Banking and Finance.

Effective: February 8, 1984
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STATEMENT OF POLICY #12
FEDERAL RESERVE 23A PARTICIPATION LOANS

Effective May 23, 1984, a state-chartered bank is prohibited from purchasing a loan subject to adverse
classification by federal or state regulatory agencies unless a clear and definitive program is developed to
provide for the orderly liquidation of the entire line of credit files of the borrower. Section 23A of the Federal
Reserve Act prohibits the purchase of a credit subject to adverse classification by regulatory agencies from an
affiliated bank, and allows for renewal of those credits on the books of the purchasing bank at the time of
classification only under certain conditions. The current Department policy permits the renewal of such loans
in non-affiliated banks. However, due to the Department's continuing concern about economic conditions and
the placement of overlines, the policy permits renewals of adversely classified overline loans in non-affiliated
banks only if the customer's credit file contains a written program providing for the orderly liquidation of the
entire line of credit.

When a loan is participated because it is over the bank's legal lending limit, a state-chartered bank may not
place the participation with recourse or otherwise agree to buy back the notes if the borrower defaults or
otherwise does not make payment. State-chartered banks should be cautious that they do not make any
representations that they will be liable for such placed paper.

Effective Date: May 23, 1984
Revised: May 22, 1986
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STATEMENT OF POLICY #13
ACQUISITION BY BANKS OF INSURANCE OPERATIONS

While Nebraska banks are not authorized to purchase the stock of insurance companies, they may acquire the
business of an insurance agency in communities of less than 200,000 people.

Upon acquisition of such a business, it is the policy of the Nebraska Department of Banking and Finance to
allow the acquiring bank to "book" the acquisition at up to one and one-half (1-1/2) times the average gross

annual commissions of the agency for the previous three years' business.

In addition, the bank is required to charge off twenty percent (20%) of the "booked" value every year within a
five-year period.

Effective: August 22, 1984
Revised: July 11, 1986
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STATEMENT OF POLICY #14
LIVESTOCK LOANS

Neb. Rev. Stat. Section 8-141 prohibits a bank from making loans to a single borrower in excess of twenty-five
percent (25%) of the paid-up capital, surplus, and capital notes and debentures of the bank. However, Section
8-141(2) provides an exception when the loan is secured by livestock. Under the exception, a bank may lend
up to an additional ten percent (10%) over and above the twenty-five percent (25%) limitation to a single
borrower when the loan is secured by livestock.

For purposes of consistency and clarification, it is the interpretation of the Department of Banking and Finance
that where livestock is used to secure a loan, the value only needs to be sufficient to secure the additional ten
percent (10%) over and above the lender's twenty-five percent (25%) limitation. In other words, where a single
borrower's needs exceed the bank's twenty-five percent (25%) limitation, it is the excess that is to be secured by
livestock; such livestock does not have to secure the entire loan. However, livestock could secure the entire
loan if the bank and borrower wanted such a relationship.

In addition, where a single borrower's needs exceed the bank's lending limit and the borrower uses livestock to
secure additional funds, the bank may write a single note and does not have to write multiple notes.

However, in such cases, the bank's loan file must clearly reflect the amount of the note that is secured by
livestock. Enough information must be in the loan file to show how much of the loan exceeds the bank's
twenty-five percent (25%) limitation, and the value of the livestock in relation to the excess.

In addition, pursuant to Section 8-141(1) where livestock is used to secure funds in excess of the bank's lending
limitation, the market value of the livestock cannot be less than one hundred fifteen percent (115%) of the face
amount of the notes or documents that cover title or liens on the livestock in question. The Department of
Banking and Finance interprets the valuation requirement to apply only to that portion of the note that exceeds
the bank's twenty-five percent (25%) lending limitation. If livestock is used to secure portions of the loan that
would not exceed the bank's lending limitation, the valuation requirement does not apply to that portion of the
herd.

It may, however, be good business practice for the bank to apply such a valuation limitation on such loans. In
any event, the loan file must clearly reflect the valuations on any livestock and their relation to loans over the
bank's lending limit.

Finally, livestock inspection reports are required by the Department's rules to be re-done at least annually.
However, if there is a significant change in the content of the herd, a new inspection report must be completed,
even if the report follows the original report by less than a year. This is due to the underlying purpose of the
statute--to insure there is adequate value to justify extension of the loan. "Significant change" can only be
determined on a case-by-case basis. A new livestock report should also be filed at the time of the extension or
renewal of the note.

This policy statement is not intended to replace any of the Department's rules and regulations concerning the
contents of inspection and appraisal reports on livestock.
Effective: August 28, 1984
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STATEMENT OF POLICY #15
CAPITALIZATION OF INTEREST

This policy concerns generally the capitalization of interest and deals specifically with maturing notes upon
which extension agreements have been written, or for which new notes have been drawn, but upon which
interest has not yet been collected, for one reason or another.

The Department's intent is to develop a broad, objective guideline within which all banks may operate, but at
the same time to provide a basis upon which the bank and the Department may work together, subjectively,
regarding individual credits.

The Department's concern focuses upon extensive renewals of notes without "collection" of any interest. Any
note which is taken through more than one maturity date without having "collected" interest in some fashion
necessarily raises a flag to any examiner about the credit-worthiness of that particular bank asset.

The Department's guideline to examiners will be to review such notes and, after consultation with the banker,
make a subjective determination whether the note should be considered non-performing, placed on non-
accrual, or perhaps subject to some sort of adverse classification. This policy does not automatically result in
the note being placed in any of the categories listed above.

Effective date: November 1, 1984.
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STATEMENT OF POLICY # 16

OTHER REAL ESTATE

BACKGROUND

Neb. Rev. Stat. Section 8-150 provides, with regard to real estate conveyed to the bank for
previously existing debts and real estate purchased to secure debts, that the amount entered on
the records of the bank shall not be greater than:

(a) the unpaid balance of the debts due the bank plus its out-of-pocket expenses incurred
in acquiring clear title;

(b) its judgments or decrees with costs; or

(c) the appraised value of such real estate, whichever is less, except that a bank may
expend funds as necessary for repairs or to complete a project in order to market such

property.

This statute requires that an appraisal be available on the date other real estate is booked. In
recognition of the fact that it may not always be possible to have an appraisal performed by an
independent, licensed appraiser on hand at the time a parcel of property is deeded to the bank,
and that such appraisals on property of nominal value may constitute a burdensome expense to
the bank in relationship to the value received, the Department hereby establishes the following
procedures to be used at the time the bank receives other real estate (ORE) for debts previously
contracted.

INTTIAL APPRAISAL TO BE MADE WHEN BANK RECEIVES ORE

An appraisal is required at the time a parcel of ORE is booked. This appraisal may be done by
any person who is familiar with real estate values in the area where the property is located,
such as a realtor or lending officer of the bank, regardless of whether such person is licensed as
an appraiser. Such appraisal may NOT be performed by the same officer that originated the
loan in question.
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PROCEDURE WHERE INITIAL APPRAISAL IS UNDER $100,000 OR 5% OF BANK'S EQUITY
CAPITAL, WHICHEVER IS LESS

If the initial appraisal made at the time the ORE is booked is under $100,000 or 5% of the bank's
equity capital, whichever is less, no further appraisal is necessary. Annual appraisals will not
be required.

PROCEDURE WHERE INITIAL APPRAISAL IS OVER $100,000 OR 5% OF BANK'S EQUITY
CAPITAL, WHICHEVER IS LESS

If the initial appraisal made at the time the ORE is booked is over $100,000, or 5% of the bank's
equity capital, whichever is less, and such appraisal was not performed by an independent,
licensed appraiser, the bank will be required to obtain an appraisal performed by an
independent, licensed real estate appraiser within 60 days of the time the property is initially
booked. If the bank chooses to book the property in an amount less than $100,000, or 5% of the
bank's equity capital, whichever is less, even though the initial appraisal would suggest a
greater value, no further appraisal is necessary and annual appraisals will not be required.

ANNUAL APPRAISALS ON PROPERTY IN EXCESS OF $100,000 OR 5% OF BANK'S EQUITY
CAPITAL AND RESERVES, WHICHEVER IS LESS

Banks will be required to maintain an annual appraisal by an independent, licensed appraiser
on each parcel of ORE booked in excess of $100,000 or 5% of the bank's equity capital and
reserves, whichever is less. Updates which are made by the same appraiser who performed the
original appraisal will be considered to meet the requirements of the annual appraisal. If at any
time the appraisal value is less than the value currently carried on the bank's books, then the
book value must be reduced to the appraisal value. If subsequent appraisals show the property
has increased in value, a bank may not increase the value of the ORE on their books. The only
time a gain will be realized is when the property is actually sold.

DEFINITION OF INDEPENDENT, LICENSED APPRAISER

An appraiser who is licensed through the Nebraska Real Estate Commission will be considered
independent if all of the following tests are met:
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1.  The appraiser is not connected with the bank or any of its affiliates as an officer, director,
attorney, or employee. Neither the appraiser, nor his/her spouse, should be a member of the
immediate family of any officer, director, attorney or employee of the bank or its affiliates.

2. The appraiser does not own, either directly or indirectly, any of the shares of stock of the
bank or its affiliates.

3.  The appraiser does not have any proprietary interest in any partnership, firm, corporation,
syndicate, or other business or legal entity which, directly or indirectly, controls the bank or any
of its affiliates.

4. Neither the appraiser nor any member of his/her immediate family is a borrower of the
bank.

5. The appraiser does not have any conflict of interest, or the appearance thereof, by reason of
business or personal relationships with management or its decisions or functions.

The foregoing points are not to be construed as all-inclusive criteria in judging the
independence of a licensed appraiser, but rather set forth the most common conditions which
contribute to a lack of independence. It is the responsibility of the bank to ensure that the
appraisers which they use are independent, and to resolve any question as to independence
before engaging the appraiser. Department examiners will be instructed to determine, where it
is appropriate, that real estate appraisers are both independent and licensed with the Nebraska
Real Estate Commission where the property is located in Nebraska, or by the comparable state
agency in the respective state in which the property is located.

SALE OF ORE TO BANK INSIDER

Any sale of ORE to bank insiders must be fully documented, and must show that such sale is in
the best interests of the bank. The bank must have an appraisal by a licensed, independent
appraiser in the file prior to such sale, regardless of the appraised value or book value of such
property. For the purposes of this policy statement, insiders will be considered to include
stockholders, directors, officers and employees of the bank or the bank's holding company, and
any related interests of the foregoing entities. Related interests include: 1) all affiliates of the
bank or the bank holding company; and 2) corporations in which any shareholder or director of
the bank or bank holding company has an interest.

APPRAISAL VALUES
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Of paramount concern to the Department in implementing this policy will be the accuracy of
the appraisal value. For that reason it is imperative that the basis for such appraisals be
specified, so that the "fair value" is accurately determined. "Fair value" will generally be
defined as the amount which can reasonably be expected to be received in a current sale, under
current economic conditions, between a willing buyer and a willing seller. This further implies
that the buyer and seller are prudent and knowledgeable, neither selling nor purchasing of
necessity. The appraiser should also be specifically instructed to consider the value of a given
property in light of the anticipated exposure to the market for a "reasonable" length of time,
taking into consideration both the property type, and local market conditions.

ALL ORE TO BE DISPOSED OF WITHIN FIVE YEARS

Neb. Rev. Stat. Section 8-150 requires that real estate acquired in satisfaction of debts or at sale
shall be disposed of within five years unless authority is given in writing by the Department of
Banking to hold the property for a longer period. This extension is by no means automatic. The
Department expects the investment to be disposed of within five years, and will only consider
exceptions if it can be clearly demonstrated that good faith efforts have been made to dispose of
the property and that such efforts have not been successful.

Effective Date: January 1, 1985

Revision Date: November 30, 1989
September 15, 2007
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STATEMENT OF POLICY #18

LOAN APPRAISAL AND CLASSIFICATION
FmHA GUARANTEE OR COMMITMENT

It has been called to the Department's attention that our examiners view FmHA guarantee loans differently
from territory to territory. The purpose of this policy is to advise you that obtaining and completing FmHA
guarantee or commitment agreements on any classified farm credit is an action that will result in forebearance
of classification by our examiners.

Examiners, in order to properly analyze any credit, must acquire certain fundamental information about a
borrower's financial condition, purpose and terms of the borrowing, and prospects of its orderly repayment.
The examiner will analyze all lines of credit criticized or classified at the last examination. The Department
has taken note that many banks are attempting to improve these marginal credits by attempting to obtain
guarantees or commitments from the Farmers Home Administration (FmHA). This is a positive step and one
which, if successfully completed, will result in the forebearance of future classification on that portion so
guaranteed.

Guarantees or commitments by the FmHA afford the bank protection in the case of loss resulting from factors
beyond the bank's control. The bank, however, must ensure that procedural requirements are met in the
FmHA agreements. Failure to meet these procedural requirements may result in the loss of the guarantee or

commitment and may result in reclassification of the credit by our examiner.

Effective: June 27, 1985
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STATEMENT OF POLICY # 19

CAPITAL FORBEARANCE FOR BANKS

The Department of Banking and Finance issued Statement of Policy #19 regarding Capital Forbearance For
Agricultural Banks effective April 7, 1986. The capital forbearance guidelines are being revised and extended,
effective immediately. The revised policy widens the potential participation base to all solvent, viable, and
well-managed banks which meet the guidelines.

The capital forbearance program will terminate on January 1, 1995. Forbearance means the Department will

not take administrative action to enforce normal capital standards (as established by the Department's
Statement of Policy #17 effective April 16, 1985) against banks between now and December 31, 1989, provided
the participating banks meet the following qualifications and conditions.

1.

The weakened capital position of the bank must be largely the result of external problems in the
economy beyond bank management's control, and not due to significant mismanagement or
ownership abuse, self dealing, excessive dividends or operating expenses, or actions taken solely
for the purpose of qualifying for capital forbearance.

The bank must submit to the Department a plan for restoring capital to the required minimums in
appropriate incremental amounts by no later than January 1, 1995. This plan should specifically
address dividend levels, compensation to directors, executive officers or individuals having a
controlling interest; and payments for services or products furnished by affiliated companies. The
plan should realistically provide for improvement in the bank's capital level, during the forbear-
ance period, from capital injections, earnings, asset shrinkage, or some combination of the above.

The Department must be satisfied that bank management is able to capably manage the bank and
successfully implement the plan to restore capital to acceptable levels.

The bank must agree to file an annual progress report with the Department regarding its capital
plan. Depending on an individual bank's progress or circumstances, more frequent reports and/or
a modified plan may be required. Any contemplated actions that would represent a material
variance from the capital plan must be submitted to the Department for review.

Banks seeking to participate in this program must provide a written request and a capital improvement plan to

the Department. Participation in the program will be granted unless, within 60 days of receipt of the

application, the Department notifies the applicant bank that its request has been denied or informs the bank

that additional information is needed.

There is no minimum capital-to-asset ratio required to qualify for capital forbearance; however, banks seeking

acceptance should be aware that capital forbearance will not be approved for insolvent institutions. Capital

forbearance plans must offer reasonable assurance that capital will return to adequate levels. Banks with
lower capital levels will enhance their chances of approval by providing for an external injection of capital
during the forbearance period.
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Existing administrative actions against banks remain in effect, including those provisions addressing capital.
Banks which continue to meet the provisions of approved capital forbearance plans may assume, however,
that capital provisions of existing administrative actions will not be enforced.

The Department reserves the right to terminate participation in the program for banks engaged in unsafe and
unsound or other objectionable practices, or if it becomes apparent that the bank is unable to comply with its
plan, or a modification thereto, which would accomplish the necessary increase in capital.

Consistent with the intent of this policy, the Department will follow generally accepted accounting principles,
as set forth in Financial Accounting Standard No. 15 (Accounting by Debtors and Creditors for Troubled Debt
Restructurings) and not require an automatic charge off on a restructured loan where the total anticipated
future cash receipts are probable, reasonably estimated, and at least equal the principal value of the loan.

Effective: April 7, 1986
Revised: September 1, 1987
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STATEMENT OF POLICY # 20
CREDIT CARD BANKS IN NEBRASKA

HISTORY: In 1983 and 1984, the Nebraska Legislature enacted legislation permitting limited purpose bank
access to Nebraska. Access is permitted to banks that desire to move their credit card operations to Nebraska
and take advantage of the state's interest rates and other matters. The primary intent was to attract new
industry to the state. In 1987, the Legislature broadened the scope of the legislation to allow out-of-state and

federally chartered thrift institutions to acquire a newly established bank for the purpose of operating a credit
card bank.

The Department of Banking and Finance has issued rules and regulations implementing the law. Questions
have been raised about interpretations of the law and the attitude of the Department on what appear to be
policy questions.

INTERPRETATIONS AND POLICY MATTERS: Matters pertaining to direct statutory interpretation and
policy questions are as follows:

1. What fees and charges are permissible for a credit card bank?

Answer: Neb. Rev. Stat. § 8-820 provides that a registered bank or credit card bank may charge commercially
reasonable fees for service and use of a credit card or other transaction card on a per transaction and monthly
or annual basis. Pursuant to § 8-820, the interest rate on any loan initiated by a credit card or other transaction
card may be any amount agreed to by the parties. Neb. Rev. Stat. § 8-821 provides, "In addition to the charges
permitted by § 8-820, no further amount or exaction shall be directly or indirectly contracted for or received
except" those charges specifically listed in § 8-821. Charges specifically enumerated in § 8-821 include fees in
an amount agreed to by the parties for loan service costs for exceeding authorized limits, replacing lost cards,

returning checks, or delinquency on the account. By excluding credit cards from limits on those specified
charges, the Legislature intended to further its policy of effecting integral and material changes in the state's
usury laws and such changes shall not be limited to interest rates alone. Charges such as delinquency charges,
returned check charges, fees for exceeding a credit limit, and other costs associated with credit card
transactions affect the return received by a lender in this area and have been and remain material to
Nebraska's regulation of this area. However, the Legislature clearly intended § 8-821 to be exclusive and thus,
no charges other than those specifically provided for by statute may be assessed.

2. Section 8-820 provides that credit card issuers may charge "commercially reasonable" fees for
service and use of a credit card or other transaction card. What constitutes a "commercially reasonable" fee?

Answer: The Legislature provided no specific guidance as to what constitutes a "commercially reasonable" fee.
However, it is the Department's policy that "commercially reasonable" should be determined through what is
prevailing in the credit card industry nationally.

3. Section 8-820 permits a limited purpose bank to engage in operations involving credit cards or
"other type of transaction card." What is an "other type of transaction card"?
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Answer: In 1987, the Legislature amended § 8-815 to define "transaction card" as "a device or means used to
access a prearranged revolving credit plan account." The Legislative history indicates the definition of
transaction card is not meant to be limited to a plastic credit card but could encompass various other forms of
transfers, whether electronic, telephonic, or a pad of "checks" which could be written against a line of credit.

4. Section 8-816 contemplates the necessity of certain financial institutions registering with the
Department when they provide loans pursuant to credit cards. Do credit card banks which have been
acquired pursuant to § 8-1511, et seq. also have to register pursuant to § 8-816?

Answer: Yes. There is no relief in the registration requirement for credit card banks if they also desire to
extend credit card services to Nebraskans. There is no registration requirement if credit card services are not
provided to Nebraskans.

5. Section 8-1513(2) sets forth criteria which the Department shall consider in determining whether to
approve the acquisition of a credit card bank: (a) the financial and managerial resources of the acquiring bank
or thrift institution; (b) whether the acquisition may result in undue concentration of resources or substantial
lessening of competition; and (c) whether the convenience and benefit to the public outweigh any adverse
competitive effects. What evidence will satisfy the statutory requirements, particularly with regard to (b) and
(c), since there is no anticipated competition with Nebraska lenders?

Answer: With regard to (a), the Department will use, as a general guideline, the requirements outlined in § 8-
1504 for the acquisition of or change in control in certain financial institutions.

With regard to (b), the Department takes the position that the acquisition of a credit card bank does not result
in undue concentration of resources or substantial lessening of competition, unless such position is rebutted by
evidence which a complaining party presents during the public hearing.

With regard to (c), the Department also takes the position that the convenience and benefit to the public
outweigh adverse competitive effects when a credit card bank is acquired, unless that position is rebutted by
evidence which a complaining party presents during the public hearing.

6. Section 8-1511(4) contemplates the possibility of a bank contracting for services in credit card
operations with a "qualifying association", which can provide a number of services. The statute contemplates
that the "qualifying association" will offer at least the following services: (a) distribute credit cards; (b) prepare
statements of amounts due; (c) receive amounts on payment; and (d) maintain financial records of accounts.
To what extent may a bank outside the state of Nebraska retain some operations and comply with the statute
by contracting for other services?

Answer: The statute's language supports a conclusion that not all of the described services must be performed
by the contracting "qualifying association" and the Department has not discovered any legislative intent to the
contrary. The statute declares that at least those services must be "offered" to banks; there is no requirement
that they must be performed under each contract. Had the Legislature intended such, it could easily have
substituted the word "performs" for "offers." Consequently, while a "qualifying association" is statutorily
required to offer the services to a bank, it does not have to perform them all.
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Basically, three operations are involved in the credit card business: embossing, authorizing, and processing. A
bank could have its cards prepared outside the state of Nebraska and sent to the "qualifying association" for
distribution. In addition, as long as debiting and crediting of accounts is done in Nebraska, it is not necessary
that the "qualifying association" actually receive the money on payment. In other words, as long as a Nebraska
credit card bank has contracted with a qualifying association to provide for processing credit card operations,
there is no requirement that the bank contract for embossing, authorization, or other services.

7. Section 8-1512(2) provides that the credit card bank is limited to "accepting deposits only from
affiliated banks or thrift institutions not domiciled in the State of Nebraska." (1) If a cardholder has a credit
balance on his card and the cardholder agreement provides for the payment of interest on the balance, would
the payment of interest be deemed to be a "deposit” in violation of the law? (2) If unaffiliated banks or thrift
institutions make deposits in the credit card bank to aid in funding the operation and to earn high interest on
the deposit, will that practice be deemed to be making a "deposit" in violation of the law?

Answer: (1) Yes. (2) Yes. (1) The payment of interest on a deposit in a credit card account represents an effort
to secure deposits in direct competition with Nebraska banks. Consequently, such a practice would be
competition prohibited by the credit card bank law. (2) There appears to be no distinction that can be drawn
between a deposit from a credit card holder for purposes of receiving interest and a deposit from an
unaffiliated bank or thrift institution placing funds in a credit card bank in order to draw interest.
Consequently, the making of deposits by unaffiliated banks or thrift institutions in order to draw interest
would also be in violation of the law.

8. Section 8-1512(2) provides that, upon the date of commencement of banking business in Nebraska,
the credit card bank will have a minimum capital stock and paid-in surplus of $2.5 million. (1) For purposes of
the credit card industry and its unique practices, what is the "date of commencement?"

(2) May the capital injections be made through installment payments?

Answer: (1) The "date of commencement" is deemed to be that date, as determined by the credit card bank's
records, when a customer first uses the credit card services. Transferring credit card operations to Nebraska
involves a series of steps, which may or may not involve contractual relationships with other entities. Such
steps include creation of the cards, marketing, employment of personnel, utilization of data processing,
application processing, and correspondence. All of these matters could be done and not one card would have
been mailed or used by a customer. When a customer actually uses the services of the credit card bank is the
point at which the capital injection must be made. (2) No. The statute is not sufficiently broad to permit the
Department to authorize capital injections through installment payments. The injection must be made in one
lump payment.

Revision: September 1, 1987
Revision: December 19, 1990
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STATEMENT OF POLICY # 21

LOAN LOSS AMORTIZATION
Neb. Rev. Stat. section 8-132.01 (Supp. 1989)

BACKGROUND

Neb. Rev. Stat. section 8-132.01 (Supp. 1989) provides in part that whenever any examination of a bank reveals
that loan losses have occurred at the bank, to the extent that the capital of the bank is impaired and additional
capitalization is required, such bank shall, after meeting certain requirements, be allowed to amortize such
loan losses over a period of seven years. A plan is to be submitted to the Director of the Department of
Banking and Finance ("Director"), and is subject to acceptance or rejection by the Director. This policy
statement provides details regarding loan loss amortization.

ELIGIBILITY

To be considered for eligibility, a bank must submit to the Department a written plan outlining specific steps
the bank intends to take to avoid further deterioration and to return to profitability. If the bank's capital ratio
is less than three percent, the shareholders and/or directors of the bank must commit, in writing, to raise the
ratio to at least three percent no later than 60 days after approval of the plan. Additionally, the bank may be
required to stipulate to and abide by the terms of a Departmental Cease and Desist Order before the plan can
be approved. If a bank is already under such an Order, that Order may be updated or reissued.

PLAN REQUIREMENTS

The following items are considered to be necessary parts of any plan:

1. An analysis and assessment of the bank's management and staffing needs. At a minimum, this
analysis shall include:

(a) an evaluation of each bank officer to determine whether these individuals possess the abilities,
experience, and other qualifications required to perform present and anticipated duties; and

(b) the number of officer positions needed to properly supervise the affairs of the bank.
If the analysis and assessment concludes that current management contributed to the deterioration of the
bank and may not be able to prevent further deterioration of the bank, the plan must specify actions that

will be taken to provide and maintain management acceptable to the Department.

2. Identification of the major areas in and means by which the board will seek to improve the bank's
operating performance.

3. Realistic and comprehensive budgets.
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4. A budget review process to monitor the income and expenses of the bank to compare actual figures
with budgetary projections.

5. A description of the operating assumptions that form the basis for, and adequately support, major
projected income and expense components.

6. Written progress reports as requested by the Department.

7. A resolution of the board of directors that the plan has been developed for submission with the
understanding that the Department has the right to terminate, suspend, set aside, or require modifications
of the plan at any time. The resolution is to be submitted under certification, signed by the bank's

secretary, of the adoption of the resolution.

DEPARTMENTAL ACTIONS

The Department will notify the bank of its approval or disapproval of the plan no later than 60 days following
receipt of a complete plan.

The Department reserves the right to terminate, suspend, set aside, or require modifications to the plan at any
time during the seven-year span of the plan.

DEFINITIONS

"Examination" includes an examination conducted by the Department of Banking and Finance (Department),
Federal Deposit Insurance Corporation or Federal Reserve Board.

"Capital" means capital stock, surplus, and undivided profits.

Effective: November 1, 1986
Revised: November 30, 1989
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STATEMENT OF POLICY #22
DISCLOSURE OF INFORMATION TO BONDING COMPANIES
In the process of obtaining and/or renewing fidelity and directors and officers liability insurance coverage,
financial institutions may be asked to disclose to the insuring company certain information contained in
examination reports, along with information relating to formal or informal actions to which the institution is
subject. As guidance to financial institutions, the following list is established as information which may be
provided to insurers:
1. By number and dollar amount only, assets subject to adverse classification and listed for Special Mention.

2. A copy of any outstanding or proposed Cease & Desist Order or Memorandum of Understanding.

3. Any correspondence between the institution and the Department, which is not specifically marked as
confidential.

Any information beyond the above is to remain confidential and is not to be disclosed.

The Department is not mandating the above information be released to bonding companies, as that decision
rests with the board of directors of each individual institution. The above list of items is permissible to
disclose at the institution board's discretion. When any information from an examination report or formal or
informal action is released to an insurer, the institution's board of directors should specifically authorize
release of that information by appropriate board resolution.

It is emphasized that the rating assigned each institution by the Department is not to be disclosed.

Disclosure of information not authorized by the Department may result in administrative action, including the
revocation of executive officers' licenses.

Effective: February 3, 1987

22-1



STATEMENT OF POLICY # 23

INCLUSION OF NONLEDGER ASSETS IN
TOTAL AMOUNT LOANED UNDER 8-141

This policy will formalize what has been the unwritten policy and practice of the Department where both
ledger and nonledger assets exist in the same line of credit. For the purposes of the lending limit, both ledger
and nonledger assets of an individual, firm, corporation or partnership will be combined to determine the total
amount which has been borrowed. This means that even though the ledger assets may be below 25% of paid-
up capital, surplus, and capital notes and debentures of the bank, the loan will be in violation of the lending
limit if the nonledger portion when combined with the ledger portion causes the line of credit to go above the
25% limitation (or 35% if the proper circumstances exist). It also means that if a line of credit exceeds the
bank's lending limit, it does not correct the violation to charge-off the excess portion. To do otherwise would
encourage lending limit abuses.

In the event the bank has exhausted all avenues of collection, and there is no possibility that any further
recovery will be made, the Board of Directors of the bank may formally declare a debt to be worthless. This
action, however, should not be used to circumvent the lending limits. If, in the examiner's opinion, the Board
of Directors has declared a debt worthless only to circumvent the lending limit, then the examiner will cite the
loan as being in violation. Each case will be determined on an individual basis.

Effective: September 1, 1987
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STATEMENT OF POLICY # 24

DEPOSITS MADE IN OTHER FINANCIAL INSTITUTIONS
DO NOT REQUIRE DEPARTMENT APPROVAL

Effective immediately banks will no longer be required to seek approval from the Department of Banking for
deposits made in other financial institutions. The Department has, in 45 NAC 13, set the cash reserve for banks
at zero. The requirement for depository approval contained in Neb. Rev. Stat. section 8-132 refers to deposits
made to maintain a cash reserve. Therefore, when no cash reserve is required, no depository approval of the

Department will be required.

Effective: September 1, 1987
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STATEMENT OF POLICY # 25

COMMITMENTS TO ADVANCE FUNDS ARE COMBINED WITH
BORROWER'S LOANS FOR PURPOSES OF LENDING LIMIT

Any time a bank makes a commitment to advance funds to a customer, which funds can be drawn upon at any
time by the borrower, the total amount of that commitment is combined with the borrower's loans for the
purposes of the lending limit. Examples of such commitments are discussed below.

Bank Credit Cards. Bank credit cards are preapproved lines of credit made by the bank to a borrower. For this
reason, all credit card limits will be combined with any other loans made to a cardholder when determining
whether loans made to a borrower are within the bank's lending limit. If cards are issued to bank executive
officers, care must be taken that such card limits when combined with personal borrowings do not exceed the
limits for executive officers contained in Neb. Rev. Stat. section 8-140.

Checking Plus Agreements. In checking plus agreements, the bank is committed to extend funds to cover
insufficient fund checks written by customers. They are a type of loan, and must be combined with all other
types of debt for the purposes of the bank's loan limit to a borrower. Like credit cards, the key is the amount of
funds the bank is committed to extend, not whether funds have actually been advanced.

Overdrafts. All overdrafts are loans for the purpose of the lending limit. If a borrower's line of credit is at the
maximum, any overdraft will create a lending limit violation.

Master Notes. Where the bank uses a master note which unconditionally obligates the bank to extend a line of
credit to a borrower, the amount considered advanced for lending limit purposes is the total amount which
may be drawn, whether actually advanced or not. Therefore, it will be considered a violation of the bank's
lending limit if the bank writes such a master note in excess of their lending limit on that date, even though the
funds are not actually advanced. In order to avoid such a violation, the bank would need an irrevocable
participation agreement from another financial institution effective the same day as the master note.

Letters of Credit. Letters of credit are commitments by the bank to advance funds on behalf of a borrower, and
as such, must be combined with any outstanding loans to the borrower.

Effective: September 1, 1987
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STATEMENT OF POLICY # 26

LENDING LIMITS WHERE BANK'S CAPITAL DECLINES
SECTION 8-141, AS AMENDED BY LB 983 (1986)

Section 8-141 was amended in 1986 by LB 983 at the Department's request to allow a bank which has
experienced a decline in capital, thereby lowering their lending limit, to renew, extend, or service existing
loans which would otherwise be in excess of the bank's current lending limit. This policy statement is being
issued to provide the Department's interpretation of this section:

A loan made within lending limits at the initial time the loan was made may be renewed,
extended, or serviced without regard to changes in the lending limit of a bank following the
initial extension of the loan if (a) the renewal, extension, or servicing of the loan does not
result in the extension of funds beyond the initial amount of the loan or (b) the accrued
interest on the loan is not added to the original amount of the loan in the process of renewal,
extension, or servicing.

The statute became effective April 18, 1986.
The decline in capital must be due to factors other than the payment of dividends.
A. DEFINITIONS
For the purposes of this statute only, the following definitions apply:
A Loan--A loan is each separate extension of credit by a bank to a borrower, whether it is

by a master note with a maximum amount which may be drawn against or whether it is by
a single advance note where the total proceeds are immediately disbursed to the borrower.

Initial Time/Initial Amount--Initial time is the origination date and initial amount is the
amount of each new loan at a bank, regardless of the number of times it has been renewed
or extended except as follows: (1) where the renewal or extension results in the
advancement of any additional funds, either principal or interest, it shall be considered to
be a new (initial) loan for the purposes of this statute; or, (2) where the form or terms have
changed materially from the original intent, i.e. from a single advance note to a line of
credit, it shall be deemed to be a new (initial) loan for the purposes of this statute.

Renewed--A loan is renewed when any existing note is not completely paid off on the due
date or at demand and the bank writes a new note, with a new loan number, to repay the
original loan. A renewal does not involve the advancement of any additional funds,
whether principal or unpaid interest; any advancement creates a new loan at a new
amount which was outside the intent of the parties at the time the loan originated. A
renewal may be at the same or a new interest rate as the original loan.

Extended--A loan is extended when any existing note is not completely paid off on the due
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date and the bank extends the time of payment of the note. In an extension, no
matter how many times the repayment date of a loan is extended, the same loan
number is used. This contrasts with a renewal where a new number is issued each
time upon each renewal and the prior note is considered paid. An extension does not
include the advancement of any additional funds, whether principal or unpaid
interest; any advancement creates a new loan at a new amount which was outside the
intent of the parties at the time the loan originated. A note may be extended at the
same or a new interest rate as the original loan.

Serviced--A note is serviced when: (1) a note has reached maturity and is in the
process of collection; or, (2) when funds are advanced on a master note, during the
original contract term, up to the maximum amount of credit originally agreed upon
by the parties. This extension of funds must be for the same purpose for which the
master note was originally drawn (e.g., if the master note was for a cattle feeding
operation, the additional funds extended under it cannot be for the customer's hog
feeding operation).

B. INTERPRETATION

When a note matures or a demand clause is exercised, assuming the note was within the bank's lending limit
on the date it originated, the bank may renew or extend the note as long as the amount of the renewal or
extension does not exceed the initial amount of the note. Any renewal or extension should be in keeping with
sound banking principles.

In cases where the initial amount on a customer's note(s), combined with any unfunded commitments, is less than the
current lending limit, any renewals, extension or new loans are subject to the bank's current lending limit.

When the bank has established a master note for a customer, this master note may be serviced during the
original term without regard to a bank's lending limit if, on the date the line of credit originated, it was within
the bank's lending limit. The funds advanced may not exceed the original amount of the commitment. The
advancement of funds must be directly related to the purpose for which the original commitment was made.
Any renewal or extension should be in keeping with sound banking principles.

Example 1

Bank A's lending limit on January 2, 1986, was $150,000 when it extended an operating master note, with
a maturity of January 1, 1987, to customer X for $120,000 for his hog operation. Bank A's lending limit on
November 1, 1986, is $90,000. On November 1, 1986, Customer X's master note stands at $80,000, and he
comes in for the additional $40,000 available on the master note for use in his hog operation. The bank
may honor the original $120,000 commitment even though it now exceeds the bank's lending limit. It
makes no difference whether the loan was ever at the $120,000 limit during the year, since a master note
is a commitment by the bank to extend up to that amount, and it is anticipated the amount will fluctuate
over the operating cycle. The bank would be in violation of the statute for: (1) advancing money beyond
the master note originally drawn by the parties (in the example, the limit would be $120,000); or, (2) for
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advancing funds for another area of his farm operation. When the master note comes up for renewal on
January 1, 1987, the bank may renew or extend the initial amount, even though it exceeds the bank's

lending limit.

Example 2

Bank A's lending limit on November 1, 1985, was $150,000 when it made a one year loan to customer X
for $120,000. On November 1, 1986, Bank A's lending limit is $90,000. Customer X has made payments
of interest and principal and paid the loan down to $95,000. Bank A may renew or extend the loan at
$120,000, even though it exceeds the lending limit.

Example 3

Customer X has a single advance note for $40,000 for livestock, a master note for $100,000 for operating
expenses, and a $20,000 single advance note for equipment. These notes were all made within the bank's
lending limits on January 2, 1986. Customer X pays off the $20,000 equipment note. On January 2, 1987,
when the other two notes come up for renewal, he owes $36,000 on the livestock loan and $64,000 on the
master note for operating expenses. The bank's lending limit on that date is $80,000. The bank may
renew the livestock and operating loans in the respective amount of $40,000 and $100,000, even though
they exceed the bank's current lending limit of $80,000. (For the purposes of this example, we will
assume there is not a current livestock appraisal entitling the customer to borrow an extra 10%).

Effective: September 1, 1987
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STATEMENT OF POLICY #27
FINANCIAL INSTITUTION BOND COVERAGE

This policy statement sets forth guidance for bank management and examiners with regard to coverages
required by Neb. Rev. Stat. Section 8-110 (Cum. Supp. 1986), specifically under the Financial Institution Bond
Standard Form No. 24, Revised, 1986.

Pursuant to the cited section, each state bank shall obtain and maintain a surety bond naming the bank as
obligee, in an amount to be fixed by the Department. Such bond shall be conditioned to protect and indemnify
such bank against loss, including, but not limited to, that loss for which such bank is responsible through or by
reason of fraud, dishonesty, forgery, theft, embezzlement, wrongful obstruction, misapplication,
misappropriation, or any other dishonest or criminal act of or by any of its officers or employees.

In judging the adequacy of the bond amount purchased by the bank, Department examiners shall review the
method used by management to determine the amount of coverage purchased. Probably the most difficult
assessment is the amount to carry under clause (A), fidelity. While the amount of coverage may be influenced
by schedules developed by banking associations or the insurance industry based upon deposit size, risk
exposure within the bank is influenced by many other factors. An overall assessment of the bank's internal
operations must be undertaken and evaluated. Other factors to consider when deciding on the amount of
fidelity coverage include cash and securities normally on hand; number, experience level, turnover and level
of authority of employees; existence and scope of trust or electronic data processing activities; and a rapidly
expanding activity level.

Clause "D" provides coverage for any loss due to forgery or alteration of, on, or in any checks, drafts,
acceptances, withdrawal orders and other instruments received over the counter or through clearings.

Clause "E" provides coverage for any (1) loss due to forgery, loss, or alteration of certain named securities; (2)
loss due to such bank having guaranteed or witnessed signatures on certain named instruments and securities;
and (3) loss due to such bank having acquired, sold or delivered, or given value, extended credit or assumed
liability on certain named securities or other instruments.

The Department has determined that state banks will not be required to obtain coverage under clauses "D" &
"E" of the Financial Institution Bond in order to be in compliance with state banking law. However, in order to
maintain a stronger and safer institution and thus provide better and safer service to Nebraska customers, the
Department strongly recommends that all state banks obtain the coverage available under clauses "D" and "E.”

Because the 1986 Financial Institution Bond is an aggregate limit of liability policy rather than a non-
accumulation policy, the Department highly recommends that state banks carry Clause "D" coverage at least
equivalent to the Financial Institution Bond coverage. In addition, the Department highly recommends that
state banks carry Clause "E" coverage at least equivalent to the bank's loan limit, unless the Financial
Institution Bond coverage is greater, in which case it would be advantageous to state banks to carry Clause "E"
coverage of a higher amount.

Another area of concern with regard to the coverage provided by the bond is the dishonesty in trading
27-1



exclusion. Many banks have opted to exclude the trading loss coverage due to cost. However, as an insurer
notes, this trading loss exclusion is complete and all encompassing, excluding anything that has to do with
trading.

In one case cited by an insurer, a bank officer instructed a correspondent bank to wire transfer bank funds
directly to a futures trading account with a broker. When the funds were lost in futures trading, no coverage
under the bond was available. Had the officer transferred the funds to his personal account or a dummy
account and then stolen the funds and lost the money, there would have been no bonding problem. Other
similar situations have occurred where banks suffered uninsured losses.

The Department recommends, because the trading exclusion is so wide and all encompassing, that banks give
strong consideration to the added protection provided by not opting for the dishonesty in trading exclusion.

Effective: December 31, 1987
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STATEMENT OF POLICY # 28
PERMISSIBLE BRANCHING SERVICES

This statement of policy is intended to set forth the Department of Banking and Finance's position as to
permissible branching services. Authorization of branching activities for state-chartered banks is established
in Neb. Rev. Stat. § 8-157 (Supp. 1989). Section 8-157 allows banks, with the approval of the Director, to
establish not more than five detached auxiliary offices. Section 8-157 provides some exemptions from the five
branch limit. These exemptions primarily involve branches established as the result of a merger with another
financial institution or an acquisition of a failing institution. All banking transactions allowed by law may be
conducted at these offices.

A bank is prohibited from conducting or facilitating the conduct of banking transactions, particularly the
taking of deposits or making loans, at any location other than the main office and approved branches. The
only exception to this is set forth in the Department's Statement of Policy #9 which allows the employees or
agents of a bank to perform certain activities related to the origination of loans or business at locations other
than the main office or branches (loan production offices). These activities are strictly limited. Under no
circumstances may the employees or agents working outside the main bank and its authorized branches
possess or carry bank notes, deposit agreements, or signature agreements, nor may such employees or agents
disburse note proceeds or accept deposits.

There are limits to the allowable activities regarding the acceptance of deposits. A bank may not facilitate the
making of a deposit by a customer when the customer does not transact business at an authorized location.
The Department does recognize the customers' ability to transact business through the use of the United States
Postal System.

Use of courier services to deliver or transmit deposits is not allowed if the bank directly or indirectly facilitates
the process in any way. Facilitation includes, but is not limited to: payment or reimbursement of the courier
service fees, assistance in ordering or scheduling the service and providing or arranging the services through
an affiliate of the bank, or through a director, officer, shareholder or employee of the bank. A free courier
service is also prohibited (i.e., bank employees cannot pick up deposits on their way to work).

A state-chartered bank is also prohibited from establishing a system which allows customers to leave deposits
for transmission to any other financial institution, including the offices of any affiliate. This prohibition does
not include normal and customary wire transfer services, but it does include the placing of a customer's funds
into a bank's correspondent account with an affiliate and having the affiliate credit the customer's deposit
account at the affiliate. Additionally, a state-chartered bank is prohibited from using an ATM location as a
night depository or drop box unless the deposit is made through the use of an electronic terminal card.
Effective: November 30, 1989
Revised: December 19, 1990
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STATEMENT OF POLICY # 29

EXTERNAL AUDITORS AND CONFIDENTIALITY OF EXAMINATIONS
AND OTHER MATERIALS

The Financial Institutions Reform, Recovery and Enforcement Act of 1989 mandates that the independent
auditor should be informed of and be permitted access to all examination reports, administrative orders, and
any additional written communication between the financial institution and the Department or federal
regulator. This statement of policy is to clarify the Department's position and is applicable to all state-
chartered financial institutions.

The Department examination report may be reviewed by the financial institution's external auditor, but the
original report must be kept on the premises of the financial institution. The Department strongly prefers that
no copies of the examination report be made and, if copies are made, that no copies of the examination report
are removed from the financial institution. If a copy of the examination report is taken by the auditors, under
no circumstances should it be further duplicated or considered a part of the auditor's workpapers. Without
exception, the copy of the examination report should be returned to the financial institution no later than 90
days after commencement of the auditor's examination.

If a copy of the Department's examination report is removed from the financial institution, the auditor must
sign a confidentiality statement, agreeing to be bound by the same confidentiality restrictions to which the
institution is subject. The Department will not prescribe the exact format of such an agreement; however,
among the material items for inclusion would be the duplication and return issues addressed above.

Copies of other materials, such as administrative orders and any written communication between the
Department and the financial institution, may be provided to the independent auditor. Although these items
need not be covered by a confidentiality statement, they are not considered to be public information.

Accountants are also being encouraged by the American Institute of Certified Public Accountants to attend
board exit reviews conducted by examiners. The Department has no objection to this practice; however, the
board of directors must pass a specific resolution at the beginning of the meeting allowing the accountant to

attend, and such attendance should be noted in the minutes.

Effective: March 15, 1990
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STATEMENT OF POLICY # 30

OFF-SITE PROGRAM

I. MISSION STATEMENT:

The Nebraska Department of Banking and Finance has considered the role technology plays in the
examination process. The utilization of computerized reports, fax machines and data transfer creates the
potential for components of the examination to be completed in the field office in place of the bank. The off-
site program is designed to be flexible. The Department continues to expect that the Examiner complete
sufficient procedures to adequately determine the bank's condition. Regardless of the type of examination,
safety and soundness remains the paramount focus of an examination.

II. TYPES OF REGULAR SAFETY AND SOUNDNESS EXAMINATIONS:

The Nebraska Department of Banking and Finance is charged with the maintenance of public
confidence in the integrity of the banking system as well as the individual bank. The Department, after
consultation with the field examiner offices, is responsible for selecting the appropriate type of examination.
Examinations conducted to evaluate the safety and soundness of individual banks shall assume one of the
following three categories:

1. UNANNOUNCED
2. ANNOUNCED
3. ANNOUNCED (off-site)

A. UNANNOUNCED:

Examiners shall have no contact with the bank prior to entering the bank. Unannounced examinations
shall be conducted only with prior Review Examiner approval. Banks shall be selected for an unannounced
examination based upon a beginning year random selection process or due to other concerns. A document
request list will be presented to bank management the first day on-site.

B. ANNOUNCED:

Examiners shall contact the bank a minimum of 5 days prior to entering the bank. Initial contact will
typically consist of a phone call from the Examiner In Charge (EIC) to the President or CEO" of the bank
announcing a routine examination. The document request list established by the off-site examination
procedures will be transmitted to the bank. In the event fax communication is not possible, the bank is to be
mailed the documentation request list the same day as the phone call announcing the examination. Typically
the announced examination will be reserved for banks with less than 120 hours of billable time.
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C. ANNOUNCED (with off-site procedures):

The EIC will typically initiate contact by phone with the President or CEO a minimum of 5 days prior
to requiring exam information. The phone call shall announce that a routine examination has been scheduled
and that off-site exam procedures will be utilized. The bank is to have faxed? to them the documentation
request list as established by the off-site examination procedures. The EIC will also make arrangements for the
requested documentation to be picked up by an examiner or for the bank to mail the information to the field
office®. At the time the bank requested information is obtained, the EIC shall announce the week in which the
examiners will enter the bank. Collected information will be reviewed consistent with the Department's off-
site examination procedures. Past protocol of stating a specific date may not be appropriate due to variables in
evaluating the financial institution's data.

The announced examination (with off-site procedures) will be the examination protocol of choice. The
two other examination procedures reflect options to be utilized only after determining the off-site procedures

are not workable in the given institution.

III. STANDARDIZATION OF REQUESTED INFORMATION:

Examiners are bound by Neb. Rev. Stat. § 8-109 making absolute standardization of requested
examination information impractical. The first four pages of the Documentation Request List are considered
the minimum information to be requested in all examinations. Page five is optional and may be used by the
examiner to request additional information due to specific bank issues. Additionally, examiners may elect to
use worksheets, outlines or questionnaires to collect pertinent information. Prior to the routine use of
supplemental questionnaires or additional request lists, the field office will provide to the respective review
examiner a sample of the proposed documentation.

Effective: May 1, 1996
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STATEMENT OF POLICY # 31

RESPONSE PROGRAM FOR UNAUTHORIZED ACCESS TO
CUSTOMER INFORMATION

All Financial Institutions will have in place a written Response Program detailing the institution's prescribed
method of handling unauthorized access to customer information. Examiners of the Department of Banking
and Finance (“Department”) will review the Response Program as part of a regular examination of the
Financial Institution.

At such time as a Financial Institution becomes aware of an incident involving unauthorized access to, or use
of, sensitive customer information, the institution shall immediately notify the Department. If an incident
requires a filing of a Suspicious Activity Report (“SAR”), a copy of the SAR will be delivered to the
Department. If an incident requires customer notification, the Department shall be provided one sample copy
of the customer(s) notice or other documentation. This notice shall be provided to the Department prior to, or
simultaneously with, the customer(s) receiving the notice.

Effective: June 1, 2005

Related federal guidance: http://www.fdic.gov/news/news/financial/2005/£il2705.html#body
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