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MAKRY HUCMfS 
GOVCK NOR 

ST ATE Or WAP'-'l •• iwt;i 

DEPARTMENT OF LICENSING AND REGULATION 

DIVISION OF SAVINGS AND LOAN ASSOCIATIONS 
NC SOUTH CALVERT STREET . SUITE- 1006 . BALTIMORE, MARVLANC 21?0Z 

301/65^-6330 
JOHN J. C0R8 LEY 

SECRETARY 

TO; 

FROM: 

RE: 

DATE: 

MEMORANDUM 

John 0, Corbley, Secretary 
Department of Licensing and Regulation 

David H. Wells, Jr., Deputy Director 
Division of Savings and Loan Associations 

State-Chartered Savings and Loan Industry 

May 4, 1981 

Charles H. F, RC» I 
Clf- l <■ T C(- 

"r 

Klth Shar0n,S of Sec.Hty 

rates hl^0!/5 reP0!:ts document the impact of high Interest 

clatlons h^rX^fr'oTf^5 Ch"?e -d coSsof/drtfora^as'^- 
)nto a much less regulated enJlrSi" 0P"at1ng environment 

Industry "us tSbePbornefbyt,the,rcguUtorsewho''d1dt SJate 0f thc 

try to operate successful lv ?ne«f?r the "y1"95 

q'lllred '"he^k fUx1f1J}t^ t0 forsav^ngs^Is'sM?"Ve-'" 
^p^io Se6^ environment!' 15 the 8bnU^ ^ —cla^ns^to 

Interest Rates 

1 nteres t^rates ^ 1 nS^ drr!'t,c fluctuations In 
Rni S ^3 1 0* S1nce November 1980, the 26-week Treasurv Bill rate has fluctuated between 15 4232 and 1? no** weeK ireasury 
currently stanHc cL and ]^.0962. This rate 
also fluctuated 1n a fa-f rl v'h-fnh1106 Nov®nit3er» the prime rate has 
Prime cu"mly bands' aJ ^!^ betWeen ,5,sI and 2'«- 

I VA1 
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varv w-iriPi! n0Jed iR February» interest rate forecasts for log! 
will exceed'thp0?n.-COnt tS ^ pr0J'ect1n9 tha^ the prime rate 

,, 21-a rate reached In December later in 19P1 

the ?4-15rieve?01nSth are pr°^c.t1n9 that prime will fall to t-iie idx level 1n the second half of 1981 Aoain t win + 

rLMndereorth1steveart0bWter%j!ItereSt rateS are h®aded f(Jr the 

above will haJe a /e 5er the scenar1os outlined jove win have a positive Impact on the savings and loan 1ndus- 

Earnlngs 

last yea"6! jdvlsed'vo^th^'ti!'' 1nte!:"t r;tes 1" the middle of 

?;■««»• -•"lo i-provr^iUd ^ "d^^heV^r^Aryrrcari:; 

tn the fin1Shed 1980 

November 1980 Ac Jn 1nt^rest rates which began again In 
t1«?i hijh"i„ej%s;^e;

b'v;'1
,30

t!r"i rates reu- 
bouhd assoc1ationS

V^%„?^s\h
d0

ro\g\
f?CS?h%a

r7,^;I?^'I9
r^ 

basis during mo^d'm? Is "s "fol ijws1 f' operat1ons a monthly 

No. of S/L's with a 

Month NeV.0p„eratinq 1055 
0nth T?W 1961  

January 14 

February 20 

March o-, 
Apr11 
May 
June 
July 
August Jg 
September 30 

20 41 

40 
28 
34 
39 
44 

October 
Novembei 
December 23 

2 9 
November 26 

Supervisory Problems 

threatened^wlth ?ns^tvet^h^^^%rra^aLSs0oCc?atUonsare 1Td1,Jely 

the first quarter If1QR1 !E« J ?SSeS have accelerated In 

•xzWiBSyiK 

O n ■ > 
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'est year when the^s soc 1a t i nn601""' sitliat)0" ^as resolved earlv 

ance frcm MSSIC. Although S«uH tvac2nlired ^ S,laron> "'th assts^. 

to Sh.r.„
; 

condition for Security to trade SnderSharSn^s Me
B"

qUlre<l " a 

problem was Cafvert" 1Thatb!eiiryi-4hat 0Ur most ser^ous supervlsorv 
when Mr. Brown approved the ie^0I/?S/eso7ved 1n y 

era], subject to the hypothecation t? vftt w1th YorkrUge Fed- 
reserve fund for the surviving assodat] m iu" as ari add^t1onal 
the merger was April 1, 1981, and 1f rpM!"' 6 effect1ve date of 
lost nearly a quarter of a mllUnn Hnf? n0ne t00 soon as Calvert 
quarter of 1981. minion dollars a month during the first 

sion atTth1s0t1me^1s ^Government6^^5?^ prob1eni facing the D1v1- 

publlcly-traded stock assorlaHn ^ s* Th^s association 1s a 
over-the-counter market 0!E^at^on whose shares are traded 1n tho 
stockholders and must Hie Its'eJfnl^ ^ Wen 1n excess of SOQ6 

nn?wExchan9e Commission. There ?r «n2S repor,ts w^h the Securities 

»«'■«&!'"«"?.&ruiXi'iir. - 

the association"^ auditors PPeatemH "'f F"''p0"nde<) by the fact that 
sued qualified «ud1t re^rts ^tclell t Co., have 1s- 
assoc atlons. The qualfJlcltlSn s5.J«r;i!',led Sav1n9s foan 

nn I ? t? continue In business as J "nnJ 1 assoc1ation 's 
clatin decline In interest ratpc9 cSnc^n" 1s dependent 
it'tl' LS 0Perat1n9 results In the fi.r,? " Ught of the asso- it would seem Hkely that 2 fiscal year ended March 31 iqai " * 

S^uSe'SS"1 rePOrt 85 as '» ?^Sdoct«enh?sd?ir?ednw1t?h ^-JEC 

to m<n^th0L'9h Government Servlcec ct-in u S9 million, It is a difficult s net worth in excess of 
($364 million In total assets)- thf lon t0 deal with due to its size 

s d n n h h t that 1ts board of'director^ h K1t 1s a P"5"1: company; 

cerned/?hlyrare Jff l^ofved^n ^soc1atl*ons listed above are con- 
tlatlons which will Increase thoi ne90t1at1ons or other neao 
"ote that two other assoc1a?ions fhC^Ur l2at1on- 1 ^-ould a?so 

«V. operating losses in excess of bu? Save^he" clp'ua"?'"" 287 1 
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comment fnCthethfu
rtSre0asau0|!""',errUt'"mii)' 3,50 

loss In excess of a half mnn^n 5 a net operatlnq 

up 1n ^'ow deielopVnJ ?orL! 0Ver $4 m1nion 

Werqers 

^ons» thus reducing the number of Stat^ !!lhr9rS Sr consol1<l«- 
froro 143 to 129. So far thts yeSj 7 ere? «frelations 

fll!e iOU5 of extstence and one-EQ'uitfbil ;ssoc1at^ns have federal charter, thus reduefna thf « J Ihas converted to a 
clatlons to 121. m addition Ihl ?Jiier

4
Qf st«te-chartered asso- 

currently on file with the DtfufSnf!110*1"9 ,ner9er aPP11cat^« U 

JnJil ?av1n9s Loan Association into Augusta Savings and Loan Association 

01 visional 11 Srece1ve^several'mo^ the 1ndustry» 1 expect that the month or so. 1V€ SeVeral "or® Wfler applications In the nex? 

Federal 

Wlid0f 1?80^ 'essDelations^er^glven6! the Monetary Control Window of the Federal Reserve In access to the Discount 

j;fJrd*J9i
rSlJrSJShii;,0rJjrtJ® "^aln'qulstlons^^ha^^ 

Wolf submitted these questli)n?%r t40f t!,e Federal Reserve, Mr 

pfS 0n March 19, 1981, we recelved^h" wrIt1I'9 on February 24, Federal Reserve Bank of Rlchmmw i. x6 attached letter from the 

;y slgnlflcint questlins f\v?r;b'>' ""Ives in of 
tlons to borrow from the Federal ^ ^SSIC assocla- 
Given the current s1tu**-inn »+ r °eserve on an emergency basis 

to preplre for the poss 1fc(°ity"^.t Srr1c"'^14 ««" «">• 
tlo.s ma, have to borrow from 

DHW:cpk 

9 p ^ r: C G ! ,) 



H>.,;RY hugHfS 
C. OVC ^ S' G,J 

JOHN J. CORBLEY 
SeCRCTARY 

STATE or MAPVLAf- 

department of licensing and regulation 

DIVISION OF SAVINGS AND LOAN ASSOCIATIONS 
ont som * cai vrn-r stpcct . suit '006 . P* l i iwonr . w«r yl « mc ;t;o; 

30I/6S9-6JJ0 

memorandum 

C H a e L C i H. £ £ 0 * 
O ,rj I {' "■ O'-* 

TO: The Honorable Harry Hughes 
Governor, State of Maryland 

FROM: Charles H. Brown, Jr., Director 
Division of Savings and Loan Associations 

DATE: July 6, 1981 

+ ».« JS no secret that the savings and loan Indus- try throughout the country 1s having problems. Almost dally there 

c + w , cur own loca^ paper, the Washington Post, the Wall Street Journal, and other national newspapers ana magazines all 
poTTitTng out the troubles in our industry. There have been'so many 
damaging articles that we are concerned that one of these days the 

and win bl iJIhri tW3Ce ab0Ut the1r dePos1ts 1" savings and loans 
couZILifJKlthdraw1n9 even more heavily than in the past, which could create a run on our associations. 

tai^n nl-t has had articles on assocletions 
ilif" over by the Federal Home Loan Bank, supervisory mergers by the - 

n/tS ?e lat^st stor^ Involving West Side Federal in New York, - one of the largest associations on the East Coast with $2.5 billion 

It a?? Cne Cl most troubled- Financial analysts fear 
JJS col lapse of this association could cost the Federal Savings 
this P?l,Jt1-on I? excess of $700 million. Further, this could shake the public confidence In savings and loans and 

w?!55 lyicrfate u cr1s1s s ^ tua tlon as a result of heavy sav- ings withdrawals brought about by adverse publicity. 

•innc NlL]_ Street Journal just recently reported that the sav- 
^ 1"dustr* nationally lost $2.1 billion In savings with- 

in? I? mont ,;r ?arc?- In Apr11' there was a savings 
]:?a5 billion. Additionally, there was a loss 1n May of 

$6 9 billion' ^ 6 t:0tal sav1n9s loss for the three months of 

j i . LeJ get closer to home--here In our own State. Our own 

ISiirl *L ;ryla!«l05?,$31 rn11l1on 1'n savings withdrawals in March and another $65 rnillion 1n April, for a total savings loss 
for the two months of $96 million. Our Maryland associations did 

IVA2 OGnt: 
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""oU .ay. This U9ure .pp)1„ 
^r.sured associations Thp ?U r 0v'n 5 ta ^e-cha rtered , KSSIC- 
P^rt gone Into the money ma rket^ut.1 ^ d^aWn h^Ve, for lh® f"051 

Lynch, T. Rowe Price and nfhc < ^unds operated by Merrill 
|narket mutual funds toLl ^ r nvestment bankers. These monev 
better psrt of which has been wlthdr^^ 0f 5,27 M"i«" " 

clatlons. Deen w'tn<Jrawn from savings and loan asso- 

borrow ^ndsyfrtohmStheirederri1Jor1e
SlVl"SSna''d 1o<"1 ""clatlons must 

c^p^ras^^^^n:„r^ef^c^drc^an"k^ 

^Nn^VLs^VrLe20^ i|-^^r--r«tepa%tlnC
9

0T^^a' particular bank. P ,me p,us 11 or " tependlng. of c^rsef on the 

• re W^^p'^^na1? ly^h, gh
0n^tos'on'' ""f1"" fUndS- """latlons 

far In excess of earnlnos ln\n .H 0n ""'"Ss certificates, rates 

Da1dS't ^,<-"lontb money market cenlflcat'0 cc|!Jete Klth the mutual paid at the rate of 1? j ertlflcates effective Junp ?n arc 
Jumbo certificates (c^tl Jlca^s "o^^oo^oo" 0n Ma{ 23" ,98, 

rates In excess of 17$: en +l ^'P0*000 or more) are paid at 

clatlons "today 0?0rththeB0rt9?Se P"'"'^'Sf"o'ugh^y^g^^ 0^of a" 

"e -ting ^1^ esTr er^-d^n^^^^ ^ 'i h"ra 

years ^to offse" ^"y^^j^rio6:^."1 as,de 

c-ter^-^l?-3;- Mary land ew1there 188 federa, a"d state- 
billion, viz: ™ry]and with assets of approximately 

ASSETS IN BILLION 

State-chartered, f edera lly-i ns ured $K2 

121 state-chartered. MSSIC-1nsured 2 4 

_13 Federally-chartered 3.6 

188 Total -L-L 

OfthiTc $10.7 
now down to^^Tdue ^^merge^s^and the0! Dece!Jber 31 > ^80. we are 

converted to a federal chapter. 5 0f 0ne association which 

o^^rLTili6" 7M of asso- 
clatlons are op^ra?? ng'i n "he^ed^ lTe^

te ' lb°^ ^ ' 

U JjleV Crisfs s1tuat.1on on our'hands which ^' ?afe t0 Say that 
the economy continues. This cri^?^%c ^ Can only Set worse 

crisis is why we are here today 

2S77 / j 
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some kind of fa 1 d % ?omb the % ta te^ 1 S 0 t0 d1scus5 th£; Possibility of 

ance Corporetlon^^n1^' the Federal Sav1n^ and Loan Insur- 
tlonal line of credit wltf^th^M6 0f $6*5 b111l'on and an addl- 
Insures deposits of $507 Ml'Mrn'-j •s Q?oSi!ry cf *750 m^1^on and 
clatlons. $ billion In 3,939 federa1ly-1nsured asso- 

the borrow1ngLcapac1 tySf rotntthpRTa9an ad'Tl1 n 1 s tra t■,0n to Increase 
1 Ion to S3 bullion So far DePartment from $750 mll- 
that he will not look favorablv Jn y Re9an has indicated 
article In a recent iJuP ^ lh on this request. According to an 
263 federalWMnsured Str^ Jotn^. there are 
FHLB watch list. atlons with abnormal problems on the 

today 1 s S Cha r 1 es ZnL1 < COr??ra t1 Cn 1s "kerned, with us 

t1on"9the1 ^resources"and^ow^h0n*eW^°e^'"^corpora- resources. and how they are operating In today's climate 

CHB:cpk 
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June 1, 1981 

Honorable Harry Hughes 
Governor of Maryland 
State House 
Annapolis, Maryland 21401 

* 

Ret Savings and Loan Industry 
Variable Rate Mortgages 

Dear Governor Hughes: 

This report will furnish your office with additional information 
following our meeting on May 4, 1981, regarding the above cap- 
tioned matter. It will supplement my letter dated May 1, 1981. 

Current National Status 

The health of this industry is suffering on a national level. 
In May, 1981, federally insured savings and loans suffered a 
$4.63 billion "outflow", the biggest monthly loss since 194 7. 
In April, the outflow exceeded $2 billion. Outflow is the 
difference between new deposits and withdrawals. The single 
largest cause of the outflow is the shift of savings deposits 
from the "thrifts" to the money market mutual funds, which are 
unregulated. 

On a national level, legislation is being requested as follows: 

1. Regulate the money market certificates. 

2. Permit federally insured savings and loans to 
merge with commercial banks. 

Savings and loans are required to channel most of their funds 
into home mortgages. This creates a financial problem when the 
cost of funds to the savings and loans is 12 percent and it has 
outstanding portfolio loans to homeowners at 7 percent since 
the early 1970's. 

The Federal Home Loan Bank Board is currently allowing lenders 
to adjust the rates on new loans in future years to offset the 
above situation. It will still take many years for the federal 

IVA 3 
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iionorahj o Marry Hughes 

OUIK- i, i v- 0 1 

savirujsi diul loans to work off these ole unj)rofita^ie loans. Tiio 
State Board of Savings and Loan Association Coiur.issioners has 
drafted regulations permitting the State-chartered, State-insured 
savings ana loans to implement a similar program. The proposed 
regulation is being reviewed by the Administrative, Executive 
and Legislative Review Committee. 

Recently, a small federally insured savings and loan in Chicago 
failed. It is only the fourteenth time since the Federal Savings & 
Loan Insurance Corporation (FSLIC) was created in 1934 that a 
direct pay out has been required to depositors. This prompted a 
comment from FSLIC that 5 percent of the weaker federal savings 
and loans could fail, if the interest rate situation does not 
improve. One solution is for such savings and loans to merge 
with other institutions. 

Current Maryland Status 

In Maryland, some large State-chartered savings and loans are 
announcing expansion plans through increasing passoook interest 
rates and acquiring smaller savings and loans through meryer. 
Such a plan was announced recently by John Hanson Savings and 
Loan. 

Further, the unprofitable operations of State-chartered savings 
and loans in Maryland continues to increase because interest 
rates have remained relatively high. Between January 1980 and 
April 1981, the number of savings and loans with net operating 
losses increased from 14 to 40. Although no State-chartered 
associations are immediately threatened with insolvency, soi.ie 
have experienced accelerated losses as related to capitalization 
in 1981, that increases the possibility of supervisory interven- 
tion in the future. 

Mergers 

In 19H0, the Division of Savings and Loan associations approved 
14 mergers or consolidations, thus reducing the number of State- 
chartered associations from 14 3 to 129. So far this year, 7 
State associations have merged out of existence and one--Lduit- 
able--has converted to a federal charter, thus reducing the 
number of State-chartered associations to 121. I); addition, tiic 
following merger application is currently on file with tne 
Division: 

City Savings and Loan Association 
into Tvugusta Savings and ,joan Association 

From my discussions wit) people in the industry, 1 expect t.iat 
the Division will receive several more uerger applications in 
the next; month or so. 

2Ssn 
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2 

June 1, 1 'j 8 i 

Conclusion 

Against this background, the ZiELR Coiranittee must woigii tiie 
approval or disapproval of the draft regulations permitting 

tate-chartered, State-insured savings and loan associations 
to issue variable rate mortgages, and not be in violation of 
reaeral antitrust laws, as pointed out by the Office of the 
Attorney General. 

^QQfr?nt^y' v^ew the contents of the letter dated March 19, 1981 (attached) received by the -Maryland Savings-Share Insurance 
Corporation (MSSIC) from the Federal Reserve Bank of Richuond, 
it may not be necessary to further explore the savings and loan 

?QRn nCy plans discussed with your office in the Spring of 

I win keep your office advised of the events that transpire at 
the hearing on June 2, 1981, before the AELR Committee. 

Sincerely, 

John J. Corbley 
Secretary 

JJC:el 

Enclosure 

cc: Mr. Ejner J. Johnson 
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STATE OF THE 

MARYLAND SAVINGS-SHARE INSURANCE CORPORATION 

INDUSTRY 

Presented by 

Charles C. Hogg, II 
Executive Vice President 
Maryland Savings-Share Ins. Corp. 
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FINANCIAL STUDY OUTLINE 

I. Purpose: 

The purpose of these financial comparisons and projections isto 

illustrate based on the current economic environment, (i.e. High 

Money Market Rates, Net Savings Outflows, Earning Losses) the poten- 

tial need for large amounts of cash to be infused in select MSSIC 

associations in the next 12 to 18.months' period. 

11. Assumptions: 

In attempting to project the financial needs of the MSSIC Industry 

over the next 12 to 18 months' period, various assumptions were made: 

1) For comparability and projection purposes the 25 largest MSSIC 

associations in asset size will be used. Only the largest 25 

will be evaluated~Bihts.for the following reasons: 

A) The top 25 represent $2,127,624,600 in total assets. This 

represents 87. 1 155 of the $2,442,513,821 in total assets in 

the MSSIC Industry. 

B) The largest associations present greater financial risks 

th^n smaller associations. 

C) More complete information is available on the 25 largest 

MSSIC associations. 

2) The top 25 associations have been combined to present summary 

financial data. The type of information provided includes balance 

sheet items, income statement items, savings and mortgage activity, 

ratio analysis and earnings projections. 

3) In Exhibit 5, eleven MSSIC associations among the top 25 largest 

associations are presented in an earnings proforma for the next 

t~\ 0 <3-4 4-lJ . 
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12 to 18 months. The associations selected were chosen because 

they are experiencing significant losses from operations and 

have only poor to moderate net worth positions. In Exhibit V, 

the average losses experienced by these associations in the past 

3 months ending May 31, 1981 are projected out 12 months and 18 

months. A 30% tax credit is used to offset part of this loss. The 

projected net worth is then compared to the net worth at present 

and if the projected net worth is below 3%, the amount of cash 

necessary to restore the 3% level is presented. The projections 

presented assume no changes in interest rates and savings deposits 

remaining exactly at the present level. Funds provided from 

mortgage loan repayments are not considered because the benefit 

that would be derived from this would most likely be offset by 

savings-mix changes from passbook to a higher concentration of 

certificates. 

III. Findings: 

1) Exhibit I 

The 25 largest MSSIC associations continue to grow in both total 

assets and savings. However, the net worth of these associations 

continues to decline. 

2) Exhibit 2 

The 25 largest MSSIC associations are using the funds made available 

to them through Mortgage Loan Repayments and new savings growth to 

pay off expensive borrowed money at the banks. In an environment 

of lower rates, these funds would normally be used to make home- 

owner mortgage loans. 

3) Exhibit 3 

Mortgage Loan Repayments each year represent approximately 15% 



of the total assets of the top 25 associations. Therefore, 

excluding new savings and highly liquid assets, only mortgage 

loan repayments can be reinvested at the current rates. This 

situation explains why associations cannot afford to pay on most 

of their savings deposits the rates they do to maintain these 

savings deposits. 

4) Exhibit 4 

A) The combined Income statements of the top 25 MSSIC associations 

both profitable and unprofitable .indicate that a severe earnings 

loss trend has started to occur in 1981. 

B) The combined loss of the 11 associations used in Exhibit 5 

is $4,771,556 or 76% of $6,247,258 for the two months ending 

May 31, 1981. 

5) Exhibit 5 

To maintain these 11 selected associations at a 3% net worth level 

based on the earnings projections presented, an infusion of cash of 

$17,792,644 will be needed in 12 months or $27,536,337 will be 

needed in 18 months assuming nothing is done until then. 

IV. Caveats 

1) The loss projections presented are based on the average net 

income/loss of the past 3 months ending May 31, 1981. The possibility 

exists that losses have been incurred during this period but not yet 

reflected in our financial statements since some associations are 

not on a full accrual accounting system. 

2) The velocity of losses incurred may continue at an increasing rate 

as assets are liquidated to fund current liabilities. 

3) There is a likelihood that associations that currently appear sound 

may experience unforeseen earnings problems that will require 

infusion of capital in the next 12 to 18 months' period. 

28sr, 



\ 
4) Our projections assume the current interest rates. It is possible 

that rates may reach higher levels and this would then translate 

into further losses of greater magnitude. 

5) A devasting problem may develop in the next 12 to 18 months if a 

lack of public confidence in MSSIC or FSLIC thrifts occurs. This 

problem is that of disintermediation. This problem could evolve 

from: 

A) A continued bad national press concerning the thrift industry; 

B) A major insolvency among a. FSLIC institution where uninsured 

funds are lost; 

C) The inability of large MSSIC institutions to obtain a "going 

concern" audit opinion. 

D) MSSIC having to expend large amounts of capital to member 

associations. 

The results of a lack of public confidence in the MSSIC industry 

causing disintermediation could exhaust all available lines of credit for 

both MSSIC and its member institutions. 

(Note: MSSIC members borrow from banks at rates usually above the prime rate) 

2SS(; ,765452 

-4- 



•— o oo o o CM w 

ro *£> PO C> 
CO r*. GO VD r>» 

O r— CO CO CSJ f— O *-D *3" ro CO o cn LO CTi LO CO Cvj <^1 

.c X o CO ^ 
o o CO o 
-S* VD ^- 

o> ot o »— r>. csj 
f— CO r> r- rx oo 

f"-* iO Csj o> CO cvj r— CO 00 V£) CO r— o r>«. oo cm m co v 
^ CSJ ^ P— CM 00 CM r- w 

O 00 
o o" CO O 

<£; 

*#■ rv. o ^ cn o\ 
<M CM rs. ♦— 00 00 

<*> 00 00 o> ©% f— •— «M CO p- <M *3. (T> r-s i/) 00 *3- 
LO O r— \o *T CM f—W VO CM CM 

«c o z o 

o o 
CO <: 

2: ZD 00 

O CO 
»— o CO O ^ o CM W 

CO —- 1— o CO o \ o CO 
<2^ 

CO 
— o CO o ^ o U"> 
<s^ 

\o r-N. r>. r>. 
f- m rs. 00 r-s r> o 

CM CM in co 4r> 

VD r- o 

»— fs» co rv. CM CM 
00 CM U") fs. r^o 

CM U") CM CO CO r- CO ^3" CM m r-^ «■ m n VO 1— LO *3- 
r-* CM CM VD •«r CM f— 

*— O CM CM »— #— f— t*** o> ^ ^ VD CM r-v m o vo p— co vo •••••• 00 O cm ^ r-s. cm #——- 

VO CM *3- »— vo Xf O^l \D KT CO f— r~ O PO CM o r*» CM 
o> rx in csj vo f>» 

QJ E o 

L. QJ 
E QJ E 

QJ 
CL 
u c 

c 3 o o 

a; cn c <9 

0) > 

o VI V) < 
L. o 

«o 
o 

1/1 o> c V> f- v» cn > cn c *0 c •»- CO •»- > > *0 4U *3 CO 4-> to to ^ o »— o ^ «0 •o H- 4-» .O H- O <M H vi L. «a qj CL O 

0 o _J L. 1 a. QJ > •. i- > 01 -r- v» X> QJ C CC =3 
CO ^ rv 3 4J u f— u a. O C k. 3 a; 3 O CO 4^ QJ 

V) L> 3 O ^ vo o a.*— •4J I- X) CO 3 C 10 r> >» • *-> C <4J C •—t c <0 I QJ 
1- "O I. w •»- l- 3 4Q 3 o a. o 

•O o t- : w +-> <<0 03 r c u •r- QJ - "O x: w •*-> > o o ^3 Q. 
=> >» co a: 

k. f- o > 3 <T3 CO *-> QJ f- z r> 
»o h- 4-> o o 

X) QJ 

3 •o 
s 

28S 



— o cn O \ o 
e% o < oo o < •— CNJ < 

o CO^J *^o o o ro o - 

O ^J- V0 CO id m 
*9- o 00 

o in <\j 00 o 

o CO' 
o o ro o --S.< - a\ - 

\o cr\ to O u~) 
CSJ ro c\j o 

00 o CTi 

(/) 2 O 

o 00 
r- O ro o 
CNJ 4 

00 9>|f rs. < r-s rN. i \c VO CNJ 
o CNJ LD 

CL o 
CO ' 
f— o ro O 
ro > 
<S^ 

KD CO < cn cvj < in cnj < 
CO o r-x O 

O 

CO 
»— o ro o 
in v* 
<s> 

#— cri in o 
o CVJ 

»« 00 00 CO 00 o r-> i£> o 

4J O t- -J 3 X o o 
<j m cj L. »— 0 <o U. 4-> 1 o CJ D ♦»- cr i c v> c »o 0) o O —I 

<o <c o o 

* . O cn 
<V u o t. a. 

•o 01 
o u u o 00 

ac "*-> c o» 0^ 
B "D -r- C P ♦0 fc 

D O 

r - ^ ^ 4 
iO-l 

28S S 



*— o m o 
CNJ 

co m 00 CD O") 
CM ir> VC SO 

o 00 
o o <n o ^sO • SO 
<£• 

n r>» ^ *3" u> 
^ rv ot to 

wo 
m 
vo 

KO oo U) 
<M <n 

ro o r>. 
CD CM 

O oo 
o o CO O 
cr>" 

*— so €0 Oi 

o ^ CM CM CSJ 

LO 00 rs» 
fx in o 
o CM 

in pv oo to 0"> 

CO 
o 

o o 

o oo 
r- O CO o 
>0 CM v» 

to rs cm co CO CO 
o <o 
CM C\J 

CM 
5 
i£> 

ro vo fx 
o CM 

00 
rx 
\o CM 

in CM 

>• 

CO \o ^ o CO O 
m - 

O LD fx CM »— 
CM fx fx CM CM 

fx VO fx 
O 
<7> oo oo 

oo- \ o *— o CO o Xo in«, 

O r- CO o\ 
oo o at ro CM 

CM o o 
oo KT CM 

a; 

Q> o QJ Of V) bO <0 C7) «* i c •«-> ^ *- Q. t. > •j" *o *o ft .C CO 0 4-» 01 4-> a, 
z VJ (/) C7) CT» c c 

> > <0 to 00 to 

x> 0/ 

L. o 

XJ c QJ "O 

o 
CJ o» tv C7> <4-J L. o 

(V E >> 

QJ C7i 

L. O s: 

u q; 
v- OJ 

> O J3 < 

O z 

'^4 

j 288') 
J 





O 2: 2-1 O it •— Cr' CO LO ID i — => H- i i U_ LU i/1 Z CC CO ^ o o -J f— 2 

cn 
CO cn <o 

CO o 

o 

o « 3 

vo »— oo x o o o __j ro LLJ a: Q oo tj X ^ UJ X CO -J < 

CO o 
CO 

co cm f*N. eg r— 
U*) 
r*v 

V£> 
r*>. 
co 

uo CO 

CO o 

o r>. co 

o o 

r^. in CsJ 

CTl 

r-. o UO C\J *3- V£> 

O 
co 

<J\ 00 

tn *3" 
r- • 0> t— f— 

eg cr> 

o o o 
o K£> eg 

VO 

cn r-. o 

o CO 

o o o 
eg uo eg 

eg 

r-. cn 

to C\J 

O CO UJ CO INI O 

«c o => 2: 

o vc in 

cr> uo 

vo eg r«s 
co <v» 

O 00 r— CO en 
*a- o CO f>» vo 

vo in r-s 
co r^. O 

oo 
VO 

o o o 
o o 00 

.o o o 
00 CO CO 
CO r-» oo 

Cg eg 

^r vo 

CO o Z as: o z co •—i Q: eg co zd o 
to z cr: . co 3 O o • -j *0 h- z 

a> eg o 
fN. vo eg 

vo cr* *— CO cr» oo 
eg LO 
eg c\j 

r*» co eg eg *3" r— 
. r- o oo oo C\j eg 

o> 00 

co z o CO vo O I— s r- 

o o 

o cr. O 

o 00 *3" 

co o 

o s; 

co H- co x —. O O  ( O LU • co cr o o s: co CO X eg lu «t 

co 
00 
vo 

CO CSJ co •— r>. 
*3" VO *3" «3- VO 

o co 
VO cr> eg 

CTi o o o 
VO O CO o VO O 
cn ' co •— VO 

*3" eg eg vo 

O l/) LU CO M O 

z Z CM < — 

o ^ ^3- CO O 53- 
o *?- CO 

CO vo 
co eg oo vo m co O CO r~ 

eg cn o eg in 
co eg CM CO ^3" co O o 

o o o 
o o Cvj 

CO eg o 

o o o 
o *3* ej 

oo «?• eg 

co *3" 

Q. < 

> O : > . < 

co o r— in 
O vo CSJ co co r-. »— m • • • • o in co tj- vo co co •— ej csj 

co vo eg eg 00 vo 
m in O rj- •— oo 

o CO o CO O r- O eg O O O Csj 
O o eg O VO VO co eg    <*■) 



STA7C cr MARYLA»;0 

DEPARTMENT OF LICENSING AND REGULATION 

Tj M £ 5 

^ mi JUl 22' 
1981 

Honorahle. Williajn S. James 
State Treasurer 
State Treasury Buildinq 
Annapolis, yMaryland 214 01 

Honorable Japnes O. Roberson 
Secretary 
Department ofi Economic and 

Community Development 
2525 Riva Roa^ 
Annapolis, Maryland 214 01 

The purpose 
by the Cover 
attended by > 
meeting, the Gc! 
loan representat: 

Honorable H. LoU^is Stettler, III 
Secretary 
Department of Budget and Fisc 

Planning 
State Treasury Building 
Annapolis, Marylan 

Gentlemen: 

On July 7, 
insured 
presented 
problems 
enclosed 

ti^^^tate-charterod/Suate- 
stitacions in ^Maryland 
rry Hughes regarding the 

:opy of the proposal is 

-er is to inform you of a request made 
-ing in >iis office on July 17, 1981, 
Johnson and myself. At the July 7th 

made a commitment to the savings and 
that I would meet with them and review 

the recommendations contained in the enclosed proposals. At 
the first such meeting, it became apparent to me that other 
departments of the State government should be involved in the 
discussions for a better understanding of the recommendations. 

Accordingly, the Governor asked that I communicate with each 
o- you for the purpose of arranging a meeting with the savings 
ana loan representatives to continue the discussion regarding 

IVA5 
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Honorable Williar. S. James 
Honorable Jamas 0. Robsrson 
Honorable H. Louis Stettler, III 
Page 2 
July 21, 1981 

the reconmendations. The identrty of the representatives is 
contained within the proposal. I have'connaunicated with the 
Chairman of the group, Mr. Jerome S. Cardin, and. have been 
informed that they would be available to meet in Annapolis 
on any afternoon of the week beginning July 27th, except for 
Thursday, July 30th. Obviously, -we cannot meet on July 28, 
because of the prescheduled meeting of the Governor's Cabinet. 

After you have an opportunity to review the enclosure, I would 
appreciate hearing from you in order to establish a convenient 
meeting date. 

Sincerely 

John J. Corbley 
Secretary 

JJC:el 

Enclosure 
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January 27, 1982 

The Honorable Karry R. Hughes . • "V 
Governor of the State of Maryland ' ■ 
State House 
Annapolis, Maryland 21404 

This letter. Governor.... 

is to serve as the interim report of the Ad Hoc Committee which has 
studied the MSS1C Insured Savings and Loan'tIndustry. You v;sre kind 
to meet with us on July 7, 1981, and requested a follow-up report. 

We thank you for your cooperation and interest, as well as for the 
assistance given us by various individuals in your Administration, 
particularly Secretary John J. Corbley and Deputy Secretary, Hans 
Mayer. 

After months of meetings, endless research and even a bit of prayer, 
the Committee concluded that, absent legislation, there is only one 
way the State could presently assist in strengthening the industry. 
That is to assure the liquidity of MSSIC, if necessary, through the 
employment of the vast cash resources of the Maryland State Employees 
Retirement System(s). This program, of course, could be structured 
so that it in no way would violate the investment criteria or fidu- 
ciary responsibilities of the Systems, would be fully collateralized 
by either U.S. Government securities or residential mortgages and 
would produce a return to the System equal to that which could be 
achieved through other investments. This amounts to Marylanders 
aiding Marylanders and doing it without additional risk or cost. 

In an effort to effect this kind of interchange, Messrs. Jerome 
Cardin and Charles Hogg on October 2, 1981, met with Messrs. Howard 
France and Arthur Lynch, representing the Retirement Systems. Tnis 
meeting was set up for us by Comptroller Louis Goldstein, who has 
been most cooperative and helpful. Unfortunately, the results of 
this meeting have not been particularly fruitful. Your assistance 
here would be very helpful in accomplishing our goals. 

With further reference to legislation, it was the feeling of the 
Committee that due to the current delicate environment in which the 
savings and loan industry finds itself, that it would be inadvisable 
to propose any legislation regarding the industry which would in any 
way be controversial or misunderstood. However, the Committee does 
feel that certain legislation should be introduced at a more appro- 
priate time that would provide the vehicle and procedure whereby 

IVA6 
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The Honorable Harry R. Hughes 
January 25, ]982 
Page Two 

the State could, should the situation arise, support the savings 
and loan industry an much the same manner as the Federal covem- 
rnent is "committed" to support the federally insured portion of 
the industry. To this end, we will, between now and the 1983 
session of the legislature, make certain recommendations for 
legislative action -which will strengthen the industry and there- 
by assure all Maryland citizens of the protection they so right- 
fully deserve. 

Sincerely, 

qM&jL, // 

Jerome'^. Cardin, Chairman 

Charles H. Brown, Dr., 
Division of Savings 5 Loan Associations 

W. Thomas Gisriel 
Cnairman of the Board of Commissioners 
division of Savings 5 Loan Associations 

CARDIN AND WEINSTEIN. P.A. 
ATTORNEYS AT LAW 

SUITE 301 
6615 RCiSTERSTOWN ROAD 

BALTIMORE. MARYLAND 21215 

Charles C. Hogg, l^^-Executive Vice-President 
Maryland Savings-Share Insurance Corporation 

p. UJJvCtbsL ^ 
' DxaWiitlock, Executive Jerry u.^nitiock. Executive Vice President 

John Hanson Savings 5 Loan, Inc., and 
Chairman of the Board, MSSIC 

C-, L- 
Charles H. Kresslein, Jr., President 
Maryland Savings and Loan League 

2S9:: 
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STATE OF MARYLAND 

EXECUTIVE DEPARTMENT 

ANNAPOLIS. MARYLAND 2l-dO-< 

harry hughes February 2, 1982 

7 

Jerome S. Cardin. Esquire 
Chairman of the Ad Hoc Committee 
on the MSSIC Insured Savings 
and Loan Industry 
Cardin and Weinstein, P.A., S.301 
6615 Reisterstown Road 
Baltimore, Maryland 21215 

Dear Chairman Cardin: 

Thank you for your recent report of the Ad Hoc Committee 
on the MSSIC Insured Savings and Loan Industry. 

My Administration will continue to be interested in pro- 
viding whatever assistance that it can to aid you in strength- 
ening the non-federally insured savings and loan industry in 
Maryland. I will also be happy to review any recommendations 
for legislative action which you may care to give me between 
now and the 1983 Session of the General Assembly. 

/Sincerely 

/>' // 

Governor 

( 
t 
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■♦<AScr muchej 
cov^n HO« 

STATE OF MARYLAND 

JOHN J. CORBLEY 
SCCHETAHV 

CHa RLt S H. t * 
OmtCT 

R 

DEPARTMENT OF LtCENSING AND REGULATION 

DIVISION OF SAVINGS AND LOAN ASSOCIATIONS 
ONE SOUT H CACVEBT JT»»ECT . SUITE 100« . •* L T l*<0« C. *•* « V L A N D It 2 OJ 

HEHORANOOH 

TO* Mr. John J. Corbley, Secretary 
Department of Licensing and Regulation 

FROM: Charles H. Brown, Jr., Director 
Division of Savings and Loan Associations 

RE: State-Chartered Savings and Loan Industry 

CATE: December 14, 1381 

This memorandum Is intended to update you on the State- 
chartered industry in. recent months. The high Interest rates 
have continued to undermine the earnings of our associations. 
Associations all over the country, both federal and state, con- 
tinue to have problems as earnings continue to decrease and 
-losses are charged to reserves, which reserves continue to 
shrink because of the earnings losses. * 

Recently, there has been some dramatic change in inter- 
est rates. At the time of our last report in May, rnterest 
rates on the 26-week Treasury Bill was 15-925$ (MAy 23, 1981). 
.This rate increased to 16.104$ on August 25, 1981 and then 
started an up and down fluctuation. For the past seven weeks, 
the rate has dropped each week and, as of December I, 1981, It 
hit 10.95lSt. However, on December 8, 198!, there was a slight 
Increase to 11.022$. The interest paid on money market certifi- 
cates (certificates with a minimum deposit of $10,000 Issued for 
a 26-week period) Is based upon the 26-week Treasury Bill auction 
rate. With the decline in Interest rates, the DIDC, In October, 
authorized associations to compute the Interest on the money mar- 
ket certificate based upon a four-week average. The four-week 
average was 11.090$ as of December 8, 1981. 

I 

Thirteen-week Treasury Bill rates were at a high of 16.750$ 
In May, 1981 and have been dropping steadily In recent weeks to 
the present rate of 10.404$. The 91-day savings certificate rates 
are based upon the 13~week or 91-day Treasury Bill auction1 rate. 

in addition to the 91-day certificate and the 26-week money 
•market certificate, our associations, along with the federally- 

-chartered associations, offer a 30-month or 2i year small savers ivas 
certificate. The rate paid -on this particular certificate Is 
4>ased upon the auction rate on the 30-month or year Treasury OQi 
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' "vn.,h''•«« of the D I DC lifted the cap and assocU io*9''09 Au9^st '• 'SSl, 

industry' wa 'a 1 e which, at that time, was W| ^SsV™ ^ The^d u>iry was very upset ov*»r The entire 
the cap as an ,t djd 

thc action of the 0I0C In removino 

!" cerdflct. These r.i' '?"«•" ">* costs on this p.rMeJ- 
September. Begl„„!n9 s r

r""d fron' '5.551 to I6.55J l„ 

ai Yfai cert,'f«cate started to declln*6 rJteS 0n the 30-month or as of December 8, J98I. ecllne and now stand at 12.95fc 

Huctuated in the early part of th 0f 2,"5% Jn Nov«">ber 1980 
Beginning in August, 198! th! n ^ Year fr0m '7* to 20.5%/ 
«s now at 15.751, although two of'th/^^ Start€d to feline and 

Cont.nenta! Illinois in Chicaoo Ind^r Lr9er co'T'merciaJ banks-- 

thllr'tere ^ ,5 -502:- Th€ Prime NatIonaI San Fran- 
o»h !>ri, corPoral'• c u •, (ome r s and I, rate banks charge other Interest r.tes. J " Ir l.-.» on effcc. o„ 

charged ne™b"ei«nksReforrVbo^oWngtf',*"'h,'hi':h the'r««« 

W wer 'J* Pri0r ""c.obe ^0 SssT was reduced to 13*. On December V lei," T Ch 'the r««e 

1^/° m- -onornl^ ^ ;/ ? -'"ount rate was yon, but othe;s :;e 5^n
0
d

n;n
m/,S P'^icrlno furthrr rrH,, 

toUs down to the uncertainty t £ futur^"' ^ '' Ch 3)1 

NEW SAVINGS PLANS 

ance of t he*'^ 1? ve J s "'ce i f ' 0C recent,y authorized the issu- ' 
cn which the Interest is tax dld"^^ ThlS ''S the "rt.ficate 

pai^H *nd UP 10 $2-000 for a marr ed "Y0 $,•000 for « paid by associations on the "All J C
)
0uP,e- The Interest rate 

a 702 of the average annua, Uves^n^ »* Pegged ' 
52 week Treasury Bill Tr*.ac stment yield on the Treasurv'* 

jh-r,d.y end .j r.;j; •>«>«' "errfo;;th
s 

« s s ue d J <t he r'^e 'r ' ' d ' ' '* ' ' iS 900d fo' ' v. # i.iie rate paid wjac to £i* .. vnc year. When fir<;t 

10.77%, and then 8 3^5 o WK,Ch 5 ub ue n t 1 y dropped to 

t h01 'on ^ on December 2^ rq?remHe-r 25, 198,• The 

rate will be even lower. * and 11 ,S anticipated that 

tIf i c a t e for a 1?mited'tTme 1 hbe'55U?nCe of the "An Savers" cer- 

t tf lea tes 3a ' 'f82' at wh ! ch '«* 1981 thr0^h 

Cerfif issued for only one veIr . ? d'scontInued. Cer- 
1983 whCet\S ISSUed 'n December 1982 win k' durin9 that period. 

c fis-xn; r'ijp.";,'-- c0:^r?rr- 

■000 or S2'000 2soh 



- 3 - 

cp r t i f" DIDC rul^. 75^ of the receipts from "All Savers" 
mor.nio08'6? SUPPOSed to be invested In home mortgages or "ortgege related secur.t.es of the F NhA. (t is not ,ik;iy 

out Of
S^hC,et,0n^W, '1 ' on9" t e rm investments in mortgages 

thL./r^<:OCe S of one-year certificates not knowing whether 
of WMI

1
b€ ~tended for -V additional periods 

be the no C eVe I 1 15 Sa^e to say that the investments will ce the government related securities with FNMA. 

was to hietKAM ?aVersn C€ r t'f•ca te with the low interest rate 
reduce th. ^alvat.on of the industry as it was supposed to 
transf*»r f 0 m0ney* Add J 1 1 o™ I 1 y. the DIDC permitted the 
the "In L m0nMy m\rkCt certificat^ (26-week certificates) to the All Savers' w.thout penalties for terminating the money 
markets prior to maturity. y 

first mnn!h0/n' ' S!R'7 bI'''on In r r r tIfIc a 1rs wrrr sold Jn the 
ket c^m ? erl- <o 55.4 bill] on of noncy 

'ny nL /, . ,n0nth 81 '0f iss•"• 
money It offered, not all of the $18,^ billion was new 
Save rs" s *ppcars' a9a'n nationally, that 251 to 30^ of the "All 
versions of*T m0ney

k
and that ^ consisted of rollovers and con- 

from passbooks The 'aT^S "ar'>'t '2^ cam. 
what It woTh i , ! Savers certificate appears to be doing 
The CO t o f ni9n .,0 d0- ,-r ' I n f I uc n c.f o,,9 

p r tor seven lon^h '"d , r' 5 1 "9 the outHows of savings for the 

Maryland T O"" . S 1 a t e - c h a r t e r e d s'ystem here in 
lion We dr,6 h a^ers' certificates sold amounted to $127 mil- 
markets or d a s sbookVe availab,e fi9ures on the transfer from money 
received on "All Savers"^"15 SO that We 030 deter.mifle the new money 

the savi'nqsHind lhe new "A1, Savers" certificates were issued. 

Month 

April 
May 
June 

Ju,Y - 72 
August _g 
Sep tembe r - 20 

Mi I I ions 

- $ 96 
+ 8 

78 

Net savings losses - 5266 

Ma ry I and '^ra! l'/'! ? " "rtifica.e, ,he Industry in / 'cuersi «jnd stfltc went <oc • • *■ 

2snM 



5 ll11," 0f t^em^^ftm|,nd«t^y?dSJur?twUhIt0 h* ^ ^'" COmpc' the funds !ncreA*i»H j»c   t^e Past few weeks. 

4 
r 

t. 
P 

5 
( 

Increased as follow^: in'n the paSt few 

J n 6 t1Mon s 
Increase Tot a 1 

November 20. 1981 s ■*«» 
November 27, I98I 5176.<i2 
December A 1981 2'fil '79.99 
Oecember II ||i '82.85 

• 3 1 2185.53 

ilncreased to fir S'JSV"-"1' %,«„ 
feogh Im< ts were doubled to $15 000 m ? ?i sp0usa, «RA«s; 
< nst»tut Ions w(H be issuing thf tMra 1 ,y ' an fin«nclal 

mutual funds, brokerage houses^^ andr^'rement ''counts as will the 
«nd loans, along with banks will ^ ' nsura

I
nce . COmPan les . Savings 

the mutual funds inasmuch as th«» * marketing advantages over 

tt.. F.d.r.l Saviogs Jn
h:u;"°un" »"> <>< >"*>•'« by either 

Savings-Share Insurance Corporation CorPoration or the Maryland 
ciations can reap the ben/nXatlon- 0ur S ( a 1 e - c^.a r t e rcd as:)o- 
enougfi to exploit them. Prov ed they move aggressively 

oioc h..0n:«?:;r«frt
t
o

ur:i.jr,*r-,s the ,'",e ,o b« ^<<<• 
Keogh certificates In that th00"^5 85 thc "wl,d card" I 
*>* Paid. The rate can £e ft* Z *** 001 Set a ^nite 
account, which life must be 1 8 mon t r ' ab '6 OVer the nf 

taken by associations that they not ? *[ T*' J:ar€ ,nus 

rates for long periods at a tIm» i themselves In w 
»«.«,. of «hi ?o„ "• ,r"di"= 
counts .r« .„o,h.r plos for our lUstry. ' 

EARNINGS 

of their assocla?ionrare0opefaUnQ8tnJ^,Cated that 80^ t0 901 

5 n a daV «s coming up with neoatfi/ ^ed, and 0ne assocla- 

^Ve®beCn ,nany a r 1 ' c 1 e s in the press^^ 2er0 "et worth- There the Bank. As an example one of th^< S0Perv.sory mergers- by 

associations, |.e an these mergers Involved three 
Wew York merged'into a ^ F,or;da •"d another 

Past Friday, the FHLB announced a mero ,a5soc ' a11on• Just this 

1^1 •'nd "ohawk Savings and Loan of L0 , " Rat0n F«der«l 'n * a Savings and Loan In Elizabeth CItv 2 Jersey ,nto City Fed- 
been and will be others. These mera^^' Jersey. There have P'j'l' 

n 0f ,nterstate branching, banking eTc SUrC,y 66 thc be9,n- '' 



i\ ^or Cur State-chartered s «, <; n/-: : 
out of 1)8 or nf ^ . ssociations, we presently have 

However, these 41 associaf"0 assoc'at,ons operating In the red 

Government Services a $380 mMi- U hfv« been higher had 
' 1 d i ng and wiped out thtir losses ''"oc'at'0"- "Ot sold their 

fre somdwha t weaker now thln U 0' OUr "delations 
forced .o re.y on .heir reserves for the i r^ope ra t ^ons ^ ^ ,,"n 

Iows: the beginning of ,58,. „e h,d ,33 associations as fol- 

federally Insured 
HSSIC Insured M 

HI 
To ta 1 

-133 

cJation to9arfederalhcharterrS,0n 0r 000 feder0 " V*'"sured asso- 
federally Insured and 105 HSSIC^insu hriVe ''r 3ssoc•atI ons--I 3 
<" the mergers were small assocl^- ?■ 0' ,his <i3te- 
•"Sht a week. Among rhe larger me r ge r s "we^: OPe" 0"lv 0"e 

.Heritage Savings Association 
(Assets $37.5 mi I 1 ion) 

"^ss^s^^O^lS5""'-"^ Association" 

""(As^'.frs?!! °:?,';f::>
Assoc>at'°n 

VTorkridqe gave up their fednr-,) i 
now known as Yorkridge Calvert and '* 
federal ly-insured institution)' S 1 a1e"ch^tered. 

«'tropolls Building Association"" 
(Assets $45 mi I 1 ion) 

a"' 

E":^e^,s:r;^„rd 3<'on 
into 

^(A^tTM5'^"95 a"d LOa"' 

^ re(Ass C t A<TnU' 6uildl"S Association 
Joh H ' i0n^ 1 nt0 ^ 

Savings and loan. ,„c. 290 t 
'Assets -) 
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Conversion of Equitable Savings and Loan 
ssociat,»on, a S t a t e - c ha r t e r e d , federally- 

insured association, to a federally- 
chartered association and out of the State 

■system (Assets $190 million) 

'n.a recent article in the Wall i- i 

u . * " » there were 121 members of the Fed*rji1 w■ 
Bank system on the problem or watch list ThU u!t ^an 

to <»0^ by Julv 1 iQflJ ^ !,««, , s nst ' "creased 
•bout t ho t tlL 'a new' Ch* t }0? of their associations. At 
Board was appointed b? Jh! pW*"i3 " H<""o toon Bank 
out flour.s on P^sldant and h. discontinued glvlno 
■acknowledged that had f5 $° j ,a 1 1 on 5 : Recently, the Chal man 
considerably. USt cont«nu^ «'t would have Increased 

SUPERVISORY PR0 B L E M S 

are w, t that we 
. « br,., run!oKn J^ ^ ^prob.e^s. 

.ssocl.Ji'ons^it'h^s^^; :;d '■0*n I5 0"? °f stock-chartered 
£a rd i n , who^ T'Jl ^ e"ou ■ '<"* 
The association has had severHa^lne! r™M,ty r0Ckh0'<ier- 
-and. because of this th* rll e<,rn,"9s problems for sometime 
d ropped considerably! ^ce^"^ "ll'lT' t'',0n T* 
1-lne of credit and demanrfoH »• * oca! bank canceled their 
rov,l„9s fro" the bank ?h^ of th< association's bor- 
ance jinH wccir °ank- association asked MSSIC for assist- 
-debentures f ro^O U^o" E 'Y S725-000 subordinated 
subordinated debt. HSS.C and In^'an'l'09 

™5: ^"rtn" S",C,i0"S •' rest r?c t?ons were 
te rms of 0n ":tSin <>P« I ons. Also, by 
voting pro.'es ,d COU^, t0rned ov<!r to 1C 
an agreement that would give H5S fc'' t he 'a 'i h"" "9 S,OCk a'0n9 W'th 

association Jf the onf.rj.ti^r, »i authority to merge the 
the reserves reach 2t of sayings. """ tC ""Pfof I table and 

pr.s,n,fy"ae
b

d
ouT3l'1SSThCeSo:::::-' '"'r- 0ld Co"rt,s 

deteriorating ind consLu^.? rS ? "" "soclatlon are still 
seeking a merger oartner n "Ivision and «SSIC are 
Sharon Saving?" d ^2* h ! P«S'l>'llty of a merger partner is 290') 
security was having ,« , i ous'"h I .VS'' when 
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rell ly^xpU^e 1^° P!Cture and have had little chance to 
they might step Into ."at,?n- Jo^ Hanson has Indicated that 
^ no bad p res s Ir Zclntal ' "X™ SO that there w"' 
fact that Jerry Cardin !< th th'n9 In our favor Is the 
fully, he will nor l*t a Pr'nc,Pa' stockholder and, hope- 
would affect his good name 09 aPPen t0 the assocl«t'on that 

Ings an2nLoanr whlch'^I0" 0f COn"rn ,s Fi"t Progressive Sav- 

r£.:r^ 

to the CKU-Ot of^'ss'^nf5 r®quested assistance from HSSIC 
credit. HSSK^.e" u,!! c ■'i"?" 0f 

wet Jointly with Albert b MSS,C the Division 
st.ff to Jte mine X ota7s 

1 ?n<i of h< * 
tore and, sad to ',y thev a"«'ation has for the fo- 
dlcated that he would . f i gh t os !i'^w^t^ed^' V Aar0n 

takeover. Mr. Aaron agreed at our forced merger or a 

s i gned'"t " ranCe ^ « * ' ''^ V„% ' 

"r. Aa.on^^^s'eVh-J^; ™«Jin9' • ?«« Prl»*.«.,y with 
the Division will have no alt 6 'S reac^,n9 the point where 

- a receiver, and that he sh^M ,0 S"k * i«-»?'v.«or 
ately so as to prevent a sranrlal • ,ner9er partner immedi- 
ship or a rece i verstWo «r ^ result,ng from a conservator- 
•>" for a possible merger eSk,!d ^ to a part- 

Thev ^ve^riuu^^no'ne"^^:':5'';:^;" "oca t ,o offer' 

ire°V:b?eiy,r:',';nr' '' ■"-'"""bl. mo r tgage pi?",!?:: 'if'0:; 
^one ^|th assistance f ro^H S S?C ^ 0-er; ^ fan 0n,y be 

without cash assistance Non#»th l associatIon will buy trouble 
that are at least tooktnc i n tn ^ ^ • d0 haVe tWO a"ociat;ons 
Of such Size that MSSIC can eacflv The assotiation is 
be worked out but. " I said handle the situat ion. This can 
MSSIC. * aS ' Sa,d' therc be ample assistance from 

Chevy Chase Savings and Loan I «: th- i .r 
chartered associations and the third 1 ,ar9est of our State 
•State. It Is a stock-rh^rt ^ 'argest association in the 
"iI 1 I ion. The sto^k of^he ""'iation with assets of $605 
Chase Lake Corporation wh • t '3' ' 00• }S 0wned ^ th« Chevy 
fi. Frank Saul a verv wealth co''Porat<on Is, in turn, owned by 

d. c. .nd\u%:^v;::y
t?:n;

n.d
rr:::known mort9a9e brok- 

regularly w; [ h r^nk T? fnd MSSIC have been meetinq ^rank Saul and he is not 
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1 os s 1 10yea r and0^^'00* heS been 0Perating at a 

amounted to $9 3 « ; ii j S C C 8 1 ,OSS throu9h October 31 1981 

«ce corporation known as the M-n«r ? V ChaSe has a Serv- 
large block of stock In Fi : 1 orPor«tlon, which owns a 
financial C.nlr.f cL " uT i 'r"" res, Inc. 
of Columbia, Virginia TennessI an j I" M"r'',,"d. <h« District 
Jldeastern 9roup9igr«d to ,n "'"-'SSO. • 
The Manor Corporation had planned on seM° h ^'lnanc,a, General, 
pec... ,0 rea i I ze so^re0 S ? I! ! ? Vs'&VL"- 

;r"r< of N«„ York just recant ly rrje«ei th. ; ;? e0ard 0f "" S,a«e 

eastern investors to acouir! • 1 app],cation of the Mid- 
•rticla which appeared in the Wa I I's ? reetT8' ' ,A

1
<;op'' of «h<= 

Chevy Chase had planned on AnnlTT- — , — Journal Is attached. 
the financial General stock on the9/."'* p!'oc"<,s of <h» »«le of 

-Cation and which 1 J'X ^ . ?\ ft 

Jhere he w i M Sp u,! cha " e 
1 ^d Tt i ona Ts t o c k ^0f,1e.OP W,th a PIan 

tlltlonaMy, hr has orr.inqcd for »h '? association. Ad- 
to purchase s ubo r d i n a t e d de be n t u re s '',S ^ OC ' a 1 ' on ' 5 depositories 

assistance from MSSIC in f h,» f 30 Ul $l2 '"'"'on In 
tha t this transaction w"n L !! 0f CapUanotes-* 't is hoped 

. Th<s is a big one, but it will be ^orkld^ut . ^ near future- 

chartered as'soc i 11 i on]" "th ^se ?s o^S^o" '? anoiher stock- 
to page A of the report to vou dat !! m ? "" 11 1 on • ' refer you 

- the report that So ve r n ^ Y
n TX ' ' ^^ w i 1) n o t e 

'981. the end of their fiscal year If s? l* Iff? 65 of Harch 31, 

t'me. earnings losses continued Into Jh ^11 '0n" S!ncc that 
association also continued to sufr £ C flSCa, year and the 
tionally, a dissident group of stockhn?^ Sav.,n9S ,0sses. Addl- 
of the association by solicitino nr • f* tr'€d to 9et control 
""ting to be held in August. I fs I a' L1 ',"*%'' "" 8n,"'al 

'•city appeared in the Washinoron p ♦ j 0 ""favorable pub- 
to the losses sus ta i ned^TTT^ssfff, ?" »•<>"> relative 
of nianagemen t to run the Z si oc 1 "l Zn ' ' * ' ^ t0 the '"^illty 

<late of the a n n ua I ^mee t i^n g Tas changed^' 8 rea, PrOXy fi9ht- The 

suited in a court suit by the d?ssiT ♦ * mana9ernent. which re- 
was very damaging to t he a s soc i a M n t! tOCkho 1 de rs • of which 
tje date of the See t i wJs ^e J J^walSV ' 5 S ' ^ 1 S C ' 8 ' ^ d that 

they, the dissidents, would not hav* tt management so that 
proxies. The court Agreed Jth H -Z0 SOncit the needed 

date was changed to a date I a te r t ha n th f5 the rneetlng 
that management could lose the proxy "bat t ' 9^ne ' ' 11 aPPeared 290-1 

bel.eve the day before the annual m^t" 81 the ,ast moment, 
reached with thc d i s s i den I s w"refn I9;. ^ 

r ^ ;  ( . 
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t he board of dIrect 
a n n ua I fTieef;n_ , fllong with oth^r 

Whlle a)] of t., 
a9'-ecment. 

?heS"",^n^-re,^'rr;euo" — Shar« a re traded,5 'V pub '1 ^ ^ t raded stoc\ 
bad t0 »<>'*' 

traded, ajj the nr Hi OVer"the-countcr mrrt fssoc,atIon whose 

«•••«'«. wth%y oc c:L°f r
,hc »»«'•'•?'"» ^b"c?y very valuable d?^ of

r
th,s. Government ServlT Subject to dis- 

£::uurr"°^ 

c' X valuable p,:^^ , • wovernment S^rw:^ -'c ^ 10 01 
bosses iocrlLf eCC 0f rea ' estate In Hnn^ CS WaS sIttIng or 
«ssoclatf« » an<' net worth shrink* 9omcry County. With 

%.tr:'£rW-ir 

s,, p-* "is: 

sf'^rSS^s^ PQ'nt, but losses /■«-. ♦«n®S 8 re 0Pe'"atinq f»j r i 
0r t^e savlngs 

merged. wf t h VorkrM-, " V"'"s "red assoc L, "•9S ind Loa". ^ 
"•'r federjI

0:£;'d9e Federal |n on. Calver, 
te/n with federal |n!

r a,", Part of our'c, 9e droPPed 

forkrldoe-r.f. !'. ^'"^nce of acco„„,. ._°or .Stat»-ch,artered sys- 
ODte>ei ♦k*   -r5> 

their federal eh-rt ,'edera, 'n Apri I iqfi, Ca,^rt 
tcm with federal I ^ and becam« Pert of our'c 0rkrId9e droppe 

Vorkrfdge-Ca I yf r, J,n5uran« of accounts anH .Stete'ch.ar^red sy 
approved by me only^n"^ and Loan As s°c i a tf ^ of 

Je made of $1 mniL condition that « K merger was 
J?r the .ur:,v-i to b« used .s ^ f»PO|.^eca, , OB woo,a 

«::: t
cr'^nT: rr-0bn»^-%fr.rsoclr,o"r««%^,i 

National Bank in th J" our safetJyce?tir?^iby 3hc F^eraJ 
J'tle Company 6., t'.l?:?.""« ?f 5' million In 'h? ''«d 
"«i i ona I Bank in th* . Ur Sl!fe « cert 

tor!' ^s'cLtincati'c'l^ '* 'orSe^of?f 

e I v' n Berger Pr^iS 0n- The Arrow T^l r Federal Home 
r. P res I den, of Vorkridge-Calv^t? 

C°mP'ny 's "wnad by 

Vorkrldge-Calv«»r» ». _ 
—-oge-Calvert. ' " 

Yorkrldge-Calvert Is n« 

^heV6 ?OW $362 '"M nornNO*c,,Pr0b,ern- Th€ a 

bridge Feder f$0?atfon worked out a m vert had severe 9* federal with the ho.. a merger aqreem^n, , 

assets of 

earnings 
prob?eSms0!:Ia^rasasre $362 ? o'n ^ ' Ca I P r0b ' f' The assets 

Vo rk ridge Federa J'tT • ' gVJ li?.'""* " 
0ot* ' had som»> r hope that YorkriZ a9reement witfa 
^elr own Prob 1 ems 656rVa!'0nS whether Vorkrid6 ^°U,d baM t^em 
s°". I demanded t^he Z?* ? * P°"tlon to helo^th ^ ' wh^h 

serve fond. 'h' 5 1 nl " ' O" Oypot he c°t ton . I "' Fo''">is. 
" as an additional 

had 
rea - 
re - 
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After m 

tion went down h i ) | e ' the s'^ation of the resultln 
«h<ch meant that th ^ assocJ«t'°n continued to 9 associe- 
Bank- While !her had to borrow from the ?J0 Sav'-n9sf 
the cost of bo?r« I'"95 Went down. Arrowed In ^ Lo"> 

">d°y -e $5«0:,r?^„:0ney jUSt «« th.. up
d The^borrowingsand 

 - 

the red hZuh " th,, «•" earnings of "focUtion was 

assocJatlbn 'a" reduc€d the' rese rves SoOC ' 6 1 ' 00 Were Jn 

—en,,; •- --•-b„o
0

uie-:ar--. 

Lri i-38' "r ... 

t\v^- > -,',"«.t.hr.^rt.;.-0- tF- '-—9e" 
conference wiif, , k, ■ Ho°'e '■oan e«nk des I rtri that • he 
'^e repor, of ... ■ b°"-<> .fter «"i '? ' 5 "Per v I sory 

along w I t I| mc-mljprs * 'f0 ThIS past Frlday nll^ * r rCp'>' to 
^e Federal „0„e Lo

r4 "* »/ JUff nnd , h ^ r "SSI, 

B I ue f e I d of i.*;Ch..p„t Cuy ' J, 

se I was '<r'c'9e brought out thefr h" es concerned t k ^ c I r big Quns I n c /■ 
ormer General Counsel t WCre rcPr^sented by OanJ3^ rS the,r coun- 

Jsaac Neuberno ^nsel to the Federal h™ T Daniel Goldberq 
Smouse J.rr?r.: tI

,he f,r- 0f ^'^ov. %a
l"; e-k •o.rd.9;nd Haiti more. ' Kaufmant Wefner, and 

The purpose of »h^ 

«o0oMt.h?„b:a
r

r
e

d
5^;t^''V se^HproSfe^'0?°^% ^ .UpreSS 

Loan Bank to arrann r the board author? ® assoc'ation and 
6 dd I t ion to many ofhe^I !,nmed,®te merger Federa, Home 

^ the?r execut^veoff" 'ons, I n c 1 ud i nga r J ^ a
i
SSociati0n Jn f,ts to offiCers 

C,0ff,Cers to I98O levels r , Ck of sa'aries 
s've edvertisinQ,ed'rCCt0rSl and employees' ! ! ,n e,, bcne- 
t,c^ts to a Mettr'6"565 WhJch 1 ^ I'10n in -ces- 

"oUdays:*^/";"- O'^r'bo.i:' of wfne ,9'f, 9,v'n<'. 
^1 on employees fr« 1r reduction in automoK-i customers at 
remaining It" I ^ '5 to 5 and w i , h t h%U ,°™0b"« «ed by associ„. 



various sanctions^but0d-HhC aSSOC,at,on agreed immediately to the 
the Federal Home Loan R* u "f 10 the t pcrJtt?'*' 
federal Home Loan Bank rf" arrange e merger partner. (The 

< act as we or they can put^^h"01•rca,Iy necd this agreement to 
ship without their epp^oval em

T'
nt0 COnServa10rship or receiver- 

unnecessary to oo th» ™ agreement simply makes it 
association ^ ^"e56^^'h£'^LP route.) The 
for a little more time to work out ^6.39 reep,e n 1 b"t only asked 
-re t,me Is not a matter oWr^h\\

h-r
a-t--r:;'ittU 

assoCiaHonI?d^ra^"emof,"mergfrnktoaS reC€nt,y authorized their r counting Which calls for the rlval^t" 6 Purchase method of ac- 
/ the association to be acquired and th'00 0 Certa,n assets of 

goodwill would be written off « ^et Up goodwill," which 
the Division crealfve scccu^tfn ' ^ 0' 0f 1''me * Wc «t 

cjatlon a .little more tin,,. YorkMdn » 'J d0eS 'S buy the asso- 
tlltchell reviewing the purcha^ m ! ! . * 1 *" Mn rw' ck ' flnd 

to receive this we'ek. ' t ^ StTfoU* ^ ^ thcy 

the Division and the Federa H„! fo,,0^<' "P w.th a request to 
ted to use this method of accou^;^9" that they be Permit- ,.IIIS method of accountJno l'c permit 
•terger. Although th« Federal P to the date of 
.bout the purchase «,4,odTt on, t,-"',!""' "" " ' 
federal Home loan Bank 5 t. t ed ?ha t Th ' ' he

L
5 = t I v 

somewhat recently. ^ ban,< has "cooled" on thi • c c e n t i y . d thi bank 

were ad v ise d''ag" i n 11 hi t 0 t h f s ' ^ 11 e r 'w?! i b^ Yorkr',d^ directors 
one way or the other and that th™ resolved very promptly 

•his association i s injured bv ?L Tm' 'V FortuneJelJ 
ance Corporation and if a recliv,r ■' ' * • *"' "9 5 l-oan '"Sur- 
fSLIC | believe our "eetino rea1,v'i°PPO'"'!'' " "' " be the 

ors „,,h ,he Very serious probtei] a rh ' Vorkrid9« iirec- 

-r.h p^?::: h","»«« 
keep them 9oing--none real serious at tl "09 " th MSS'C t0 

9«ven financial assistance to severa •0,-t- MSS'C has 3,50 

for l.quidity due to savings withdrawal, C'* V ^S Were Pinch^ 
cred.t. Many of these a s soc i a t ions ht 0!' exhaust!on of lines of 
full. ^soc (at ions have alreadv renalH weer 

finally, Charles Hogo of MSSir anz-i i 
resentat.ves of the Federa ] Rcser" J ^ 1 recently with rep- 
to our associations' use of the FedefaT^^R0 R,chmon<, with respect 
clow. , can report now that th« F^

er^ Reserve Bank Discount Wln- 
t'ons. Fed will lend only for liquidltv n '5 OPen t0 OUr essocia- 
dis'ntermediat ion. They will not I ^ I Purposes brought about by 

••'or. Fed grants . lo^. iow,« ^ TT«S»«« Purposes. ' 
">ust certify as to the need for and th D,v,s,on. a'ong with HSSIC, 
the association concerned has exhausted a"! U nl'^^Trl ^ 
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also stated that they will not lend to a "sinking ship " At 
•t .s now clear that the Federal Reserve is available for 

Reserve ^nt'n thit reaMy ^ POsUion of FeVeHV" 
f ;"c

rVe tM thl5 ^cent meeting even though we had met several 

or^M.Pr-,0r 1° ,MS' S0- " 0f n0''' the r"l ls '""V- Th' only 
«nd^ U iSV' n0t "tab"sh<:<1 • ""»« on their lending •t Will probably be on a case-by-case basis. 

I will keep you posted from time to time on the prooress 

rat!<YS?0Ciai,0nS ,n VieW 0f the dr®matic change n Interest rates during the past few weeks. nierest 

th** AS * mftter of Information,- we have about 25 association? 
few nOW 'ssu'n9 the a'ternative mortgage instruments Very 
lt:'l0:rer' are rea,,y makin9 ,0ans at time. Liter tHe 

see wheJe0tLare m0re interfSted in keeping liquid until thiy 
down wa rd eC0n0,Tiy ,5 n0,n9 flnd ,f '"t.«rest rates will continue 

There could be some dramatic changes in the future and 

"enyd:yVs
UKt';r;^K*n.d '08n P'?P,e '"' «■<« « arl ^nn^ to 

tell, however. ««--«•»« In interest retes. Only time , , 

of our l'ndlustry?eP ,"MJ "OSICd frC"' "m0 ,0 ' '<»" th' condl.lon 

CHB:cpk 

A11 a c hme n t s 

29ns- 
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OIACCTOR 
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Room 200. 90 State Circle 

Annapolis. Maryland 21401 
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TUGCNL J Ct«CiAK 

r«vitio». Of Ancxifi 
OONALO e WCATHC«SPOO^ 

OIVO.ON Of AUOCCt AfVILW 
A LCC flCNSON 

October 28, 1980 

: To the Members of the ♦ 
General Assembly of Maryland 

; This cyaluation of the Board of Savings and Loan Commissioners and the 
: Division of Savings and Loan Associations has been prepared by the Department of 

Fiscal Services pursuant to the Regulatory Programs Evaluation Act of 1978 

(Chapter B08,_ Acts of 1978). The evaluation is to assist the Senate Economic 
Affairs Committee and the House Economic Matters Committee in preparing their 
report to the Genera! Assembly. It was prepared pursuant to the plan of 
evaluation reviewed and approved by the Committees. 

This evaluation was prepared under the general direction of Dr. Donald B. 
Weatherspoon, Director of the Department's Division of Budget Review. Warren 
Deschenaux, Sunset Coordinator, directed the research effort and prepared the 
evaluation report. Other staff members of the Department who participated in 
the research program included Gail Webber and college and graduate students 
retained during the summer. Myriam Langley and Thomas Steich from the 
Department of Legislative Reference assisted in field work and legal research. 
Mar git Filers typed the report. 

The Department of Fiscal Services appreciates the cooperation and 
assistance it received from individuals, organizations, and governmental agencies 
involved with the Board of Savings and Loan Commissioners. 

Copies of a draft of this evaluation have been made available to interested 
persons for their review and comment. Several responses were received and we 
appreciate the time taken to review the draft document. However, any errors of 
fact as well as the findings and comments contained in the report are solely the 
responsibility of the Department. 

William S 
Director 
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SUMMARY 

Description : .( :*• .<) ' ti. 

hU«<i?^f!SSi0ljSfVin?i;a,^d ^ Cototn^sl«>ers^nd Ibe Division of Savings and Loan Assoc- 
created liTlOA? K ^ c tered savinKa «nd loan associations. -"The'Bdart and Division were 

led $1,090,085 for F Y 1980 THo nrir. i f ;• s operation. Franchise tax revenues total- 
loan associations ^e ap^icatiOTS nicT/ perforraed in the regulation of savings and 
and rulemaking. processing, examination and supervision, complaint handling 

Findings - ■ 

heeRdYforDrSeg"a™n.CE Wrr" AN UNREGULATED industry demonstrates a 

APPLICATION POUCIES DO NOT APPEAR TO RESTRICT ENTRY OR EXPANSION. 

0™ALSLAND L0AN EXECUT7VES INDICATE STATE EXAMINERS DO A GOOD JOB 

EXAMmATION REPORTS ARE INFREQUENTLY HELPFUL TO ASSOCIATION EXECU- 

THE STATE EXAMINATION PROGRAM IS HAMPERED BY EXCESSIVE TURNOVER. 

ION so^TSpm coSpLfmTs.TO A SURVEY OF COMPLAINANTS SAID THE DIVIS- . 

THE DIVISION LACKS EXPRESS AUTHORITY TO ACT IN CONSUMER MATTERS 

™ocD=s.DOES A GOOD J0B 0F MEE™G ™E informational needs of 

THE BOARD HAS NOT ESTABUSHED A PROCEDURE FOR RULEMAKING BY PETI- 

MARYLAND IS ONE OF FOUR STATES WITH A STATE INSURANCE PROGRAM. 

THE CORPORATION'S POWERS RESULT IN DIVIDED REGULATORY AUTHORITY. 

1 2V'<n. 



OBSERVATION OF RECENT BOARD MEETINGS SHOWS PUBLIC MEMBERS AFFECTING 
POUCY. 

PUBLIC AND INDUSTRY MEMBERS DIFFER ON THE ISSUE OF COMPETITION AND 
THE ROLE OF THE SMALL NEIGHBORHOOD ASSOCIATION IS IN DOUBT. l 

MARYLAND IS ONE OF ONLY 13 STATES WITH THREE OR MORE FINANCIAL REGU- 
-••.sv o LATORY AGENCIES, .v r (■ <;> ■%i "i-r'- ' r* t h'Sf.f. 
' ' ' "t ".*» «• ?■ Ij-M • k i« . • ..i''": , : 'l.i ;»».»• «, f,tn, • r. 

. . ; REVIEW INDICATES-"SOME PROBLEMS '-WITH EXISTING REGULATORY ARRANGE- 
1 1 •MENXSe7#.1T i 'itM ■-> v -i • ' ^ * r > * . ■ j., i-^ r),t ■. '.""Ift 4 '"Vr." v -• ' ' 
r »'fT-iv.- ' ■it'' .li .•ti'i'-'i-1 tr*: 1JjMtnQffK id; ri nai J; iwi>, <■.< 

• ■* Ji.r-• ■ • 1 .»■•? r.i ' V; r"HKr\<'r' •»•'* 3- ♦ -it 
■ r ' ■ ■ r . •. * • .r •'i . "•» f?; «. f" >' . • 

- ; ■ . : ■ .vifr ■ i' . zn ■ 

;/v. J t'i-i ■ .• 

z 
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CHAPTER] 

The Industry 

Todays savings and loan associations trace their roots in Maryland to 1837 
w en the General Assembly first authorized the charter of mutual savings socie- 
tiesicreated to assist members in the purchase of homos. Modern associAtions 
retain the. attributes of-those original societins, emphasizing savings «nd IfndlnR. 

» 81111 loan lndustry ^ now the supplier of home mortgage credit in Maryland and in the nation. In 1975, a study by the State Department of 
Economic and Community Development estimated that over half of Maryland 

^irome.cDortgages w«re. provided by state *md rfederal savings and loan associa- 
-tions.or^Statei, chartered associations -accounted for roughly v 15%:i of home 
mortgages. ^ 

The business, however, is evolving. Recent changes in state and federal 
law have given savings and loan associations wider discretion in the sort of assets 
t y can hold and deposits they can accept. Other provisions permit associations 
to convert from mutual (depositer owned) to stock (stockholder owned) organiza- 
tions>■.}.-All of these changes are intended to.keep associations viable in today's 
economic environment. The effect is to make associations more closely resemble 
banks. Some observers predict the savings nnd loan of the future will be, in 
essence, a consumer" (as opposed to a "commercial") bank. 

Indications are that this transition will not occur overnight. Results of a 
survey of executives of Maryland chartered associations indicate that the majority 
of institutions do not plan to use most of the newly granted powers, although the 
largest associations appear to be most willing to try them. (See Appendix A for 
survey results.) This reflects both conservative business thinking and the fact that 
many smaU associations cannot afford the capital investment required to supply 
certain of the new services. The extent of change is also limited by statutory 
provisions limiting the proportion of assets which may be dedicated to non- 
mortgage lending. These include a provision of the Internal Revenue Code which 
denies special tax deductions to associations who put less than a fixed amount of 
their assets in home mortgages. 

Dual Regulation 

Since 1933 the savings and loan industry has been subject to both state and 
federal regulation. In that year, Congress created the Federal Home Loan Bank 
Board (FHLBB) and authorized the charter of federal savings and loan associations 
to exist alongside state associations. In 1934, the Federal Savings and Loan Insur- 
ance Corporation was established, offering insurance for deposits in federal 
associations and qualified state chartered associations. The members of the 
federal board also constitute the board of the Corporation, although the agencies 
are technically distinct Together they supervise federal associations. The Cor- 
poration also has authority over the state chartered associations whose deposits it 
insures. 

Since 1973, nil Moryl.ind charted iihnoH.iI ions h.ive Ix-en rcqnin-d to have 
deposit insurance. They have an option of being insured through the federal 
corporation or an insurance entity established under State law in 1962, the 

3 
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lion^.h Savin8!;i^
surancc Corporation. The relationship of the State Corpora- tion to the overall State regulatory program is explored in a subsequent section. 

land whh^V1056, ^ 1979, WerC " f,?derally Charted ^"ciations in Marv- 
in abrogate assets of over $6.6 billion. At the same time, there were 15 
billion "iW aMOC,*tlOTS w'th federal insurance. Their assets exceeded $1.1 bilhon.. There were also, 132 state chartered, insured associations whose total 

•m ^njafl'LTrh^ Million. Maryland charterod, state insured aworiatlons 
0ther *TP«i of lMrttUtlon... Thirty ^poroant ot these amoclaticns have aaseta of under $1 million. Over 60% of th#.J 

}haveiaaaetBof leas than $5 million. .'V; } -ti " v f 
y. . . , 3"" V:, •... t/n 

Maryiand savings and loan industry was-dmninated bv 
T If.1Rh

L
b0rh00d relations, mostly in Baltimore City.^This sit^at^n ttoe. to characterize ,he i^ustry, a f„U 40% of resp^delts 

t e,"7"V<" <h«i their ..sociatlon continues to have 
ng ties to a particular neighborhood or ethnic group. 

4970 tte^ Tf16 ,chartered a^ociations is declining.,' At the close of 
was ^ ^ aS80CiatianS; ^ the ^ of ^79 ^ number 
^Tnd^ f^ ^.n Tbe;nrmber iS not declini"R because of failures. Rather,.the —ciations to be merged into larger-associations or to be 

Regulatory Structure 

Savincs^and' Loa ^ SavinRS and lx,an Commissioners and the Division of avings and Loan Associations regulate state chartered associations. The Board 

Licensing'and^egidatfonf " 1961' ^ ^ PreSently a Part 0f ^ ^tment of 

^ The Board consists of nine members appointed to staggered four year terms 

^ dtc^Taullv and COnSent 0f the Three m'Jbers mus 

=emh complete .he Bo^^he^e^TsO^Ter^ hT. ^ 

the Se<2eti>iV1
O1

0tILiS^eadef by a di;eT
Ct0r who « a Statutory officer appointed by 

tte Gc^^r the Department of Licensing and Regulation, with approval of 
wTTf ?e DlreCt0r 15 S€l!5ted from a list of three nominees provided bv the Board of Commissioners. The Director must have at least five years 

=^ir^rr'm
Dirrr' 0r att0rn'y f0r a 8aVinR6 31111 ,0an aviation. Alternatively, he or she may have experience as an employee of a federal or state 

financial m^Ltory agency. The Director .erve. at the'plLoto of the"ec,e"^! 

With tfv approval of the Serretarv f»w. ^ 

ISToScT T'T" "t' 'h0 "'V"""'"""^"'"h/mcru'^sr^' 

4 
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K<V»ulAfory Functions, Dosrription 

.-cM^p™cLp™1/cTuo!r;™"t
s
orc'1 in 'hc rcel"a"<"■ ^savi"^ ""i 

handling rul„ra.king. ^ „c £&££££% ** •*!»***. -n.pUin, 

oMr^y.eTi^^,"? "" aSi0C,iat'0" m'V ^ created or enter into a variety 
■ —' ■ 'PPr""1 ■"*' ** «cured. Among the matters which 

certif^t^ . , Board are new charte«-charter conversions, and 
- '-'dferi if Mo#t 'other application decisiras are within the ' 

" ^d^0^01''"?'?, reCt0r'i ^^^"Clude brahch and tnerger^licaSoT^' m**1-those tor.»e»tabli»hment of electronic teller facilities; ■ ^ J 1 • ? 

uSii.-wJ >■»." * tt ;■ ni 
Examination and Supervision: The division is required to examine stat^ 

ve^Xat^r "T ^ I6381 0nCe,eVery two vears.Over the past five 
monTh 1 4° :0nS been ^^^mined roughly once' every 14 onths. An exam nation involves a visit by Divisidn employees to the State' 

' 1 lts ««^al rcco'rdis -and operatio^s^Kach examJnl- ' on results insft.rcport Jiy the;<«xsmjn<-rs notinR violations nf State nr 

^O the association And,.retained by the Division. Examination reports are 

with'tKT6 Ca?^de"tlaL The nurabor of examinations has declined along th the number of associations (from 191 in 1970 to 114 in 1979), Averagf 

the ^wt0h ^ 1?aS.growi1 from 18 teys to 28 days. This is attributed to the growth m complexity and size of institutions during that time. 

^SSOciati
1
ons a"f also required to file monthly or quarterly reports of 

nr^tid. ^ .COndlt,0n With the Division- Examinations LT^ports 
firJl . f on on the soundness of associations. Based on examina- 
ia^o t Director may issue orders aimed at compelling assoc- lations to adhere to provisions of their charter, by-laws, or pertinent rules 
and regulations. Between 1976 and 1979, five violation orders wire" s^ei 

Complaint Handling and Inquire The Division receives complaints and 

whS* ^DTvbfan5^11^ ^ h"" ass0ciati01is by telephone and in ruing. rhe Division has assigned two individuals to work part-time on 
consumer compla,nts. When the Otfiec wa, vidted in J„ly, no w JiTkeo? 
of telephone contacta. » no estimate of the volUm, J 

complaint were Kceivtd^jFY files revealed 70 written 
^on to associations Nearly 40% of a^ciati 

month. rePOr"!d Ca"ine ,h<! DiviSi<," fOT information at C Ice a 

Rulemaking: legislation adopted last year (Chapter 856 Laws of 1 Qfini 

rr'TfiSt r;rd ru,e"a^";8 powers-Am^ ^ r.0 

.^pe8 ^auahui.ror^ru.^^iXird'arcT.:,™.:"",he 
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I-:. Fiscal Data 

Between F.Y 1976 and F.Y. 1980, d.rect and indirect expenditures for 

$616 IhSB™a 2.2^^ Chartered savin8s ^ loan associations grew from $502,076 to 
«= S' th^hXT' ^"r<!Ct, rendi,UreS ,he ~S' <>' —" provided 

8 Sectary „( Ucensing „d Re^l.ticn, p.i„„ily for legal ... ' .*1* • • t ... . ' ' ' 1 
•^ia/4 Jio • i.i.' <•« .,r ' " . .r . . i- . * . / *>"C 

from 5 f08i','^KirenUe8Wltb',th* lB*v<nRfl 811(1 loan indiwtry ir^'fe-ived 

ComD'iron^r'm rvrr coQectedbf, the Miscellaneous Revenue Dhrision df the 
omoun, U attributed to epptleatlnn fees 

p« a to the Board. All revenues revert to tho General Fund. 

Qvera^ revenues grew significantly Jbetween F.Y.1976 and FY 1980 

™™s l^,£7"i9-538. 10 J1;0t
90'085 -""O. »' 41%? In each yeM 

to rempmhpr chise tax and fees exceeded expenditures. It is important 
the "State not iusTth^' wJT101?56 taX ^ colJected from ^ associations in 
m^itad W t ' I regUJated by the D^ision and the Board. Thus, it would be 
Sts .that regUlatiaD ^ own way". In F.Y. 197^1p^ 

bitr r^riTtreT rr ,ha° 'ioub,e ,hose fa !,ate —"atiL 
rogulated by tbTState """"" "" ^ «.ociatiOTS not 

• ... 
FISCAL DATA: DIVISION OF SAVINGS AND LOAN ASSOCIATIONS 

Positions 
Expend.: 

Direct 
Indirect* 

Total 
Revenues 
Revenues Less 

Expend. 

■"Estimated. 

FY 1 976 

32 

4fi9,012 
13,064 

502,076 
769,538 

FY 1977 FY 1978 FY1979 FY 1980 

Percent 
Change 
1976-80 

32 

462,604 
17,948 

480,552 
900,345 

32 

517,248 
16,455 

533,703 
981,541 

33 

547,167 
16,468 

563,635 
1,131,735 

33 

608,163 
8,225 

616,388 
1,090,085 

1981 
Approp. 

33 

267,462 437,741 464,293 568,100 481,922 

22% 653,284* 
41% 1,348,565* 

80% 695,317* 
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CHAPTER H 

Need for Regulation 

nF
AMRL^N

D
D:S^.EXPERIENCE WITH AN UNREGULATED INDUSTRY 

DEMONSTRATES A NEED FOR REGULATION • • • - 
i** i■.<)«.»;.*•>.f^ . ''/v: 

m.'i'A,rep0rtl0f the 1/6818lative Council in 1940 Indicated that at that time. 

State ^ly 8taje wlthout a>'C0InPreh«n8ive program for regulating saving8 and loan associations. Although some attempts were 
made hi the 1940s to initiate regulation, it was not until 1961, in the wake of a 

trlmtencet th0U8and8 ^ deP0Sit0r8 l0St that Regulation 
t 

The conditions resulting in regulation stemmed from the practices of a 

revealSXt^st . fl^450 .a1
SSOciations operating at that time. Investigations 

iTti ^i 1 O^n ' ^ Pi^^mS OCCUrred aniong a Kroup of associations opened 
^ve^m^R >1 0r ea! ? 19608 Under a form of ownership that encouraged^ky m estments by permitting excess profits to be distributed to the original 

interests' qUen y' these Prob,em associations were controUed by out-of-state 

the attractcd ^Posits by offering gifts, high dividends, and 
nHat^d ^ th f0"!1. WOr<, ,nSUre'1- n,,PnsUs thon cither directly appro- 
annhed t^hi h T 0 R lnt<!reStS thr0,,gh -mb"2l^ont or insider loans, or ppbed to high risk investments including second or even third mortgages. 

The deposit insurance which many depositors expected to protect them 

nTr y.PrOVed llIUSOry- A reVieW 0f the list 0f —PaSes that insured deposits 
Lm u^e tKrar! graV! cOUbtS abOUt the seriousn«s of the coverage. Among them were the Federated Swiss Insurance Underwriters of Tangier, Morrocco and 

American Savings and Loan Indemnity Company of Panama. Depositors in 
associations dealing with these and other companies were ultimately disap^nted 

dnor B,l 1960' the SCandal Was brewin«- F^al postal inspectors opened the 
fkTs sLT lnZStTU0\0{ mail fraUd inVOlVed in savin^ ^ loan transac- 
thTt bv authorltles subsequently stepped in. A 1963 press account related 
thtl T- charters had been revoked, usually on grounds that 
were Tn^heT H T " ^ aUthentic 6avines ^an operations. Six others were in the hands of a court appo.nted supervisor, while persons involved in eight 
more were under federal prosecution for mail fraud. 

. . . ^n
j
an effort to P^tect the reputation of the industry, State associations 

of PreV1TS
f
ly resisted efforts to regulation, endorsed establishment' regU,ft
1
ory Program. This, combined with the scandal atmosphere 

ZZllui"!' """W •" I«™it . regulatory 

.he f.iW 3,""," "lu8,"'lively recent tmes, the consequence, of 
evidence M I ^ I ' """ V'r 

P",e""' """Ss "d low industry. It is dence of a continuing need for regulation. Public sentiment also argues for 
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Iphono M.Jv,.yn
oT! l'"M^rvland ^re^id SiX,V~'WO I,"rr,>n' respondents to a 

» no 1 "y <"= fact that there 
institutions. Because Maryland has ^cidld"5 ^ ]3Z ^ ^ 147 State chartered 
federally insured, preferring instead to creat * squire associations to be 
the State, .has a^Lned Ml^ lnsurance -^ity, 
comings of the Sute regulatorv nro^-am n ^ regulatory function. Short- 
agency.   " program will not be compensated for by a federal "t >i> ^ , fsii r.- • , / 

j. 
?•. j v>i 

B* Regu^tory Functions 

Applications t ^: ^ • 

.. . .POUCffiS OQ NCT AppEAR TO RESTRICT ENTRY OR EXPANSION, ■ 

atod to restrict entry or e^pnn^r Division havr nPrt' 

-« SZZXtZ mo"" ^thTr 3 the nlv]'- 
tions, a„ apphcatioes " -PP"- tionst .1! applications receiv'e,! io that pS w^pp "v^. 

Table 1 

Type ACTION ON APPLICATIONS 1975-1980» ->£- Received Denied j 
Pending 

Charter 2 
Bremch 0 
Relocation 46 n ^ 
Merger 34 0 

3 

Liquidation In3 

Elec. Terminal 3 ^ 
0 1 

* Inchidos calendar yoar 197S-79 and I 9fi0 to date. 

SOURCE: Division of Savings and U.an Associations 

Examinations 

COM jobAo^aAlNl.EXECU71VES mD,CATE STATE examiners do a 

executive, gave the^ivis^L^e^eUen?" Ir Vow|-eVt0f SaVi"es loa" examinations. The only aspects of examinati i I u* ^ Per{ormance of 
appreciable lack of confided we^ th?aEii ?ofn " exeCUtiv- pressed an 
management policies and data processinc ODerar*31"'"^ t0 adecluately assess 
respondents rated State examiners to be "only fair" ^enty"0ne of 

control and management of associations. Thirty-five percent T aSSeSS'ng lnternal 
Y ve percent of respondents using 

fi 
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W-TTf."8 faC^"i? of State examiners only -fair" or 
j'"/' regard. These data may reflect a need (or improvement in those aspects of the examination process. 

ARE INFREQUENTLY HELPFUL TO ASSOCIA- 

were «0f e*eCUtlv®8 ""P^ding indicated examlnatiai ^porti 

S^ciati® ZuJ.H0; neVer;helPful to them in identifying problem^ in 
also indicate Inni* m T? a natural «5«l«tance to criticiBm, it may 

-uw T problein8 with the characteristics of the reports. The tHvision 
*?plore W,ly" ^ which be made more helpful to aasocia- 

™rno^TrE EXAMINA'noN program is hampered by excessive 

nro^nJ^KT'Tu .19^ l?u.dget allocates 25 examiner positions to the Division. Data provided by the Division indicates that between 1975 and the pre^nt 21 

"Z^'or^L6 "n"* ,h,ee t0 re'ire "'"'o otber^jobs hi 
examStion effoft". ^ 8eCt0r' tur~VCT ^ <li««Ptlve of the state 

structure16 attribute6 the tu™^er rate to the state salary 
In testimon K f r CUrrently starts at a base step of $10,948 a year 
tor indicated thaTltat8^ COmmittee in 1979' the Division Direc- 
counterpM-hf ^ ^ consid^y ^ss than their federal comiterparts. He noted that an Examiner m with 36 months of state service could 

^.ned^nrL" 

lished. d retained' a competitive salary structure will have to be estab- 

Complaints and Inquiries 

A MAJORITY OF RESPONDENTS TO A SURVEY OF COMPI atmamtc 
SAID THE DIVISION SOLVED THEIR COMPLAINTS. 

urrif, A reVi?W 0f ^ conjPlaint files of the Division indicated that seventv written complaints were filed in F.Y. 1980 involving state chartered associl- 

pla^nt hST^Tn Wer? t0 a11 complainants asking whether their com- 
handlint? of ^ Vei 10 I satisfaction» whether they were satisfied with the 
in a ™T Whe",er they WOl,ld COm',I»i" 'o "« division again 
n.i~ TT^i, I Thirty-nine persons completed and returned the qnestjon- 
0^-h.^t— Tf" """ th<i DiVi"i0n ha■ """""" P'oVm. in 
matter and « proportion were satisfied with handling on the 

T^T.Vu^'ir ^ r'por"d1" auun arose, j he table below reports survey results: 

9 
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Table 2 

RESULTS OF SURVEY OF COMPLAINTS. 

No yes 'Total 

Was your complaint solved? ic/,iao^ 
Were you satisfied wjth , s 

5 21 39 (100%) 
the handlinc ot vom *>*>**"*' urr^^r^r^r W v- -v .• 
complaint? 1 ^ V.^vv • > k! v V - . ' . v^«. 

Would you ^pia^iSdn^ ' ' : 36 (100%) ^ 

:IJ ^4.<Z2%)'<:» y^ii 28 {78%}*"'^i"3(ir(lt>d$si* t****.: 

Data were also collected from the files of fK^ r>rr 
ject matter of complaints, the procedure ..li' Jconcerning the sub- 
the Division. Data foTthis a^alvl • ^ T* ^ the swiftne« of action taken by 
• wmp* „f compl^j. r C-0a'-'""" OW F.Y. , 980 J[ 

P1*'nJs "eT5 SfortRM® elated Yuy!' {5"' """ com' 
included ^Jletter to Ihe AssoHatio« i   j .^T , ^ (74%), Division action v 

indic.ied tlUV i,riel<i inU.tiE,tion-wa,*mrtuol^1 l^.t' '* "!co"'' ' ' 
plaint was handled over (he nhone n«.n.rf "L """-r '"'tanres, the 
ruin. raos 

HAT™1SI0N LACKS EXPRESS AUTHORm- TO ACT m CONSUMER 

Protection Act. Alth^i^ stct^TosS 'o'f the'e'0'" Consumer 
to give state agencies s^ch poweT, 115 amhoHtv^T" ArticIe api,e"s 

such agency power exists. (See 630.A.G. 183 1 q7R 1 V? suggests that no 
litigation in State v. Anthony PluTnhinr nf *' i t 'ssue b currently in 

9-A/454/A-58729 
Wish to give the Divici^ express authoritl ♦' , General Assembly mpy 

^^rtrrr^ 7"  Y , e"f"rre g0"sumer protectinn p^^- 
to define, settle and penalize unfair or denenH R a!lon miRht include powers 
be shared between the Board and the Division ^ PraCtlCes* These Powers could 

WERE LNOT .ST^ED^^^plVr TELEPHONE LOGS 
reviewed in july. ^oZ^ZP^^E

EZRcf. WERE 

inquiries. ^oXqJenUy0'^'" ^ '"^f '-^P^e complaint, or 
froquoncy of suc h contact will, (hr Division S,., !, W ^^•"'Nish tho 
manngemnnt and oversight Ixnlios. incliHiini! il*. r i T" n"'T!",;,ry «" Permit 
the importance of the activity in the ovt<r«n " Assembly, to determine 
logs should continue.to bo maintained A " .T'" T-lephono 
records «„e no. Kparated fmm otlK-V ^d! rcvi'!",>'1. complain, 
tained in files relating to the assori/fi^, . L 

,0n- main- 
Consequently, review of overall complaint ***■"*. * h 3 comP1aint was made, 
every association. The Division reports that 6COUrin« the file for 
complaint records are now filed togethe^ T^bls ^i " reorganized **d ^ 
tates review and control of complaint activity '"Pavement, as it facili- 

9 q o; j 
10 Cvi'-.' 



NELTOFASSOCIT^ONS000 JOB 0F MEEIING THE ^ORmational 

the Div^n^f ^ eXeC.UtiV!S rSP0nding t0 3 SUrvey overwhelmingly that the Dmaon does a good job of keeping them informed. Eighty-seven percent of 

that the Division did a ngood"or to ghty-two percent reported that the Division does an adequate job 
of keeping their association informed of law and rule changes. 

Rulemakinp ' 

■™™SBrDpE
HT^ON01 A PR0CEDURE FOR role- 

The Administrative Procedures Act requires each state agency with rule- 

Such m POW •" t0 ",a
J

bli'h' in iU """• ' 'or rulemaking by p.,'."on. 
Bolrf hf / p,jb"': accc5s to the ru'eroaking process. The 
f^del^r.lj'.r., 'U<:h " procedir• ^ Attorney General has developed a model rule for state agencies to use. The Board should adopt the model rule. 

c. Maryland Savings-Share Insurance Corporation 

A companion to the Board and Division in the regulation of state chartered 

t^tTnn 15 ^ Maryland Sa™gs-Share Insurance Corporation, ^e C^pora- 
whh a JocTaTte^ 'V^fj962' t0 PrOVide State chartered ^itutions a 'ocal alternative to federal deposit insurance. As detaUed earlier, in- 

program.Pr0 ^ ^ ^ ^ establishn:ent of the state regulatory 

• , y Corporation is a quasi-public agency. It is chartered by statute (Finan- 

Tj^lolT^ ^r 10"101 ^ 8eq-)- ^ raRmber£ of it8 11 member Wd 
tZ r?' Governor- rules and by-laws are subject to approval by 

Divis^^Co1'60^' and eXchanRes of confidential information between the ivision and Corporation are expressly authorized. It is tax exempt. 

hv i 111 other respects, however, it is a private body. Eight directors are elected 
makMlh^lrSHClaf1rS: lt 15 flnanCed through premiums paid by members, and it 
"fsub ^ t decisions respecting the granting or discontinuing of insurance, not subject to review or approval of the Division Director. urance, 

PROGRAM0 15 ONE OF FOUR STATES WITH A STATE INSURANCE 

Maryland, Massachusetts, North Carolina and Ohio are the only states to 

iTciatils P flem
i

1"0ffiCial ,naUrance fun(l8 for non-federally insured state 
iW^ce oL ,S r!POrted t0 be in the of establishing an 
f^r f^e7af i^' TheSe Planfi are desirable to state associations who cannot qualify or federal insurance (for instance, because they do not have a ground floor office 

^ tnt^StaTii1111"^6! T' t0 aVOld the fed-al regulation thM comes 
o LX m insurance funds can benefit the public as well. One of the benefits of having a Maryland state Insurance fund has been the freedom of non-federally 
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I P y d,Vldends
f
on dePoslts in «cess of the maximum ostab- 

t 11 r^f gov^rnrTlent for federally insured associations. But the fundamental benefit is simply that insured deposits are protected from loss. 

shows ^b«t1oCof,f^SttbLMarfIand insurance fund to the o^er state funds. It 
^ resetnh,e that for the other states. Addi- tional Becurity te prmridefl by a recently arqufrod $100,000,fKK) Hnr oT'crMit.* ' ^''i 

♦ Ko mi A Rlir^y of state «avinK8 and loan executives revealod over half (52%) felt 

S^teen ^nt ^ t0 d0p0sitfi of men5bCT associatiorul - teen percent of executives felt it was inadeauate mrhil* ^r><% * 

^ ^ Corporation. Sixty percent of them indicated that the aver- 

sT^dSriU R n0t rJerStan<? that ^ C,,edit 0f the 8tate does not already 
s Me ReCfi?V!hangeS ,n Federa, law ^^ced the likelihood thai 
InstUutions TW 7^ however. It appears that the depository fastituti«is Deregulaticfi and Monetary Control Act of 1980 will permit statl 

8^7 aSSOC'atl°ns to borrow from the Federal Reserve In 'th^ e^eht that the' state insurance fund is exhausted. cvem mat xne 
i • -• 

Table 3 

COMPARISON OF THE MSSIC TO OTHER STATE FUNDS 

Maryland 
Massachusetts 
North Carolina 
Ohio 

Associations 
Insured 

132 
130 
76 
85 

Deposits 

1,773,138,675 
3,887,779,000 
1,554,785,305 
1,745,432,398 

Guarantee Ratio of Line of 
. Jfynd Deposits to Fund Credit 

44,936,175 
85,892,000 
31,585,137 
48,302,368 

2.5% 
2.2% 
2.0% 
2.7% 

100,000,000 

51,000,000 

ISTHOTS-Y0'''1™'''5 POWERS RESULT ^ DIV,DED REGULATORY 

Since 1974, all state chartered associations have been reouired tn ha™ 

thTJUBh eit
t
her t^ Mary^d Corporation, or the Federal Savings 

Sd ^ Previously, uni^v^d operations were pern.1,- 
It?«s W ^ g'VeS <he S,a,e insuret P""" '» control .ssoci- 
especialh. m d,SOTn"r,u<! insuru.ce it its directives are not foUowed, Pecially in the case of associations that cannot qualify for federal insurance 
Loss of insurance means loss of the ability to do business under state law. 

<^ort>orJttLr-Unl t n in whirh two state bodies- the Division and the - irporation exercise independent, yrt parallel authority over the operations of 
state associations. It is unclear that this is what tho General AssembTy intend 

mT rtJ'LT i'^s ^ ms,,r,>d- In ,,s'flblishinR a similar entity in 
decfid^haT Wec^ " ln*UrHnCC C<^Mion), the General Assembly 
proval of^he t . , a,SCOnt,nuP insurance could not be made without ap- 
Xn MSSIC Wal esetahlf^ry aUthorit>r- issue — Proably not considered nen MbbIC was established, since uninsured operation was permitted. 
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ThLs divided authority would not be a problem if the two agencies were of 
one mind as to what was appropriate for the operation of state associations. 
There is evidence that this is not the case. A full Z5% of respondents to a survey 
of Maryland chartered savings and loan executives reported that the State insurer 
and the Division had differed at some time over some aspect of their association's 
operations. In one instance, the Division Director approved an association's 
ranch application. The Corporation, as a condition of its approval of that change 

in the associations business, demanded that the directors of that association make 
additional deposits of a specified amount and promise not to withdraw them for a 
specified period. > . , : 

The Executive Director of the Corporation acknowledges that the Corpor- 
ation and the Division do have differences. The Division, he asserts, is funda- 
mentally concerned with enforcing the law. The Corporation, by contrast, is more 
concerned with the business end of the association because of its interests as an 
insurer. While this may account for the differences, it does not necessarily justify 
them. Whatever the merits of the Corporation's position, as a matter of policy, it 
is unclear that such authority should be vested in a body which is not directly 
accountable to the General Assembly or the Governor. 

The General Assembly may wish to limit MSSIC's powers to discontinue 
insurance and compel the associations to comply with its directives. It could most 
easily do so by adopting provisions parallel to those applied to the Credit Union 

surance Corporation. It would then make cancellation of insurance subject to 
approval of the Division Director. This would serve as an incentive for all agencies 
involved to develop more uniform standards for assessment of associations, reduc- 
ing any confusion among associations as to what is appropriate. 

Public Representation 

The Board of Savings and Loan Commissioners consists of five industry 
representatives and four "public" members. Public members may not have served 
as an officer or director of an association for one year before appointment. 

THE NOTION OF PUBUC REPRESENTATION ON REGULATORY 
BOARDS IS WIDELY FAVORED BY THE GENERAL PUBUC. 

• Seventy-seven percent of 611 Marylanders responding to a telephone survey 
favored public representation on state regulatorv boards. Twelve percent of 
respondents were opposed and 11% were undecided. 

In interviews, all Board members endorsed the concept of public represen- 
tation. They.indicated that the presence of public members had subtle effects on 
the regulatory process. Although no one could then cite a specific instance in 
which a public member had affected a particular decsion, there was concensus 
that public members contributed different perspectives and experience and that 
the process was beneficial. 

A review of the literature reveals that public representation is not without 

' t
C£! f°m,0 d0"bt lts efficacy. They arKue that those without a commitment to the regulated industry lack interest in Board activities. Further, they assert 

or rerv0^615^ 0 ^ exPer,isc' Wl11 eit^r not contribute to board proceedings or rely on the judgements of those with th-- expertise. 
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An analysis of Board minutes for the years 197 5-1979 lends some support to 
the critics' point of view. The data show public members attended and partici- 
pated in meetings less frequently than did industry members. The two groups 
tended to vote together. In this period, all votes were reported as unanimous. 
Table 4 reports aggregate data for the five year period. 

Table 4 

ATTENDANCE AND PARTICIPATION BY PUBLIC AND 
INDUSTRY MEMBERS AS REFLECTED BY BOARD MINUTES 

Attendance Participation 
1975-1979 1975-1979* 
Percent ' Mentions (%) 

Public Members 76% 976 (28%) 

Industry Members 88% Z,538 {71%) 

3,514 (100%) 

♦ Includes motions, seconds and participation in discussion mentioned in Board minutes. 

OBSERVATION OF RECENT BOARD MEETINGS SHOWS PUBLIC 
MEMBERS AFFECTING POUCY. 

Whatever the record shows for previous years, observation of the four 
Board meetings between June and September of 1980 indicate that public mem- 
bers are now having impact on the course of Board policy. For example, the 
initiative of a public member resulted in the reworking of a draft regulation 
concerning consumer loans. In the public member's view, the original draft would 
have excessively restricted the ability of the associations to offer consumer loans, 
and consequently, restrict the ability of consumers to receive them. 

Most interesting, however, have been the recent deliberations concerning 
the Boards imposition, by rule, of rate ceilings on certificate accounts. Public 
and industry members are split on this issue. On two related votes in the Septem- 
ber meeting, a majority of industry members endorsed a ceiling, while three of 
four public members opposed it. Also at that meeting, a public member raised 
possible anti-trust objections to the rule, and an Attorney General's opinion was 
requested. 

PUBLIC AND INDUSTRY MEMBERS DIFFER ON COMPETITION. 

The split vote between public and industry members on the issue of rate 
ceilings seems to be a result of their conflicting perceptions of the Board's role 
respecting competition. In interviews, all Board membere were asked about 
possible goals of financial regulation. There was substantial agreement among 
industry and public members on all matters except promoting competition. Four 
of five industry members indicated that promoting competition was not a proper 
regulatory objective of the Board. Three of four public members felt that it 
was. On competitive issues, then, it appears that public members may be in a 
position to contribute views not substantially represented at the other side of the 
table. 



r,l,':.!JFE<:T1VKNKSS OF 1,1)15 LIC MEMBERSHIP DEFENDS ON THP QUALITY Of APPOINTEES AND THE SUPPORT THEY RECEIVE. 

fhaf ffcause ^ ^as such broad rulcmaking authority, it seems imnortant 

)Cca«pard:o»::ion
1t

prov;',ed on "•Thc ^ -""-C ^ appears adequate. The evidence of the last five years, however is that it* 

feweV^than Z^ToTall^' r"6 PUbliC member' n0 loneer with the Board, attended 
member LY H me 85 ^ eVery year- By COntrast' a recently appointed 
S I- 3 Consumer specialist, has assumed a leading role in Board 

exercTse nTr ?1S SUgReSt! that the Governor and the General Assembly should exercise particular care in the selection of public representatives. 

The nature of the individual is only one aspect, however. It is also neces- 

ZI 7 PUb.1^members the support necessarv for effective participa- 
^r'es^ta^s M nSUmer ^ 9 pr0^am for publtc representatives. More may need to be done to improve the technical exnertise of 
public members, however. In interviews, all public members were conceded that 

only aftr0
a 

th0r0^hIy understand all issues before the Board. One indicated that only after a year did that member feel comfortable with the subiect matter In 

D;rion   —- ° ^ he industry for public members addressing both business and policy aspects. 

E. Public Accountability 

th,. R 0HSer!i
atrl0n 0f BOard ProcoedinRs and review of agency records indicates he Board and Division are in compliance with requirements of state law reU ^ 

to openness and accountability in the administrative process. Board rules l^e 
promulgated in conformity with the State Administrat,ve Procedures Ac7 Nr. 

0°vision's1 Baltimore5 h^ad ;,Va!lab1'; for inSpeCtion ^ing business hours at the 
An^o ed rSl R headquarters in satisfaction of Article 76A, Section 2 of the 
76A Section 7 and ^h mRC.tIngS are open to tho Public in compliance with Article oection / and thorough minutes are prepared. 

"" S'a," "" proc^dlnw mono .cc«5fcl, to ,h, public? 

Competition and thc Board Hcsulatorv Procram 

BOARD MEMBERS ARE DIVIDED ON THE ROLE OF THF ROADr, 
RESPECTING COMPETITION. THE BOARD 

^^^rP a^i^^rB ti0d WaS T 0bjeC"V; At theTaml 
associations from the e Tc, f ^^bers expressed interest in protect.ng 
should not br- permitted to "stU'l acco ^"f"1"' ^ ^ WOrdS 0f 0nC' associations 

Hata. the position of the Board .ow^^in.r^.nHra:!""* ^ ^ 
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TON."0"™ AN" ™K DIV'S,ON ACT TO RESTRICT RATE C0MPET1- 

deposi^Tvid^L'^r mXTJ^V? "J C'ri,V " """"-"d involves 
C.Uy paid higher passbook dividend^ ^a„ Tede^risso'ciaTior.'rH'N.tl""'" 

srrrr0'thc Board "d —<° ^~„p^rr^ 

knowledge of "fllT """T5 ,hat.unliI y"'. the Division, with the 
advertising the .vailabl- V/i"7U"Thl ,1,scour'1S|ng associations from 
war". The poiicv hegan under the^prev" .^re'ct™ 3^^ T'^d ' 

r Sgfr rr""'. frr 
legality. sugRrst fhis policy to havr boen of doubtful 

rate cenrnlTce^'^.Te'^'r T
b."n Board to establish 

the Division n t lin S' s acti<'>ri was initiated on the advice of 

~ ~- «.t 5^ 

limits. T^hrnits "" S,,bieCI 'C """ 
bank failures at that tim<. fTt ' rcsPonsp to the wave of 
until 1966). TV re.-.sonin.: whir,! ^ l0JlnS 

a. follows: Banks fail l,..(-..us,- tl.ev make -I' I-ss ^ 1 »" P^vntmR failure was 

int'erest^'lean"be 'con'troH»>d'"I "mks'wo'n'X 'inake''b-id'i'^' ''7°^ 'U\'^U " 

investments. tonirois could reduce the need to make risky 

acceptable risk factor, and their si ud"erLppoH^em ^nTte ^mf^Th5 ^ ^ 
make institutions more safe, only more profitable ' ' ' d0 n0t 

For one^thing, 'fhe^restrir'l ^T'i inS,it,,,ionS <h- -hat do they do^ 
them. For another, tb.-y work to suhsi d i/" l-'f Hri '"Tb '' V'1 i0nS s,lbj<'rt to 

the forces of the mnrkel Tliic i ^ < nt by insulating tb^m from 
receive a dividend as hi.,h as th . '' dcPosi,or wh" does not 
tion. "'h ^ w<>,lM aIlowed without the regula- 
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At the federal level, rate limits are apparently on the way out. The 
Depository Institutions Deregulation and Monetary Control Act of 1980 schedules 
a six year phase-out of interest limits on all time deposits in federally insured 
institutions. 

The General Assembly and the Board may wish to consider whether rate 
regulation at the state level is appropriate. Rate competition could result in some 
associations losing deposits to others paying higher rates. Is this "theft" as one 
Board member described it, or is it the work of the marketplace? Likewise, some 
associations unable to compete could be forced from the marketplace, not neces- 
sarily by failing, but through merger or liquidation. Is this desirable because it 
promotes efficiency or undesirable because dt promotes a further concentration of 
economic power? The General Assembly, may wish to direct the board more 
clearly on this issue. t 

Emerging Issues 

THE FATE OF THE SMALL NEIGHBORHOOD ASSOCIATION IS IN 
DOUBT. 

In interviews, both Board members and representatives of the industry 
indicated that economic conditions and competitive pressures threaten the future 
of the small neighborhood association which has traditionally characterized the 
Maryland market. One issue to be faced by the General Assembly and the Board in 
the years ahead is the extent to which policy should be bent, if at all, to preserve 
these associations against seemingly inexorable economic tendencies. 

The long term trend is not encouraging for the small association. In 1963, 
there were reported to be 450 associations in the state. Today there are 208 state 
and federal associations in Maryland. As is the case with other economic units, 
small associations (in today's market, those under $5 million in assets) have not 
reahzed economies of scale needed for optimally efficient operation. They are 
thus at a disadvantage in the marketplace. 

In addition to this natural disadvantage are recent changes in the nature of 
the industry itself, which may have the effect of further excluding these associa- 
tions from the market. Recent legislative changes have allowed associations to 
introduce checking services (Negotiable Order of Withdrawal - N.O.W.) accounts 
and consumer loans, among others. These powers are seen as necessary to pre- 
serve the industry in this inflationary period. Small associations are generally not 
in a position to enter these markets because they lack the capital resources and 
expertise to do so. The data reported in Appendix A reflects this by showing that 
only the largest associations have plans to offer these new services. To the extent 
that these new services are vital to the industrv, tho small association is further 
disaavantnpod. 

I,\rCC<)Rn,tl0n 0f th< 1)iv()tal tho neighborhood association has played in the development of many communities, it is natural that there should be an attac- 
hment to these institutions. But policy toward them should also be guided by a 
realistic appraisal of the costs and benefits of protecting them. 

1 7 

29^; 



appearfihat tLTf ^ hOW thC Sm;,11 association can be preserved. It 
would involve inhibiH COUrSe wou|d bc to insulate them from market forces. This 
the industry. COmPotltlon retarding the adoption of new services by 

the JargerTorcel "c^ on^J^ 7"^ n0t WOrk- ^ - control over 
tion over less than 81158 a8Soclations- ^ ^ct, the State has Jurisdic- 
Federal associations th^uah^ Sa^lngs 311(1 loan associations in the State, 
land market alreadv' T ' nurnber« have the largest share of the Mary- 
abilitv of m' i ^ u 0 ^ursue Pfotective policies will only serve to restrict the 

LfoLr ^"s 0
Cf a880,ciations ^ compete with federal associ^io^ 

bilitv of finMf-ial finajicial system. Moreover, it will restrict the availa- 
tim of ^T. 8er:,CeS t0 Maryland'consumers. Thus, it appears that protec- 
cause it is futi^^n^ thOUfh ^"t^entally appealing, is inappropriate be- 
imply a cost of course Un^Product,ve- The passing of the small association will 
roots course. Most importantly, it will mean loss of local lenders with 

Z-X ~Z:^rr~L tnust l>e balanced against the 
tion. State as a result of restricting competi- 

Rr.gulatory Structure 

™a^?A?regoTa\orvTg
L

e
Y

n^es
STATES WITH THREE or more 

Maryland "'""T5 am0ng ,he S,a,eS 

three or mr)r#» art -ri ates to regulate its financial institutions through 
through a singl^sUfTape 7 StateS' including a11 of Maryland's neighbors, do so 
states employ two agencies.^ (s0metimeS assist^ W one or more boards). Seven 

?or oL4r0a deScade.TURE HAS BEEN A MATTER of controversy 

financia^relul^v ZT'" haVlWci«h«d lh« -"^its of consolidate of Maryland 
tho 1 967 (invomnr'fi OnorYiT5 r WO 0arIc ■stud,OR f<',vorlnR consolidation included 
ofrr s,u<,v;,n,,,97, ^ro.«ry 
emphasize hmcti(L, !it7* r J..wc;U Report). Roth reports 
ies, especially as regard- th^' exlmlnati of financial regulatory agenc- 
examinerc r,f • examination of financial institutions. Arcuinc that 

"™p«a?le WMo'r'X Sr'."5, reqUT rOU8hly ,he sk',ls 

.-p.o ^"""""'sin8,e 

legislators and agency represen- 

found .hat ZZ <» a contrary conclusion. It 
large „nd complex he effecMvlly0^^" 'f8"'.""? a6,!nc'' would ^ '°° 
view that banks sivinD«; ^nH i . * ,n 'ts conclusion was the 
ized areas that reouii-eH K "n" associat,ons' ^ loan companies were special- 
institution would r favoreed o y ^ —-ers. Concern that one class of 
expressed. Ver an0 rr ln a consolidated agency was also 
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The issue of consolidation was raised again in the 1979 Executive Plan of 
the Department of Licensing and Regulation. This document emphasizes recent 
trends in the financial industries which are tending to erode the historical distinc- 
tions among financial institutions. The theory expressed is that institutions which 
are becoming more alike should be treated more similarly and that this could best 
be accomplished through a single administrative unit. 

REVIEW INDICATES SOME PROBLEMS WITH EXISTING ARRANGE- 
MENTS. 

Although not the exclusive focus of the review, the evaluation of the 
State's financial regulatory agencies has identified situations which might be 
improved by alternative structural arrangements. These include lack of coordina- 
tion, duplication, and manpower problems. 

Coordination 

It appears that there has been only occasional interchange among 
employees or heads of the State's financial regulators. Since various regulated 
institutions are increasingly becoming involved in like lines of business, increased 
interagency consultation and coordination will be necessary. This could be ef- 
fected voluntarily through existing agencies and encouraged by the Office of the 
Secretary. It would be further facilitated, however, by am administrative struc- 
ture which provided a structural framework through which information sharing and 
coordination could be assured. 

Duplication 

Observation suggests growing functional duplication among the existing 
agencies. The Governor's Operating Economy Study and the Jewell Report empha- 
sized the likeness of the agencies' examination activities. Particularly in the case 
of the banking and savings and loan industries, recent developments have 
heightened similarities in the examining task. A second element of duplication 
involves consumer protection activities. All agencies have or are now developing 
a consumer protection program focused primarily on response to consumer com- 
plaints and inquiries. It is possible that complaint procedures and expertise could 
be more effectively developed through a consolidated unit of specialists in con- 
sumer problems. 

Manpower 

Review indicates that the Offirc of the Rank Commissioner and the Com- 
missioner of Consumer Credit lack sufficient personnel to carry on their full 
regulatory functions in occasional and unpredictable circumstances. The Bank 
Commissioner lacks enough examiners to examine the State's largest banks. 
Support is donated from a federal agencv. The Commissioner of Consumer 
Credit s Office must pull examiners out of the field in order to handle complaints 
when office personnel are absent or otherwise unavailable due to extenuating 
circumstances. An example of such an <'x t ensuat ing circumstance in the past was 
the event of an expose on repossession practices, when additional examiners were 
pulled hy tlx* office ."is noedfd. WhiU* hot h agencies have adapted to th'Mr situa- 
tions, structural integration of some sort could, it properly managed, permit 
personnel resources to be directed to areas of poak need. Were the Offices of the 
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Bank Commissioner, th- Commissioner of Consumer Credit and the Division of 

cxecuted^ith ^ter^ 

Unf™ rLrg^Tja-1 

Office-for many years. aRency the Bank Commissioner's 

rgT/S£,3Hiyirs'r^iH 
Board of Savines and LoaL rLrfmic t meetln8 "imutes shows that the 
sions between 197 5 and 1979 In ^ 0pp0Sed the concePt on two occa- 
reservations .bou, L Iriu of .t ^ 
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APPENDIX A 

USE OF NEW POWERS BY 
STATE CHARTERED SAVINGS AND LOAN ASSOCIATIONS 

In a mail survey, executives of state chartered associations were asked 
about the plans of their association to use powers recently granted them by chan- 
ges in state and federal law. Their responses are reported below: 

In the next five to ten years, How likely is it that your association will 
convert from mutual to stock organizatioh?* 

Assets 

$5 million or 
less 

Over $5 million 
TOTAL 

Number 

52 
28 
80 

Very 
Likely 

6 (11%) 
6 (21%) 

12 

Likely 

3 (5%) 
4 (14%) 

Unlikely 

8 (15%) 
3 (10%) 

11 

Very 
Unlikely 

35 (67%) 
15 (53%) 

50 

* Seven respondents already had stock organization. 
Does your association offer or plan to offer the following services? 

Number (percent) Offering or Planning to Offer Service 

Service 

N.O.W. Accounts* 
Consumer Loans 
Second Mortg. 

$5 Million 
Or less 

5 (10%) 
16 (30%) 
22 (44%) 

* Negotiable Order of Withd rawal 

Over 
$5 Million 

28 (75%) 
25 (69%) 
28 (77%) 

All 
Associations 

37 (33%) 
41 (46%) 
50 (58%) 
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APPENDIX B 

BOARD OF SAVINGS AND LOAN COMMISSIONERS 

Industry Representatives 

Chairman: 

W. Thomas Gisiel, counsel to Americaji National 
'Building and Loan, Baltimore. Term expires 
1^81. 

John M. Balder, counsel to Lincoln Building and 
Loan, Baltimore. Term expires 1981. 

Jay FitzGerald, counsel to Community Savings 
and Loan, Gaithersburg. Term expires 1981. 

Frank L. Hewitt, Jr., President, Citizens Savings 
and Loan, Silver Spring. Term expires 1982. 

John F. Pasko, Director, White Eagle Savings and 
Loan, Baltimore. Term expires 1981. 

Public Representatives: 

Nancy Erwin, former consumer specialist for the 
White House, Baltimore. Term expires 1984. 

Joanne R. Kerstetter, credit counselor, Silver 
Spring. Term expires 1983. 

Charles K. Rittenhouse, realtor, Catonsville. 
Term expires 1981. 

Broadus E. Sawyer, professor of business, Balti- 
more. Term expires 1983. 
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RESEARCH TECHNIQUES 

t 

2. 

3. 

4. 

5. 

6. 

7. 

A telephone survey of Maryland residents. 

Between March 29 and April 12, 1980, 611 randomly selected Marylander's 
were contacted by telephone and asked a variety of questions relating to State 
regulations. 

A mail survey of savings and loan executives. 

Survey questionnaires were mailed to the presidents of each of the 144 State 
chartered savings and loan associations, i Ninety-three responses were received. 

A mail survey of persons complaining to the Board. 

Survey questionnaires were mailed to the 70 persons filing written com- 
plaints with the board in F.Y. 1980. Thirty-nine responses were received. 

Interviews with Board members. 

All board members were interviewed. 

Interviews with Division personnel. 

Interviews were conducted with the Director, Deputy Director, and exa- 
miners of the Division. 

Review of legal materials. 

Statutory history and relevant case law were reviewed. 

Review of literature. 

Literature pertinent to the savings and loan industry was reviewed. 

Review of Board minutes. 

Content analysis of board minutes of meetings between January, 1975 and 
December, 1979 was conducted. 

23 
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JOHN J. CORBLfY 
itc«r TAWY 

ST A T E or MARYLAND 
CHA f s H i» 

c •• t c ^ o 

DEPAPTMEN7 OF LICENSING AND REGULATION 
DIVISION OF SAVINGS AND LOAN ASSOCIATIONS 

C»-f SOJ-'HCA-Vt*'* S^tCT . Suit f <006 . •AL,Tf«-0«C.«*4evi.ANC^i;C: 

»0l/CS^-ilJ0 

H E H 0 R A H D U M 

TO. Hr. John J, Corbley, Secretary 

FROM: Charles H, Brown, Jr., Otrector 

David H. Wells, Jr., Deputy Dtrector 

RE: 31 1981 Fiscal Tear Budget Reduction 

DATE: September 23. 1980 

This Is In response to your «eirorandum of Seotptrhpr lo loon 

SH «9 lhSlS<lSr'W 0uU1ne ' pro^" for reducing Us ex?0 
penaixures by 35 during the current fiscal MoftM 

JeoS ? d'L8' Tr0pr,at,0n of MO.ollVtl understand thjt we are equ1 red to make cost reductions of at least $20,701 . 

In .Sn: t0rver' t,,e sP"lf'c reductions and overruns acoeJr 
llso DrJ!irtfie C0P^ !! 0Ur fu",S". Below these figures ire have 

?rtrJet,^d^rry of so"e the 

CV 
* 3 

• c t 

Sudoe t Ca tcoorv 

Salaries and Wages 
Technical and Special Fees 
Commun1 cation 
Travel £_ 
Vehicle Operation ^~^jl 
Contractual Services -t 
Supplles and Materials 
Equipment ReplacementTu 

Tota 1 « 

Net Reduction 

n 

Rcductton 

$13,229 //3 

980 C - 
75 . 

2,900- 
8,200 
4,500 

950 
1 .952 

$32,786 

$25,131 

Overrun 

$ 755 
900 

4,000 

2,000 

$7,655 

tion is^c^ev^ri^he'sa5^;*:^:: 
agency has no vacancies at the present time, the only way we can 

ivb; 295 t 
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P^oyee reclasstHc^tlons Vo^the^e *? 1° h0ld the l1ne on em- 
thJr* our Past retentfon DrftK?8 the Cljrrent Hscal 

ie-"t t 1 'WJ; .tMs ,s obv,t»'s'j' sow' way we can achteve a cost reduction nf ♦», ppears to be the only 
the Governor. eouctlon of the magnitude mandated by 

propr'ia tton Sfonly J7 5< f
lhe f'ct that '981 jp. 

In thfs'eaten' r,S'n' pMces ZZ'/fU* «'V»r„l?„,e m inis category was ill 23R »nw ^ r '980 actual exDend^turo 
run this category tie frp r, e^re anttc1pat1ng a $4 000 ovlr 

our budget approprfatton fn tMsCtLf 6 af^c7ose as possible to 
reducing our expenditures In th** we are successful In 
for employe, recUss,ft

r
c%S

tJ0
n
ns

tMs ,r"- -I" k.coij'mnjfc}; 

fn expendf tures rappropr?a tedrfdUC» ^0nS ,'lc'l"ie Referral of J10 15? 

fndMjry ,Hh current copied " }*»• PrJvtSed X' 

wr n tes5 amount if^oney ?„\t^Utes ,'ou,l) 

TMs^pro^rr^.f^rrf,!! 0°.V 
year and might also be used 6v It^r ,4,S0? 1n thc current f seal 

"P«e. Of the State law^l't^ Jn^t^fuerr^^Jte^"''^^ 

."•"r further f„forMt(., U reared, p 1 e, s e ^on ta c t us. 

CHB:DHW:cpk 

Attachment 
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BfDEKlCK L. Ct»eCCKr 
S(C«C T « Or 

STATE CT WARrL*sD 

DEPARTMENT OP LICENSING AND REGULATION 

DIVISION OP SAVINGS AND LOAN ASSOCIATIONS 

CKA 1111 K. r K crt^ 

J3' t ' i ^ §*..■ wAf y i ah z. jtrc: 
St VtKT- r^oo" 

JO; 

TO: 

MEMORANDUM 

Carville J. Brian, Fiscal Administrator 

FROM: Charles H. Brown, Jr., Olrector/J^ 

DATE: August 13, I98A 

As requested, I am enclosing a schedule shoeing budget estimates for the 
fiscal years ending in 1985 and I986. 

Because of the tremendous Increase In the growth of our Industry, I find It 

Ik #
requeS! ihree new cxam'ner positions. You wll I note in the budget 

Tqfli InH Ik- OUr Srew from $5-2 billion In I983 to $9.2 billion In 130^, and this growth is expected to continue. Because of the growth our 

a:e
k
btCOmin9 more comP,cx *nd »ore time consuming, and we must 

is "Dro^!°n th ?'! w%ar€ to ^ tbe job char9ed to us bythe c<& 
we had hr 9 ^ • 0t th€ pubr,c'" You arc aware that just last week we had three_res.gnat.ons from our examining staff. The three new positions 
are in add.t.on to replacing the three individuals who resigned. , 

^eW,yearS 390 Wr Were 9lvIn9 serfous consideration to tying in with the computer systemof the Maryland Savings-Share Insurance Corporation. I under- 
stand George Wr.ght had explored the possibilities of our doing this and was 
•n full agreement.^ Because of tying in to the computer system, we lost a 

w?fh rh0 part 1cular year. However, MSSIC was not entirely satisfied th the system they were using and suggested we hold off until such time as 
they were satisfied w.th the system being used. Subsequently a whole new sys- 
tem was purchased by MSSIC and they are ready for os to join them. Our busJ- 

r^LTr'9Tn S0. that iS fS JmPossJb1e for US to get along without being 
^anno ^ 'I - MSSIC's system Mediately9 

mu^t < • y?U t!1
me Whdt lhe COSt w51, bc ^ ft 15 ^thing that 

wL-o Se:'0u£lV cons'der^. With the pending move Of our office to another 
oc onV , 001 k6 CeSlble t0 Put lhe Hnes ,n until ^ ^ to a new 

wM 1 wUh howerer! that we win be very shortly, and we will wish to install a terminal as soon as we are relocated. 

frlJV"! vears thVe has be" s 1>nl LfsisUtore to r,duce the 
K8"??5 s^ounts "hi':h is Included ir, the budget estimates. 

StJ. ? !. ^ 81 ""'"SS end loan associations, federal chartered and tate chartered, tesed on savings as of Dece-^er 31st of each year The Dre«.ent 
rate ,s 130/10,OOOths of U of savings. The tax was initttuy^'abllsheS ^ 

IVB 9 

^ c ~ c r •tfj • • vt 3 jt 
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created! VTuf I^ecent'years In-,Sl61 Div!sIon 

t'Ons of the Division to the'e'ten ha " ^ ^ COi 1 of 0^r- 
State of about $900,000. The-e will be a'"* ? 1 'Cr® Kas a profit to the 
Jncreasc in 1S£5 and I ^86 to ove^i mniVn n' P !' 0r ,S£i( and 1 ] 

to reduce this tax has always received an ^ Zl Pr*0r yearS lhe bin 

Budget and Taxation Coovnlttle 51m c Jc/epor t f ron the Senate 
industry to have the tax reduced or perhaps el'm' r""" V ^ !ned aSaIn by the 

associations frOT payr.ent of the rl per™ps the federal chartered 
in half, which would produce a t*l \bl "-*** to cut the rate 
Division. This is sc^ethinc you t0 the COSt of runnIn9 the 
reduction the ti. 

0f a 

CHE:kg 
Enc Josure 

cc: Cordon N. Wilcox, Coordinator 

rredenck L. Dewberry, Secretary 
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DEPARTMENT OF LfCEN'SlNG AN'D REGULATION 

DIVISION OF SAVINGS AND LOAN ASSOCIATIONS 
i »<- 6^-r,*t«c s-iettT e.c-iMCtt •-<jucj 
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f *£Df BIC* L, OC *BE RKY 
JlCHtABY 

MEMORANDUM 

1Q: Gordon N. Wllcox 

Coordinator 

FROM: Charles H. Brown, Jr. SJ 
* Director ' & 

DATE: August 27, ISS1* 

In my memorandum of August 13. W regarding the budget for the fiscal 
years ending In I985 and I986, I mentioned that I planned to request three 
new examiner positions for the Division. This memorandiin will serve as 
justification for the three new positions. 

As late as I98I the Division had 33 authorized positions. However, -due to 
budget cuts ln recent years, oc- authorized positions now m^ber only 30. 
This reduction was In our examining staff. 

I 
The State-chartered savings and loan Industry has shown a tremendous growth 
m assets In recent years. I do not have the figures available of the 

--tS °f the lndustr>' when the Division was created In I96I. However, In 
<0^ of the State-chartered Industry amounted to apprcxloately $970 million. By 1977 the assets Increased to $2.75 billion. Today the 
assets of the State-chartered Industry, both federally insured and those 
associations insured by the Maryland Savings-Share Insurance Corporation, 
approximate $8 billion. As a matter of information as of December 31, I983 
the breakdown of our Industry, asset-wise. Is shown below: 

13 federally Insured associations 
102 MS^IC insured associations 

Total - 115 insured associations 

Bill Ions 

$1,387 
6.5^2 

$7,929 

During the 1982 session of the General Assembly, the legislature authorized 
our associations to make the same investments permitted banking institutions 
tn the State. In the I985 session, the legislature authorized our associa- 
tions to make any investments permissible for a federal savings and loan 
association. By reason of the additional investment powers granted-to our 
associations, we are now operating under Federal Home Loan Bank regulations. 
State banking regulations, the Maryland law as set forth In Title 9 of the 
Financial Institutions Article, as well as rules and regulations promulgated 

t*-- * i fc* c " « c Arc* C ! r-f ? 3: 
c - * 5 ir f *1**1 » c c * 
* ' - - • ! c r t 1:.-1: • 
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by the Board of Savings and Loan Association Connis$ I oners. With these 
additional powers our examinations have become more complex and are taking 

. more time than in the past. ^ "It is Important for our examiners to review 
as many loans as possible to determine that lending Is made under the laws 
of Maryland and regulations of the Division and that there are adequate 
undervnting procedures in effect. As our associations now have the authority 
to make commercial loans as we J 1 as the authority to make Investments all 
over the country, along with deregulation of the Industry, It Is most Impor- 
tant that lending procedures be reviewed as losses incurred by associations 
are generally In the lending area. The savings and loan Industry, unlike 
commercial banks and finance companies, has historically Invested the bulk 
o its assets in leans secured by real estate. Some believe that with the 
savings and loans being deregulated and having broader Investment powers 
that they will become quite similar to a bank In their operations. To date 

l*rl !.s '' ttleevidence that savings and loans will not continue .to Invest 
t e bulk of their assets In real estate loans. Real estate loans Involve 
lending on land for acquisition and development, construction as well as 
permanent loans. Lending today Is ccxnplex. Involves considerable amounts 
or money, and losses can and do occur- 

In addition to our examination of our associations, which Is our primary 

responsibility, the Division processes applications for branch offices 
relocation of existing offices, new charter applicatiorts, and conversions 

rom mutual associations to stock associations. At the present time W have 
approximately 30 applications on hand. Each application requires a thorough 
review of the application, a feasibility study, a survey of the proposed site 
In the case of branching, relocation or a new charter. We are compelled to 
bring t.eld examiners Into the office to assist us In the review of each 
application. With the additional time required to make an examination today 
added to the requirements necessary to process applications for branching, 
etc which reduces our examining staff available for examinations our 
work load has Increased tre-^ndous ly. 

tinder the financial Institutions Article of the Annotated Code, we are com- 
pelled to exam.ne each association at least once every two years. With 
t e growth of our associations, the new investment powers granted, and with 
deregulation of the Industry, we feel that two years Is too long a period 

etweer, examinations. We are currently examining our associations about 
every fifteen months and we are finding it difficult to maintain that 
schedule ^ th our preset examining staff. As the growth of our Industry 
continues, it is imperative that the Division be authorized three additional 
examining posItIons. 

Vou are aware of the legislative Task Force which conducted hearings during 
t e suTr.er with regards to the Karyland Savings-Share Insurance Corporation 
as well as this Division. The Task Force made its final report at a joint 
nteimg of the Senate fconomic Affairs Corral ttee and the House Economic 
Katters Committee on Tuesday, August 21, ISEA. One of the matters that the 

esk Force was part.cularly Interested in was assuring that this Division 
hes adequate and qualified staff to perform the duties with which we are 
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Jh. f ,K K Articlt, that is, ,o a.sur, that the funds of .he public are protected. The Task force was aware that we 

Ho an""6^'"? \ T P"!tions for our exa™ir,U9 staff. Addi- 
i J '"aS co"c'rne':l that our examining staff be adeouatetv 

rToot h'V "" 0",y """" .Miners b!t also be 
of the House and "per'e""d "a.^iners. The Joint economic commi'ttees 
the staff necessarv^r '"""I ,0 bt "O" concerned that the Division have necessary to perform its required duties. 

CH6:kg 

cc: Secretary Frederick L. Dewberry 

Carville J, Brian, Fiscal Administrator 
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harry hughes 
governor 

FREDERICK L. DEWBERRY 
SECRETARY 

STATE OF MARYLAND 

department of licensing and regulation 
DIVISION OF SAVINGS AND LOAN ASSOCIATIONS 

THE BROKERAGE . SUITE 600 
34 MARKET PLACE 

Baltimore, Maryland 21202-4078 
301/659-6330 

September 30, 1985 

CHARLES H. BROWN, 
director 

WILLIAM S. LECOMPTE 
DEPUTY DIRECTOF 

Wilbur D. Preston, Jr., Esq. 
Special Counsel 
Suite 1513 
301 W. Preston Street 
Baltimore, Maryland 21201 

Dear Mr. Preston, 

I am sorry for the delay in getting the attached 

material to you# We had some pretty busy times 

at the Savings and Loan Division Office following 

■y visit with you and I could not get the time to 

to concentrate on this and get the job done until 

after my retirement. 

I hope you will find this material useful. 

Very truly yours, 

CHARLES H. BROWN, JR. 
Former Director 

RECEIVED 

OCT 1 1985 

OFFICE OF 
the special counsel. 

BALTIMORE METRO AREA 659-6330 
OUTSIDE BALTIMORE METRO AREA 
TOLL-FREE U800-492-7S21 

IVB11 / 
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harry hughes 
GOVERNOR 

FREDERICK L. DEWBERRY 
SECRETARY 

STATE OF MARYLAND 
CHARLES H. BROWS, 

director 

DEPARTMENT OF LICENSING AND REGULATION 
DIVISION OF SAVINGS AND LOAN ASSOCIATIONS 

THE BROKERAGE - SUITE 600 
34 MARKET PLACE 

BA LT IMORE , MA RY L A N D 21202-4078 
301/659-6330 

WILLIAM S. LECOMPTl 
DEPUTY DIRECTOF 

Wilbur D. Preston, Jr., Esq. 
Special Counsel 
301 West Preston Street 
Baltimore, Maryland 21201 

Dear Mr. Preston: 

At the time of my Initial visit with you and other members of the 
Counsel, I indicated I would like to submit a memorandum summariz- 
ing my discussion. You indicated that you would be most happy to 
receive this report. You also asked that I include my feelings as 
to the future of the savings and loan industry as well as any sug- 
gestions or recommendations that I might have in the way of leqis- 
lation affecting the Division. 

My report is attached and I have included several suggestions rela- 
tive to legislation which I think should be considered by you in 
your findings. 

I trust the report will serve some purpose in your investigation. 

Very truly yours. 

Charles H. Brown, Jr 
D i rector 
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Assort- i y ? ? lndustry the Division of Savings and Loan 
result of th regulating was truly reflected In what happened as a 
of jlffr ^ ^e,eaSe of a s?rilP,e Press statement announcing the removal 
?nc "" ,nanagin9 0fflCer 0f the 0,d Court Sav' "9s and Loan Inc. and the appointment of John D. Faulkner, Jr. to succeed Mr. Levitt 

withPMrSSLev tt's ^ ^ 'e9U,ators ^covered problems connected 
alrPaHv'h ? management of the association. As Mr. Faulkner had 
w th hfJbfen.en,p'T'd ®s

u
a consultant by Old Court and being very familiar 

and fh 5 background, both the Maryland Savings-Share Insurance Corporation and the Division endorsed Mr. Faulkner's appointment. porat.on 

In recent months problems in the financial industry throuqhout the 
country Md« the State-chartered H.S.SJ.C. Industry ex!remedy se^ 1 We 

any news Items regarding insurance of savings accounts by a private 

"60UM?nutJa h" t5e yeur 3 SUnday evenln9 television show known as 60 Minutes produced a show regarding the failure in Nebraska of a 

Itnl I ^'a k,nSi'tUtion Which had PrJvate insurance of accounts. 
thp r* "V broadcas5 0n Monday morning and for several days thereafter he telephones at the D vision's office were flooded with calls regarding 
the failure of the institution in Nebraska and the private insurance fund 
that was not large enough to cover the losses of the institution that 

In*?«; 't.turned out the institution that failed was not a savings 
frt .Z a"oc.atIon but instead an industrial bank. The phone calls rom the public and news media expressed concern over the Maryland Savinqs- 
Share Insurance Corporation, which was a private fund, and its ability T 

media creit'd9'' Crisis shc)uld one develoP Maryland. The news 
chartpr h ted a lot of unrest and uncertainty among depositors in State- cnartered, privately insured institutions. 

Allowing the Nebraska problem, the Ohio crisis broke. There was 
country wide news coverage regarding the failure of the Hone State Savinos 
followed by the collapse of the Ohio Deposit Guaranty Fun^a private iund 

.f:KC=r iKEi tJS>-(.33C 
'fr: wr-pc are* 
■ l -- = l r 2.9 B 7 7 v top H U f 

f ' L 7 C . A C f \ 
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which insured the savings accounts of Home State. The media constantly 
re erred to O.D.G.F, as a private insurer with a comparison of it to the 
Private insurance funds in Maryland. Massachusetts, Pennsylvania and 
North Carolina. As a result of the media coverage the Division's office 
was a nightmare with calls from depositors as well as the news media 
trom all over the country always questioning M.S.S.I.C., i fcs strength 

its a i i ty to handle a similar situation. It was unbelievable the 
number of calls we received and my staff spent days just answering the 
te ephone. Some of our associations at this point began to feel the loss 
or deposits from their savings accounts which led to heavy borrowing in 
some cases from the Federal Reserve Bank. 

With Nebraska, followed by Ohio, we knew for sure that we had a very 
sensitive and explosive issue on our hands regarding the Insurance of 
savings accounts by a private corporation, the Maryland Savings-Share 
nsurance Corporation. We knew also that because of the sensitivity of 

the situation we had to beextremely careful how we would handle any 
situation, knowmg full well that after Nebraska, followed by Ohio, any 
hint of a problem in Maryland could create a crisis resulting in "runs" 

TnrTJri "sc>c^tlons similar to that in Ohio and which conceivably could spread throughout our industry. 

Between the years 1981 and 1983 the Federal Savings and Loan Insur- 
nce Corporation had about AAO savings and loan associations that failed 

an t e agency and its parent, the Federal Home Loan Bank, had deferred 
many ^ of the losses by letting essentially insolvent savings and loans 
continue to operate and letting many others resort to accounting girmicks 

^pPe^.so,vent- The unrecognized losses far exceeded the F.S.L.I.C. 

.If' (.u ij jonreserve fund. This was reported in the May 23. I98A issue 

thU n r- H Mtrer ^ ' COPy 0f wh'ch ls attached (Exhibit A). During his period Maryland did not lose a single State-chartered association. 

as Co0^' r S ^■i-4Y-fMd.^a.U^vL"QS and ' ^n Association was lost as was County Federa Sav 1 ngV "a frdToarr^ffr^^Wa s h i ng ton suburban area of 

DOSsibTrin^d ; .^derstand in both cases there were bad investments. 
Homp ^ insider dealings and in the case of County Federal, the Federal Home Loan Bank and/or the Federal Savings and Loan Insurance Corporation 
brought suit against the directors of the association for permitting such 
insider transactions. Again during this period we were able to keep our 
State-chartered associations alive. 

In a le<:en,l a:ticle.in the May 27' ^ issue of the Washington Post copy attached (Exhibit B) , the statement was made, "Falling Interest rates 
are giving the nation's savings and loan associations their first relief 
from a five year landslide of losses that has forced 850 savings and 
oans to go out of business since 1980. With i n t e resTFa t es down to the 

lowest level since thelate 1970's, the savings and loan industry this 

? f 1 na 1 ly beg 1 n to make enough money to rebuild the damage done V deregulation and the highest interest rates in modern history.' 
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The Sayings and Loan Division has had little or no authority to 
censure officers and directors of an association other than through a 
court appointed conservatorship. As late as the 198^ session of the 
egis oture the Division requested authority to remove officers and 

directors for engaging in unsafe and unsound practices. £8^5X6 

5.^". authorized removal powers for the 
Division. Although passing the Senate, the bill died in canmittee on the 
House side. 

The Legislative Task Force, co-chaired by Senator Denis and Delegate 
irchenbauer which met last summer, were very concerned that the Division 
acked cease and desist author!ty and authority to remove officers and 
'rectors for engaging in. unsafe and unsound practices and even more con- 

cerned when they learned that the Federal Home Loan Bank had such authority 
as did the Maryland Bank Commissioner. Realizing such authority could be 
a necessity in the event of a problem, the granting of such authority was 
included .n the report of the task force to the legislature and subsequently 
legislation was enacted in the 1985 session granting the Division both Cease 
and Des1s t^ author 1ty (HE 333) and authority to remove officers and directors 

or engaging in unsafe and unsound practices (SB 112). Both of these bills 
were signed by the Govenor and became effective July 1, I985. 

Over the years the Division has had personnel problems insofar as recruiting 

Anv^m^h and th! re^ention of Personnel after they have been trained. Any time I have appeared before any legislative committee or any other com- 
mittee if the opportunity presented itself, I would bring up this subject 
Presentlywe are trying to recruit "Examiner Trainees" with a college degree 

^ 5 Annmaj0r 10 f,nance' business education or accounting at a salary of $12,600 per annum — $12,600 — an impossible situation. Requests have 
been made numerous times during the past five years to upgrade examiner 

r" W,rth 1 ■tt,e success. My last request was made in August I98A. red Dewberry, Secretary, Department of Licensing and Regulation, very 
strongly endorsed my request and I forwarded it to Personnel for their 
action. Delegate Eileen Rehrman of the House Budget and Appropriations 
bub-Comm.ttee, which committee reviews our budget, and Delegate Diane 

1rchenbauerof the House Economic Matters Comittee and who co-chaired 
e Legislative Task Force in the summer of 198^, arranged for a meeting 
th Secretary 0 Brien of State Personnel at Annapolis early in the year 

to discuss theneed for increased salaries for the Division's examining 
= hose in attendance at this meeting were several members of the 

ouse Budget and Appropriations Sub-Committee, chaired by Deleaate Tim 
Maloney, including Delegate Rehrman and also Delegate Kirchenbauer. Also 
in attendance were Banking Commissioner Margie Muller, Consumer Credit 
Commissioner Alan Fell, and the undersigned. The Bank Commission and 
Consumer Credit Commission and the Savings and Loan Division use the same 
personnel spec s for examiner positions and at the same salary levels 
Atter each agency head expressed their concern over low salaries and the 
inabH.ty to recruit personnel and retain them when trained, Secretary 

i adv,Sfd*e was very ^^Pathetic about our problem but funds were j not available at that time to make any changes. Additionally, to 
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ir.ake a change it would be necessary to consider every examiner, auditor 
occountant, etc. in the State system using similar job specifications 
which was an impossibility and further that a change could not be made 
or just one agency. Secretary O'Brien did assure us that he would con- 

sider a salary review for next year. He also indicated that he would 
assist us in bringing in experienced individuals at a higher level than 
trainee if we could find qualified persons. 

, ffWir Jt 311 We ^tM, haVe a turnover- I presently have an authorized start or 30 persons including the Director and Deputy Director. Of this 
staff, n1neteen (19) are considered field examiners and I now have four 
W vacancies in the field examiner category leaving me fifteen (15) 

also have two examiner-supervisors (Grade 5). I have one vacancy in 
this position. This leaves me with five (5) vacancies in my staff. I 
ave asked for additional personnel many times because of the growth of 

our industry, the complexity of examinations and the time required to 
examine with all the new investments authorized but without much success. 

When the Division was created in I96I by the State Legislature, we 
had manymore associations than we have today. However, of the hundreds 

:!m
a5SOC,a;,0nS ex!^ence' 1 unders^nd the largest association at that me was about $17 million. Today our largest association. Chevy Chase 

k-Ii'- wa? Just recently granted Federal Insurance coverage, is about $2 3 

of iVVc cS?eJS'c Quite a contrast todaY compared to I96I. The assets the M.S.5.' C. State-chartered institutions were about $970 million in 
970 increased to $2.75 billion in 1977 and to about $9 billion as of 
ecember 31, 1984. Theentire State-chartered industry including the 
irteen institutions with savings accounts insured by the F.S.L I C was 

approximately $10.5 billion at December 31, 1984. When the H S S i C 
insurance program wa^ created by the State Legislature in 1962,'I'do not 
believe that anyone ever dreamed this industry would grow to reach'the 
size that it is today. 

Of the 115 associations regulated by the Division, 13 are federally 
insured institutions on which we do a joint examination with examiners 
from the^Federal Home Loan Bank. Of the remaining 102 associations the 
exam 1na11 on is made by the Division only with no assistance fron any other 

government regulatory agency. At one time I had 3U individuals assigned 
to my staff but with budget cuts, transfers to other agencies for one 
reason or another, I now have an authorized staff of only thirty (30) 
persons. My last request was for three additional positions in the 1985-86 
budget, which was denied even though the size of our associations have 
grown tremendously in recent years creating a tremendous amount of extra 

The word "deregulation" has been heard many times. Our industry has 
been deregulated to keep our associations competitive with the federally 
chartered associations and other financial institutions. 

There was a day; five years or more ago, when a State-chartered 
association was prohibited from making loans more than fifty (50) miles 
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ro-n its principal office or branch. Today these associations can lend 
anywhere in the country and some do. We cannot monitor a loan made in 
Florida, Texas or anywhere else during an examination. Maybe it was not 
such a good idea to remove that fifty (50) mile restriction. 

In 1982 a change in the Code authorized a State-chartdred association 
to make investments under the same conditions applicable to banks. This 
opened up a whole new lending area to the State-chartered savings and loan 
industry unsecured loans, letters of credit, lines of credit, all 
types of commercial lending and anything else a bank can do. A few of 
our associations jumped into this heavily and maybe we are seeing the 
results of it now. 

In 1983 the Division proposed a.departmental bill HB 284 which would 
have restricted deposits between associations up to the amount of insurance 
This bill was proposed after the Board of Commissioners adopted regulations 
covering the same subject and on which the Division was sued in a local 
court in Baltimore City on the basis that, the Board of Commissioners did 
not have the authority to adopt such a regulation. The Division did win 
this suit. As originally proposed, the bill passed the House Economic 
Matters Committee. However, in the Senate Economic Affairs Convnittee the 
bill was amended by adding to it a provision that our associations could 
make the same Investments applicable to federal associations. The bill 
went back to the House Committee which approved the Senate version over 
the protest of the Division. Authorized investments for State-chartered 
associations are set forth in Section 9-419(3) of the Financial Institu- 
tions Article. These investments are subject to the regulations of the 
Board of Commissioners. The amendment added to the bill Section 9-4l9(c) 
of the Financial Institutions Article and which is not subject to regula- 
tions of the Board of Commissioners and the authority to make investments 
applicable^to federal associations was taken out of the hands of the Board 
of Commissioners. Perhaps the legislature received some bad advice as the 
Division's bill would have restricted deposits between associations. Under 
ederal regulations deposits between associations are based on a formula 

of the Federal Home Loan Bank and permits deposits considerably higher 

than the $100,000 insured. Today some of our associations may have a 
considerable investment in other institutions as was reflected in a recent 
suit by Fairfax Savings Association against M.S.S.I.C. to recover $20 
million deposited at Old Court. Did these changes help to bring down Old 
Court perhaps. 

In I98O the Division and Board of Commissioners was desirous of 
regulating interest and dividend rates paid on savings accounts by our 
associations, similar to Regulation Q which restricted rates which could 
be paid^by federal associations. The Anti-trust Division of the Attorney 
General's Office advised us that rate controls would be a violation of 
anti-trust laws and consequently there would be no State action immunity. 
The proposed regulation was dropped. 
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In February I963 the Board of Commissioners was preparing regulations 
on commercialJending. Again, the Anti-trust Division of the Attorney 
General s Office advised there could be problems in imposing regulations 
^ith certain limitations and restrictions which were more restrictive 
than bank regulations. 

In July I98A the Division and Board of Commissioners were considering 
amendments to our lending regulation .30 which covered certain lending 
restrictions as well as regulations covering a Federal Tie-In to Federal 
Regulations which also would have been more restrictive than federal 
regulations, as well as amended regulations on net worth requirements. 
These proposed regulations were tabled when the Anti-trust Division of the 
ttorney General's Office warned us of possible anti-trust exposure by 

reason of a suit threatened by our former Assistant Attorney General, who 
then was with a local law firm. Again the proposed regulations were 
dropped. 

In September I98A the Anti-trust Division advised that with regards 
to the amendment to HB 28^, previously mentioned, which authorized our 
associations to make the same investments allowed federal associations, 
that the Board would h-jve to prove need, based on safety and soundness, 
to adopt any regulation more restrictive than that permitted federal insti- 
tut1ons. 

In 1984, when the Federal Home Loan Bank adopted certain regulations 
to restrict "Brokered Deposits," the Board of Commissioners proposed 
regulations which would have prohibited an association from accepting 
brokered deposits in excess of 10% of savings deposits and if the net 
worth of an association was less than 3%, the brokered deposits could not 
exceed 5% of savings. The regulation was published as a proposal in the 
Maryland Register to be adopted after the proposed publication period 
expired. Brokered deposits are those deposits received through money 
brokers on which an association pays the broker a fee. The deposits are 
considered "hot money" as they tend to follow high interest rates. Brokered 
deposits were the subject of many discussions during the 1984 summer task 
force sessions. A suit was filed against the Federal Home Loan Bank on 
the legality of the Brokered Deposit Regulation and the court ruled against 

e Federal Home Loan Bank and the Brokered Deposit Regulation died. Again 
we were advised of possible anti-trust problems inasmuch as the Federal 
Home Loan Bank had no brokered deposits regulations and we were restrict- 
ing our associations from raising capital under the same conditions and 
to the same extent as federal associations (9-420 F.I.A.) Consequently, 
our brokered deposit regulations were abandoned. 

It is evident the Division has had more than its share of problems 
over the years with both legislation and regulations. 

As for Old Court Savings and Loan, examiners from the Division started 
the examination of Old Court on June 18, 1984 and continued through Septem- 
er ' '9"4. After completing the examination, the work papers were 

ta en to the Division offices where the field examiners then wrote up the 
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report of examination. Following this the examination was then reviewed 
by pur review section and discussed with the field examiners. Followinq 
a review ofthe comments and other statistical data, the examination is" 
urther reviewed by the Chief Examiner and then is ready for typing The 

examination is then passed on to the Director or Deputy. Hhe supervisory 
letter and the report of examination was mailed to the Board of Old Court 
on November 26, I98A. An association is generally given forty-five (^5) 

dry^.t0 respond inasmuch as the supervisory letter is sent to the Board of Directors of an association directing that the report should be reviewed 

k .0?rd at a Boarci meeting after which a response is to be sent to the Division. The response from the association was received about 
January 23, 1985. 

As a result of and as a follow-up to our examination, M.S.S.I.C. 
exammers made a spot review of the operations of Old Court in January 
1985. Mr. Hogg of M.S.S.I.C. advised the Division that his examiners 
round additional problems and violations at Old Court and as a result of 
M.S.S.I.C. findings, the Division examiners went into the association again 
on February 1, 1985 to do a follow-up and to begin another examination, 
n.ii. .c., in the meantime, as a result of the findings in the Division's 
examination and their ovn spot examination, prepared a letter to the Board 
o Directors of Old Court setting forth various charaes as shown therein 
accompanied by a management agreement. The letter to be dated March 22 
1985, would, under M.S.S.I.C. rules, give the association an opportunity' 
to respond, which response including the management agreement would be due 
by approximately April 22, 1985, which, if the management agreement was not 
signed, would then result in the issuance of a Cease and Desist Order by 
M.S.S.LC.. The management agreement contained a voting trust agreement 
which, if there were further violations of either M.S.S.I.C.'s rules or 
the Division's or of the management agreement itself, M.S.S.I.C. would 
then be in the position to vote the stock of Old Court. 

The M.S.S.I.C. letter of charges and management agreement was known 
to the Division although we played no part in its preparation. It was 
elt that with the management agreement and the voting trust agreement we 

hada manageable situation at Old Court that could be worked out over a 
period of time. Both agencies knew that we had a sensitive and explosive 
situation on our hands but felt that it could be handled but had to be 
done quietly and without publicity. Our fears were that any knowledge 
of the Old Court problems by outsiders could cause a run not only on Old 
Court but could spread to the whole M.S.S.I.C. industry. 

Between examination dates, September 198^ and the start of the new 
examination on February 11, I985, we merged into Old Court the First 
Progressive Savings and Loan Association located in Westminster. Although 
not on the Board of First Progressive, Jeffrey Levitt was formerly 
president, which position he relinquished to become president of Old 
Court. Mr. Levitt, however, was counsel to First Progressive and called 
all the shots and made all the decisions. First Progressive was a 
mutual type association and had some problems created by Levitt. 
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Additionally, there were possible losses at the association. It was 
decjoed to merge First Progressive into Old Court. Old Court was the 
natural candidate as the management at the two associations were already 
a i lated. K was felt also that it would be better to get all of 
Levitt s problems under one roof. Although the associationS merged, 

e records of First Progressive were not merged but were kept separately 
until such time as some of its problems could be resolved. 

As previously noted, during the period 1981 through 1983 about kkO 
ederal associations failed according to a report published in the Wall 
treet Journal on May 23, 198^. Also during this period the Federal 

iavingsand Loan Insurance Corporation had deferred many of the losses 
by letting essentially insolvent associations continue to operate and 

0thers resort to accounting ginmicks to appear solvent. The Wall Street Journal at that time reported that unrecognized losses 
far exceeded the F.S.L.I.C. Insurance Fund. 

mStPl!Uft^9 Jh-S P?ri0d the Fede^a, Horne Loan reported approxi- ately 85% of its associations were operating in the red. Of our own 
e-c artered institutions about kSl were operating in the red. We 

nursed these associations back to a healthy position and did not lose a 
single institution. We had problems then but we did not publish these 
problems in headlines. M.S.S.I.C. and the Division quietly worked together, 

w at we had to do and salvaged the industry. M.S.S.I.C. advanced funds 
to many associations to restore liquidity, for net worth purposes or other 
reasons. We assisted in promoting or arranging mergers for sane associa- 
tions not supervisory mergers but mergers of associations where manage- 
ment felt ,t would be difficult to operate in the future. Over the years 

m u •3 D1vis1 on have worked together, without publicity, trying to keep things running smoothly, realizing full well that any bad pub- 
licity could be very damaging to the M.S.S.I.C. insured industry. 

• ,!n th? "Se of 0]d>
Court, again the two agencies worked together, quietly, without publicity to do the job that had to be done. A manage- 

ment change was made, an individual qualified to oversee the loan programs 
at 0 d Court, one whom it was felt could over a period of time work out 
the loan problems, was employed. We realized it could not be done over- 
night but over a period of time was a possibility. With Levitt out of 

e management area, with some new supervision in the lending area, both 
agencies felt we had a manageable situation. During this entire period 
we knew we were dealing with a very sensitive issue which had to be dealt 
with and resolved quietly. It was a matter that could not be openly dis- 
cussed because of the ever present possibility of it becking public and 
creating a crisis. Actually, we could have had a crisis long ago had we 
publicized each and every problem area over the years. I think the 
M.S.S.I.C. and Division plan would have worked at Old Court had we not 
had the crisis. 
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Our relations with M.S.S.I.C. over the yearshavebeen very close and 
^ith ,ul1 cooperation by both agencies in the supervision of our associa- 
tions. I have worked with M.S.S.I.C. for about nine years and I can say 
without reservation that they, M.S.S.I.C., have been a tremendous back up 
to the D i v i s i on. 

v 

We continually hear "why were Old Court's problems not disclosed or 
ma e public?" Section 9-504 of the Financial Institutions Article of the 
Annotated Code of Maryland requires the Division Director to keep confi- 
dential any information obtained in an examination of an association. 
Accordingly, there could be no public disclosures. The Division really 
lacked the authority to do anything other than the appointment of a con- 
servator, and I think it has been proven this would not have been the 
proper thing to do as it would have only created the crisis earlier than 
we new have. Again, because of the sensitivity of the M.S.S.I.C. situation 
Old Court had to be dealt with and resolved quietly. M.S.S.I.C. and the 
Division did what we thought was best. 

Many times there has appeared in the press, "Where were the regulators 
while all this was going on at Old Court." Section 9*502 of the Financial 
Institutions Article requires that the Division examine each association 
at least once every two years. We are currently on a fourteen to fifteen 

m0!^.!Xam,nat,0n schedu,e- A ,ot can happen between examination dates and did. To answer the question, "Where were the regulators while all 
this was going on at Old Court," the regulators discovered the problems at 
uid Court so I don't understand the comments, "Where were the regulators 
A t C ' ' ' 

The regulators discovered the problems at Old Court but the regulators 
dj_d not_ create the crisis. The crisis was created by the news media jumping 
on the press release of a management change at Old Court and making it a 
front page item. I terns such as this usually are reported in the financial 
section of the newspapers. This press release of the management change 
tollowed so closely on the heels of the Ohio crisis which was preceded by 
the Nebraska situation in my opinion created the crisis. The news media 
continues to make Old Court a front page item and the crisis continues. 

I would like to note the Division of Savings and Loan Associations 
regulated 102 M.S.S.I.C. insured institutions and 13 State-chartered 
federally msured associations. We try to examine all associations on a 
fourteen to fifteen month schedule. It is getting increasingly difficult 
with the growth of the industry, with a small staff and a Urge turnover 
in personnel. 

In addition to the examinations, the Division is responsible for the 
granting of new charters. Additionally, we must process applications for 
conversions of mutual associations to stock chartered associations, also 
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applications for approval of new branch locations, relocations of branches 
or principal offices. We must consider and prepare regulations for the 
Jivision. Each application for conversion requires a tremendous amount 
of work makmg sure the conversion will be in accordance with Maryland 
^aw and rules and regulations of the Division. ApplicatiorVs for new 

branches^require a complete review of the application including a survey 

1 6 S,rf. the location, a review of financial data to determine that e new o fice will not create serious financial problems due to the cost 
involved. Many applications result in the Division having public hearings 
ue to protests of the application by other institutions. Hearings can 

of fourVdIy] daYS' ^ 0f the m0$t reCent hearin9S lasted the better part 

_ In summary, I would like to state the Division prior to recent 
legislation which became effective July 1, 1985 had no authority to issue 
a Cease and Desist Order. The Division had no authority to remove an 
otf.cer or director for engaging in unsafe or unsound practices. Our 
on yrea) authority was to request the appointment of a Conservator or 
eceiver. A Receiver is the last resort and should be used only for an 

insolvency The appointment of a Conservator is also questionable as I 
do not feel a conservatorship should be used on a viable association to 
get at one person or individual. 

We have had many problems over the years, any one of which could have 
damaged or caused the collapse of the M.S.S.I.C. industry, had the problems 

ouieH v 6 H th" u?'1.'0" and the Division worked out these problems quietly and without publicity and headlines either by mergers of ailino 
inst.tut.ons^ into healthy ones, assistance by M.S.S.I.C. during the I98O 

1983 earnings crunch for liquidity purposes or for net worth purposes 
Again, a 1 worked out quietly and without publicity. The Old Court matter 

'k J !ame manner 85 it WaS fe,t the ^tuation was manageable and could be handled as were so many other problems in the past. Unfor- 
tunately, w.th the Nebraska situation in the early part of the year fol- 

ed by the Ohio crisis which created a loss of confidence in the private 
insurance system followed by heavy withdrawals at sane of our institutions 
and publicized heavily by the news media, the collapse of Bevil, Bressler 
and Schulman and other Government Bond Brokers throughout the country in . 
which a few of our institutions had scwe losses, it took very little bad 
publicity to lose the confidence of the public in the private insurance 
ot sayings accounts and which resulted in massive withdrawals from our 

assoc.at'ons. The removal of Jeffrey Levitt as Chief Executive Officer 
at Old Court was an announcement that ordinarily would have been an insiq- 
n 1 f 1 cant announcement in the financial section of our newspapers. The 
newspapers chose to make it a front page announcement which turned the 
whole situation into a "crisis." 

_ Again, I would state that neither this Division nor the Maryland 

fnnn9S^re lnsuran" Corporation was responsible for the crisis which owe t e press release on the change of management at Old Court. 
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As a result of the problem 'n Ne^S^:iure of several Government 
problem here in Maryland Y a question arises as to the role of 
Bond Brokers throughout the c . future and what narket will they 
savings and loan associations m v 

serve. . 

I personally am concerned jh^yllnd hhavin9tp^,CTS v'hith 

the incustry. Wi ^^ 'wo states !)h.o .ndj^.ry'land. ^ 
has received more than its s hi problem was in both states 
of the industry has gone downhil and this _ More important as 
with the state chartered prl'^ which COTes-57r of Washington 
far as Image '« concerne''l. % Loan Bank has many many associa- 
constantly stating that the de afund of the 

Federa°^Savings Ind^^anlns^rance Corporation. 

Earlier in this report I quoted Mnl'iwted 

Hay 23, "herein it was ^ep |oan associations failed and 
about W federally ,nfure<1.S°^o^rd deferred many of the losses by 
that the Federal Home Loan Bank Boa s to continue to operate. It 
allowing essentially mso^Wen 1osses far exceeded the F.S.L.I.C. 
was further stated the unrecognized losse ^ the Uashington 

56.1, billion reserve fund. r. the^ of losses , 850 savings 
Post, it was stated that a Y ^ A recent publication, 
and loans to go out ®f.bu® "®" , council of Savings Institutions, 
"Washington Memo'' of the National Co (Exhibit 0, stated as 
dated July 5. 1985. copy of wh.ch is attacnea 
follows, 

"The push to consider chang.. in.^rlsln^We W"o? Ohio 

IT. the^anking"^ .O^p" member has urg'ed hearings on the issue 

early in the year. 

♦ «•••• ' ' 
i i k, on IPS'! copy attached 

Our own Horning Sun of ^atur ank B03rcj Chairman Edwin Gray, in 
(Exhibit D), quoted Fede'a|h

H^v^Y Hi 11 s' Sav i ngs and Loan Associat.on, 
discussing the failure o t e . p.S.L.I-C. which backs deposits 
Mr Gray predicted further strain reserves fell for the 
at federally insured savings and loans- » .S-LJ .C;^ bniion ^ , 
first time in bank board h rmore with about one-third of all 
$5.6 billion in December igM. Furthermore, 
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eoera ly insured savings and loans operating in the red, Mr. Gray said 
he expects the F.S.L.I C. insurance fund "could be diminished signifi- 
cantly in I985 and 1986. Additionally, both the Morning Sun and the 
Evening Sun of July 26, I985, copies attached (Exhibit E) , spoke of the 
..nsolvenc.es in the Federal System, m of the F.S.L.I.C. insured insti- 
tutions, which if closed would wipe out the F.S.L.I.C. Insurance Fund. 
Comments such as quoted above surely will cause the general public to 
give some serious thought or consideration to future investment of their 
savings. This I am sure, will have a real effect on the future growth 
or the entire industry. 

JJ® savings and loan business has always survived a crisis, however, 
and will probably survive our present problems, country wide. Perhaps 
the industry will not gro, at the rapid pace we have seen in the past but 
there w.11 be survivors. I think the investments might return to what 
they were before deregulation. Savings and loans have always been resi- 
dent.al lenders and they will continue. Ccxnmercial banks, although lenders 
have never really been long term lenders. The twenty-five and thirty year 
mortgage loans were always left to the savings and loans, and there will 
till be a market for the long term borrower which cannot always be 

serviced by the corrvnercial banks and cannot afford the short term loans. 

I am sure there will be much legislation on both the federal side and the 

doL\S / 10 ?ttemp' to reregulate the industry, to correct the damage done by deregu1 a11 on. For the State of Maryland I would hope to see re- 
regu1 at 1 on to restore the industry to what it was before so many areas 
were deregulated. This would include the following: 

(a) Prohibit all insider loans to officers, directors and senior 
employees in policy making positions. I include in this ~ 
prohibition loans on personal residences. 

(b) I wouldJike to see commercial lending be prohibited altogether. 
Commercial lending put some of our associations where they 
are today. If a complete ban is not possible, then limit 
commercial lending not to exceed a certain percentage of 
assets, say )0% or 20%, but some prohibition in the Financial 
Institutions Article. Consumer loans are now restricted in 
the F.I.A. Section 9-419, to not more than 101 of savings 
11ab11i ty . s 

(c) In years gone by associations in Maryland could not make a 
loan more than 50 miles from its principal office or branch. 
Today our associations can invest all over the country --- and Ilunb can invest all over the country   ar 
some do. I would like to see some .geographic restriction on 
lending so that if examiners have any questions or doubts 
about a particular loan at least a staff inspection could be 
made, assuming of course, the loan is in an area close by. 
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am sure 
There are probably many other areas not covered above 

as we approach the I986 session of the General Assembly, many bills will 

be introduced, some of which might have a lot of merit I am sure 

^andTiH^ 0f ^ will have their work "t olt for e. and it should produce many necessary changes in the industry. 

if nnUrhethe/ and loan industry can ever recover the stature 
as W be.a|

matter of restoring public confidence industry wide as recent press art.cles have tended to destroy the industry. ' 
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Battered Rescuers 
'    
Agencies That Insure 

Bank, Thrift Deposits 

Face Major Problems 

FD1C. FSL1C Are Dealing 
With if Rise in Failures. 

Strains on Their Reserves 

But They Have Vast Powers 

By C. CnanTiAK Hux 
«uj/ VT"* 

W»Lh 0* U.S. fUvxiwUl •yK«fn u^rr irr 
mriunxtt »(rain. ihr big rukj U«olvtJ<C 

^nd Otnn IraniuUoni areol beiftf run 
w much by Uwlr action m Ivy Um 
in Owl InMifT Uvclr driwuwrv 

T)ve hnlcraJ Ucponi liaur^rtcc Corp.. 
which iruurca dcpufciu up U> llOt.OOO 
cunuiirrcliJ knd uvtn^s tAAk». aad ttM 
Knk-r^J SUvliigs tnd U>aj» lr»*anL*c< Oirp.. 
_hlch prvvuki ilnillt/covtrMfe fur iivlnp . 
«JMl Wwn ttMJCl«LktA HCCOulilM. »rt facing 
tuipfrcnleiiird ^roOlrnm TUc crlmi* tl 0»- 
uiirnu] llllnou NukMkaJ b^nk V TruH Co. 
Ami Lhf growing nuniben ot bank and Ihrtfl- 
iiuUiuilun jruolvcocica kiurm ih&t Uw 
cici' atntirgWk fur dedlng wlih met* nil*- 
4»uns ajmJ fuiurr* nuiy b« faJUtg Lhem- 
•cIvm both U* KUlC *na Ut* irnUC 
gctung lnu> INrir 0*n hn^ncUJ t»nd^ 

Tivr KDlCi rrcrui irv/uavuA ot ll.& bUllOrt 
uf uiburOuulrd OcOt into CorLinmiAJ llllnou 
k±a u«d up mofr ihan iM ih« agmcy • 
aAnu*J caih fW lnd»niuuly. fcUanwhU#. 
b^rii faJlurt* in uaaI ihrm ymart tuv« 
•Jrf nfly cu«i ux KUIC an MliniAiAd tU Wl* 
imi (CDnUrwnuJ lUlnou U prMAing for k«r 

aLaLkxi inal would idkuw uut-U suu b>ntJ 
U) ftCqolrr IL »aK> on pafe U.) 

^"iUJCt pfOfcWnii ^ ***** B^- 
(wc«n I MM I anC l«3. *Uuui *40 *AL« faiiod. ■ixi ihr agency and IU p&rwU. lh® f'etWral 
»4<«nc Umji Han* Board. Mv% e<<crrr*i 
nM, ot If* km*e% try Irumg caMfltially In 
*i>lvcOt LA cufiUouc Uiopcraic aad kltlnr 
dMiiy ocVn rcfcofl lo accuunlliig |imjiac>^ 

• ppca/ •uivent TT»r uArvco^nUwl Inann 
f-r rac*«d UM raJCa K.4 hiilfcoa tWN 
luod. 
Paiirrn of Criie*' 

••T«kra u « wK^r." uyi Drtwdi Jtcobc, 
ihr r*»c*rch dlrrdor of ihe UJL L^agiM ai 
Savmo liuUlutkMii. "tvemu ot tVi aafly 
ilMOb atiow ■ paiirm of financlaJ crt** us 
pictnlrntod ilnrr ihr flnAncVaJ dcbacU o( 
Uw lV*b . . . The cicpuaJI inaurahfc 
kyucvii lurl/ la bc^rvg fej" . 
UiJwrr rau." 

tiowevrr. fn» obe^rv^i brlKx thai IV 
nalKxi a b«J\felng »yu .n •UI Caj**- < itlurd 
Ihr OvaJ n (1M duAog Orrmi i. . >raa 

AUhouf h »^vrrrly drnird by CorUnefiUJ 
llluwu. the Mnual caah ftu« Of 
dtxHil IS Ullkm u Kill hugr. and m far lu 
ummI rw-rvr fund of til biliw* has krv< 
trvwUig (V^vJl<- irw rlar in failure coatr The 
h^klJC U cwaiocrtfig aj^r*»mraL« igalaal 
yi-i > Uiai couk) raiar nearly tl t bdf ■ and 
aiao ii plan lo burrtxc (turn IW KevleraJ 
lt«Kiir Loan baak byticm Lu Anaoca BMr^- 
cn ut failrd ihnfU at Uitte cml 

If either fund boronv* ilrapped. nwrr- 
uver, II can borrow frvn the Tiramify. and 
Owigrra* liAi aaxl U maJd aiithoru* Cvx ' 
more fuaoa. • 

TkrrwJ U Dcrrg aiaLVjc 
but If. ir^arvn.' W pf\rf>Je#nj • rt 

111rraiming to b*ocJ (kpuuiiui> loanu- 
Uora' drive U) cxmiijJmy Orrrii/.ailun. ripir- 
Clally I he re<u>raii-ifi o/ ll»rii pre 1*33 j»«r 
en Lo midrrvnu: inaui ant < a/ki kk untx-a. 
tn*lead. rryvilaLon an punning i«r*» rvirt 
a/kd aff »e*kli\g rwlrttUv# leglaJaiwin. Ttiry 
fu*f Ut/mrd coni(iieie Iiviuj arv r of ine bm 
arrrd drp^iu ifiai nclprd furl iiirculaiitr 
.'rndntg And Ihey are (oOanwring hiKhrr 
capital rvgulreirkrnU. iighLcr auprrvlaawt o/ 
ne-w us irraJ ckpoaiLory UialUulK>^4 and a 
varying of Iru^jraiv< premuiu a^XoidiJig lu 
Lhf riaaj Lakaa by kikdrra * 

"KenrgvlauoM la gutrvg LO Ka[H>m." My« 
Da \ id Caiea. a well kj tow a bank rooauJtanL 
The CnnllnenlaJ failurr-and t think CbnU- 
aenlaJ did In fact fail and Li bring kept alive 
with am bain ang fluid-coupJeaJ with U«c 
hUlCa loiai coverage ot all cmlliof tui li 
going 10 gtK Congnoaa very ypael. The level 
o/ rtak lr baniing u ruing, and Uta Inaur 
aACe funda have finite rcaouivrt." 

In addllkm. the ^rufelriia a( ao many ft- 
aancial Inaututkma ara aaenirv* ei*>ni.oua 
praaaure on Lha Koderal Kearrva to try u> 
drive down tnianaat ralaa. wMne bankers be- 
iMve. The roc en i rale tncrraaee are raising 
i.tujicia) tnatUuuona' money coats and hull 
uif their alroady-weak bumiw n*ai»dthus 
making lha irvauraLca agmtciea >o0 
harder. 
EndArx^rod TWIfu 

"A algnificatii upward change In Inierret 
ralaa.*" aays bank b«Mrd ChaJruuLA Kdwm 
Orv;. "couid agaia auUnergv the nujomy 
ot thrlfU In a aaa u/ rod ink. and ih* ablliiy 
al the ih.in industry—and the KUJC-tu at>- 
aort) such k—as couid be hignJy debaiaok! 
at beat." 

High Intereat rates alrrady are aggravat* 
Ing tt.« problemauf both irunrance agencira. 
The ^DIC has been aupponing with pn^nia- 
aory notes s group of Ug. c^aenilaily liiaol- 
vent aavlrvgs banks whuse condition Is w\>nr 
enlng aa UtLereat raiaa nee. It wouM Lale a 
11 biUkJt in/usum to reators the aavuifs 
OanXS to sm aOa^uau Wv«l ut capiiaJ. bol 
•von that wouldn't ataftrh their km as frxjm 
tow yielding mungage loans. 

to addiiior. iti|ii u.ien^i rales could soon 
wipe out the roriiaining capfiaJ of about uiir- 
Lhlrd ot lha klL Wtdustry. Uraptte the 
KUJC s poiicy ot nuralng UitLa along. U.L 
failures msy coat U* agency J2J DUlkJO lAis 
year. >i/. Cray ostimaica. 

The agtmcics* proOMtiiS emend far bo- 
yond high inirreai raioa. luiwrver both In 
•4Jwri woes ae< up U> (nras i ■ 11 runs ua dy 

^tsoaa fkra 1c *. Cahwna / 
* * 
^ i. 

l/j/Scl. JTrterT Jo&ft A c 

E* H i p. f) 
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tercd Rescuers: Agencies That Insure Deposits 

At Banks, Thrift Institutions Face Major Problems 

 r— 
Conlimh, J t-rorn 

(■WbiUvy Inalllulbvii tiy trurrw^d i/ti a 11 (V|iub 
tiun^ihr flaAiic tank roll«y®r of iNr l>r- 

f »• Mul inrw. tjr^ au>r of In- 
u#fl. njiu iirr r»ir TV rurrrol 

|.nw»u n» U ruAi l»v bgf, litr|ffiy uninfturrd 
«w-i*i«au>o. a |in>blfin (hiI u* 
•f ren I rrntly |o hgndk. 

Mivmivrr. Uk two M^rnctn irr brlnf 
l«»n rxi io pi^y « tllffrr^nl i^afitr uivftrr trying 
( OfHJHIitfi^ Hlf ull<«l«l (W ptAltOn Kit vf 

, brromr f *lmikrly.nrrv.^s Mftuul iNr ftnan 
fill syitrin in frurml k/k] iV ^MMiry-crtXer 
bunka in pankuUr Th*i cyatrm haa brrn 
t»r>iabiMmJ by yran of rts oakjn. InflalUvi 

aprrulalhjo. Mjvj tfx airalna arr wurar 
ili*n mi any iirw sirwr (V IVpmskoft Com 
nvrrci^J ha/Uji huvr aiialainrO rrcoftJ domrs 
IK bwtn kwi tuvJ havr Hiinply drferrtd of 
duruurd hucf aikiKtonat kjavt un (orrifn 
Wmils Thf SAL* puslrd Utv^a UKaJlnc abuul 
110 billion In IWl and IW. 

Mranwhik. huyf a/TMKints of untruurrd 
<Vpi«iLi hstf brromr conrmtrai^d by 
nionry markf-l fund*, priialon funda and 
aonir whrr financial IniUiuHona ai a rrla 
hvrly lew rrvmry rmir-r and Wf rrrtonaJ 
b-nkj Already sportkrd by all lb< siraina U 
Ibr lirxMSK la I ■y>irm, many of lh^ flajii 6r- 
puaJior* buiird wfwn rumor* a bow I a ptmal 
bir fallurr of ONKinenial llllnou rrupird 
rahlfr IhLi ntonlh. and (V Chicago bank 
w«j kfl morr Ihan U hiJIkon ahofl of mtM 
mc lU dally obll^atkona. 

In auba^ocntly hrlpinj to anranrn a |7 I 
blllmn balhiul of Lhr frKlnr^rrrd luini. Ux 
KDIC chanr«l ill ilrair^y abnj^ly Laa( 
yrar. William l*ajf. a>r KDlC cfulrman. 
had low CoofTrii thai ibr a^-ncy planned 
10 duclpiinr" Uk locrrasliiifiy drrrfuJalad 
rwinka. a-Kix of whirh had pm* off on a 

of highly sprrulativr fefKlInf TIk new 
fi/i* plan. Mr l&aar kiud. wai 10 aknr or 
klop ih< rkrn of dri^iu io bad baidu by re 
•imrinr fuller diArfcamrr of Ihrlr Iruubied 
»oAn». and by InaUlltitf d^pnallor caullon by 

movlny away from the otrflon ^hal aJI rrrd 
lion ai lhr laryrr banti and Ihnfla will aJ- 
ways br madr whole an InailluUtm 
fail.1* And mr ►*L>K.* did aOO|>f a pulley of 
Irllinf uninaurrd drpoalion i«v« i niia la 
aonve amaJI bank fallorra 

but lhai airait-ry. •f-l a kM of other lllu- 
ikmu abi^ji ihr ability of lhr frderaJ Inaur- 
aiwr syalrin U) dral wlih finanrlal crlsra. 
•rfr «W-iiK>liil^d by Utr hu^r run on (aMill- 
•irmal lllinoij by uninsurrd InaUiulkvuJ de- 
laatiorv 
llnprrfr<lrntf<l Move 

yttr ine (irM time In the FDICt 51 yrar 
history, tlx a^ncy w<u forred lb pi^ljrr 
publicly io proiwi «li cmliior* of a bank. In 
jdvanre of «ny lillure. II asaorad lhr b^c 
d^iN&iion of dr (a* lo 1'iivrmniml Inaur 
jnrr. rvrn ihoiii:'. U»^ir acrounti far ncred 
lhr JittKOu limil Thr Federal Rrarrvr 
j.Uled mat l| would bark up Ihe ►'DIC by. In 
rflrri. prinuny as murh n►-*>»■ y aa mlftil V 
orrOrd lo repUrr wHhdrawaU And If a 
meryrr Is nrrra^ry. lhr K OIC probably will 
hj»« In luhr largr Kirovs l<» irvJurf any pur 
ih.i>rf to nik buying Conum'iitaJ llliitob. 

Thr KDK* rriuv^j to stand by In lhr lace 
of a run on QjrtirwniaJ IliinoU brcauaa. wuh 
mi many blf 'iinlu. Nirdmrd with prubirm 
Inati^ in nrras of Owir cap4iaJ. thr afrnry 
Irli Ih«l It couklii'i rUk lhr rrlab» <rf court 
•W-ncr iure lu follow Conunenial a coJla|*r. 
Kuns ran aprrad likr a CtHila^VM U) othrr 
tmnkj thai h«vf adrquair capital lait arrkKjj 

The Rlsin": Ceils 
0- 3' "'i an^i S*' L Failurfs 

rrmly UK prlnclpf' T*j>aM ol Urn UJ. fl- 
nanclaJ ayatrm. ' 

Laai October, ihe PDIC aaw wttal • liq 
uldtly crunch can do lo a Ui k TSe Klrai 
NaUonaJ Bank of MkUand, Teaa*. quickly 
k^l nearly WOO million of depoaJla following 
dlacloaurr of lu prubMm roerfy loam Thr 
KDIC can eaally abort up a ainfk faikjd 
bank. Nut a ware of failed woukj be 
Mulle another m^ner. . 
Kiainx Incidence 

Until ihe ItoOa, momover. ihe FD1C had 
lo contend wlih only «^a major run. ihat ai 
Krank'iM NatVmaf Uank ir New York In ivli 
But In lhr LiTlh. II haa had ti» coqicim4 with 
fiwr: Klrat Hennaylvanla Harvk In lahO. 
Cirrrnwwrh Savlnfa Hank In Klral Na 
lionai of UAdland In IMJ and now OooUnrn 
LaJ IlllnoU. 0«ixjaJLor coaAdcocc La claarty 
b®a»minjf morr fragile. 

And atime bJf banks ihemarlves Kave ba- 
cunir larry of tVlr own (V^- ^ Wa re 
afraid of lhr inorey market fund rrunax 
rra.' on« Trjua banker aayr ' Sonw of 
liwm arr Ineapervmced and overreact." 

Ironically, much of the current dl^om- 
foci ai ban km and ^ \JL^ aprtnfv from Ihe de- 
refulalion that Ihry Ihemaelvea ao aa^eriy 
•oujfhl. Thr S!iLa wanted thr hrhc lo make 
a wider ranf^ of kiana to help ^weraie the 
camlnjfi to nftaH lN"r innees <«i rtied rale 
nkon^afTa And both ihe banks and ULa 
warned Ihe lo pay drpuaJtors unll/nllrO 
rate* to rompele with the money market 
funds and other Invcau.. ijta. 
The Broken 

AI abo-ii the ka/ne time. depoaM brokers, 
TVJney dea-ta ami ctrn, er net wurka apranf 
up lo funnel fully Insured JUJD.OOO depnaJls u> 
the hifheat bkl<Vr So. bank* a.-thrlfu 
wllk a yea U> (ry Wfh rtak lendinj • v «aa 
lly obtain ihe drpo* ><s- berauu* of l>e inaur 
anca. with mr c-jesUona aakod Uoraover. 
Ihe Inauranrr funrls and oth^r nrfulaiora 
wrrr U*> urKierf - '»>d or loo haryV in 
haJidle the eipkj%kun of (allures thai maulted 
from mlalnf derrjulalkin wllh aa aJraarfy 

a^ened "rvwkai aymem. 
Now, the ckaurance fuada tacw a fwofoid 

probirm: lo flnanra merfen of iMtliutkuns 
failure becauaa of pre-xierrriilatko® kuajia 
thai amcxinted to beta on Inl-.^iuM. aurh aa 
enarxy| 'Vsed r^^mort^a^a and forelrn <m^4l - . . ■_   ^ J _ .   .     .w, *riaiu« rndinj, and lo provide Inaurance ko cVnx^1 

liquidUy pnjbiena. indeed. Ikjuklily U rur j ton jn ibe ^grefutaled tr) without wntlnf a 

^ blaiU ri*eck lor cvrry car^'-^a Irndrf In the 
country 

In deallnf with fallurea. the chnt^ 
l a atisteiy guile unlike IV KDIC a. inaje*.) 
«if rut «iurajr)n( full dtarkaurr t»y irxiubled In 
atllutwxu. the SJiL Insurer haa pu^lwd tiie 
ihnfla U) dia^ubr lhr If poor n*»dllW«( i.y ui 
ink acmuniirif pruce^lum thai arti'lnaliy 
inflate their captlal ami e«Jii<i(fs Thr pm 
cedurrs mainly Involve drfrrrinf Ua^-a 
fn»ni ^"W yirUUnf hot thr ►"WJt.' 
alao la |ir\)v1diA( promiaaory noiaa io mtn* 
weak SiaLs. 
OvtMTtaiiVl Cap!LaJ 

In recent conrnrulonal Lestlmnry, Mr 
Gray. Ihe Hank tViasd dialnnan. cii#«reiVed 
thai lhr policy csuaes a "vaal overauLr- 
nkenl" of thr bidustry'f capllaj. H<nv *aii1 

h^iUC slatlsllcs Iwtlcale Ihst of the 
SA rrpiK ..5; not wonh of billion si tlw 
end of 1HO came from accouotinf fun 
micka. 

The Idea was lo buy lime, until lnirrr*i 
rate* dropped and Uirlfu coukl rrium ui 
p^iablttly by replacmr low yieldtnc aaarts 
wllh adjiniable rale loana. 

Hul Inlerrci raira dldn I drop lonf ennurh 
to aLanch the toaaea. and n\any MiLa uaed 

•derefulation and the UluakMi of aijJvetvy 
provWind by Ihe Hank Itoard to lure nvirv 
depualls. Much uf the |&J 3 billion brouflit In 
laai ynar was uaed (or speculative lendinf - 
In Hard rate mort^axr loana. la buying 
ftxnd rai^e. morgfair-backed aecurilkn and 
In loana for lanil de>rloi*"«-tii. cmwlomim 
ums and crfAce butkdln^v If inlrr»>i raira 
continue lo rtae. more b4f Wiaaea couid ba in 
store. 

The linked frowth In depnalta and ktan 
loaars al snme SIcIji luut bev-n alartlln^ In II 
rikoritiis. Kmplrr fcavlnfa 4 l>*an of Mea 
quite. Texas, grrw I.WCX to Uuu mlllwm tt/ 
(W-iwiaJls aa of laat Jan: 31. Abiajl a'.**, of lu 
lending waa nnanr#<d Ihroujfli brtikera to 
March. U noUaiwul after a cunsiructkjn 
lending sprwe that Is expected to coal the 
KUJC SIM mlllkM. 

Kven relatively ama'' * "-Iji can fenerale 
klna-alse loaaea. New Nonh Miaausi^M it** 
Ino In Ou/ord. MUa lost 12* miUkm laai 
yrar on aa^eui ot only ti ib nuilinr. arronl 
Inr lo an KSUO filing. Nim. U la uMvr 
KVUC ronaervatnrahip. with nefailve nn 
worth of U0 m11liar. 
More Bsul News Coming 

"KHIJC Kaa an unlieiievsMe arrumuls 
lion of bad ktana comJn^ dmm lhr 
aaya one former Kank Ikiard <rf(ifial More 
bad loana are Ihe last thinr the axenry 
iy«eda Kaaentiaily lawolveta mur in*- 
aalkir. 

.V>me experts thlak that Ihe KSJJCa i*v 
remaining sirslrty is In 1 irk (k>wn on rrn 
eyade SALa while treaiin^ I la f n>* Uij rjm 
tlnjenl llaUJUIet for Inadjvent iu.La ax a 
kind of nalkma) dela. ConfTnaa haa already 
naaaed a reanluOoo 10 the effect Out tlw ruli 
faith and rr-ttlt of the U-k go-vemmani art 
behind thr ineurancr furv«a. 

The real vaJoe 0/ KMJC . . may rHU 
he lhr &A biilkm fund." u-yx Kkchard I'rait. I 
« fornkcr L'ank hoard chairman, "but the 
rlfht to aay depoaita are rua rroe and u>c 
tfovrmmeni at am la behlml iheir^ Mean " 
while, the Rank lioard may h«ye u* |*u 
fairly aevere llmlU on the Imluairy and poi 
haps Ika-fUM irvwih only for if*me insiliu 
tkais thai haw ahtrwa LbC abUhy to >amiie 
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Vol. 2 No. 26 Washington, July 5, 1985 

For Members: 

NEXT STOP..DEPOSIT INSURANCE 

Another controversial issue on the horizon in Congress... This 
time..deposit insurance— The House Subcoimittee on Financial Institutions is 
expected to announce hearings fairly soon... 

The politicians were bound to get to it eventually... And problems in 
Ohio and Maryland hurried it along... The big question facing 
Congress: Is a drastic overhaul of the deposit insurance structure 
needed? 

Timing for the subconrnittee hearings could be tricky... Only three working 
weeks left for Congress in July before the August recess... 

The push to consider changes in deposit insurance is coming from Democrats 
and Republicans... Rep. Wylie of Ohio..the ranking GOP member..has urged 
hearings on the issue since early in the year... 

Adding to the anxiety this week... A Washington Post editorial..supposed!y 
Quoting a FHLBB study..notinq that it would cost S16 billion to dose all 434. 
insolvent..but still operatino..FSLIC-insured institutions... That's about $10 
billion more than the FSL1C has...; ' 

Too early to know what will evolve out of these discussions... But as 
we have said before..sooner or later Congress will make big changes in 
the system... Some fonn of risk-based premium is a good possibil- 
ity... When the House hearings start..we could be seeing the 
beginning of the process that will produce that kind of change... 

MORE MONEY FOR MORTGAGES 

Freddie Mac has a new..temporary..program offering lenders a price premium 
for certain mortgages... It's intended to promote Freddie's four types of ARMs 
end four types of GPMs..graduated-payment mortgages..introduced earlier this 
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Federal S&L regulator 

criticized as lethargic 

By Julie Jotmson 
Wuhmgun Burau of The Sun 

WASHINGTON — The FedereJ 
Home Loan Bank Board wu crtu- 
cUed yesterday by a House aubcom- 
nutlec for a "pervaalve level of Idh- 
Ultm and Inertia* In rcgulaUng Ihe 
■lauon's 3,000 aavlnga and loan In- 
atlluUona. 

Bank Boart Chairman Edwin J. 
Gray, who acknowledged problem* 
In oventcelng SAI a, said In his agen- 
cy's defense thai rcgulalor* 'did not 
have enough ... to deal with the 
kinds of problems we faced In 
savings insUtuUons thnx^houl tlie 
industry * • 

The House Energy and Com- 
merce overalghl and Investigations 
subcommittee's hearing yesterday 
was the thud held la Inveatlgate Ihe 
Insolvency of the Beverly HIUs 
Savings and Loan Association, the 
nation's 37lh-laige»t S&L. . 

In April, the bank board took over 

the S&L. appointing new manage- 
ment and contnbuUng 8140 million 
to keep the InstlluUon a/luat. 

Repreaenlatlve Ron Wyden p. 
Ore ), who aald 'plain stuptdlty* was 
behind the Beverly HHls S&L's Insol- 
vency. rebutted Mr. Cray's claim 
that the Bank Board's slafl of 750 
examiners was loo small. 

The real problem Is a pervasive 
level of lethargy and Inertia at the 
board and that they're not willing to 
use the regulatory tools thai they've 
got right now.* Mr. Wyden said 

Mr. Gray, who aald the board In- 
tends to hire 250 more examiners 
before 19116. maintained that Ihe 
agency had been "spread too thin" lo 
Inveatlgate problems at Beverly 
Hills. 

"Can 1 Interpret that as you're ad- 
mitting failure." asked Mr. Luken of 
Mr. Gray who responded. "Yes " 

While focusing on Beverly Hills. 

Sec S&L'a. 4A. Col. 5 

Mr Gray predicted further strain on 
the Federal Savings and Loan Insur- 
ance Corporation, which bucks de- 
posits at Icderally Insu/cd aavlnfis 
and loam 

FSUC reserves fell for the first 
time In bank board history last year 
dropping from 66.4 billion In 1983 to 
65.6 billion last December, accord- 
ing to documents submitted lo the 

I subooouniUee yestenlay. That amount Is about 6400 mil 
Uon less than (he 66 billion figure (or 
reserves often cited m by (he bank 
board ' . 

Furthermore, with about one- 
Uilrd of all fe&fuUy Insured S&Ls 
now operating In Uk red. Mr. Gray 
said he expects FSUC funds "could 
be diminished algnlflcanUy* in 19(15 
and 1966. 

Such a drain Is Ukely 1^-^i.w- 
savlngs Institutions Increasingly 
have become Involved In risky veu- 
turea and unaound Investments a 
problem thai ultimately loppied the 
tkrverly Hills S*i he said. 

Beverly Hills, which had approxi- 
mately 6700 million In direct invest- 

ments at the time of its collapse, 
failed because of a 'series of tncrcdi- 
Uy high-risk deals with developers,' 
said House Energy and Commerce 
Committee Chairman Kepresenta- 
Uve Jolin D. Wngell (D, Mich.) 

Mr. Gray said die bai^. board had 
been slow In detecting problems at 
(he (hrlft because Its records   
which he called Inaccurate — 
allowed (hat Beverly HIUs had a net 
worth equal to 3 percent of deposits, 
which is consklcrod suiUcient under - 
FSUC standards 

RepcraentaUve Thomas A. Luken 
(D, Ohio) ass,Hied the bank board s 
handluig of (he Beverly HIUs case 
and said (here was a 'wide discrep- 
ancy" In Mr. Gray's altitude toward 
(he California thnf(s and his ap- 
proach to the S&L crises in Ohio and 
Maryland 

"There Is a hard line and a soil 
line that's been evklcnccd by (he 
Federal Home Loan Bank Board 
The Ilard line toward Ohio aial sub- 
sequently Maryland and the soil Ur ie ' 
which Is presented today.' Mr Lu- 
ken said, noting that the bunk board 
chairman had been a bunk cfllcial In 
San Utqjo 

< c*T p 
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Federal S&L regulator 

criticized as lethargic 

By Julie Johnson 
Wuhmgum tkinau of The Sun 

WASHINGTON — The Fedeml 
Home Loan bank board waj crtll- 
cued yoKcixUy by a House •uhoom- 
nuuoe (or a 'perva&lve level of IcUi- 
argy and Inerila* (n regulaling the' 
liaLkNi's 3,000 aavln^e ajjd loan In- 
aUtuUons. 

Bank Board Chairman Edwin J. 
Cray, who acknowledged prohkena 
In overaeeing Sfldji, aald In his agen- 
cy d defense thai regulators 'did not 
have enough ... to deal with the 
kinds of problems we faced In 
savings InsiltuUons throughout the 
Industry.* . 

The House Energy and Com- 
merer oven4ght and InvcaUgaUons 
subcommittee's hearing yesterday 
was the third held lo Investigate the 
Insolvency of Ihe Beverly Hills 
Savings and Loan Asaoclation. the 
nauon's 37th-Urgest S&L. 

In Aprti. the bank board look over 

the S&L, appointing new manage- 
tnenl and conuibuung 8140 million 
to keep the Institution aflual. 

Representative Ron Wyden (D, 
Ore.), who said 'plain stupidity' was 
behind the Bevaly HIUs SSd-'s Insol- 
vency, rebutted Mr. Cray's claim 
that the Bank Board's staff of 750 
examiners was too small 

The real problem Is a pervasive 
level of lethargy and Inertia at the 
board and that they're not willing to 
use the regulatory tools that they've 
got right now,' Mr. Wyden said 

Mr. Cray, who said Ihe board In- 
tends to hire 250 more examiners 
before 1986, maintained that Ihe 
agency had been 'spread too thin' 10 
Investigate problems at Beverly 
HUls 

'Can I Interpret that as you're ad- 
mitting I allure.* asked Mr Luken of 
Mr. Gray who responded. "Yes ' 

While focusing on Beverly HUls. 

See MtL's, 4A. Col. 5 

Mr. Cray predicted further strain on 
the Federal Savings and Loan Insui - 
ance Corporation, wluch bucks de- 
posits at lederally Insured savings 
and loans. 

FSUC reserves fell for the first 
time In bank board history year, 
dropping from 86 4 UUlon In 19B3ai 
85 6 billion last December, accord- 
ing to documents submitted to the 

j subcommiuee yesterday. 
That amount Is about 8400 mil- 

lion less tiian Ihe 86 Ulllon figure for 
reserves often died to by the bank 
buurd. 

furthermore, with about one- 
third of all lederally Insured SfliLs 
now operaUng In tlie red. Mr Gray 
said he expects FSLIC funds 'could 
be diminished significantly' in 1 
and l<4b6. 

Such a drain Is likely because 
savings Institutions Increasingly 
have bexxune Involved In rtsky ven- 
tures and unsound Investments — a 
problem that ultimately toppled tile 
Beverly htlls S&L, he said 

Beverly Hills, which had approxi- 
mately 87u0 million In direct Invest- 

ments at the time of Its collapse, 
failed because of a 'series of Incrwll- 
Uy hlgh-rtsk deals with developers,' 
said House Energy and Commerce 
Coniinlttee Chairman Kepresenta- 
tlve John D. Dtngell (U. Mich ) 

Mr Gray said tlie bank buard liad 
been slow In detecUng problems al 
the thrift because Its records — 
which he called Inaccurate — 
slKJWed that Beverly Hills liad a net 
worth equal to 3 percent of deposits, 
which is considered sulllclent under 
FSLIC standards. 

Representative Thomas A Luken 
(D. Ohio) assailed the bank buanl s 
handling of Ihe Beverly Hills case 
and said there was a 'wide dtscrep 
ancy" In Mr. Gray's atutude toward 
the California thrifts and his ap- 
proach to the S&L crises In Ohio and 
Maryland 

"There Is a hard line and a soil 
line thal's been evklenced by Ihe 
Federal Homr Loan Bank Board 
Hie I lard line toward Ohio and sub- 

sequently Maryland and the sat Uii? ' which Is presented today." Mr Lu- 
ken said, noting dial tlie bunk board 
chairman had Been a bank Ulklal In 
San LHqjo. 
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S&L insolvency rate 

called peril to U.S. fund 

WASHINGTON (AP) — Almool 
14 percxnl of the nation'i (ederully 
Iruwrcd Uinfl InnUUiUons were tech- 
nically Irwolvenl In lSd4. posing a 
potential nak of 815.8 billion to the 
loleral Inaurancc fund, according to 
a »uff atudy by cconornlata at the 
Federal Home Loan Bank Board 

The new report. dlaclOMd during 
a Senate Banking Committee hear- 
ing yesterday, dramatically under- 
•cored the problems facing the na- 
tion's savings and loan industry. 

The 815.8 blUlon potential drain 
on the federal Insurance fund, 
which protects deposits up to 
6100.000, dwarfs current asaets In 
the fund — which totaled 85.6 bil- 
lion at the end of 1964. 

While the study provided a stark 
view of the financial health of many 
of the nation's savings Institutions, 
olficials emphasized tliat It allowed a 
woral-casc scenario that Is not likely 
to happen. 

The bank board staff study re- 
viewed the assets of the nation's 
3.167 federally Insured savings and 
loans In 1964 and found that 434 of 
the Institutions had liabilities either 
groiter or equal to their total assets 

This meant thai 13.7 percent of 
] the nation s federally Insured thrift 

'i Instituilons were technically Insol- 
| vent last year. 

The bank board economists esu- 
j mated that if all of these Institutions 

The $15.8 billion 
potential drain 
on the federal 
insnrance fund 
dwarfs current 

assets in the fund. 

were to fall the coet of covcrtng the 
fedcmJly Inburcd depoelUt would to- 
laJ $15J9 billion. 

However. Senator Jake Gam (R. 
Utah), chairman of the Senate Bank- 
livgCommlltce. cmphablzcd thai the 
likelihood of thcae failures all occur- 
ring, or all occuring al one time, was 
"very, very remote.' 
' In most caaes. the bank board 
ttceks to find licitlihy financial insil- 
tudons who will take over the trou- 
bled thrtfta. therefore ettcaplng the 
need to cloae the thrift and pay de- 
pot»i( inaurunce. 

bank board officials have eatl- 
mated that the tnstancefi where they 
will not be able to do that are likely 
to cost the Insurance fund — the 
Federal Savings and Loan Insurance 
Corporation — 81 billion this year. 

Mr. Garn said the study repre- 
sented a "long-range problem" and 
not one tliat should send people ini- 
mcdlately 'running into every 
savings and loan in the country, 
withdrawing their savings because 
they were all going broke " 

The contents of the study were 
brought up during questioning ol kxl- 
wln J. Gray, cluilrman of the bank . 
board, by Senator WlUlam Proxmire 
(D. Wls ). 

Mr. Proxmire agreed that there "is 
no way you arc goltig to liave a BIG 
billion obligation occur tomorrow 
morning " But he said lhal the dib- 
crepancy between the assets In the 
insurance fund and the potential 
threat to the fund presented a "dan- 
ger signal" tiiat should be heeded 

"Clearly the problem ol capital In- 
adequacy Is getting won»e, not bel- 
ter." he said. 

Mr. Gray said one way the bank 
board was trying to addre^ the is- 
sue was by recommending that Con- 
gress allow regulators to charge 
higher insurance premiums lor 
thrilta that were engaged In risky 
loan practices 

£>W/ /3 , 7" ^ 
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MARYLAND'S S&,L CRISIS? 

By David Puryear 

A L0ftbis ?'riting. Marv-land's 
Ukrn qUjeTed' ^ 
j . , b.v ,hc Governor and the 
Legislature have restored the con- 

unrfl" 0f
k
de^i,or5- remains unclear is how the state u-iU deal with 

rnose problem institutions which are 
unable to qualify for federal insuranc* 
within the required rime limiu. 

Most observers of the industry- believe 
that the reserves of the Maryland Sav- 

vSin riikinSUrLncc Corporation (MSSIC) wtIJ be insufficient to guarantee 
exisnng deposits. This will leave the 
state with two options involving some 
very tough pobtical choices. The state 

hquidate those institutions 
and pay off any shonfall of insured 
deposits, or it can permit out-of-state 

s Wrf fr * willing to cover the shonJU m exchange for the opporruni- 
tv to do business in MarylandT 

w order to make sense out ofthese two 
opnons. it is useful to know how we got 
o where we are. There are two pans to 

this question. First, how did we reach 

a nnannal environment which set the 
stage for the S^L crisis, and second, 
^nat caused the crisis itself? 

The Financial Rev olution U e are in the midst of a financial 
re\ olunon. Formore than a decade, the 
pressures ofiechnologA' and comperi- 
lon in the finanrial incfustn- have been 

pushing us tow ard greater and greater 
^regulation In almost all cases, the 

12 JULY 1985 

?""iTioD fi!dDS policymakers and regulators is not whether to dereg- 
ulate-we can no more stop this process 

than KmgCanute couldcommand the 
j Tff question is how to accomplish 
dereguJation with the least dismption 
ot the economy, 

namre ofthis revolution. From Jmost 
nothing those funds grew to several 
hundred billion dollars in the aggregate 
*11 ofit outside the control ofbank and 

offered much higher interest rates than 
horJ^and S&L's werepennirted to pav, 
JeadLing to enormous withdrawal bf 
lunds from traditiona] instiru- 
nons The eventual federal response 
u as the phasing out ofinlerest rate cril- 
ings op deposits. Once this happened 
financial mstirutions suddenly had flex- 
ibility to compete for deposits, and the 
most aggressive institutions began to 
gow rapidly. In Maryland, where state- 

fv ri "nd, w"hcrT regulator)- capaci- t) did not keep pace with industry 
growTh, this environment was like an 
accident waiting to happen. 

The S&L Crisis 

, qir C a^C,d5n, ,0 in Mav 1965 when depositors lined upoutsid'e 
Old Court Sanngs and.Loan. In the 
^efks since the Stf^L crisis began 
numerous culprits have been iden- 

Dr. David L. Puryear is an economist at 
p ^^Jor.KlrtrvpoliUin Planning and 
Research of Thejohns Hopkins Univcr- 
sity. He is the author o/Impacts of In- 
terstate Banking in Maryland, written 
in cooperation nixh the Universiry's Task 
Force on Financial Deregulation. 

tified, including Old Coun S^L, thel 
media (for sensarionalized11 covf rare) 
MSSIC, the S6=L Division ofthe Depart- 
ment ofUcensing and ReguIation>nd 
the Governor and Legislamre (for &iW 
to provide the resources for an adequate 
auditing system). 

There is some jusnfication for the 
presence of each member ofthis lir; but 
ifthe Old Coun situation had not come 
to a head, the crisis could just as easily 
have occurred during a fiiture credit' 
crunch. Then the list would have 
shoriened to the last two: the S<StfL Divi- 
sion, which regulates state-chaner^d 
Sd-'L's, and our political representatives, 
who arc responsible for providing ade- 
quate resources for the regulators. It is 
wonh noting that from 1978 to 1964 
state-chanered S^L's grew from $3.5 
billion to $10 billion in aggregate assets 
but the number ofS^L Divsion ex' 

aminers feU from 19 to 16. as the result 
of budget cuts. The sianing annual 
salary for these examiners remained at 
the same level of $12,600 dunng thos 
period. 

W here Do We Go From Here? 
The state has two options for dealing 

with problem institutions which can- 
not qualify for federal insurance: (i)it 
can pav offdepositors, or (2)it can per- 
mit takeovers by out-of-state institu. 
tions. A direo stale bailout ofdeposiior» 
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WHAT NEXT? 

cxrJd b( \ ery expensix e. No one will 
kncm how expensive. unrU ihe rurrem 
eudii procesf it rompleif. The siaie's 
cw would depend, in pan, upon whai 
happen* 10 imeresi rales flow rates 
would reduce the losses on a weaX pen- 
folio of assets) But even with low in- 
terest rates, the cost could be large 
enough tojeopi-dize the state's bond 
rating, w huch would mear) higher in- 
leresT r«ie5- oe &1] slate tKDrrou'in^. 

The second option of permitting 
takeovers bv oui-of-s:aie banks could 
jeopardize the potential economic 
development benefits of recently- 
p«LSsed mtersiaie bankinp legislation. 
Keoemlv, Gov ernor Hughes signed a 
biL which u ould permit anv out-of- 
siate banX to enablish a new fulj-servict 
bank m Man-land, provided it meets 
'area main criiena: (:)ii must have a 

Umited-scrvice bank in Man-land for 32 
monthi. (2)ii must create 1000 new jobs, 
and (5) 11 roust invest a; least S25 million 
in capital facilities in the state. Qricorp. 
which is currently the only limited ser- 
vice bank in operation, can begin pro- 
viding full banking sen-ices in 
Mrnland in July 3 366. Several other 
^orge banks have applied for limited- 
senice charters and will be eligible to 
operate as fol]-service banks 32 months 
following their final approval. 

Because all of these out-of-st ate banks 
would prefer c bead gtan in the 
Maryland market, the opponunitv to 
enter the rate, via takeover and 
without a waiting oenod, is attractive. 
It would make tne requirement to 
create 3 000Jobs less artractive bv com- 
panson; indeed the entry of other banks 
by takeover could scuttle Citicorp's 

much publicized plan for the abandon 
ed Tairchild plant in Hagerstowr. 

There is no easy answer to this ci/em 
ma. The ultimate resolution mav in- 
volve both options; the}- are not mutual- 
Jy exclusive. In the meantime, unti' we 
have more audit informarion. it u-ould 
be premature to take anv irrevocable 
steps, despite legjtimate ooncemsoD the 
pan ofthose insrirutions which remain 
under the withdrawal limitations 

Every banking st,-si em depends uron 
pubLV confidence and the resolunon of 
the confidence issue in Man-land was 
e crudal first step Therein a second step 
however, and Ihe S^L crisis in 
Man-land will not be completelv ov er 
until that second step is taken anc5 ihos* 
insrirutions unable 10 qualifv for federal 
insurance are successful]v bquidaied or 
merged, f 

AJVIEHICAN INGENUITY AT rMPOffT PRICES 
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as fow as 

12,850 

New Syrtems GCS Truck 
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FOB delivered 

MARYLAND CLARKLIFT CO. 
DIV. OF THE SPACEMAKER GROUP JNC 
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Ailing Watchdozs 

(State Bank Examiners 

Often Lack Numbers, 

' | And Skill to Do Work 

j They Blame Skimpy Budgets 

! And the High Turnover; 
Endless Travel a Drag 

But Training Is Stepped Up 

by John Bujuut . . 
And Ci or VutnejuiY 

»■*// Hcp.rir.. ./ T..» W.,4 4 
tin a rccriK mthl. -Cr^ Koll, a Wy»- 

mint; tank ciuiuinrr. wai l«j mllrs (ruin 
hume. iilllin; in a moid ruom In (he uiull 
town ol Uiik and (inurnn^ a Ik* dot dinner 
I'oukrd on his (jonaWc Sinvr. He had been 
on Hie road live u( Ihe Ituil wen week* 
in an aniiuat-and ut late uniucceWul- 
racr by Uie ilale » U harried e«amliiers 10 
cka/mne all o( Wyonimt'j a (vfluitf 
Uankj ajkJ ihrm uutiiuiloi^. T . T ■ 

Mr. KoU saul he wasn't certain the race 
| would be won Oils year, ellher. "I don't ^ 

how we can keep up," he Uiuenled. 
Wyoiiiin^ Isn'l alone In Its light to keep 

PHf Ai a nine when bank (allures are on 
'lie W»e. many siaies «nd that they don't 
have enooKh Irainrd fieople u> examine all 
iheir slate chartered linanclal Inslilulloiis 

y constraints and high lum oxer, fueled by low salaries and demand 
III* travel, play havoc with their Mamma- 
lion stalls "H's a liurn oul slluallon," uyi 
Lmda Pace. Ohio's bank supi'imiendeni 
liKlerd. when Hie'National Assuc.ailon ot 
Mult bjviiigs aitd Loan Suprrvikon iuknJ 
iJuie cuniiiu&kiuften; WIK'UKT ihuir 
*«tre aOi^uaie. more Ului half mul no 

of Expeniw; 
Soinf n-^'ulalorj; al^o conrtMt* ttuil Uicy 

lad ihe eX[N'nise 10 evaluate hltjli nsk III- 
ve»tm,Mils - sin h as in hli'li yitkl, low- 
tiaoe junk" bonds, in real-estate ven- 
lures and even in mrllncs-no* pernillled • , 
by llberaliaed laws In some states 
' llien-'s nuUAly un ihls slall that's capa 
ble ol analysing junk bonds," says William 
J Crawlord. coniinissioni-r ol savuies and 
loans m Cali/ornia. "I nt Um cwrunia- 
siunef. and I'm noi capable ol analyiliif 
Uiuin.** (Kuderal bank regulatora are hav- 
uiir Uielr prublciiis. loo St* story un page 

lii tin* tntddle are consumers who 

mottry b | wjin 
The la-rsunnel problems at many-but 

by 110 ntt+m ajl-suii- regulatory todies 
come ai a time when some letleral agen 
I u s. which Insure inosl slate and all ledep 
^ily cli.ii leii-d nisliiulions. are seeklnr to 
LfTJr;,u' "k:" ^ortiuad 

I •■•or example. Vermont'i eight exiun 
nu-ii normally review n^-ir ai commercial 
yZLZ"','? u"",4 ^"'"'""^ly with rrderal llepusji insuraiae Corp r*am 

However, "< miiis hllingson, Vennau's depuly tum- 
tanking, says thai recently 

. ^ ^ ,'ulll",J tack some stallers to chase bank lailures naiionwkle. which are 
running aj eight iuik-s Hk- rate just lour 
yiais ago Thai has |kjI more preasure on 
Vermoin and oUier iiaie» Out divide the 
examin.iua, workload win l«ler,l agen 
* ,T'"' '»• u"f slall Is not Imge Clanigh lo go into Hie large Instiiulkaj" 
W1W>0UI {jf. tuiogiaiLayi. . 

More Prvibure 
Mofr pfr^urr iii.iy hr in Un* oiling 

Cuii^rm u cxj*t lnJ io ioiuitlcr .111 .idiniii 
Utf Ulluii pixjjKiial to rilaltluii a (iirlliod nl 
hdviui' Pilule re^ulalory boitifS apply (or 
cerilficiidoH UikJer (lie It^iaiiuii. f«ileraj 

would llicii U* able lo rely nioir 
ftfavity ori c^aiiiiualkifDi Irujn Hie ctnilinJ 
ilalei radicr llian duphcak- CAaiiuiuliuit^ 
Uu.'iiu»flvo. 

bul Uim*1 federal officials b.ilk at Ihe 
noUou. Edwin J. Gray, the cliairiiiaii of 
ihe Federal Home l^oan HajiK llourd, rr- 
cenlly Mid no slate has ihe re^oorees (0 
&upem>e iU> stale chailered S4U prop- 
erly. The li^Jeral S&L rr^ulalui abo lolU 
Contri-ii in May thai *u|i»e stales have 
gone luo far 111 deicfulatiui' thrills. He 
cited CalKorma. wtiere siale thrifts now 
can invest all their assets m any type of 
venture. I Federal thufb arc limited in 
how iiuk'Ii they can invest In ^ut^idiary 
busiites^es ojkI can't invest in real eslale 
or stock, as soiikr stale thrifts ean,l 

L-oi month. Mr. Gray slopjied ^ranim^ 
federal Uc|Jusll insurance for state thrills 
in California, Texas and Florida. The mor 
alonum has sime been lilted from Florida 
bul reiiuiii^ In effect in Texa^ and C^ililur- 
liia while lhu»e states work oul and put 
into effect aureennnls with the Federal 
Home la»an Hank lioard. 

Mr. (Iray jI^j Ii.u pro|A>^ed legislation 
thai would ifc-nnii him ludeny uuuraiiee lo 
thnfu in >i.tii-^ thai lie bHieves don't po 
lice their financial nndiluiions effectively. 
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tors also cite instances in winch lederal ex 
.limners didu'l cateh a lailmt: bank or ^av- 
ilia's and loan In Ihe Case ol the reienily 
failed lievcrly llilb Savings 4f Loan A^o- 
cialton. congressional investi^alnrs say. 
hank Hoard exajniners conc eded lhal they 
didn't piopeily moiillor Ihe thrill 

takewise. William S lier^m.in. execu 
live vice piesident ol tla* National Assinia- 
tlon ol Sutc ^avin^'S und U»an Sujurvi- 

fU iut I'utu lo fu.jK L. Column 1 
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SECPETARY 
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DIVISION OF SAVINGS AND LOAN ASSOCIATIONS 
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301/6S9-6330 / 

HIGHLY CONFIDENTIAL 

MEMORANDUM 

TO: Mr, John J. Corbley, Secretary 

FROM: Charles H. Brown, Jr., Dlrector/A^" 

DATE: April 29, 1982 

This will confirm our conversation of today with respect 
to the YorkrIdge-Ca1vert Savings and Loan Association. The asso- 
ciation has been on our watch list for many, many months; as a 
matter of fact, ever since the merger of Calvert and Yorkrldge 
Federal back In April of 1981. You will recall that Yorkrldge 
Federal gave up their federal charter when they merged Into Cal- 
vert and, consequently, the merged association continued as one 
of our State-chartered associations, but with federal Insurance 
of accounts. At the time of the merger, I directed that $1 mil- 
lion be hypothecated to the Division to Increase the net worth of 
the association. We have In our possession a certificate of 
deposit from the Maryland National Bank In the name of the Arrow 
Title Company, Inc. The certificate Is subject to the order of 
the Director of this Division. 

Since the merger, losses continued and the net worth of 
the association declined. At the time of our last examination, 
It was estimated that the association would have negative net 
worth In about six months' time, or right about now. 

The Federal Home Loan Bank, In attempting to salvage some 
associations, has authorized a "plan of purchase accounting." 
This plan Is used In mergers of associations, especially where 
one association Is considerably weaker than the other. Purchase 

Juntlng Is a revaluation of the assets and liabilities of the 

I n- 
es 

a ve ry 
method of 
also recog- 

accountlng Is a revaluation of the assets and llablll 
merged or disappearing association and which, through 
volved method, gives an association net worth. This m 
accounting Is recognized under GAP accounting and Is a 
nlzed by the accounting Industry, Including the big 8. 

YorkrIdge-Ca1 vert recently requested that the association 
be authorized to change their accounting to the purchase method, 
dating back to the merger In April of 1981. The accounting firm 
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employed by Yorkridge-Ca!vert restructured the books of the asso- 
ciation as of December 3', 196] based on purchase accounting. 
With this restructuring, the association came up with a net worth 
of $8.2 million. As the accounting firm employed by Yorkrldge- 
Calvert is not one of the larger firms In town, the association 
switched to Peat, Warwick & Mitchell, with Peat to make an audit 
as of December 31| 1981, Prior to their actual engagement, Peat 
was consulted on the use of the purchase accounting method by the 
association and, for all Intents and purposes, the association had 
Peat's blessing. However, at that time, Peat had not examined the 
actual calculations but gave an opinion as to the procedures being 
used. We had discussions with Peat relative to this type of ac- 
counting and we advised Peat that when they made their audit as of 
December 31, 1981 , we wanted the figures checked by them to make 
sure they were accurate. 

Last Friday, April 23, 1982, I received a phone call at 
about 4:15 p.m. asking me to attend a meeting In the office of 
the Federal Home Loan Bank Board on Monday morning at 11 a.m. I 
was advised then that there were some problems in the accounting 
with respect to the purchase method. At the meeting on Monday with 
members of the staff from the Federal Home Loan Bank Board, the 
Federal Savings and Loan Insurance Corporation, the General Coun- 
sel s Office, and Messrs. Isaac Neuberger and Dan Goldberg, attor- 
neys represent i ng Yorkridge-Ca 1vert, we were advised that Peat, 
Marwick £ Mitchell, in checking the purchase accounting figures, 
found an $8 million error. This error resulted in the net worth 

Yorkri dge-Ca1 vert being reduced from $8.2 million on the pur- 
chase accounting method to $100,000; and with the losses that the 
association will have during the month of April, will wipe out the 
$100,000 to the extent that they will have negative net worth and 
will be insolvent. We are still sitting on the $1 million hypothe- 
cation, howe ve r. 

The attorneys for the association presented several plans to 
the regulators to try and salvage the association. The new plan 
was still using the purchase method of accounting, but using a 
longer period of time for writing off good will, etc. There were 
several other items that were offered, including the stock to a 
title company owned by Melvin Berger, president of the association, 
and Marvin Rosenthal, chairman, which title company, during its peak 
year, had $800,000 in income. Actually, members from the federal 
regulator's office did not look too kindly on the proposals. The 
federal regulators have been trying since December, 1981, when members 
of their office and this Division met with the board of directors of 
YorkrIdge-Ca 1vert, in an attempt to have the directors of the asso- 
ciation, among other things, give the Federal Home Loan Bank the au- 
thority to merge the association. Such authority would be that the 
directors would not balk a merger if a merger partner could be found. 
The Yorkridge-CaI vert directors have resisted to this point, and the 
patience of the Federal Savings and Loan Insurance Corporation is 
wearing thin at this point. 
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The Bank is considering the new proposals which, if ac- 
cepted, would restore the net worth of Yorkridge-Ca1vert to 
around $7 million. However, there is still a question in my 
mind whether they will go along with It. If they do not go 
along with the request of YorkrIdge-Ca1vert, there are only a few 
things that can be done. At that point, the Division will prob- 
ably be In the driver's seat because we are the supervisory agent. 
We can, then, if we see fit, petition the court for a conservator 
or a receiver. Under the Financial Institutions Article, the Fed- 
eral Savings and Loan Insurance Corporation would be appointed In 
either case. If the corporation were appointed receiver, they 
could then take steps to merge the association on their own with- 
out the approval of the shareholders' or anyone else. If a re- 
ceiver is not appointed, we or the Bank could seek a merger part- 
ner, which will be difficult. 

To merge one of our associations, we would need the approval 
of the shareholders, which would require printing of notices, 
proxies, and a special meeting of shareholders. Of course, that 
is only part of the merger problem. The other part is finding 
someone that they could be merged with. You know that United Fed- 
eral is supposedly merging into Baltimore Federal. The only other 
association large enough In the State to take this association would 
be Loyola Federal, and I can assure you that Joe Mosmi11er, cha!rman 
of the board of Loyola Federal, Is not about to buy trouble. He has 
an association that is well run and he doesn't need this. There are 
other federal associations that are in the $250-$300 million cate- 
gory, but I don't think any of them would be Interested in a merger. 
Where do we go from there? 

The Federal Home Loan Bank, as you have read in the paper, has 
been merging associations all over the country--F1orida into Califor-. 
nia, Mississippi into New Jersey--and, for the most part, these merger^ 
have been out-of-state mergers. That is probably what will happen here 
he Federal Home Loan Bank told us that they do not have a merger part" 

ner lined up at this point. 

When the Bank Is attempting to line up a merger partner, the 
first thing they do Is to try and work out a merger without any assist- 
ance being given on the part of the Bank to the surviving association. 
In the absence of finding a partner, they will then ask for bids from 
certaIn associations. What this means is that an association will bid 
on the weak association and, at the same time, ask for assistance from 
the Federal Home Loan Bank. I have learned just today that the Fed- 
eral Savings and Loan Insurance Corporation will be going into 

Yorkridge-Ca1 vert tomorrow to obtain the necessary information re- 
quired for, as they say, a "bid package," so it appears that the Bank 
will be putting this out for bid shortly. 

As far as we're concerned, this purchase method simply buys 
additional time for an association with the hope that the economy 
will turn around and they can work this thing out. I think at this 
point we will have to sit tight for a few days and see what the Bank 
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conies up with with respect to the proposals offered by Yorkridge- 
Calvert. If they do not accept the proposals, we will probably 
be forced to go the receiver route. The big problem seems to be 
thct there is nothing that we can do other than the appointment 
of a receiver. If a merger is worked out, it needs the approval 
of the shareholders. If the Federal Home Loan Bank wishes to con- 
vert the association to a federal charter so that they could then 
merge them with another association, the conversion to a federal 
charter would need the approval of the shareholders. There Is no 
supervisory provision In our law, and there Isn't a whole lot we 
can do. 

We are not Interested In a receiver at this po1nt-becaUse  
that could certainly have some effect on the whole Industry, par- 
ticularly since it is on the street that United Federal Is having 
problems and YorkrIdge-Ca1vert Is a half mile farther up the road 
from United. A receiver could conceivably start a run on the sav- 
ings and loan industry. 

We will be watching this thing on a day-to-day basis and 
will keep you posted as you requested. 

Bill LeCompte and I are thinking in terms of going to Wash- 
ington next week to visit with the General Counsel to really nail 
down their procedures in handling a situation such as this where 
the Federal Savings and Loan Insurance Corporation is the insurer 
and the State is the regulator. This is the first time in the 
history of the Division that we have run into this situation. If 
we do get to Washlngton, I'll advise you of the results of our 
meeting. 

I gave you figures this afternoon relative to certain I terns 
which I will set forth here again. The association has the follow- 
ing at this time: 

Savings Deposits $2^3,5^7,539 
Borrowed Honey (probably all 

with the FHLB) $100,000,000 + 
Number of Depositors ^5,720 
Branches 1 ] 
Assets $365,000,000 + 
Deposits not Insured by reason 

of certain accounts being In 
excess of $100,000 $ 9,300,000 + 

When you get Into a situation like this, the regulator can 
be a sitting duck for a possible suit because of the actions In 
having a receiver appointed. Bill and I recently attended a 
federal-state supervisors conference In Washington and a better part 
of the conference was on problems such as we have here. The Com- 
missioner of the State of Illinois advised the entire group that 
Illinois has more than its share of problems and that numerous 
associa11 ons have been placed Into receivership. He further stated 
that he has in excess of $200 million In lav/ suits against him be- 
cause of his act Ions. 



If an association is unsafe and unsound and a receiver- 
ship is the only way out, I don't know how many suits would be 
filed against the regulators if we petitioned for a receiver- 
ship. An association with negative net worth Is certainly un- 
safe and unsound. However, as It appears that we will take the 
first step to have the insurance corporation appointed the re- 
ceiver, I suppose you could say that we are a likely prospect for 
a suIt. 

There's not much more I can tell you at this point that 
you don t already know, but as I said, I will keep you posted from 
day-to-day. 

C H B : c p k 
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STATE OF MARYLAND 
EXECUTIVE DEPARTMENT 

Governor Harry R. Hughes DATE 10/5/8A 

George^ V^j Liebmann 

SUBJECT; Savingfe & Loan Insurance and Banking Legislation 

I have not followed in detail the controversy over 

these matters. I am certain that both of them will be issues 
of concern at the coming session of the General Assembly and 
thought I ought to communicate the following reflections with 
regard to them. 

1. The discussions I have seen with respect to savings 
and loan legislation suggest that the recommendations of the 

legislative committee will be inadequate and will in some ways 
not touch on what seem to me important questions. Apart from 
the essentially unlimited MSSIC insurance coverage which, as 
I understand it, is not proposed to be significantly modified, 

there are very serious problems arising from self-dealing by 

officers of some of the more high-flying associations. This 
self-dealing arises from the extreme permissiveness on this 
question of Maryland law. Section 9-307 of -the Financial 

Institutions Article permits loans to corporations or businesses- 
in which an interest of 10Z or more is owned by an officer or 

director of the association, where the loan is approved by a 
two-thirds vote of the disinterested directors and approved by 
the director of the Division of Building Savings & Loan and 

secured by collateral appraised by an appraiser approved by 
the Division Director. These restrictions in practice have 
not been notably meaningful in contrast with the essentially 

absolute restrictions in federal law. It should also be noted 
that the above cited restrictions relate only to loans made 
to officers or directors of associations or businesses controlled 

by them. Restrictions on persons who are in control of associ- 

ations, particularly stock associations, but who are not 
0^^cers or directors, are significantly more mild. Section 
9-323 of the Financial Institutions Article allows controlling 
persons who are not officers or directors to engage in trans- 
actions with stock associations where disclosure is made to 
the Board of Directorsj ^the transaction is approved in^good 
faith by the recorded vote of the disinterested directors, and 
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Governor Harry R. Hughes 
October 5, 1984 

Page 2 

profits are not at the expense of the association. Section 

9-323(d)(2) expressly excludes from the disclosure and voting 

provisions "compensation paid to a controlling person for 

services." It is in fact the practice in many associations 

for the controlling person to reap substantial gains by assess- 

ment of "points" for legal services in connection with routine 
lonn transactions. 

My perception is that, there has been an extraordinary 

amount of self-dealing vith respect to some of the best known 
associations. When this is added to the technical insolvency 

of most of the associations the risk exists of serious losses 
to the Guarantee Fund in the event of an extended period of 
high interest rates. It vould seem to me important that the 

state move now to tighten the conflict of interest regulations 
and limit the exposure of the Guarantee Fund by restricting 

insurance, of multiple accounts and possibly by restrict: ig 

the insurance of brokered deposits. The potential expo 're of 

the state in this connection is such as to render it un se 
to hand over the drafting of legislation-to a consensus ol the. 
affected industry since the industry as a whole has an interest 

in the most exorbitant possible state guarantees. Although 

the full faith and credit of the state has not been pledged 
to the Guarantee Fund, I do not think that anyone seriously 

doubts the political pressures which would arise in the. event 
of serious defaults. I add that, having regard to the potential 
exposure of the state, I have serious doubt of the wisdom of 
the legislation (Section 10-109 of the Financial Institutions 
Article) that affords the members of associations eight of the 
eleven directors on the Board of MSSIC. In that connection I 
note that both the Federal Savings ft Loan Insurance Corporation 
and the Federal Deposit Insurance Corporation are supervised 

by boards composed entirely of Presidential appointees, see as 
to the former 12 USC §1437. 

Put bluntly, the. present Guarantee Fund, as it 
fimctions in this state, is little more than an industry pro- 

motion fund and notwithstanding the fine language about no 

pledge of credit, the state has effectively given the industry 
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Governor Harry R. Hughes 

October 5, 1984 

Page 3 

a blank check. Adequate "consensus" legislation in this 
field is not in the cards and should not be striven for. The 

appropriate consensus to be sought is consensus with the 

legislative leadership and not consensus with the industry. 

2. So far as banking legislation is concerned, the 

Administration has been under great pressure to provide 
ligislation authorizing either nationwide or regional branch- 
ing. In that connection, it is worthy of note that the only 

legislation which has shown any signs of movement in Congress 
is the so-called Garn bill which would authorize regional 
branching but which has now died in the House Committee 

presided over by Congressman St. Germain. The notion that 
regional branching should be authorized in this state because 
otherwise some form of national branching is "inevitable," 
I find difficult to follow. Nor do I perceive the advantages 
of regional branching. There are already a significant number 
of good sized banks in the state and a significant amount of 

competition between them. The relaxation of restrictions on . 
the powers of other types-of financial institutions-has further- 

enhanced competition. To the:extent that regional branching 

is authorized, it is far from clear to me that, the Maryland 

banks will be the branchers rather than the branched. The one- . 
time benefit to present bank.shareholders.arising from takeover, 

bidding does not offset this long-term detriment to the state. 

Baltimore is not a great financial center, is not the center 
of a federal reserve bank, and is not the geographical center 
of the region usually spoken of. It is not unlikely that 
it will be converted into a branch office town for banking 

purposes as it already is for purposes of industrial organiza-- 
tion. The benefits to the state from this I do not perceive^ 
nor, given the mobility of capital and the improved communica- 

tions of the computer age, do I perceive the need for banks of 

geographically wider scope. I find it hard to believe that 
the soundness of our banking system will be enhanced if Maryland 
bankers are encouraged to make loans in regions of which they 
know nothing and if the reverse also applies. To the extent 

that the ultimate outcome of such a process is the creation 
a limited number of large regional banks, none of which can 
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Governor Harry R. Hughes 
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be suffered to fail, the outcome will be, as it has been in 

France and to a considerable extent in England, effective 

nationalization of the banking system. 

Since the early debates over the Bank of the 

United States the regulation of banking has always been perceived 
as involving political as well as economic issues. I do not 
think that the prejudice against a high level of concentration 
over the banking system which has prevailed throughout most 
of the nation's history is unfounded or should be lightly 

abandoned. Nor do I think that you as Governor should be 

stampeded into supporting proposals whose rationale and ultimate 

outcome has not been fully thought out. These are not fashionable 
views and they are not the views of most of the people who 
undoubtedly will be consulting with you in respect of these 

matters. Nonetheless, I believe that attention to them may 

save both you and the state a good deal of grief 5n the future. 
The state should not be converted into a backwater so far as 

control over its banking system is concerned, nor should it 
issue blaak checks to its savings and loan industry in general 
or the least ethical elements in it in particular. If you doubt 

what I say about the latter, I suggest you make appropriate 

inquiries among those knowledgeable in such matters with 

respect to the amount of self dealing which now prevails. . 
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STATE OF MARYLAND 
EXECUTIVE DEPARTMENT 

red Dewberry & Bon Bjalek 

Johnnie Johnson 

Banking and Savings & Loan Regulations 
George Liebmann's Observations 

DATE October 30, 1964 

# 

I draw your attention to the attached memorandum 
from George Liebmann to Governor Hughes dealing with banks 
and savings and loan associations and the regulation thereof. 

George, at one time, served on tjie Governor's staff 
and is still on retainer. From time to time, he offers ob- 
servations On matters of public interest, usually with great 
insight. 

George's discussion on savings and loan associations 
raises som<"> par t i cu 1 ai_ 1 y troubling problr-rns that, cur ion t 
practices permit, especially those that relate to what George 
calls se1f-dea1ing. His ovicern over the capability of the 
Guarantee Fund to respond to insolvencies also merits your 
consideration. Quite frankly, when the recent recommenda- 
tions were made by a legislative committee on savings'and 
loan matters, I, too, felt they were inadequate. 

I would appreciate it if you would review the 
attached document and then I think it would be wise to 
meet with George to discuss his concerns with more specific 
remedies in mind. 

EJJ:mcs 

Attachment 

P.S. That portion of George's memorandum that pertains 
to banks I am sending to Frank DeFrancis for con- 
sideration by his T^sk Force, it seems to me that 
George's observations on savings and Joan problems 
call for more immediate solutions to regulatory 
problems while his observations and recommendations 
on banking are pol icy-or j en'-.ed and more of a long- 
range nature. 
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DEPARTMENT OF LICENSING AND REGULA.ION 

November 1, 1984 

MEMORANDUM TO: 

FROM; 

SUBJECT: 

Mrs. Margi^ H. Muller 
Mr. Charle8\p. Brovn 

Frederick L, l>e*<berry 
Secretary 

Johnson Memorandusi r 
Banking and Saving 

Attached is a memorandum from 
1984 forwarding a memorandv 
special consultant to the 
your respective legislation. 

Please review Mr. 
then might arran 
has suggested, 
Ben Bialek. 

ohnson 
W. Liebi 
ssing 

October 30, 
Esquire, 

ns about 

and respond to ma. We 
Johnson's office, as he 
ics with Liebmann and 

cc: vkr. Edwai?*/'^r/tline 
Mr. Danh»iv^ Minnick 
Kr. Francis X. Pugh 
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HARKY hughes 
COVEWNOR 

rnorticR L. D^WBCRRY 
MCHETARV 

STATE OF MARYLAND 

DEPARTMENT OF LICENSING AND REGULATION 

STATE BANK COMMISSIONER 
one north cmarles uoi blaustein building 

BALTIMORE, MARYLAND 2tJ01 
301 '6S»-6262 

NUV ^ 
J- 

MARGIE H. MULLEf 
bank commission e f 

CHARLES R. CEORCU 
DEPUTY 

BANK COMMISSIONED 

November 5, 1984 

TO: 

FROM; 

SUBJECT: 

Secretary Frederick L. Dewberry 

Margie H. MullerYvV^1- 

Johnson Menorandum; Response to Mr. Liebmann's Comments 

As requested, I am responding to the banking portion of the 5 
October Memorandum from Mr. Liebmann to Governor Hughes. 

While Mr. Liebmann's comments are thoughtful and comprehensive, 
I must respectively disagree with his conclusion that interstate banking 
is a "notion." Whether Maryland acts or •'.•Vl, the wheels are in motion 
nationally, and this State is confronted with the need to act soon or 
find itself "walled in" or "walled out" as the case may be. 

It is true that Maryland is now served by many small community 
banks and a handful of banks with assets in the billions of dollars. A 
number of them, and not just the large ones, claim to need some sort of 
interstate arrangement to extend their franchaise beyond Maryland's borders. 
They are already competing with outside institutions that are making 
commercial loans here and offering consumer credit services to Maryland 
residents. Some of these banks wish to strengthen their positions by 
expansion into new markets and others seek affiliations with outside 
institutions to position themselves to compete with money-center giants. 
There is no doubt that they are well along in preparation for what they 
believe will be inevitable through state and/or Congressional action. 
Certainly the relaxation of geographic barriers will lead to outside 
confol of some institutions but not necessarily the total abandonment 
of Maryland as a headquarters state. 

In both California and New York, the recent removal of local 
branching restrictions has brought expansion of large banks and growth 
of small institutions; there appears to be no concentration of resources 
in either instance. As a matter of fact, such concentration already 
would have occurred in Maryland if our statewide branching represented a 
threat to small institutions. 
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Also, we do not see negative effects from Maryland banks' 
present lending practices in distant regions; the larger banks 
continuously seek and serve borrowers in commercial and industrial 
regions through regional, national and international calling officers. 
At the same time, outside institutions have set up loan production 
offices here and send officers to visit corporate treasurers all with 
no apparent damage to local lenders. 

The history of interstate banking in New England and in regions 
where interstate banking has been grandfathered is still too recent to 
predict the outcome, but even Maine where more than 70% of banking 
resources are owned by outsiders has reported a growth in jobs and 
capital. Further, the Maine Bank Commissioner has told me that the 
outside holding companies have not changed bank names, boards of 
directors, or staffs, but have enabled these newly acquired subsidiaries 
to offer broader services and larger loans. 

Whether or not Maryland permits interstate banking under the 
state's rights provided by the Douglas amendment to the Bank Holding 
Company Act, outside institutions can and will continue their activities 
within our borders. They bring competition into the Maryland marketplace, 
but without allowing Maryland institutions to move outside, we could see 
a weakening of Maryland banks which would make them easy prey when national 
legislation opens the floodgates which I believe is a certainty. 

MHMrsrg „ f, 
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' HARCY MUCHfi 
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51 ATE OF' MARl L A NO CHARLCS H. DUCV/N, 
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DEPARTMENT OF LICENSING AND REGULATION 

DIVISION OF SAVINGS AND LOAN ASSOCIATIONS 

NOV 2 I • 

2B1 EAST BALT««0«C STREET BAUTIMORC. MARYLAND 21202 
SEVENTH FLOOR 

SOI .'665-€330 

FREDERICK L. DEWBERRY 
SEC^ET^PY 

MEMORANDUM 

TO: Frederick L. Dewberry, Secretary 

FROM: Charles H. Brown, Jr., Director 

DATE: November 21, 198A 

' This is in response to your memorandum of November 1, 1984 with which 
you enclosed a copy of a memorandum dated October 5, 1984 from George 
W. Liebmann, Esquire, to Governor Hughes. 

i recently sent to you copies of legislation which the legislative task 
force has proposed as a result of a study made during this past summer 
of the State-chartered Savings and Loan Industry and the Maryland 
Savings-Share Insurance Corporation. Hr. Liebmann indicates the recom- 

-mendation£ cf the task force are inadequate and do not touch on some 
areas he considers very important to the industry. He refers, of courj. , 
to the fact that officers and directors are permitted to make loans from 
their own associations and for their own personal benefit which he says 
can lead to some very serious problems arising from self dealing. 
Mr. Liebmann also questions the insurance of savings accounts by MSSIC 
which, as he states, there Is no proposal from the Task Force to 
significantly modify the insurance coverage. 

As i recall, there was little or no discussion by the Task Force on 
' loans to officers and directors or to those sections of the Financial 

Institutions Article which permits such loans. Hr. Liebmann sets out 
in his memorandum the requirements of Sections 9-307 and 9-323 which 
authorizes the so-called insider loans under certain conditions. The 
authority for our associations to make the loans in question is in the 
law and some of our associations do make such loans. Even though the. 
F.I.A. permits lending to officers and directors, I too have some 
reservations about insider loans and have often felt this should be more 
restrict'ive. As a matter of fact, I have often felt this should be 
prohibited altogether especially insofar as commercial lending, land 
acquisition and development loans, etc. are concerned. I do not feel a 
loan on the principal residence, and which is made In compliance with 
the sections of the F.I.A. permitting such loans, should necessarily 
be restricted. My statement Is based on a loan on the principal resi- 
dence only and not on a recreation or vacation home or any other resi- 
dence for whatever purpose. I would not be upset If legislation was 
introduced restricting loans to affiliated parties, I.E. officers, 
directors and controlling persons. Hr. Liebmann refers to the restric- 
tions In federal law which, I find, are considerably more restrictive 
to affiliated persons. 
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There is a lot of concern being expressed today over the growth of the 
Industry and the ability of the Maryland Savings-Share Insurance Corpora- 
tion to meet its obligation in the event of a major catastrophe in the 

,o^y; MS^,C' as You are aware, was created by the state legislature In 1962 for the purpose of Insuring savings accounts In State-chartered 
institutions as an alternative to federal insurance. Although created by 

i 6 * 'S n0t; a ^tate agency and the insurance of accounts s not backed or guaranteed by the State. I feel that the public is gen- 
erally of the opinion that MSSIC is a State agency and the insurance 
Is, therefore, backed by the State. As Mr. Liebmann does, I feel in the 
event of a major emergency there would be political pressure on the 
egislature to have the State back th6 deposit insurance of MSSIC. If 

there are any discussions on MSSIC's ability to survive a catastrophe, 
it might be well to allow Charles Hogg, President of MSSIC, to partici- 
pate so that he can address the financial soundness of the Corporation. 

Mr. Liebmann comments on the structure of the Board of Directors of MSSIC. 
resent law provides for 11 Directors, 3 of whom are public interest or 

consumer members appointed by the Governor. The remaining 8 members 

ucc.r ,Cted by the membership which consists of the 102 State-chartered MSSIC insured associations. I can't deny that I have heard conments that 
the structure should be reversed or at least have more consumer members 
rather than industry members. I would point out that if such a change 
was made, it would be necessary to obtain some very knowledgeable individ- 
uals in insurance and financial institutions, as the entire Board of MSSIC 
actively participates in the consideration and approval of rules and 
regulations for the corporation. I attend the MSSIC Board meetings 
and I can say without hesitation that I find the directors to be most 
Interested in the safety and soundness of the industry, and they watch 
very closely the activities of each association In the State-chartered 
system. These individuals, both consumer and industry members, arc very 
dedicated members of the Board and take their positions as a Board member 
very seriously. As mentioned by Mr. Liebmann, the Federal Home Loan 
Bank Board consists of three members, all appointed by the President of 
the United States. I assume from his comment that he feels there should 
be more public members than presently exists on the MSSIC Board. I am 
sure you are aware the Division of Savings and Loan Associations has a 
Board of Commissioners of which A are public interest members and 5 are 
from the industry. 

I will agree George Liebmann raises some Interesting and important 
Issues which we can discuss further at your convenience if you feel 
it necessary to do so. 

CHB:kg 
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' STATE OF MAPYLANO ^ 

DEPARTMENT OF LICENSING AND REGULATION 

Mov«mb«r 27, 1984 

MEMORANDUM TO; 

FROM: 

SUBJECTi 

Mr. Ejner\^. John®on 
Staff Director 

Fr*d«riak L. Dewberry 
Secretary 

Response to George Llebmann|«| 
Memorandum regaxdia^s^rw^ngi 
Loan end Baj^inq_Legi>iatT 

Attached are copies of res] 
memorandum from the State 
Director of the DlvlBl9nvof 
Associations. 

We will be pleasjra Jrti arr 
Llebmann and B«r\ sCalek as 

ing with George 
fit. 

cc: »/kr. tf^wikrd WC OiLn* 
Mr. DaKlilr^J^Minnick 
CosB&lssJScu^^r Margie H. Muller 
Mr. Charles H. Brown 
Mr. Francis X. Pugh 
Mr. Ben Blalek 
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MINUTES 

MSSIC T7iSK FORCE 

JUNE 12, 1984 

The Maryland Savings-Share Insurance Corporation Task Force held its 

organizational meeting on June 12, 1984 at 1:00 p.m. Co-Chairman 
Kirchenbauer stated that one of the focuses of the Task Force should 
be on the evolution of S & L's from small institutions serving small 
depositors to larger integrated financial enterprises which attract 

sca*? investors. Co-Chainhan Denis agreed and added that, though 
the S & L industry has been distressed nationwide, it has flourished in 

no^e(^ .that the combined assets of Maryland S & Ls have 
doubled m the past year because of a large influx of deposits. He said 

^ there was a-need to discover the origin of these vast sums of money and the reasons for the influx. He expressed concern that the regulatory 
authority of Maryland was inadequate to deal with a rapidly expanding 
industry; this concern was especially strong with regard to the acquisiti< 
by s & L s of land development subsidiaries. He noted that the federal 
must be complemented in these areas and that less disclosure was needed 
at the State level than at the federal level. 

The Task Force agreed to meet again on June 26 to receive an overview of 
the S & L industry and MSSIC's role in that industry. Several documentsW 
were handed to counsel to be reproduced for the next meeting." 

Respectfully submitted. 

Lars KristianseYi 
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MINUTES 
JOINT SUBCOMMITTEE ON SAVINGS AND LOANS 

JUNE 26, 1984 

1) Charles Brown (Director, Division of S&L's) and Bill LaCompte 
(Deputy Director) gave a brief history and current status of the 
Division of Savings and Loans. 

Hi story 

The Division was created in 1961 following a large savings and loan 
scandal. Before that time savings and loan associations could be 
chartered in the State without being subject to any true regulatory 
authority. These associations advertised that their accounts were 
insured by special "insurance corporations"; however, these "insurance 
corporations" were chartered in Tangier, Morocco, or Panama. When 
depositors began requesting withdrawals it was found that the 
associations had no available funds. The associations closed and 
deposits were lost to many consumers. Many of the directors of these 
associations were imprisoned, as well as prominent political figures in 
the State. 

A commission was set up in response to this crisis and was led by 
Case (of Smith, Sommerville, and Case). The commission's work led to 
the creation of the Savings and Loan Division and MSSIC. One of the 
cornerstones of the legislation was the requirement that all State 
chartered savings and loans must have their accounts insured by either 
FSLIC or MSSIC. 

Current Status of Industry 

As to the state of the Savings and Loan industry at present Mr. 
Brown noted that, in 82-85, 85% of savings and loans across the country 
and 45% of Maryland associations had operated in the red; this was 
caused by high interest rates which drew money out of savings and loans 
and into money market funds. However, Mr. Brown noted that there had 
been a turnaround in 83-84 and that most Maryland associations were in 
the black. 

He noted that there had been an expansion in recent years in the 
savings and loan industry due to statutory changes and innovative 
financing schemes. He gave the following examples: 

IVE2 
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1) Prior to the revision of the Financial Institutions 
Article (1980), state-chartered associations 
could not lend to properties located outside a 50 
mile radius; the exception was mortgages insured 
by the FHA. During the revision of the Financial 
Institutiuons Article, this restriction was 
removed and thus eliminated any regulatory power 
which the Division had over the location of 
investments. However, rMr. Brown stated that he 
generally had no probleiji with associations making 
loans outside the 50 mile radius. He stated that 
though it was impossible to know how much money 
was being lent out of state, the re imposition of 
the 50 mile radius would probably hurt the 
competitiveness of Maryland associations. 
Mr.LaCompte noted that many out-of-state 
borrowers combine loans from Maryland S&L's and 
their own in-state lenders; Maryland 
associations have been popular because their 
liquidity was good. 

2) The recent deregulation of lending allowed state 
chartered associations to make the same type of 
loans as federally chartered associations. The 
laundry list of permissible investments [FI 9- 
419(a)] was amended and now subsection (c) was 
added which, in Mr. Brown's opinion, gave blanket 
authority for investments by State associations. 

3) Recently, brokered savings have become a hot item 
in the industry. Brokered savings are large 
deposits brought to an association by a broker 
who in return receives a commission. However, 
these are highly volatile and risky funds as they 
are very sensitive to changes in interest rates 
and deposit yield and, when moved, are usually 
moved in large sums. 

Possible areas for required action 

Mr. Brown stated that he had no problems with the amount of 
commercial loans made by Maryland S&L's because commercial loans are 
more profitable than mortgage loans; the higher profitability is needed 
to cover the high interest rates paid on deposits. 

Also, he stated that there was no problem with an association being 
involved in land development because it facilitated the availability of 
building or development loans to builders. 
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However Mr Brown was disturbed by the poor range of enforcement 

than ?hrnnM1Ch C.0Uld be empl0yed by his a9^ncy. He noted that o^er 
0pt .0n 0 PersuasTon, the only enforcement power vested in the Division is the power to get a court appointed conservator or 

receiver. In his words, this power is useless as a regulatory 
mechanism since the appointment of a conservator would be too harmful 
to the Public confidence in the association; this dilemma is especially 

acute when the association is basically well run but where there is one 
director whose actions are harmful to the association. 

Mr. Brown noted that the power .to remove officers or directors of 

Currently , officers or d i rector s can on iv 
be removed with the explicit cooperation of the board of directors of 
the association involved. In addition, Mr. Brown noted that he 
currently only has the power to issue voluntary cease and desist 
orders; he stated the need to be able to issue legally binding cease 
and desist orders. ? j a 

Mr. Brown noted that under FI9-502. S&L's are required to be 
examined every two years; however, because of the increasing size and 
complexity of the industry, Mr. Brown expressed a desire that 
associations be examined more frequently. However, this could not be 
done, he stated, without more staff. He noted that, currently the 
ivision tries to examine details about each association (such as 

losses derived from bad loans) but that, because of lack of staff, such 
examinations can only be made where an apparent problem has arisen. 

Mr. Brown also noted that the franchise tax imposed on SXL's 
originally was intended as a special tax to pay for the operation of 
the Division; however, the revenues raised by this tax are now paid 
nto the General Fund and the Division's expenses are subject to the 

budget process. 

This tax (equal to 130/10,000 of savings of S&L each year) produced a surplus 
of $1 million over the budget of the Division. Mr. Brown requested that 
some of this surplus be appropriated for use by the Division to hire new exam- 
iners and increase the pay of current ones. Currently, examiner trainees start 
at $12,000/year and after 6 years get $16,000; this makes it difficult to ob- 
tain qualified people. 

2) Charles Hogg, Presidenty of MSSIC, gave a short summary of MSSIC's history 
and purpose (he included a written copy of his remarks)^ 

As to enforcement mechanisms, he noted that MSSIC and the Division work to- 
gether to enforce the law. That both MSSIC and the Division have promulgated 
regulations; these regulations are, however, slightly inconsistent (v« 

. n > 77^ 
He noted that if an association's net worth fell to unacceptaable levels, 
MSSIC could take some action. If net worth was at 3.77c or below, MSSIC may 
i'tipose sanctions and the association must submit a plan to improve its viabil- 
'ty; at 3.OX net worth the S&L must work out special insurance agreements. 
MSSIC can issue voluntary cease and desist notices; if the S&L violates the O n r f 
notice, MSSIC can dissolve the association's Vh^rfpr" Hp notori th^t nn r p ^ ^ p wU(/*f 
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Mr. Hogg supported the concept of granting the Division Director some addi- 
tional intermediate enforcement powers. He referred to current enforcement 
powers as "sledge hammers"; he said that less drastic enforcement mechanisms 
were needed to prevent public panic without hampering enforcement. 

Mr. Hogg noted that some S&L's had expertise at making commercial loans. The 
question, in his mind, was whether commercial loans should be restricted or 
opened up. While he admitted that a ratio of commercial loans of 60/o-70% 
was too high, he stated that the regulation of commercial loans should not be 
too restrictive and should have a provision for waivers. 

3) Bill Kuethe(Kuethe S&L) brought out the following points: 

1. That there is a dichotomy in the S&L industry. 
a) There are a few large S&L's which specialize in commercial 

deposits and loans and only try to get larger. 
b) There are many small "ethnic" S&L's which deal in their community 

areas. 

2. When MSSIC started, the largest S&L had assets totalling $25 million. 
Now, the largest has assets totalling $2 billion. MSSIC's $158 
insurance fund is insufficient to cover the largest institutions. 
He also opined that the risk to MSSIC was increased by the rise of 
stock S&L's; these associations use brokered deposits to grow. 

3. MSSIC is necessary for small S&L's because they cannot qualify for FSLIC 
insurance. 

4. In his opinion, though many of the largest S&L's could obtain federal 
insurance, they chose not to because federal law requires them to lower 
their passbook rate to 5 1/2%. He noted that the packaging and selling 
of loans is done only by larger S&L's; small S&L's are neighborhood 
mortgage institutions. 

5. He stated that he was worried about uncontrolled growth in the industry; 
he approved of growth so long as reserves and liquidity were adequate. 
He added, that MSSIC and the Division did not have sufficient enforce- 
ment powers to adequately regulate large S&L's. 

Respectfully submitted 

Lars B. Kristiansen 
Committee Counsel 
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MINUTES 

JOINT SUBCOMMITTEE ON SAVINGS & LOANS 

JULY 10, 1984 MEETING 

A) Charles Brown stated his support for reintroducing SB576(1984) in the 198S 

HSf ,"~eVer- he a,s° tt« need for the® power'to iisue cease fL 

On Senator Denis' amendments to SB576, Mr. Brown had the following comments: 

1) Increasing the limit on MSSIC insurance from $100,000 to $300,000 was 
not relevant. Under either limit, the insurance is still per account- 
thus, a person could have several accounts and thus burden the system.' 

^ thnnnh^^Tr^^1?!*1 S&i'S 1 nt0 Delaware would not cause problems, even though MSSIC in effect insures "Delaware" S&L'sfthough chartered in 
Maryland). Delaware S&L's are not required to have insurance The 
move of Mary and S&L's does not cost MSSIC anything so long "'deposits 
are not "hngh cost dollars" or from large investors. deposits 

^ ?h0
dJSCl?SUre' Mr- Br0wn a9reed that 11 wou1d be beneficial to change the law to require an S&L to send a statement of financial condition 

to any person on request (banks do this now). However, while financial 
statement could include assets and liabilities and the names of officers 

5e dld J0t thlnk that the financial statement should in- clude a list of out-of-state depositors (on the grounds that such in- 
formation is hard to get and serves no real purpose). 

" ^ce'ivedTtSri^i^' n?"" ,that HarJ',and »sociationS had 
SR hlri iJc h J mnilon ln brokered deposits. One unnamed S&L had its brokered deposits distributed as follows: 

$2.3 million in certificates of 90 days or less 
$9.5 million in certificates of 180 days or less 
&11.0 million in certificates of 1 year or less 
$11.0 million in certificates of over 1 year 

brokered ^posur'^0"5 ^ ^ S&L mainta,'n a ,ist of its 

He also noted that there was an average of 2% in brokered deposits in 

HeerefeJredttorth]npthe ?nd.thaJ Such a fi9ure was not a problem. 
85% f6 ^ n example of Empire-Savings & Loan in Texas which had 
f of its deposits made up of brokered deposits; the highest oercentaae of a Maryland S&L was 17% and only 13 of- the-state chartered S&L's 

have brokered deposits. arterea i&i s 

He noted that new regulations(effective October 1, 1984) will limit 
bro ered deposits to 10% of an association's total savings and to 
5% if the association's net worth is less than 3.0%. 
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b) On the 50-mile limit, Mr. Brown stated that, though it is easier to 
examine local loans, his Division can examine out-of-state loans at 
the expense of the S&L. He noted that much out-of-state money is not 
brokered accounts. 

He noted that many problems stemmed not so much from the type of 
investment, but the management of such investments (ie.-it is what 
the S&L pays for deposits which pressures S&L's to make more risky 
investments with higher yields). 

6) Charles Hogg(MSSIC) agreed that depos-itors have a right to be informed 
about the condition of their association but he did hot agree that such informa- 
tion should be as detailed as that required in Senator Denis' amendments to 
SB576. He opined that the amount of out-of-state deposits held by an S&L was 
not really meaningful to its depositors. He noted that MSSIC has increased 
surveillance of receipts of out-of-state deposits and investments. On the 
amendments to the following sections, he made the following comments: 

1) §9-306-Usefu 1, except out-of-state deposit information not necessary. 
2) S9-426-not necessary; survey being done by MSSIC 
3) §10-105-not a good idea because it restricts the competitiveness of 

of Maryland S&L's. When questioned what he thought of using the feder- 
al guidelines, he noted it was not necessary, as there were no prob- 
lems now. 

Mr. Hogg supported granting to the Division the power to issue cease and desist 
orders. 

C) Charles Kresslein(representing the S&L industry) noted that the current 
confidentiality statute prevented fishing expeditions(ie.-salary comparisons, 
etc.). He outlined the Federal requirement that any member of an association's 
board who makes more than $40,000 a year must disclose expenses if they were 
affiliated persons"; he noted that this requirement led to the resignation of 

many board members. 

He opposed the proposed $300,000 total insurance limit because associations 
would not know if the depositor had money in other associations and whether the 
insurance would be sufficient. He opposed restricting Maryland S&L's in making 
out-of-state loans or accepting out-of-state deposits on the grounds that such 
restrictions would make Maryland associations uncompetitive on a nationwide basis. 

He noted that if interest rates go up because of the federal deposit there will 
be major problems in the industry. In his opinion, a 20% prime rate could force 
savings rates up to 16.5%. This would result in fixed rate mortgages losing 
their status as good investments and being phased out in favor of adjustable rate 
mortgages. However, the associations would suffer loss in income before the 
transition could be made. 

On the ownership of land development corporations by S&L's, he thought there were 
no problems. He stated that Garn-St. Germain gave S&L's more flexibility to earn 
a greater income in order to pay higher savings rates 
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KSSI'C JOINT SUBCOMMITTEE 

MINUTES OF MEETING, JULY 17, 1984 

The meeting was called to examine HB1130(1984). The first 
witness was Charles Hogg, President of MSSIC. He testified 
that the urgency for HB1130 no longer exists. He also stated 
that the bill would impose additional qualifications for direc- 
torship on the MSSIC Board which were attuned to the financial 
condition of the member institution from which the particular 
director came. He stated that a 4% net worth cutoff was probab- 
ly too high. He noted that ifthere a director on the MSSIC 
Board who serves en S&L which is under investigation by MSSIC, 
that director does not participate in discussions or vote. He 
stated that to issue a cease and desist order you need 9 of the 
MSSIC members to vote for the order; Mr. Hogg stated that in 
his experience no cease and desist order has ever come up for 
a vote in MSSIC. 

JaTneS Otto state<1 that he represented the 4 5 members of MSSIC who supported the concept in HB1130. He stated that 
MSSIC members should have the right to establish additional 
qualifications for directors on the MSSIC Board, if necessary. 
Both he and Mr. Hogg stated that 9 of 11 votes was not a 
super majority which would preclude enforcement of MSSIC 

regulations. 

Jerry Whitlock(John Hanson S&L) stated that John Hanson 
is the third largest S&L in Maryland. He said the current 

required qualifications are sufficient. He noted that HB1130 
would m effect require the S&L fchich employs tte director) to 
qualify (through a 4% net worth requirement), rather than 

uBf1oi
reCt0r hilnself- He stated that 22 S&L's would oppose HB1130; Mr. Whitlock also insisted that this was not an issue 

of large versus small S&L's, because the 4% net worth require- 
ment does not determine soundness. He said that the S&L Divi- 
sion of DLR should get increased enforcement powers instead. 

James Lauderman agreed with Mr. Whitlock on two points, 
he first was that HB1130 standards for directorship are 

unrelated to the capicity of an individual to be a director 
of MSSIC; the second is that HB1130 would eliminate the 

egislature's power to change guidelines for directorship. 
He stated that requiring 9 of 11 directors to vote for a 
cease and desist order is a large majority out of necessity 
because a cease and desist order is a heavy penalty; such 
a large majority would not be required for intermediate pen- 
a ties. He stated that public censure of a financial insti- 
tution could cause a run on its funds. While Mr. Laudeman 

not think MSSIC should use the same procedures as the 
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Federal Home Loan Bank.(FHLB), he approved of the FHLB's 
way of calculating net worth. While he opposed any compre- 
hensive increase in disclosure requirements for S&L's, he did 
concede that an element of discipline through disclosure was 
a good thing, 

Charles Brown (Director, Division of Savings and Loans) also 
stated that the net worth of an S&L does not reflect an individ- 
ual's ability to serve on MSSIC Board; he said that HB1130 would 
prevent some good associations from participating in MSSIC Board. 
He noted that changes in MSSIC by laws must be approved by him. 

Respectfully submitted 

Lars B. Kristiansen 
HOUSE ECONOMIC MATTERS COMMITTEE 

Committee Counsel 
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JOINT SUBCOMMITTEE ON SAVINGS AND LOANS 

JULY 31, 1984 

Marvl!nHBSr'cd^Stri?l/ted/ handout on Fi§9-^9- He pointed out that, under FI§9-419(c 
terpd s are allowed to make the same types of investments as federally char- 
i^nn U 5°^ 9 exP1icitly subject to the rulemaking power of the Div- 

considerpd nrni J-' ^ Jhe.Board of Savings and Loan Commissioners recently 
under §9 fllSflT!? 09 w69" 00 What type 0f investrTients were to be allowed 
doe^ nnt"nr^nt ?S adv^ed the Attorney General's Office that Maryland law 
miaht bp ^hiprtT hSi y f0r SUCh regulation' ^nd that the regulation might be subject to challenge on anti-trust grounds. 

inherent Ci n't Hp 1<
Assista?t A«or"ey General) explained the anti-trust problems 

nntfn rJ l-l Division's enforcement of Maryland Savings and Loan Law. He oted that it is the policy of the federal anti-trust laws that state laws must 
oster competition but, also that states have a right to protect investorsHe - 

depositors). He observed that the State Board of Savings and Loan Commissioners 

the Board^rp3- industry representatives. However, since these members of 
be construed tnnhpSrnCeiC0'?Prit0rS' any re9^tory agreement among them could 
federal Inti I I ?" unlawful comP?ct which restricts free competition under the ■ eutrdi drlLl-LruSL IflWS. 

S1^1lar situations in other states, the Supreme Court developed 

not .^ate"Actl°n doctrine. Under this doctrine, the federal government would not intervene if a restriction on free competition was enacted* by a State 

doctrin^has le9itimate State intereSt- The ^ ^satisf^this 

1) The state must clearly articulate and affirmatively express a state 
policy which would allow the displacement of competition in order to 
protect a state interest; and 

2^ polTcymUSt be aCtive State suPe-ision of the implementation of that 

Mr. Brockmeyer opined that the existence of the S&L Division satisfied the 

SM!9,!' ^ teSt; h0wever' he was ""certain whether Maryland could 
1 ic safetv" .He

f
noted that a state Policy of "protecting the pub- 

ntends to rpItTrt * I "I* ' 6 POliCy mUSt exP1icitly state that it intends to restrict some forms of competition to reach certain objectives. 

of co^tiHn^c^T1'"!6-^1-3" explicit sta^ent concerning the restriction 
unde th' h .n contained in F]§9-419(c) whether the investments allowed 
the subsprtinn5^ k" are V"der the regulatory aegis of the Division or whether 
scoDPnfthpett1 COnsidered an alternate lending authority outside the 
DrovidP JJnl, t s power. Inother words, FIs9-419(c) could be construed to 
state assoriat in PT y State and federal S&L'S rather than merel* allow 
tion^ bv thP lilt* S en9a9e ^ Crtain addit1'0^1 investments subject to regula- 
these i«.ip< f ^ PT1Sed the Joint Sut)Committee a letter of advice on tnese issues for next week, 

ives Respectfully submitted 
Lars B. Kristiansen - 
Committee Counsel 36^ 
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JOINT SU)3COHMI TTEE ON SAVINGS & LOANS 

AUGUST 8, 19 8 4 MEETING (l:25p.in.) 

Charles Hogg noted that amending the confidentiality statute to 
give the Division Director the power to require standardized 
disclosure of each S&L's operations would allow the Division to 
determine format and frequency of the disclosures through regula- 
tion. Bill LeCompte noted that the word "member" could be changed 
to person' in §9-306 (b) (1); Senator Denis agreed that this would 
be a more useful format than amending s9-504(confidentiality 
statute). 

T 

Delegate Kirchenbauer asked for more information on the condition 
of savings and loans in Maryland. 

There were general objections from Mr. Kresslein to monitoring 
out-of-state deposits. Mr. Whitlock stated that the 50-mile rule 
was originally applied to the making of loans, not the acceptance 
of deposits. Mr. Hogg noted that MSSIC allowsonly 10% brokered 
deposits; if the S&L's networth is below 4%, MSSIC only allows 5% 
brokered deposits. MSSIC also restricts brokered deposits from 
any single broker to 1% of total deposits. He noted that banks 
do not monitor out-of-state funds. However, he also noted that 
MSSIC is currently monitoring "Jumbo" accounts (all jumbos are 
not brokered, but most brokered are jumbo). Mr. Kresslein reminded 
the subcommittee that a recent federal regulation issued to control 
brokered accounts was struck down by a federal court as unconstitu- 
tional. Delegate Kirchenbauer asked whether it could not help to 
insure all accounts if the large accounts were broken up and the 
funds spread among several institutions. This suggestion was 
opposed by Mr. Kresslein. 

Mr. Hogg and Mr. LeCompte noted that there were inconsistencies 
in MSSIC and Division regulations. Mr. Hogg noted that the MSSIC 
survey would be forthcoming; he stated that data indicates that 
not much "cross-investing" is going on. 

On the issue of increased salaries for auditors, Mr. LeCompte noted 
that there has been a 100% turnover among examiners for the Division 
in the last 3 years: these examiners are trained by the Division 
and then leave for much more lucrative jobs with S&L's. Mr. 
Kresslein noted that the franchise tax no longer foes into a ^special 
fund to pay for the operation of the Division. The Division is 
allotted funds through the budget and the franchise tax is paid 
into the general fund. Mr. Kresslein stated that the revenue 
raised by the franchise tax now greatly exceed the funds alloted 
to the Division in the budget. He asked that the tax be lowered; 
he noted that, in addition, the Division charges §107 per day ' 
per man for examinations. 

IVE6 
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It was noted that the law did not specify a deadline for 

in assets)' ^eq^red of institutions with over $5 million in ^ssets). Del. Kirchenbauer asked that the Division investiPatP 
whether these audits were done in a timely fashion. lnVeSt^ate 

Littrel17* att**ded ^ ^legates Kirchenbauer. Harrison, trell, Lutz. and Morsberger and by Senator Denis. 

Respectfully submitted by 

Lars Kristiansen 

30 



( 

Testimony of Oiarles C. Hoyg, II 
before 

Comnierce, Consumer and Monetary Affairs Subcommittee 
i of'the i; ■ 
Committee on Government Operations 

April 3, 19S4 t 

i ' ! < ' 1 ■ 
I am pleased to appear before the Subcommittee to present my views on the 

I ?. 

staVe/private deposit insurance systems and to discuss in particular the Maryland 
' }' i 
Savings-Share Insurance Corporation (MSS1C). My testimony will provide brief 

I ' ;! _ '< 
background on MSS1C and respond to the fourt topics listed in Chairman Barnard's letter 

!■ : t i 
of;March 22, 19S5. S 7 

: t ? 
MSSIC was created in 1962 by a special act of the Maryland General Assembly for 

h f 

the purpose of providing a viable alternative for deposit insurance for state-chartered 
I ? • 

savings and loan associations. In the early ^ZO's Maryland law was changed to require 

deposit insurance for all savings and loans in the state, and MSSIC and the Federal 

I ' 
Savings and Loan Insurance Corporation (FSLIC) were the only providers authorized. The 

• i 
larter of MSSIC appears at Title 10, Financial Institutions Article, Annotated Code of 

I ; 

Maryland/ The stated purposes of the Corporation are listed there as follows: 
• r ! 

? 
"(1) Promote the elasticity and flexibility of the resources of members; 

?' i 
(2) Provide for the liquidity of members through a central reserve fund; and 

* * 
' - 5 

(3) Insure the savings accounts of members." 

1 

The operations of MSSIC are directed by a Board of Directors comprised of three 
i ! 

embers appointed by the Governor of Maryland and eight members elected from among 
: f 

representatives of member associations. The Board of Directors employs a staff of 

financial professionals to implement Board policies. I am President and Chief Operating 

Officer. In addition to the Board of Directors, we have a Membership Committee which 

meets monthly to review the operations of the member associations and to determine the 
( i: ! 

eligibility of new associations for membership. j' j 

Our analysis of the operations and financial condition of member associations is an 
I: 

IVE 7 
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active, no! a passive, one. Each member whoso assets exceed $5 million is required to 
! 

submit monthly a complete financial report which includes a balance sheet, income 
f I 

statement and supplemental data. This information is entered into an IBM 3^ computer 

which is programmed to point out exceptions to all of our rules, regulations, guidelines 

and policy statements. In addition the computer provides reports on trend analysis, 

margin analysis and any change beyond established parameters. These reports are 

reviewed by our financial analysts, and presented to the Membership Committee and 

Board. Most importantly, our staff follows" up on the reports by on-site visits to and 

review of the operations of selected institutions high-lighted by the reports. These visits 

. • i . 
and reviews may include checking on securities portfolios, loan files, operating expenses 

I 
, and other specifics areas of interest, or they may entail a complete review' of the 

operations of the institution. 

In addition to our major data processing efforts, our staff uses an IBM Personal 
i 

Computer to perform selected analysis on member associations as well as for internal 
i 

uses. 
! 

To supplement the analysis and review conducted by my staff, we have complete 
• i J 
• access to the examinations and files of the Division of Savings and Loan Associations (the 

., Division), the state agency with regulatory responsibilities for the state chartered 

'..'•industry. Members of my staff attend the Exit Interviews conducted by the state upon 

j 
- completion of an examination of an institution, and we receive at the same time as the 

i 
■' institution a copy of the Examination Report, and subsequently, a copy of the institutions 

i 
response to comments in that examination. Coordination between MSSIC and the 

Division is further enhanced by the Director's attendance at MSSIC Board meetings,and 

my attendance at meetings of the Board of Commissioners.,' Our staffs and senior 

t 
officials meet frequently to coordinate our efforts in dealing with potential problem 

, ^ associations and to insure that total, complete and free lines of communications exist. 
I 

Copies of correspondence between our offices and member institutions are regularly 
i 
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cxchan^cd. 

Our coordination and cooperation with the Federal Home Loan Bank Board 
i 

(FHLBB) is naturally more limited, although we do attend seminars and meetings where 

representatives of the FHLBB participate. In addition, 1 have recently held meetings 

with the Director of the Insurance Section of the FSL1C on methods of planning for and 

executing institution closings or other supervisory actions. We retain as a consultant the 

firm of the former Director of Insurance of the FSLIC. 

The financial data I will provide today is as of December 31, 198^ to give a good 
i 

■ comparative basis, although our data processing capabilities allow us to provide monthly 
i ; 

• . data. We will be pleased to provide any data the committee wants. 
I 

At December 31, 198^ the 101 members of MSSIC (now, 102) had total assets of 

l/ :.i 
^ I ■. ,$8.9 billion and total savings deposits of $7.2 billion. Included in the assets are mortgage 

I " ' * 
, ,* loans of $5.8 billion and Investments and Securities of $1.6 billion. Our largest member 
y-' ; ■ 

i had total assets of $1.6 billion and our smallest member had assets of $152,968, 
■I 

>. At the same date, MSSIC had total asets of $20^.8 million, which included highly 

i; . liquid investments, primarily U.S. Government or Agency securities of $132.2 million. In 

addition, the Central Reserve Fund, used for liquidity, had assets of $80.8 million, also 

invested in liquid securities. Our premium structure consists of a 2% Capital Deposit 

maintained by member associations with MSSIC. These deposits are adjusted semi- 

annually as of 3une 30 and December 31 of each year. We calculate our reserves or net 
I 

worth to be $166.8 million. The components of this reserve position are Capital Deposits 
I 

. ($1^^.3 million). Retained Earnings ($17.5 million) and a Reserve for Insurance Losses 

($5.0). All of the MSSIC figures are audited as of December 31, 198^ and Touche Ross A: 
V ! 

Co. has given an unqualified opinion on our financial statements. 
| 

. At this point in my testimony, I would like to digress to introduce a topic that has 

significant meaning to MSSIC and which could add over $15 million to our retained 
■■ r i i -*. 

earnings and reserve position. | 

i 



This Subcommittee has asked us to make recommendations to Cougiess on 

measures which could be taken to strengthen the private deposit insurance system. Mr. 

Chairman, MSS1C is proud of its record. We feel depositors in members of MSS1C are 

thoroughly protected by our continuing to operate as we have since we were established 

in 1962. 

There Is one area, however, where a change in the law would allow MSSIC to 

increase insurance reserves, which would add further protection to our members. As the 

Committee is aware, the federal deposit insurance agencies, the FD1C and FSLIC and the 

' central liquidity facility of the National Credit Union Administration, are statutorily 

exempt from federal income taxes. MSSIC is statutorily exempt from Maryland state 

taxes. MSSIC, however, is not exempt from federal taxes, although several state 
i [ . 

organizations which perform functions similar to those of MSSIC are exempt from 

federal taxes. 

This disparity in treatment results from the fact that the section of the Internal 

Revenue Code which provides the federal exemption for deposit insurers, section 

501(c)(l'/)(B), applies only to organizations created before September 1, 1957. MSSIC is 

excluded by virtue of having been established in 1962. 

There is no logical reason for this discrimation. A federal tax exemption for 

MSSIC would permit us to add approximately fifteen million dollars to our insurance 

reserve fund, that figure representing taxes owed to the federal government, but not yet 

paid to the government. If MSSIC were operating under a federal exemption, we would 

be fifteen million dollars stronger, yet there would be no revenue loss to the federal 

Treasury. More importantly, we would operate in the same federal tax position as the 

federal deposit insurance agencies and those private insurers established before 

September 1, 1957. 

A bill H.R. 6199, was introduced last Congress to eliminate entirely the cut-off 

date in Section 501(c)(l^)(B) of the Code. We understand that a similar bill will be 
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rcintroduced this session. Wc hope it will be enacted into law. In light ol Congress' 

concerns over the ability of federal and state deposit insurers to do their jobs well, all 

deposit insurers should have the same federal tax treatment, particularly when they 

perform as well as MSS1C. 

As we have pointed out, our exacting procedures for membership in MSSIC, and 

the careful ongoing scrutiny that we make of our state's savings and loan industry, are a 

"i" depositor's best protection against loss. No depositor in Maryland has lost even a single 

penny since MSSIC was organized In 1962, and we intend to continue this fine record. A 

federal tax exemption would help us perform the job of assuring the maximum protection 

' available under law to depositors with members of MSSIC. 

A proper and appropriate early-warning and regulatory/supervisory system such as 

is in place in Maryland and at MSSIC should preclude the failure of one or more large 

insured thrifts from occurrring suddenly or as a suprise to regulators and insurers. 

Careful and constant monitoring must be used to detect potential problems before they 

become serious, and enforcement and corrective action must be taken quickly and 

effectively. Should a significant failure occur, however, several options are available to 

' "' the regulator and insurer. These options, exercised early and decisively, include 

■ : voluntary merger, assisted merger or acquisition, conservatorship or receivership, 

"' assumption of management and control, sale of branches or other assets and controlled 

: liquidiation. Obviously all sources of liquidity, including the Federal Reserve Bank 

'• Discount Window, bank lines and other sources must be activated. Communications 

among all parties concerned must be open and effective. 

. >; Several lessons have been learned from the events in Ohio. These deal primarily 
I 

' with communications, liquidity sources, and regulatory response. As a result of the Ohio 

situation, we have reviewed our methods of communications with our members, and with 

the executive and legislative branches of our State government. We are capable of 

disseminating quickly critical information to 102 savings and loans, and of getting from 
: * 
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these institutions, and their brandies, last and accurate information. 

We have reviewed and are assured that those institutions who are eligible are 
I- 

properly filed and prepared to utilize their access to the Federal Reserve Bank Discount 
a 

Window. We have Instructed our members to reconfirm the terms and conditions of 

* • r. 
borrowing under bank lines of credit. MSSlC's own liquidity position has been temporarily 

«)} 
pi 

tj 

We have the systems in place to deal.with an unfortunate event. All the parties 

increased 

involved, including 

effectively. 

he Federal Reserve Bank, are prepared to do our jobs,quickly and 

It has been my pleasure to appear before you. I would be happy to answer any 
■ j? 

questions. Thank you for your time and interest. 

V?; ' If 
•v ft ( .• 

!i 

S 

•f; •t, 

is! 

M 
\ * 
t- 
i: 
U 

3G?:i .ge7f. 



- » ' ***» (.,1 .'••w'.iA ' rjw « fc __ _ _ _ f- t> r r- r tC 
-O^. W J* i Cn." •" C 
-O* •OiTl»> K*.; * l * 
n •* i ^••a<■»< *„ »f-«-•* A. H*T c TIJL*,. 

NINLTY-NiNTM CON'GfitSS 

(Lungrr^ of (fjc Sluilrb 

^ous'r of Htprfgrntalibtg 

COMMERCE. CONSUMER. AND MONETARY AFFAIRS 
SUBCOMMITTEE 

OF THE 
COMMITTEE ON GOVERNMENT OPERATIONS 

RAYBURN HOUSE OFFICE BUILDING. ROOM B-377 
WASHINGTON. DC 20516 

March 22, 1985 

* !> O"! C* •« (^ ji *U 

~<7c:; ::»-«*o7 

Mr. Charles H. Brown, Jr. 
Director, Savings & Loan Division 
State of Maryland 
231 E. Baltimore Street, 7th 
Baltimore, MD 21202 

Dear Mr. Brown: 

On April 3, 1985, the Commerce, Consumer and Monetary Affairs Subcommittee 
will begin hearings into the Ohio deposit insurance situation, the adequacy of the Federal 
and state responses to it, and the operation of other state/private deposit insurance 
funds, including the one that operates in your state. The subcommittee is specifically 
interested in the manner in which state/private deposit insurance funds interact with 
their thrift supervisory agencies. 

1 therefore request your appearance at the subcommittee's hearing on April 3, at 
9:30 eum. in Room 2154 of the Rayburn House Office Building. Your testimony should 

' respond to the foDowing: 

1. Please describe your agency's operations and enforcement powers, and the general 
condition of the thrifts in your state. In so doing, please answer or furnish the 
following: 

a. For each year, 1982 to date, the budget of the Maryland Savings fic Loan 
Division and the number of individuals employed in professional level 
examination/supervisory capacities. 

b. The number and asset range of (i) state-chartered and insured and (ii) slate- 
chartered but federally insured, thrift institutions currently supervised by 
your office. 

c. Describe briefly the frequency with which Maryland institutions are examined 
and the civil end criminal powers available to your agency to supervise these 
institutions (i.e., cease and desist powers, suspensions or removal powers, 
civil fines, etc.) Are you satisfied with the sufficiency of these powers? 

d. Do you impose on the institutions you supervise reserve, capital or other 
safety and soundness requirements designed to prevent the likelihood of 
insolvency? If so, what basic requirements do you impose? 

e. How many of Maryland's (i) federally insured and (ii) nonfederally insured 
thrifts are presently on your "problem" list? RECOVtD 
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^ 30^-! ^1V SAV. i LOAN fcSSNS . 



Please describe, hs comprehensively hs .possible, the wavs in which your h-encv 
internets with the administrators of Uie state's dejwsit insurance fund. In this 
connection, 

a. Do you routinely and systematically make available to the insurance fund 
administrators (i) examination reports and related documents involving and 
(ii) information about any supervisory actions taken against, the state/private 
insured fhrifts? 

b. Do you have authority to order the termination of an association's 

state/private deposit insurance? If so. under what set of conditions are you 
authorized to do so; and set forth the number of such insurance terminations 
from 1980 to date. If you do not have insurance termination authority, does 
that authority reside elsewhere? 

Please set forth your views on how Maryland Savings-Share Insurance Corp. might 
operate more effectively to prevent or minimize losses to the fund; and how your 
agency's coordination and cooperation with the operators of the insurance fund 
could be improved. 

Please comment on the Ohio deposit insurance situation and the adequacy of 
responses by state and Federal officials (including the Federal Reserve. Home Loan 
Bank Board, and SEC officials). What specific lessons have been learned and what 
recommendations are you prepared to make to Congress regarding recent events 
in Ohio and their possible repetition elsewhere? 

Please feel free to provide any additional information or views which you believe 
are relevant to the issues being studied by the subcommittee. 

Your responses to and testimony concerning the above will greatly assist the 
Congress in determining whether reforms are necessary in the present system of 
state/private insurance, in state and Federal banking supervision and in the 
regulation of nonregistered securities dealers. The Rules of the House of 
Representatives require that you supply the subcommittee with 100 copies of yoitf 
testimony no later than the close of business on April 1, 1985. If there are any 
questions, please do not hesitate to call the subcommittee staff director, Peter S. 
Barash, or staff counsel, Stephen R. McSpedden. 

Doug Bernard, Jr. 
Chairr lan 

DB:psb/srm:v 
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WILLIAM s. LECOmPT 
DE PU T Y D«PEC T C 

March 29, 1985 

Representative Doug Barnard, Jr., Chairman 
Commerce, Consumer and Monetary Affairs Subconmittee 
Rayburn House Office Building, Room B-377 
Washington, D. C. 20515 

Dear Representative Barnard: 

In response to your letter of March 22, 1985. I would be pleased to 
ppear at the subcomm.ttee's hearings on the Ohio deposit insurance 

situation which will be held on Wednesday, April 3, I985. 

win rlnciudedT"11" ;he datS re<",ested vour letter and which included in any testimony that I might give during the hearings 

Very truly yours, 

Charles H. 
Di rector 

Brow 

CHB:kg 
Enclosure 
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WILLIAM S. LECOMPT 

DEPUT Y DIPEC TO 

The Division of Savings and Loan Associations was created by the State 
Legislature in 1961 for the purpose of regulating the State-chartered savings 
and loan industry in Maryland. The insurer, more popularly referred to as 
MSSIC, was created by the Maryland State Legislature in 1962 for the purpose 
of insuring savings accounts of State-chartered savings and loan associations 
which were not federally insured by the Federal Savings and Loan Insurance 
Corporation (F.S.L.I.C.). The corporation, although created by the State 
Legislature, is not a State agency nor Is the Insurance of savings accounts 
backed or guaranteed by the State of Maryland. However, under Maryland Law 
the Governor of the State of Maryland does appoint three public interest or 
consumer members to the Board of Directors of the corporation. The remain- 
ing eight directors are elected by the membership consisting of the 101 in- 

stitutions Insured by it. 

The Savings and Loan Division for the State of Maryland has a staff of 

^ 3° individuals of which 18 are field examiners, 2 examiner-supervisors and 
a chief examiner. Additionally, there is the Director of the agency, Charles 
H. Brown and the Deputy Director, William S. LeConpte, plus clerical employees 
Since i9o2 the Division has operated on the budgets as set forth below; 

1982 Actual 
1983 Actual 
I98A Actual 
1985 Appropriated 
1986 Proposed 

$ 67^,125 
708,387 
73^,015 
960,785 

1,020,60^4 

The Division of Savings and Loan Associations, for the State of Maryland 
regulates 11A State-chartered associations as follows: 

13 State-chartered with insurance 
of savings accounts by the Federal 
Savings and Loan insurance 
Corporation (FSLIC) 

101 State-chartered with insurance of 
savings accounts by the Maryland 
Savings-Share Insurance Corporation 
(MSSIC) 

- " s z z m t " • 
* cc * tss-c220 Total S16tc-chartered industry 

Assets 
December 31 , 198^4 

In Bill!ons 

$ 1.6 

8.9 

$10.5 
30? 7 
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'The 13 associations insured by the FSLIC have assets ranging f tot, $i(ci5 
million downward to $21 million. The assets of the 101 MSSIC insured insti- 
tutions range from $1.6 billion downward to our smallest assoc i e:t i on of 
$152,968. We hove 18 associations with assets in excess of $100 million 
and 58 associations with assets under $10 million. We have many small, 
neighborhood associations, some of which are open to the public only one or 
two evenings per week. 

Under Maryland law the Division is required to examine our associations 
at least once every two years. At the present time examinations are made 
approximately every 1A to 15 months. If need be an association could be 
examined more frequently if the Division Director considers it necessary. 
Additionally, both the Division and the insurer, MSSIC", —r-equi re that our 
institutions submit a monthly operating report so that we can keep abreast 
of the operations between examination periods. Associations with assets of 
$5 million or more are required to have an annual independent audit by a 
Certified Public Accountant. 

Presently, the Division has limited enforcement authority. However, as 
a result of a I98A Maryland legislative summer task force study of the savings 
and loan industry, several bills were introduced in the State legislature this 
year which will give the Division greater authority to regulate the industry. 
These bills cover the following: 

1. The authority to issue a Cease and Desist Order for any 
violations of Maryland law or regulations of the Division. 

2. Would allow the removal of any officer or director found 
to be operating in an unsafe and unsound manner. 

3- Clarification of the regulatory authority of the Board of 
Savings and Loan Commissioners over State-chartered associa- 
t i ons . 

A. Requirement that an association must have available for the 
public an annual financial statement. 

The Division Director and the Board of Savings and Loan Association 
Commissioners are satisfied that these new powers will give the Division the 
authority to regulate the State-chartered industry. These bills are awaiting 
passage in the Senate and the House and when passed and signed by the Governor 
will become law effective July 1, 1985. 

By regulations of the Board of Commissioners, our institutions are 
required to maintain a net worth of at least 3% of the savings deposits. 
Additionally, the insurer, MSSIC, also has its own net worth requirements 
which I am sure will be included in the presentation by Charles Hoqq, 
President of MSSIC. 
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. e do not havc asfociat ions that we feel h.-jvo srv,-rP opt rat i no problems There sr^ al.^v.c . ^ • . ic^t.rc 
n . , , *- aiways some associations which we feel wr- need to monitor more c oselv th^r, /-nh^r<r , ^ L • . 

" c,0beiy than others and at this time we have thrcp associations in this category. mree 

"The Division works very closely with the insurer, MSSIC, in the suner- 
sion of the State-chartered industry. MSSIC receives copies of thp 

tions made by the DTvismn R^th th, n- ■ • 'ece'ves coPies or the examma- 
monfhi »• division. Both the Division and the insurer receive the monthly operatmg report of each association. Both agencies receive copies 

t a a e oih r;,aU<iit- - exchanged by the agenc 'so 
ut on If a . P- y of the of each and every insti- tut ion. If a supervisory conference with any institution is necessarv both 

Board ' of T T0^ . Add' ^ !-a 1 1 y. the Division Di J.Ic tor at tends Cie 1 rectors meetings of the insur-er and Mr. Hogg, President of MSSIC 

ll full coooTl'^^ ^ ^ 0f SaV'm9S and Loan Commissioners. There 
Industry P etW"n the t"0 a9e"ci" ^ th' supervision of our 

must have 'tnsuraoce^f'savi nas' inSt:tUt.i0" 0perati"S within the State 
Insurance Corporation or the Fede"^"^ i nns'aTl t',e Saui"^-Share 
Although the Division do^ not h pavings and Loan Insurance Corporation, 
the insurer MSSIC dn^ h ^ ^^ority to terminate the insurance, 
however, wo^lfp oiably resui.Siraasth0rl-Y- ^ ^ insurance, 

and Loan Association anS the Ohio De^U / ^ "Z 

what^ 

----- 

ederal insurance of savings accounts. 

Submitted by Charles H. Brown, DirTcTbr 

Division of Savings and Loan Associations. 
State of Maryland 

March 29. 1985 
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April 10, 1984 

Charles H. Brown, Jr., Director 

?f.^Savings and Loan Associations 
n ,. . Baltlraore Street-Seventh Floor 
Baltimore, Maryland 21202 

Re: Custom Savings & Loan Association 

Dear Mr. Brown: 

paragraph. acts set forth m the succeeding 

Custom^ in volving3 mi nor "differences ^n" by 

pe^V/Tfme'5 wfthTnV h"'9" fo^l 
variable rat* ♦. ? accounts operating as daily 

nlXlt' 

MSSIC nsf^Ce did n0t operat€ on weekends and holidays A 

Jhe^ast'quotr'eT'r^"6^ f to'the^e^o? 

for reviewed week^do approximately one and one-half points 
nor MSSIC were aware of er ?ccoun^holders/ the Division, 
and could not r^cnnaKi k Practice prior to the examination, could not reasonably be expected to have discovered it from 
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Charles H. Brown, Jr. 
April 10, 1984 
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the periodic account statements, given the complications inherent 
in interest calculations involving a variable daily rate and 
compounding. On the demand of the Director and MSSIC, Custom has 
discontinued the questioned practice. 

For purposes of this opinion, I am assuming that Custom*s 
unique ratesetting practices set forth above violate applicable 
law or Board of Commissioners regulations and thus come within 
the scope of S8-401 of the Financial Institutions Article 
discussed below. The meager statement that a depositor's 
variable rate account is "subject to daily charges to reflect 
money market conditions" may well fall short, on grounds of 
accuracy and completeness, of the disclosure of "the method of 
computing the dividend or interest" required under the Truth in 
Savings section of savings and loan law. Code, Financial 
Institutions Article, §9-403(2). Further, from an overview of 
Custom's Cash Fund practices, the same statement on the variable 
rate together with the telephone advice on specific weekday rates 
being paid to depositors could constitute an inaccurate and 
misleading advertisement under Board Regulation COMAR 
09.05.01.18C. 

However, even assuming these violations of savings and loan 
law and regulation (the practices being promptly terminated on 
demand of the Director), after a review of the area, I conclude 
that the Division Director does not have the power to require 
restitution from Custom for affected accountholders for lost 
interest resulting from the "dropped" weekend and holiday rates. 

Applicable powers of the Director are set forth in Titles 8 
and 9 of the Financial Institutions Article of the Maryland 
Code. Under §8-303, the Director is given "general supervision 
of savings and loan associations in this State", and §8-401 
empowers him to issue orders to compel associations to comply 
with their charter or bylaws, any applicable law, or any rule or 
regulation of the Board of Commissioners. Significantly, the 
penalty and enforcement powers of the Director (and the Board of 
Commissioners) are quite limited. Missing are powers to fine, to 
suspend or revoke charters, to remove officers or directors, or 
to order restitution. (Compare specific powers of the Insurance 
Commission to revoke or suspend an insurer's certificate of 
authority or impose a fine of up to $50,000 for violation of the 
Insurance Code or regulations including unreasonable delay in 
paying claimants amounts due them, under Article 48A, §§55 and 
55A; the power of the Division of Consumer Protection to assess 
damages against violators of the Consumer Protection Act flowing 
from improper or incomplete restitution under §13-204(10) of the 
Commercial Law Article; and the Bank Commissioner's removal power 
over bank directors and officers for engagement in unsound 
banking practice under §5-801 of the Financial Institutions 
Article). 

It would be stretching matters to conclude that the Division 

Director's general supervisory power over associations, combined 
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with the liberal construction directs hv cea i m 
the Financial Institutions Article allot itn- 3 9-906 o£ 

restitution in this situation The utLl °lre.ctor to order 
agencies have only those now^ro usual rule is that state 
expressly or by necessary n -rred by statute, either 
Law-, S70; Albert v V fo1: J"-. "Administrative 
USSSJ. State Co'mia*l™' 209 Md. 27, 34 
collected CMM ' State M-inistrative Law, p. 695 sets forth 

" . • • involving situations wherein an 

wou^'be 611^1",9 that' the interest would be served if certain action were 
required, undertakes to order a course of 

an?hUC^ WhiCh Under the statute it has no authority to require." 

ill m"!'™"'"" WaS reve':sal by the reuiewing court. See also 

Custorde'scribed a^vTa're"uniou"6 i"1'?1' J"" «>"="<*» of 
specifically advised all i10 that you have now 
practices 'win ^ ^ 
misleadinq. r ^ . ci:eai:ea as deceptive and 
tightening up variable dUclo^re0^ iS 

regulation. aisclosure requirements by 

Very truly yours. 

John\C 
Ass is 

JCC:pjm 

copies to Francis X. Pugh 

Robert deV. Frierson 

Cooper 
Lnt Attorney General 

ADVICE OF COUNSEL; NOT AN OPINION OF THE ATTORNEY 
GENERAL 
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CHIEF. LITIGATION AND ADMINISTRATE 

MEMORANDUM 

May 28, 1984 

TO; 

FROM: 

RE: 

Charles H. Brown, Jr., Director 
Division of Savings and Loan Association 

John C. Cooper, Assistant Attorney Genera] 

First Progressive/Old Court Articles of Merger 

The following changes will be required to the submitted Articles, 
to obtain my approval. Unless otherwise noted, statutory references are 
to Title 3 of the Corporations and Associations Article of the Code 
(1983 Supp.): 

1. There is an inconsistency as to where First Progressive's 
principal place of business is located between the first (unnumbered) 
paragraph and Paragraph THIRD. CAlso in Paragraph THIRD, as I read 
§ 3-109 (a)(6)(ii), any leasehold interest in land sliould be set forth 
for First Progressive^ 

2. lb comply with g 3-109 (a)(8). Paragraph SEVENTH needs a 
statement that the terms and conditions of the transactions set forth 
in the articles were advised, authorized and approved by Old Court in 
the manner and by the vote required by its charter and the laws of Maryland. 

c^- 
3. It appears to me that § 3-109 (a)(5) requires a statement 

as to the issuance of any Old Court stock to First Progressive interests. 

J0C;dk 

IVF2 
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harry KucHti 
covcbnck 

JOHN J. CORBLEY 
SECRETARY 

STATE or MARYLAND 

department of licensing and regulation 

DIVISION OF SAVINGS AND LOAN ASSOCIATIONS 
2S1 EAST BALTIMORE STREET B AL T IMO RE. M A R Y L AN D 21 202 

SEVENTH FLOOR 
3O1/6SS-63J0 

CHARLCS H. BPOfc'N, J' 
OiKI.C 1 OK 

l<k. HQ 

Charles H. Brown, Jr., Director 

■ Alexander H. Watt, Jr., Exam Iner-Supervisor 

Fcj'ilf?1!0" 5y 0,d Court Savln9s and Loan, Inc. to 
111*nS M®lntaln 8 Branch Office at 6608 Belalr Road, Overlea, Maryland 21206. 

DATE: April 23, 1984 

TO: 

FROM: 

RE: 

toh»rLre!',"'eVhlS to the extent necessary to properly evaluate the data submitted by the apollcant 

eWeV:e50,nKU<:te<i 3 f"? SUrV'y °f th' proposed s^te and" 
branch 1he,°Pera»10"a' Projections for the proposed 

—io- <>f«- .p..oc,.t,o«. 

I. Site 

».ateW%P0rnSO!ed ""i" " be bunt "n, of approx I - 2•000 s<",are f«t In a new building to be constructed. 

square'fe.j'^r? "V "f l?cate<, at t1" «"<" of 8 new 40,000 
H ? I? strip shopping center containing a few stores *o detal s are available as to the nunber of stores or th^ 

r^"f r,rnrr: The center wln be bu"t In the heart 
Th. erl«a_]ocated between Kenwood Avenue and Northern Parkwav 

spaceT " " COnt3ln 3 ="<1 ample parkins » ^ ^ • — 

Belafr Ro!^0^?n^0r the area revea,e<, very heavy traffic 
The^ lite 0ne 0f the rna,n arterles of Overlea. 
Belair Ro^H ^ ,900d vIslbJ^ty<to the traffic on 
North o t site Is also between Kenwood Avenue and 
0°:^er" h

Parkway. which are the other main arteries of Overlea where they intersect with Belalr Road. 

on 

altimore metro area ess^jjo 
utside Baltimore metro area TTV ro« OCAF 



Office Bui)d i n a 

Currently, this site is vacant land and is to be Improved 
by a commercial strip center this summer. The office buildlnq 
is to be built by a partnership of Levitt and Pearlstein at a 

c?StLK ,!PPr0^tely $70.000- Jeffrey Levitt, a controlling stockholder of Old Court, is one of the principals of Levitt 
and Pearlstein. The savings and loan is to lease the buildlnq 
for a rental of 40,000 per year plus CP I adjustments every five 
years. The savings and loan will make their own tenant improve- 
ments totaling $69,978 and are detailed in Table 8 of the appli- 
cation. KK 

During the survey, I learned that Rosedale Federal has Just 
leased a similar sized office adjacent to the White Marsh Mall 
for approximately $32,000. Also, Commercial Credit Savings and 
Loan has an application on file for 7972 Belair Road for an 
office containing 1600 square feet at an annual rental of approxi 
mately $25,000 per year. Examiner being a resident of this area 
tor over ten years feels that Old Court's site Is inferior and 
over priced. Many people avoid Belair Road from Glenmore Avenue 
to FuI 1e rton Avenue because it is the one of the most congested 
areas of Belair Road. There are several alternate routes to take 
to avoid this area, which causes the location to be deminished 
in exposure and convenience. The examiner recommends an indepen- 
dent appraisal of the rental value of this site before allowing 
the approval of this branch. 

The proposed office will contain teller counter for four 
tellers, a lobby, managers office, new accounts area, drive-in 
tellers area, staff lounge, restroom and storage area. 

Ill- Primary Service Area 

The primary service area (PSA) for the branch encompasses the 
area known as Overlea, Maryland. The applicant has provided a 
map as required by the application showing the area. The outer 
boundaries of the PSA are within 10-15 minutes drivina time to 
the office per the examiner's actual testing. This meets the 
reasonableness test of the PSA. The proposed location, the 
commuting nature of the work force, the traffic system, and the 
peculiar geographic barriers around the area all help to shape 
the PSA. Taking all facts into consideration, from personal 
inspection, interviews and over ten years of living in this area, 
the PSA appears reasonable. , 
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IV. Proposed Services 

The applicant would offer at the proposed branch office the 
same services it currently offers at its existing offices. These 
were not included in the application and therefore could not be 
compared to existing financial institutions. However, I believe 
with all the financial institutions in the PSA, there are no new 
services that are not currently being offered at competitive rates 
in the area. 

The projected business hours will be designed to compete with 
the hours of existing financial institutions in the area, most 
probably Monday through Friday, from 9 a.m. to k p.m. with evening 
hours on Fr i day. 

V. Market Penetration 

At the time this application was submitted, the association 
had 689 savings accounts in the PSA totaling $8,648,3^ or 3. k8% 
of Old Court's total savings. In addition, the association had 
84 mortgage loans totaling $3,594,260 or 1.49* of Old Court's 
total loans. 

V I. Savings Poten t i a 1 

The applicant stated that the proposed site will provide new 
deposits of $1.2 million by the end of the first year. In reviewing 
figures for all of the savings and loans in the area, it appears 
the area is saturated. The only savings and loan with any growth 
is Eastern Savings which is an aggressive institution with a 
superior location to the proposed site and present competition. 
Eastern is located at Belair Road and the Beltway with the largest 
shopping center in the PSA. At this location, they are easily 
accessible to Harford Road and Pulaski Highway via the Baltimore 
Beltway as well as Belair Road. At this location, residents from 
the PSA can do their shopping and banking in one stop and many can 
avoid the congestion of the proposed site. However, past performance 
of new savings and loan branches show that this $1.2 million figure 
's attainable. The newness and advertising will bring in at least 
this much the first year. Growth projected in the second and third 
years will probably not be obtainable. 

VII. Project ions 

The applicant, using $1.2 million in new savings, projects a 
$31,000 loss the first year. I have looked over the financial 
statements, and their projections appear reasonable. Also, the 
income 'ond expenses are in line with other first year projections 
submitted byother applicants. 

VIM. Operations and Net Worth q o 

As of March 30, 1984, Old Court Savings and Loan has 4.13; total 
net worth as defined by Regulation .40 and .40-1. Although the 
association has had large losses over the last several years. It 



turne/fh mana9emen.t and the favorable interest rate climate has turned the assoc.at.on around. Due to this tremendous turn around 

TI8!1 fee,s a favorable examination and certified audit 

granted comP,eted before final approval from the Division is 

I X. Conclusion 

Examiner feels that because the rent is excessive, the location 

brJrherh0r.!!n? tie "et WOrth JuSt bare1y meets the minimum, this branch should be den.ed. Two other branches are pending for this 
Savings and Loan at this time and could cause a net worth problem 
If three are opened up at once. 1 believe. If one of the other 
sites are more prom Is1ng, that site should be approved at this 
time and the other two held off until we see If Old Court can 
maintain a reserve. 

' ' d0 n0t recommend that the application of Old Court Savings and Loan to establish a branch office at 6608 Belair Road 

mnePPo0?h . ® ieve, if the proposed site Is moved more than a 
j nr ° '.t^e 5 be convenient to the White Marsh PSA that 

projected for substantial growth over the next several years 

3(Wi 



w • 

v/2i <;<£(_ Ul 

f .. I, • L f^#/ . 
ciud-* (U^ 

£ 

X 

' -l°- f-v&jr JaM 
G 

•itX. X-/ .. Ua^r 

mwj; 

At£^ ■ , '^rkit:Ce5rfc^^—C^L    ' ' _ 

Cfaf ^F.T,, rc)c. 
—>i^xn*iz..I'jc^ M*r ^ y,,^. . ^ . w ^^^7 zt^. ytja /o^ <- « A/ ^ 

c ^17 

i a^ "r't. '?"'1' (.'^ ^ r'-- 'v,.,.; ^ 

-.- £1, — ^ 

"".e." ^ ^ 

igfr   

—^5«ajfe5j - 
brt—z-j 

  i-^tic. 

 - - - -^ "ip d r.a_- .h 

- ■ ^TiLJs2s^£X 
6 /I SS/C^T 

-4-5,->''V^', (^ lO/i^ 27-. n,j 

 . 

- y.> 
/_3 Vy - T>r«r, 

X ^ ^ I— 

•• /'> lv^-v  
■*c j2*f-~~^ * 

3 0 i 0 





•V' 
*<Sofc A K-isW 

- * H 
»tU <>*J V 

t 

sT 

n 

•OOtAJO-A MUJWANN 
11■ I 

w C-J r^—- 
w mj 
kVWTAMKSXAWC 

J^MN* A^WV 
U-tM? 
WBCK1AK 

u-mo 
MXP.STKMK 
W«/tii»i— 
u-nat 
«M«SM.SWa>ZY 
TMfll AiMWM 

liPV 
CBOMM K MAM3Q. CW 
mmm! 
aw<r>i>Ml 
ujm 
/AYfJCmDAN.CW 
n»WMl lr*#w^r<w (V'M^ 
O.J7» 

fllj 

ill m 

OFFICES OF THE ATTORNEY GENERAL 

One South Cdvrrt Buildin* Wtimort. VUryUnd 21202 

(301)383-3737 

STEPHEN H. SACHS 
An*#w>Cnwfel 

November 24, 1980 

H M.lrO.T J KNtls". >K, 
t»s O^l, r,„ _ ** ru. 

U^WIIAS 
W> H«l 
K HOUSTON MATXrr.C.—~ 

its Cs*im1$e#vl—SUveelCQ 
kW^ M-rr^J :iK« 
M) I7M 
CKAWiXO. MOOC. 1CW 

IMLIUlM.rfW.SMWI 
Mm>W4)U0] 

m-wf: 
ANDWW C TAHTACUNO. O. 
IfcJo JTwDiCwuUOn 
H (WU HM—Suhi XX 
fclmmii. MtftWi lun 
Hynac 

■ K06EKT K ZAKNOOiCa>*w< 
Crwel AeeeWi 
KM Ul ■!■«>« S«T»te«» BLfc 
Amo<t». M»>U<W 2 HOI 
W> J786 

Mr. David H. Wells, Jr. 
Deputy Director 
Division of Savings and 

Loan Associations 
One South Calvert Building 
Baltimore, Maryland 21202 

Dear Mr. Wells: 

You have asked for our opinion on whether the Board 
of Savings and Loan Commissioners would violate the anti- 
trust laws i£ it were to adopt a uniform schedule of rate 
ceilings specifying * the maxinium dividend or interest rates 
that State-chartered savings and loan associations would be 
permitted to pay on savings certificate accounts and other 
types of fixed term accounts. 

For the reasons given below, it is our opinion that. 

OPINION OF THE ATTORNEY GENERAL 

Cite as: Opinion No. 80-086 (November 24, 1980)(to be 
published at 65 Opinions of the Attorney General  (1980)) 
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David H. Well*/ Jr. 
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under the federal antitrust lavs, the Board of Commissioners 
does not have the requisite statutory authority to Impose 
such rate ceilings. Consequently, If the Board were to 
establish a uniform schedule of rate ceilings, members of 
the Board might well be held to be acting In violation 
of the federal antitrust laws and, as a result, would be 
subject to substantial personal liability under those 
? -a % / i laws, 1/ 

I. 

Both the Sherman Act [15 U.S.C. SS 1. through 7] and the 
Maryland Antitrust Act (Title 11, Subtitle 2 of the Commer- 
cial Law Article] establish a policy of favoring free 
enterprise and open competition. Thus, when competitors 
agree to practices that unreasonably restrain competition, 
serious antitrust concerns are raised. See National Society 
of Professional Engineers v. Dnited States, 435 D.S. 679 
(1978). 

Often, members of State regulatory and licensing 
agencies are themselves owners, directors, or employees of 
competitors of the institutions that they regulate. In this 
case, as a result of qualifications required by stacute, 
we find that five of the nine members of the Rnarri nf 
Savings Loan Commissioners are f-nomoi np^ivply' 
engaged in the savings and .loan inflnst-ry - representing 
associationsthatcompete against eachother and against 

Given our conclusion that the federal antitrust laws 
preclude the setting of the rate ceilings, we need not - 
and, therefore, do not - here address the question of 
whether this activity also would be subject to sanction 
under the Maryland Antitrust Act. 

304 :< 
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November 24, 1980 
Page 3  

other associations regulated by the Board. 2/ Thus/there 
Is some danger - that nenbers of the Board ot Commissioners 
nay be in violation of the'antitrust laws.when they impose 
regulations or take other actions that# in effect, impede 
competition within the Industry that the Board regulates. 
As the Supreme Court has indicated in recent decisions, 
state regulatory officials are not; by virtue of their 
status alone, exempt from federal antitrust laws. See, 
e.g., Goldfarb v. Virginia State Bar, 421 U.S. 773 (1975); 

Members of State regulatory agencies are exempt from 
the federal antitrust laws only if their official actions 
gain protection under a legal theory called the "state 
action" doctrine. 3/ This doctrine was first enunciated 
in Parker v. Brown, 317 U.S. 341 (1943). In that case, the 

2/ See S 8-202(a)(2) of the Financial Institutions Article, 
which provides: 

"(2) Of the [nine] board members: 

(i) Three shall be industry members who for 
at least 5 years immediately before appointment have 
been officers or directors of or attorneys for Maryland 
savings and loan associations insured by the Maryland 
Savings-Share Insurance Corporation; [and] 

(ii) Two shall be Industry members who for 
at least 5 years immediately before appointment have 
been officers or directors of or attorneys for Maryland 
savings and loan associations insured by the Federal 
Savings and Loan Insurance Corporationf .] " 

3/ It has been suggested that the Maryland Antitrust Act, 
Tn S 11-203(10) of the Commercial Law Article, would serve 
to permit the establishment of such a rate ceiling. Section 
11-203(10) exempts: 

[continued] 
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Supreme Court upheld the validity of a proration narketlng- 
program of agricultrual commoditlest The program vas 
administered by a California state.agency* acting in accor- 
dance with state law; the state# through policy and legls- 
lation, directed the proration program. Analyzing this 
state activity in light of principles, of ..federalism, .and 
statutory interpretation^ the Supreme Court reasoned that, 
in passing the Sherman Act, Congress did not Intend to 
restrain the actions of the states acting in their sovereign 
capacities. Rather, the federal antitrust statute should be 
read to reach private activity only and not "state action". 

Since Parker v. Brown, however, the Supreme Court has 
grappled with the difficult task of determining whether a 
given activity is essentially private activity or an act of 
the state acting as sovereign. Through a case-by-case 
refinement of this analysis, the Court has fashioned a 
standard for judging when activity undertaken by state - 
officials will be considered "state action" and, as such, 
exempt from the federal antitrust laws. 

In its most recent decision concerning the state action 
doctrine, the Supreme Court reiterated the reasoning of its 
earlier decisions and explained that the suspect activity 

3(contlnued)/ 

"A state or federal savings and loan associa- 
tion to the extent that the activity is regulated 
or supervised under the savings and loan laws, of 
the State or .the United States! 

However, as previously noted, we'are here concerned only 
with the application of the federal antitrust laws (see note 
1 above), and an exemption from the Maryland Antitrust Act 
does not serve as an exemption from the federal antitrust 
laws. 
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nust satisfy a two-prong test in order to be considered 
action by a state. California Retail Liquor Dealers Asso- 
ciation v. Mldcal Aluminum, Inc.,   0.8. -{100 S.Ct. 
937] (1980)• First, the restraint must be '""one clearly 
articulated and affirmatively expressed as state policy**; 
second, "the policy must be 'actively supervised' by the 
State itself".   U.S. at . (100 S.Ct. at 9433 (quo- 
ting City of Lafayette v. Louisiana Power t Light Co., 435 
O.S. 389, 410 (1978)). - 

In enunciating this test, the Supreme Court reaffirmed 
its earlier decisions regarding the type of statutory au- 
thorization that, in order to satisfy the first prong of the 
test, will be considered to be a "clearly articulated and 
affirmatively expressed" policy. In Goldfarb v. Virginia 
State Bar, 421 O.S. 773 (1975), for example, the Supreme 
Court held that a minimum fee schedule for attorneys' 
services was a private price fixing activity even though it . . 
was enforced by the Virginia State Bar, a state agency. 
Finding that there was no state law that required the State 
Bar to undertake this activity, the Court stated: "It is not 
enough that, as the [co-defendant] County Bar puts it, 
anti-competitive conduct is 'prompted' by state action; 
rather, anti-competitive activities must be compelled by 
direction of the State acting as a sovereign." .421 O.S. at 
791 (eraphasis added). See also Onited States v. Texas Board 
of Public Accountancy, 464 F. Supp. 400 (W.D.Tex. 1978), 
aff'd, 592 F.2d 919 (5th Cir. 1979), cert, denied, O.S. 
  [100 S.Ct. 262] (1979). 

Thus, in applying the Mldcal test to a suspect activity, 
the initial inc»uixv in each case is whether there is. a 
"glearly articulated" policy to rpc«-r</^ ^nPftitioni and 

whether that policy - andtheresultant activities - are 
"irnmpeH Vrrl—hy fljrrrH^n" -gf an "aff 1 ^expressed" 
statutory direrfr.ive Intpnded to supplant the. free fifarket. 
ft1 rilch a policy exists, the "inquiry then must examine ' 
whether there• is "active" state control or "supervis[ionJ" 
of the competition-inhibiting activity. Only if both prongs 
of this test are satisfied will the state agency be exempt 
from the federal antitrust laws. If, however, the activity 
fails to satisfy either prong of the test, neither the state 
agency nor its members will enjoy "state action" immunity. 
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Under the state action doctrine, then# our first 
inquiry must be to determine whether the Board -of Savings 
and Loan Comnissioners has.been authorized# by explicit 
statutory direction#' to adopt .a unifora schedule of rate 
ceilings. •>  ^ 

Section 9-405 of the Financial Institutions Article of 
the Maryland Code provides as followst 

"(a) In general'. - Dividends'or'interest on. a. 
savings certificate account or other type of fixed tern 
account shall be: 

• (1) Subject to the approval of the Board of 
Commissioners; and " ... 

(2) In accordance with the rules arid regula- 
tions of the Board of Commissioners. 

(b) Approval by Board of Commissioners. - Within 
45 days of the request# the Board of Commissioners 
shall approve an association's request to pay a divi- 
dend or interest under this section if; 

(1). Earnings of the associations (sic 

are sufficient to pay the proposed dividend for a 
period of at least 1 year; and 

(2) The public interest' is protected. V 

4/ The pluralization of the term "association* is a 
publisher's error. See Chapter 856, Laws of Maryland 1980, 
which enacted this section to refer to "[e]arnings of the 
association...." 
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(c) Appeal. - An applicant aggrieved by the 
action or nonaction of the Board of Commissioners under 
this section may appeal in- accordance with Subtitle 4, 
Title 8 of this article." 

Until July 1, 19ftfli Imr plflffffl |> specific efcafcti- 
torv celling tfle payment yf rfivMrnrtiii nn uhnt wnn Umn 
call eg a "tree share . 6ee former Article 23# $ 161 
Fr^aj oz the Maryland Code.' Chapter 836, - Laws of Maryland 
1980, repealed that law, effectively removing the statutory 
ceiling, and enacted new S 9-405 of the Financial Institu- 
tions Article. This new section permits associations to 
offer any rate of dividends or interest on fixed term 
accounts, "Isjubject to the approval of the Board" and "(ijn 
accordance with the rules and regulations of the Board". 

The legislative policy evidenced by $ 9-405 is clearly 
to broaden the options available to associations and to 
foster and encourage competition among them on the basis of 
the rate of return to be paid on fixed term accounts. 5/ 

5/ This conclusion is supported by 5 9-420 of the Finan- 
cial Institutions Article. Section 9-420 provides: 

"Notwithstanding any other provision- of law and 
subject to the approval of the Board of Commis- 
sioners, a savings and loan association may raise 
capital under the same, conditions and-to the same 
extent as a federal association as if the powers 
were specifically enumerated in this title." 

This section gives State-chartered associations, on 
approval of the Board of Commissioners., the option" of 
raising capital (e.g., by attracting new depositors) under 
the limitations governing federally-chartered associations. 
This section does not mean that State associations may only 

Icontinued] 
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Under $ 9-405(b), this open competition is only to be 
restrained when necessary to protect the public interest or 
to prevent an association from offering more than it can 
responsibly afford. 

More significantly, although S 9~405(a)(2) appears .to 
grant the Board plenary authority to issue rules and regula- 
tions, the statute clearly contemplates that the rates will 
be set on a case-by-case basis: Section 9-405(a)(l) pro- 
vides that dividends to be offered on fixed term accounts 
shall be "(sjubject to the approval of the Board of Comrais- 
sioners". Section 9-405(b)in turn, 'requires the' Board to 
respond to "an association's request to pay a dividend or 
interest under this section* within "45 days of the request". 
Before responding, the Board must consider the financial 
responsibility of the applicant, and it must approve the 
request if the "(e]arnings of the associatiofn] (6/] are 
sufficient to pay the proposed dividend for a period of at 
least 1 year" and if" the "public interest is protected". 
The language of the statute thus clearly presupposes a 
case-by-case review of requests, independently made by 
individual associations,..to pay certain rates. . This lan- 
guage - and the apparent intent underlying S 9-405 - is 
directly at odds with the concept of a uniform rate schedule 

5(continued)/ offer dividends under the same conditions as 
federal associations. _Rather, it is designed to allow State 
savings and loan associations to remain competitive with 
federal associations; thus, any Board-imposed rate celling 
that would be below the federal level, even if otherwise 
authorized, would be contrary .to the policy manifested by 
this section. Indeed, subject to the limitations in S 9- 
405, State'associations .would "remain,free, even given S 9r 
420, to offer higher interest rates than federal associa- 
tions. 

6/ • See note 4 above. 
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or ceiling to be imposed on all savings and loan associa- 
tions, regardless of their respective individual financial 

- capabilities. 

In our view, the Board's general authority under $ 9- 
405 to approve requests and to issue rules and regulations 
regarding dividends or interest on savings certificate and 
other fixed term accounts does not immunize the Board, under 
the state action doctrine, from potential antitrust liabil- 
ity arising out of the adoption of a uniform rate schedule. 
An agency's general authority to regulate a particular 
industry or activity is not, of itself, sufficient for 
purposes of applying the state action doctrine. Rather, as 
previously noted, the grant of authority must be a clear and 
affirmative directive that compels the state to engage in 
the particular anticompetitive activity. California Retail 
Liquor Dealers Association v. Midcal Aluminum, Inc.,   
U.S. , 1100 S.Ct. 937, 943J (1980). 

A comparative illustration of the application of this 
rule is provided by United States v. Texas Board of Public 
Accountancy, 464 F. Supp. 400 (W.D.Tex. 1978), aff'd, 592 
F. 2d 919 (5th Cir. 1979), cert, denied,   U.S.   (100 
S. Ct. 262] (1979). In that case, the Texas Board of Public 
Accountancy was empowered by state statute to adopt Rules of 
Professional Conduct "to establish and maintain a high 
standard of integrity in the profession of public account- 
ancy*. 464 F. Supp. at .402. One of the Rules adopted by 
the Board prohibited public accountants from making competi- 
tive bids for professional services. The Department of 
Justice challenged the Board's Rule as a price-fixing 
device. The court rejected the Board's state action immu- 
nity defense because its enabling statute only permitted the y' 
adoption of appropriate Rules, but did not direct that the 
particular anticompetitive restriction be imposed. In the 
absence of the requisite statutory directive, the court held 
that the Rule was a per se unreasonable restraint' of trade 
in violation of S 1 of TKe Sherman Act [15 U.S.C. S-IJ. 

A similar result is necessary here. Nowhere does 
S 9-405 - or any other statutory provision - direct the 
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Board of-Connlssioners to adopt regulations setting a 
uniform rate ceiling on fixed tern accounts. To the con-* 
trary, the statutory scheme obviously envisions, if not 
requires, a case-by-case review of rate applications. 
Consequently, the broad general authority of the Board to 
adopt rules and regulations is not sufficient, in this 
situation^ to immunize the Board from the antitrust laws. 2/ 

T 
Section 9-405(b)(2) directs the Board* to approve an 

association*s request for approval of its proposed rates if 
"Itjhe public interest is protected". Some members of the 
Board have expressed the view that the public might be con- 
fused by an increasing number of certificate plans and that 
a rate ceiling would instill public confidence in State 
institutions. Certainly, these concerns, in and of them- 
selves, are not without some merit. However, they" are 
simply not relevant to antitrust analysis. Absent an ex- 
plicit legislative directive that serves to supplant compe- 
tition in favor of some other policy, the antitrust laws 
require us to consider competition as itself "protect(ingj" 

it has been suggested that the Beard of Commissioners' 
authority under S 9-405 is co-extensive with or comparable 
to the authority of the Federal Home Loan Bank Board. The 
state action doctrine, however, requires us to analyze the 
Board's own statutory authority, without regard to the 
authority of any other agency. - 

Moreover, the relationship between the federal anti- 
trust laws and the Board of Commissioner's authority under 
State law is governed by the Supremacy Clause of the United 
States Constitution, and, as such, is subject to application 
of the state action doctrine. This is not true of the 
relationship between the federal antitrust laws and the 
Federal Home Loan Bank Board's authority under federal law, 
which involves laws of equal dignity and, as such, is 
subject to a different analysis, to which the state action * 
doctrine has no applicability. 
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the "public interest". 8/ Thus, although broad "public 
interest" justifications ot this nature are familiar defense 
banners in antitrust cases, they are simply inapposite. For 
example, in National Society of Professional Engineers v. 
Dnlted States, 435 U.S. 679 (1976), the justification 
offered for a ban on competitive bidding was that it "ulti- 
mately inures to the public benefit by preventing the pro- 
duction of inferior work and byrinsuring ethical behavior." 
435 U.S. at 693-694. In discussing these preferred justifi- 
cations, the Supreme Court said: 

"(T]he purpose of the analysis is to form a judgment 
about the competitive significance of the restraint; it 
is not to decide whether a policy favoring competition 
is in the public interest, or in the interest of the 
members of an Industry. Subject to exceptions defined 
by statute, that policy decision has been made by the 
Congress." 435 U.S. at 692 (footnote omitted). 

III. 

In the absence of state action immunity, our inquiry 
then shifts to whether the uniform rate schedule contem- 
plated by the Board would constitute a restraint of trade in 
violation of the antitrust laws. 

8/ This is true not only of the. Sherman Act but, also, 
the Maryland Antitrust Act. Section 11-202(a)(1) of the 
Commercial Law Article provides: 

"The General Assembly of Maryland declares 
that the purpose of (the Maryland Antitrust Act) 
is to complement the body of federal law governing 
restraints of trade, unfair competition, and un- 
fair, deceptive, and fraudulent acts or practices 
in order to protect the public and foster fair and 
honest intrastate competition." (Emphasis added.) 
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-  Obviously# th« adoption of a unifora-schedul* of rat« 

ceilings applicable to all State-chartered' associations 
would be an anticompetitive restriction* Moreover, such fc 
schedule would be, in antitrust terns, "price fixing"• 
Price fixing has been said to have a "pernicious effect on 
competltion1,• Northern Pacific Railway Co. y. Pnlted 
States# 356 O.S. 1, 5 (1958). Because of this, price fixing 
has been invariably held to be' a per se unreasonable, re- 
straint of trade and, as such, a violation of the antitrust 
laws. See, e.g., Catalano, Inc. v. Target Sales, Inc., 
U.S. (100 S.Ct. 1925] (1980) (An agreement among 
competing wholesalers to terminate the practice of giving 
credit has an impact on prices and is, therefore, price 
fixing). 

Simply stated, an activity is price fixing when two 
elements are present. First, there must be an agreement 
among competitors; second, that agreement must tend to 
affect price. An effect on price, whether the selling 
price or the purchase price, exists whenever there is 
any interference with the free market setting of price 
terms. As the Supreme Court has stated: 

"Any combination which tampers with price structures is 
engaged in an unlawful activity. Even though the 
members of the price-fixing group, were in no position 
to control the market, to the extent that they raised, 
lowered, or stabilized prices they would be directly 
interfering with the free play of market forces. The 
Act places all such schemes beyond the pale and pro- 
tects that vital part of our economy against any degree. 
of interference." Pnlted States v. Socony-Vacuum Oil 
Co., Inc., 310 O.S. 150, 221 (1940). ~ 

Although the specific degree of effect of an agreement on 
price is difficult to assess, it is clear that any effect 
will trigger the per se rule. Thus, for ekample, an agree- 
ment concerning minimum price "floors",, as in Goldfarb v. 
Virginia State Bar, 421 O.S. 773- (1975), or an agreement as 
to maximum price "ceilings", as in Klefer-Stewart Co. v. 
Joseph E. Seagram & Sons, Inc., 340 U.S. 211 (1951), are 
equally offensive to the antitrust laws. 
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He believe that these elements of price fixing wpuld be 
present If the Board were to adopt a uniforn schedule of 
interest rate ceilings. 9/ First, as previously noted# the 
majority of the nembers of the Board are themselves affil- 
•liated with competitors of the associations that would be 
bound by the schedule. The decision of the Board to 
adopt a rate schedule thus would clearly be an agreement 
among competitors. 10/ * 

Second, the. agreement would directly affect prices. 
In the absence of a uniform rate schedule, savings and loan 
associations would be free to compete for customers by 
Independently establishing - subject, of course, to the 
requisite Board approval under S 9-405 - rates of return and 
minimum lengths of deposit. Competition on this basis would 
benefit both the associations and consumers. The savings 
and loan associations could compete for depositors with 

• rvf , ... - . V 
• • .; • ' 

   •• •«.*. .t::...-..?•- - v-:o . . .... ♦. . . ,V « 
. m %•. • • 

9/ The jurlsdictional requirement of the Sherman Act also 
would be satisfied. In McLain v. Real Estate Board of New 
Orleans, Inc.,   ■ U.S.   ^ 1100 S.Ct. 502] (1980), the 
Supreme Court explained the standard for determining whether 
federal antitrust jurisdiction exists. Jurisdiction will be 
found where the activity affected by the price fixing 'is 
•in" interstate commerce or has a substantial "effect* on 
interstate commerce. •    U.S. at   (100 S.Ct. at 509]. 
In HcLain, the Court found the requisite interstate nexus 
could exist because the provision of real estate brokerage 
services depended on the financing of residential property 
sales,by financial institutions. The Court recognized that 
the lending institutions, involved in financing these sales 
were , engaged in "interstate commerce. 

• ■ _ • • .-••• • • '. ••• . . . -; .*• . 
—'' Indeed, we understand that the Board had submitted 
its proposed plan for uniform rate ceilings to the Maryland 
Savings and Loan League, a trade association of direct 
competitors, and was waiting for its comments before taking 
final action on the plan. 
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other savings and loan associations, as well as with other 
types of savings institutions, such as savings banks and 
credit unions. The consumer would be able to shop for. and 
obtain the highest return on his or her savings in the 
period of time that best satisfies that consumer's needs. 
The adoption of a uniform rate schedule would directly 
affect the setting of this price term. Associations that 
might be less capable of offering higher rates than those 
permitted by such a maximum rate -ceiling would have less 
reason to fear aggressive competition from their competi- 
tors - who, being subject to the same rate ceiling, would be 
restricted to the same maximum rates. Conversely, although 
a savings and loan association might be financially capable 
of offering a higher, more consumer-appealing, rate of 
return, it would be artificially restricted to a lower 
"maximum rate" that has been established, in effect, by its 
competitors. • • . r.i" 

T* V*. "* * •••' .••><• V - «• .■ -... 
<—' * - V- VVT'-* /. • ;; . •. 

• -v.. •• 
IV. 

• • r»-' / • . • • 4; * • fc'«* * • • •••*•»**"•■ 
* '• .. - .. 

•..trr:-. In summary, it is our opinion that S 9-405 does not 
affirmatively express a legislative policy or intent to 
restrict competition among savings and loan associations. 
To tho contrary, S 9-405 is a legislative statement in ' 
furtherance of the State's general policy of favoring 
competition. 11/ We certainly do not suggest that, in 
proposing such a uniform schedule, the Board or any of its ^ 
members would intend to act in any manner that it or they 
believe to be contrary to the public interest. But, when 
competitors exercise their power to limit competition, 
antitrust analysis focuses only on the objective result, not ; 

on subjective purpose, no matter how well-intended. 

''♦.' .i'-': * -•i".", Hv't- •• 

•=■ v<'." 
  

' ' . •••• J - y. Oivr.»- 
' .ViV-J . * . . ' • • .• • • .' r* -^ -i 

. --i' • -V;i- '*• •! "V.r-••:si r:•; 
11/ '• ** • • •• : • *' • :•* •• '•-?? > J~# 'Xr- 
—\y As noted above, this is dramatically evidenced by the 
fact that S 9-405 itself was enacted to replace a statutory * 
ceiling on dividends. ... - ... ^ • . "M: v .• • v 

f>r" ■ .I>v • -a . • • • • •• . 
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Consequently# If the Board were to establish a unifora 

.schedule of rate ceilings, "state action" innunity would not 
apply, and nembers of the Board night well be held to be 
acting in violation of the federal antitrust laws and, as a 
result, would be subject to personal liability under those 
laws. 

.t" 
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MEMORANDUM January 23, 1981 

TO: Board of Savings & Loan Commissioners 

FROM: Naomi F. Samet 

SUBJECT: Meeting Re: Variable Rate, Mortgages regulations 

We attended a meeting on January 21, 1981 to discuss 
the variable rate mortgages regulations. Present at the 
meeting were Alan Foreman, David Wells, Charlie Brown, 
Tom Gisriel, Charlie and me. These regulations appear in 
COMAR and have been adopted a long time ago but the Board 
does have some proposed regulations to amend those existing 
regulations. 

The problem is that the regulations, both as existing 
and as proposed, have restrictions on the interest rate 
variation over the termi&a-iloan. Tom Gisriel was arguing 
throughout the meeting that there was a distinction to 
be drawn here. He said that they were not setting the 
price of the loan because the bank was free to set the 
original interest rate. What they were doing was setting 
the limits on the variations in the loan. We explained to 
him several times that both of these elements are part of 
the price mechanism and that there is no difference. We 
explained that tampering with the price mechanism in any 
way is price fixing. 

They made it very clear that the purpose of the 
restictions in the variable rate mortgage regulations is 
not to insure financial stability of associations. It is 
to protect the public. What they are afraid of is that 
the savings and loans will have great bargaining power and 
will lock consumers into terrible deals which they will not 
be able to pay and then will foreclose on the mortgages. 

We asked them where they thought they had statutory 
authority for protecting the public from getting ripped off 
by savings and loans. They pointed to the general purpose 
clause in S 8-102 of the Financial Institution Article. 
This section says that thay -can prevent the purpose of the 
legislation is to protect the economic security and general 
welfare of the people. We explained that protecting the 
public interest could not be weighed against the harm that 
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competition might cause. We also discussed the competitive 
restriction of the index. First of all, it is conceiveable 
that it could injure a savings and loan's financial security. 
That is, that a savings and loan may be locked into this 
range of permissible interest rates and will be faced with 
money shortages. This would be the exact same problems that 
occurred when the savings and loans were locked into a maxi- 
mum interest rate. In addition, it is possible that being 
locked into this range may mean that the savings and loan 
would not be able to offer new mortgages and therefore would 
be locked out of competeing for new mortgages. As to the 
theory that the consumer is unable to negotiate the terms 
of his contract with a savings and loan, this does not mean 
that the savings and loans cannot compete on the terms that 
they offer consumers. For example, they may offer different 
terms and a consumer could shop for the best terms. In 
addition, the consumer may be injured by having all the 
savings and loans offer the same range of interest because 

"he might otherwise have been able to negotiate a better deal. 

Additional restrictions which appear in the regulations 
were discussed. Section .30 prohibits re-negotiated mortgages. 
This is the balloon type of mortgage. There may be some 
serious question as to whether such a prohibition is illegal. 
The State statute in § 9-421, allows for alternative mortgage 
instruments. Then what the Board is saying is that certain 
alternative mortgages are not permitted. Another restriction 
is that the regulations say that banks are required to extend 
loan maturity when requested by the consumer. They apparently 
read S .30C(16)(b)(c)(bb) as saying that if the consumer 
requested the extension that the bank must grant it. These 
are additional restrictions to consider. 

I asked who was subject to these regulation. The State - 
chartered and State insured associations have a choice of 
following the State regulations or the federal regulations. 
A State chartered federally insured associations have a 
choice of following either the State or the federal. The 
federally chartered association, however, have no choice and 
must follow the federal regulations. The federal regulations 
apparently allow for less variation and have not been popular 
among the banks. 

We explained that we appreciated their concern for pro- 
tecting the public and that we shared those concerns. However, 
we had serious questions as to whether they had the statutory 
authority to impose restrains in the name of protecting those 
interests. 

We called Steve Sachs and set up an appointment for 
all of us to meet with him on February 2, 1981 at 10:00 a.m. 
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raeeting, Charlie and I went up to speak to Steve. 
We explained to him briefly the problems here. He thought 
that there might be sufficient ambiguity in the statute to 
make this a very close question. He thought that perhaps 
the best route was to ask the Board to go to the General 
Assembly and ask that this be put in its statutory authority. 
While they were doing that we would hold off on saying that 
it was illegal because.it was such a close queation. We 
decided that we would write Steve a memorandum setting forth 
these conflicting concerns here and let him decide on February 
2 exactly how this should be treated. 
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MEMORANDUM February 10, 1981 

TOi Thomas W. Gisrlel, Chairman 
Board of Savings & Loan Commissioners ^ 

FRONx Charles 0. Monk, XI, Chief, Antitrust Divisionj/^"^ 

SUBJECT: Variable Rate Mortgage Regulations 

You have asked whether the regulations governing variable 
rate mortgages and the proposed amendments to those regula- 
tions raise antitrust concerns. For the reasons discussed 
below, we have concluded that these regulations involve 
substantial antitrust concerns best resolved by clarification 
of y6ur enabling statute. Nevertheless, we believe that your 
existing variable rate mortgage regulations and the proposed 
amendments are supported by sufficient statutory authority to 
justify state action immunity. 

I. SUMMARY OF ANALYSIS 

Existing regulations governing variable rate mortgages 
are found in COMAR .09.05.01.30C (16). While authorizing 
savings and loan associations to offer variable rate mort- 
gage loans, these regulations impose substantial restric- 
tions on the interest rate terms of these loans. The existing 
variable rate mortgage regulations were adopted in April, 
1980, prior to the enactment of the new Financial Institutions 
Article. 

Under present law, the Board's statutory mandate to issue 
regulations governing the terms of variable rate mortgages is 
not explicitly set-out. However, because the existing variable 
rate mortgage regulations were a matter of public record and, 
therefore, presumably known to the General Assembly when the 
Financial Institutions Article was adopted and because the 
Board has broad, general authority under the new law to adopt 
regulations, we have concluded that the General Assembly 
intended that the terms of variable rate mortgages be regu- 
lated by your Board. As discussed more fully below, we must, 
however, impose the following caveat regarding this conclusion: 
if, after this matter has been brought to the General Assembly's 
attention, the General Assembly fails to take action to 
clarify your statutory authority or refuses to do so, we would 
then be forced to conclude that the policy of this State is 
not to impose such restrictions on the terms of variable rate 
mortgages. In that event, your regulations would not be 
supported by the requisite statutory mandate and, therefore, 
not protected by state action immunity. 
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May 10, 1982 

MEMORANDUMi 

TO* Thomas W. Gisriel, Chairman 
Board of Savings fc Loan Commissioners 

Charles H. Brown, Jr., Director 
Division of Savings fc Loan Association 

Charles O. Monk, II, Chief, Antitrust Division / 
Naomi F. Samet, Assistant Attorney General 

fcf 
Variable Rate Mortgage Regulations 

FROM: 

SUBJECT: 

As you recall, at your request, we reviewed the existing 
regulations regarding alternative mortgage instruments. By 
memorandum dated February 10, 1981, we advised the Board that the 
regulations "involve substantial antitrust concerns best resolved 
by clarification of your enabling statute." This memorandum will 
discuss the effect of the General Assembly's failure to pass a 
bill clarifying the Board's authority, under § 9-421 of the 

Financial Institutions Article, to regulate the terms of interest 
rate fluctuations of alternative mortgage instruments. 

As we explained, in order for a State agency to enjoy state 
action immunity from the antitrust laws, it must act pursuant to 

explicit, affirmative legislative directive to undertake the 
anti-competitive activities. Section 9-421, in our opinion, did 
not contain such a grant of authority. However, because the 
existing variable rate mortgage regulations were adopted prior to 
enactment of the Financial Institutions Article, and because the 
Board's statutory mandate in § 9-421 is ambiguous, we suggested 
that the Board seek clarification of its authority from the 
General Assembly. In that memorandum, we reached the following 
conclusion: 

[iDf, after this matter has been brought to the General 
Assembly's attention, the General Assembly fails to take 
action to clarify your statutory authority or refuses to 
do so, we would then be forced to conclude that the 
policy of this State is not to impose such restrictions 
on the terms of variable rate mortgages. In that event, 
your regulations would not be supported by the requisite 
statutory mandate and, therefore, not protected by state 
action immunity. 
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Our reasoning has not changed since writing that raenorandun. 
We therefore conclude that the General Assembly did not intend t 
direct the Board with explicit, affirmative authority to 
undertake the regulation of interest rates as contained in the 
existing regulations. Accordingly, we must conclude that the 
Board would lack state action immunity for enforcement of those 
regulations. We urge the Board to repeal those regulations 
immediately and to enact new regulations consistent with the 
Board's authority in 5 9-421. 

Needless to say, if the Board would like our assistance in 
explaining our conclusions and advice to Secretary Corbley or to 
the AELR Conunittee, we would be more than willing to do so. 

COM/NFS:ph 
cc: Stephen 

Eleanor 
Alan M. 

H. Sachs, Attorney General 
M. Carey, Deputy Attorney General 
Foreman, Assistant Attorney General 

0072P 
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September 24/ 1984 

The Honorable Howard A. Denis 
Suite 700 
7979 Old Georgetown Road 
Bethesda, Maryland 20014 

The Honorable Diane Kirchenbauer 
10414 Lorrain Avenue 
Silver spring, KD 20901 

Re: Power of Board of Savings 
and Loan Association 
Conunissioners to Limit 
Brokered Savings Deposits 

Dear Senator Denis and Delegate Kirchenbauer: 

I am writing to report that we have reviewed the Board of 
Savings and Loan Commissioners' proposed amendment to COMAR 
section 09.05.01.18H (limiting amounts of brokered savings 
deposits that associations may accept) to determine whether this 
proposed action would be immune from the antitrust laws under the 
State Action doctrine. As we reported to the Board at its recent 
meeting, we do not believe that the proposed regulation is within 
the scope of the State Action doctrine and, therefore, could be 
subject to scrutiny under the antitrust laws. 

The limitation in the proposed amendment clearly restrains 
competition. This limitation, found in proposed COMAR 
S 09.05.01.18(H)(3)(a), provides: 

IVF9   
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September 24, 1984 
Page 2 

An institution may not have brokered savings deposits 
which exceed 10 percent of total savings, except that an 
institution with a net worth of less than 3 percent as set 
forth in Regulation .40-1 may not have brokered savings which 
exceed 5 percent of the total savings. For this calculation, 
brokered savings accounts include all deposits on which a 
commission or fee has been paid for the current term of the 
deposit. 

The implication of the proposed amendment is that savings and loan 
associations desiring to raise capital through the acceptance of 
brokered deposits in order to improve their competitive position 
among savings and loan associations will have only limited access 
to this tool. Further, the proposed amendment will restrain the 
competitive ability of brokers, and institutions they represent, 
that may compete with savings and loan associations for investment 
dollars by limiting their access to secure and insured sources of 
deposits. As a result, this proposed amendment to COMAR section 
09.05.01.18H may ,be subject to antitrust scrutiny unless it is 
immune from the operation of the antitrust laws under the state 
Action doctrine. 

The supreme Court articulated two criteria for state Action 
immunity in California Retail Liquor Dealers Association v. Midcal 
Aluminum, Inc., 455 U.S. 97 (1980). These criteria are that, 
•First, the challenged restraint must be 'one clearly articulated 
and affirmatively expressed as State policy'; second, the policy 
must be 'actively supervised by the State itself'." 445 U.S. at 
105. We do not believe that the active supervision requirement of. 
Midcal Aluminum is at issue here. However, we are concerned that 
the proposed regulation may not be supported by the requisite 
expression of State policy by the General Assembly to satisfy the 
first criterion. 

Acceptance of brokered savings deposits are regarded as a 
device by which a savings and loan association raises capital. 
Accordingly, it is subject to the provisions of section 9-420 of 
the Financial Institutions Article of the Maryland Annotated 
Code. Section 9-420 provides: 

Notwithstanding any other provision of law and subject to 
the approval of the Board of Commissioners, a savings and loan 
association may raise capital under the same conditions and to 
the same extent as a federal association as if the powers were 
specifically enumerated in this title. 

Md. Fin. Inst. Code Ann. 5 9-420 (1980). 

30 RS 

a i;.. 



September 2i, 19b< 
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At present, federal savings and loan associations are not 
subject to restrictions on accepting brokered savings deposits 
like those contained in the proposed regulation. Indeed, a recent 
attempt by the Federal Home Loan Bank Board to limit the ability 
of federal associations to accept brokered savings deposits was 
overturned on appeal by the United States District Court for the 
District of Columbia Circuit. See FAIC Securities v. U.S., 
Federal Banking Law Rep. (CCH) T~5'9,984 (D.D.C. 1984 ). 
Accordingly, the proposed amendment is contrary to the provisions 
of section 9-420. 

We recognize that section 9-420 does condition the ability of 
State savings and loan associations to act with complete parity 
with federal associations by providing that the authorization 
contained in this provision is "subject to the approval of the 
Board of Commissioners". We do not believe that this phrase 
empowers the Board to set blanket limitations for all associations 
Rather, we construe it to mean that the Board may review the plans 
of individual associations to accept brokered deposits and, based 
on individual circumstances, determine whether those associations 
should be permitted to accept the levels of brokered savings 
deposits that they desire. Cf. 65 Op. Att'y Gen. 13, 16-17 
(1980). We believe that it Ts possible for the Board to 
promulgate a procedural regulation to effect this. However, the 
Board advised us that it did not believe that such a procedural 
regulation was desirable at this time. 

Robert Dev. Priarson, Deputy Counsel, Department of Licensing 
and Regulation is now in the process of preparing a draft of a 
statutory amendment which would permit the Board to place 
limitations on the amounts of brokered savings deposits that 
associations may accept. He will shortly provide this language to 
Lars Kristiansen, Counsel to the Savings and Loan Association Task 
Force. The,language that he will provide should not be construed 
as an endorsement or support either by the Office of the Attorney 
General or the Department of Licensing and Regulation of any bill 
that may incorporate this suggested language. It is submitted 
merely for the convenience and consideration of the Task Force. 

30f'!t 
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Although this letter is not an Opinion of the Attorney 
General, it does represent our considered views on this matter. 
Please do not hesitate to call me if you have further questions. 

Assistant Attorney General 

AMB/jem 
1185Y 

cc: W. Thomas Gisriel, Chairman 
Charles H. Brown, Jr., Director 
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JOINT jUHCOKM 11 T t f. ON SAVINGS AND [.PANS 

JULY 31, 198^ 

Charles Brown distributed a handout on n§9-4l9. He pointed out that, under rife9-419(ci 
Maryland S&L's are allowed to make the same types of investments as federally char- 
tered S&L's without being explicitly subject to the rulemakmg power of the Div 
ision. He noted that, when the Board of Savings and Loan Commissioners ^ 
considered promulgating regulations on what type of investments were to be a owe 
under §9-419(c) it was advised by the Attorney General's Office that Maryland law 
does not grant specific authority for such regulation, and that the regulation 
might be subject to challenge on anti-trust grounds. 

Mike Brockmeyer (Assistant Attorney General) explained the anti-trust problems 
inherent in the Division's enforcement of Maryland Savings and Loan Law. e 
noted that it is the policy of the federal anti-trust laws that state laws must 
foster competition but, also that states have a right to protect investors(ie.-. 
depositors). He observed that the State Board of Savings and Loan Commissioners 
is composed mainly of industry representatives. However, since these members o 
the Board are in essence competitors, any regulatory agreement among them could 
be construed to be an unlawful compact which nestricts free competition under the 
federal anti-trust laws. 

In response to similar situations in other states, the Supreme Court developed 
the "State-Action" doctrine. Under this doctrine, the federal government would 
not intervene if a restriction on free competition was enacted by a State 
Legislataure to protect a legitimate state interest. The test to satisfy this 
doctrine has two prongs: 

1) The state must clearly articulate and affirmatively express a state 
policy which would allow the displacement of competition in order to 
protect a state interest; and 

2) There must be active state supervision of the implementation of that 
policy. 

Mr. Brockmeyer opined that the existence of the S&L Division satisfied the 
second prong of the test; however, he was uncertain whether Maryland cou 
satisfy the first prong. He noted that a state policy of protecting the pub- 
lie safety" is not sufficient since the policy must explicitly state that it 
intends to restrict some forms of competition to reach certain objectives. 

He informed the subcommittee that an explicit statement concerning the restriction 
of competition was not contained in FIi9-4l9(c) whether the investments allowed 
under this subsection are under the regulatory aegis of the Division or whet er 
the subsection can be considered an alternate lending authority outside the 
scope of the state's power. Inother words, FIs9-419(c) could be construed to 
provide absolute parity between state and federal S&L s rather than mere y a ow 
state associations to engage in certain additional investments subject to regu a 
tion by the state. He promised the Joint Subcommittee a letter of advice on 
these issues for next week. 

Respectfully submitted 
Lars B. Kristiansen Qr i 

IVFIQ Committee Counsel •'(> C 
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January 28, 1985 

The Honorable Dennis F. Rasmussen 
Chairman, Senate Finance Connmittee 
Presidential Wing 
James Senate Office Building 
Annapolis, Maryland 21401 

Re; Senate Bill 109 

Dear Senator Rasmussen; 

At the Senate Finance Corrmi t tee' s hearing on S.B. 109 on 
Wednesday, January 23, 1985, the Committee asked me to summarize, 
in writing, our legal analysis regarding the need for Inclusion in 
the bill of the phrase "even if the requirements and limitations 
restrict free economic competitions" or similar language. We 
believe that such language is necessary to ensure achievement of 
the bill's purpose of permitting the Board of Savings and Loan 
Commissioners to regulate, within the limits set out in the bill, - 
without subjecting the Board and its members to antitrust 
liability. This letter sets forth the legal foundation for this 
view. As the Conrnittee also requested, I am enclosing with this 
letter copies of several court decisions that the Cormiittee may 
find helpful in considering the need for this language.1/ 

—^ Copies of the following cases are enclosed: Ca1i f orn i a 
Retail Liquor Dealers Association v. Midcal Aluminum, Inc., 4 4 5 
U.S. 97 (1980); New Motor Vehicle Board v. Qrrin W. Fox Co., 43 9 
U.S. 96 (1978); United States y. Texas State Board of Public 
Accountancy, 464 F. Supp. 400 (W.D. Tex. 1978), aff'd, 592 F.2d 
919 (5th C i r.) cert, den i ed, 444 U.S. 925 ( 1 979); Cochran v. 
Comp t r o 1 1 e r , 2 92 Md. 3 (1981) , -v 

1 -_7 
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The Honorebl« D«nnis F. RAsmussen 
January 2$, 1985 
Pag« 1  

The Sherman Act, IS U.S.C. SS 1-7 establishes economic 
competition as a fundamental national policy. See Northern 
Pacific Railway Co. v. United States, 356 U.S. 1,4 (1958). The 
Maryland Antitrust Act establishes that economic competition is 
also the policy of the State of Maryland. See Md. Com. Law Code 
Ann. SS 1l-202(a)( 1) ( 1983). Both the federal and State antitrust 
laws protect free economic competition by making illegal various 
practices that restrain the Interaction of competitive forces. 

For example, serious antitrust concerns are raised where 
competitors agree to practices that unreasonably restrain 
competition. See National Society of Professional Engineers v. 
United States, 435 U.S. 679 (1978). In many cases the majority of 
members of State regulatory and licensing boards are themselves 
competitors of the people they regulate. For example, five of the 
nine members of the Board of Savings and Loan Association 
Conmissloners are industry members. Md. Fin. Inst. Code Ann. 
S 8-202(a)(2) (1980). Consequently, agreements among the board 
members to adopt policies that restrain competition may raise 
antitrust issues. See American Society of Mechanical Engineers, 
Inc. v. Hydrolevel Corp., 456 U.S. 556 (1982) (activity by 
professional association, through its members, that resulted in 
barring a competitor's product from the market violated the 
ant i trust laws.) 

State regulatory agencies may be exempt from the antitrust 
laws under a theory called the State Action Doctrine. However, 
the Supreme Court has indicated in recent decisions that state 
regulatory agencies are not, by virtue of their status alone, 
immune from the antitrust laws. See, e.g.t Goldfarb v. Virginia 
State Bar, 421 U.S. 773 (1979). Unless there is clear statutory 
authority for the competition-restricting policies of the 
regulatory board, the fundamental policy favoring competition may 
not be supplanted by regulations of the board. 

In California Retail Liquor Dealers Association v. Midcal 
Alumi num, Inc.t 445 U.S. 97 ( 1980), the Supreme Court set out two 
standards which must be met for the State Action Doctrine to 
protect anticompetitive conduct undertaken by private parties 
pursuant to a state regulatory program. First, the competition- 
restraining activity must be authorized by a statute that contains 
a "clearly articulated and affirmatively expressed" state policy 
permitting competition to be limited. 445 U.S. at 105. Second, 
the state policy must be actively supervised by the state's 
agents. The standards set out in Midca1 also, apply to the 
determination of whether a state agency's actions are within the 
State Action exemption. See New Motor Vehicle Board v. Orrin W. 
Fox Co. , 439 U.S. 96, 109 rT9 7 8) . See also Cochran v~. 
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Comptroller, 292 Md. 3 (1981) (a case involving an antitrust 

Sale^Act)1? th< Cornptro1 ler enforce"»ent of the Unfair Cigarette Sales Act).2/ 

As applied to a state regulatory board, where a board has 
adopted a regulation or policy that may unreasonably restrain 
competition, the restraint must be compared to the state policy 
set out in the board's enabling statute. If the challenged 
restraint is "clearly articulated and affirmatively expressed" in 
the statute as the state policy, the first portion of the Midcal 
test is satisfied and the board is immunized. Where, however  
there is no clearly stated legislative objective, or where the 
agency exceeds its statutory authority, it will not enjov State 
Action inmuni ty. 3 

In United States v. Texas State Board of Public AccountHnov. 
464 F* Supp. 400 (W.D. Tex. 1978), aff'd. 592 F.2d 919 /fith 
cert- denied, 444 U.S. 925 (1979), for example, the court held * ' 
that a state accounting board was not immune from the antitrust 
laws when it promulgated a rule prohibiting accountants from 
competitive bidding for professional services. Although the 
board's enabling statute authorized it to issue regulations it 
did not express a policy concerning competition that mandated the 
challenged rule. Promulgation of the rule was therefore found to 
be an agreement among competitors that unreasonably restrained 
trade and violated the antitrust laws. 

Recently, the United States Department of Justice has 
initiated lawsuits against two other state boards. In an action 
against the Louisiana State Board of Certified Public Accountants 
the Department has challenged regulations that restrain trade bv ' 
limiting advertising without requisite authority. United States 
v. State Board of Certified Public Accountants of Loni * inn*—fTV 
No. 83-1947 (E.D. La. filed Apr. 15, 1983). In another action 
the Department challenged regulations of an Alaska board ' 
prohibiting competitive bidding without statutory authority 
United States v. Alaska Board of Registration for Architects 
Engineers, and Land Surveyors, No. A-82-423 CIV (n. Ai0ci,ft filed 

2 / 
- The Midcal test requires that a state regulatory board 
satisfy only the first portion of this test -- careful adherence 
to the state's policy regarding competition as expressed in its 
statutory mandate--to obtain antitrust inmunity. The active 
supervision requirement is satisfied by the fact that the board 
is itself a state agency. 

3074 A -tf)-: 



0 

The Ronorablt Dennlt F. FUimufscn 
Jtnu&ry 2S, 198S 
Page 4   

Oct. 12, 1982) (consent judgment entered on November 18, 1983 in 
which board agreed to eliminate rule.) 

/ 
In short, members of a regulatory board who are members of 

the industry they regulate may be considered participants in a 
conspiracy to restrain trade if they adopt competition-restraining 
regulations that are not clearly authorized in their statutory 
mandate. Under such circumstances, board members may be 
personally liable under the antitrust laws. 

The significant risks posed by the prospect of antitrust 
litigation underscore the need to ensure that the language of 
legislation intended to authorize boards to restrict competition 
through regulation will be sufficient to place the board's actions 
within the State Action exemption. We believe that the phrase 
"even if the requirements and limitations restrict free economic 
competition" constitutes a clear and affirmative statement of 
policy and will place the actions authorized in S.B. 109 within 
the exemption. 

The language employed to confer State Action inrnunity in S.B. 
109 is very similar to language that the General Assembly employed 
in legislation enacted during the 1983 session that was intended 
to confer State Action irrmunity upon numerous activities of local 
governments. See 1983 Md. Laws chs. 395, 397, 510.3/ For 
example, this 1983 legislation authorized local governments to 
exercise zoning and land use planning powers without regard to the 
antitrust laws saying, "It is the policy of the General Assembly 
and of this State that competition and enterprise shall be so 
limited [to attain the purposes of the statutej." Md. Ann. Code 
art. 23A, S 2(36)(iv) (Supp. 1984). See also Md. Ann. Code art. 
25A, S 5(X)(2)(iv) (Supp. 1984); Md. Ann. Code art. 66B, 
S 2.01(b)(4) (1983). 

With regard to public transportation, the 1983 statute 
provides, "It has been and shall continue to be the policy of the 
State to authorize each municipal corporation to displace or limit 
competition in the area of public transportation {to attain the 
purposes of the statute]." Md. Ann. Code art. 23A, S 2A(a)(l) 

3 / —' Like regulatory boards, actions of local governments must 
also be taken pursuant to a clear and affirmative expression of 
legislative intent to restrict competition if they are to be 
inmune from the antitrust laws. See, Community Communications 
Co. v. City of Boulder. 455 U.S. 40 ( 1982). 
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(Supp. 1984). See also Md. Ann. Code art. 25, S 3D(a)(l) (Supp. 
1984)) Md. Ann. Code art. 25A, S 5A(a)(l) (Supp. 1984). 

In addition, in the 1983 legislation the General Assembly 
authorized local governments to grant either exclusive or non- 
exclusive franchises for water and sewerage systems "notwith- 
standing any anticompetitive effect." Md. Ann. Code art. 23A, 
S 2A(b)(2)(i) (Supp. 1984). See also Md. Ann. Code art. 25, 
S 3D(b)(2)(i) (Supp. 1984); Md. Ann. Code art. 25A, S 5A(b)(2)(i) 
(Supp. 1984). The General Assembly further authorized local 
governments to award franchises or concessions on locally owned 
property "without regard to any anticompetitive effect." Md. Ann. 
Code art. 23A, S 2A(d)(2) (Supp. 1984). See also Md. Ann. Code 
art. 25, S 3D(c)(2) (Supp. 1984); Md.'Ann. Code art. 25A, 
S 5A(c)(2) (Supp. 1984). 

The clear expressions of the General Assembly's intention to 
permit competition to be limited that appear in its 1983 
legislation require that this intention be stated as clearly in 
S.B. 109. Indeed, where the General Assembly grants a power in 
clear, express language in one statute, Maryland's Court of 
Appeals has indicated that it will be reluctant to imply the same 
power in another statute that lacks similarly express language. 
State y. Jonathan Logan, jn<p«t 301 Md. 63, 72 , 76 ( 1984). This 
emphas i zes the need to utilize, in S.B. 109, either the phrase 
"even if the requirements and limitations restrict free economic 
competition" or equally affirmative and clear language to ensure 
that the purpose of the bill will be achieved. 

While this is not an Opinion of the Attorney General, it 
represents our considered views on this matter. If you or the 
Committee desire any further information, please do not hesitate 
to contact me. 

AMB/jes 
0020AMB 

cc: W. Thomas Gisriel, Chairman 
Charles H. Brown, Jr., Director 
Robert DeV. Friarson, Deputy Counsel 
Lars Kristiansen, Esquire 30^! 

Alan M. Barr 
Assistant Attorney General 
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MEMORANDUM 

TO: 

FROM: 

PE: 

DATE: 

Page 

I. Antitrust Violation  ;  2 
II. State Action Doctrine   7 

You have asked for my opinion regarding advice given by 

the Antitrust Division of the Attorney General's office that the 

Board of Savings and Loan Commissioners would not be exempt from 

application of the antitrust laws under the state action doctrine 

for placing a ceiling on the amount of interest State-chartered 

savings and loan associations would be permitted to pay on 

various accounts.1 The Deputy Director of the Division of 

Savings and Loan Associations had requested an opinion as early 

as 1980 as to whether a uniform schedule of interest rate 

ceilings adopted by the Board of Savings and Loan Commissioners 

would violate the antitrust laws. By letter dated November 24, 

1980, the Attorney General issued an opinion concluding that the 

state action doctrine would not apply, a uniform interest rate 

1 Regulating the amount of interest a savings and loan could pay 
was but one of many proposed actions rejected by the Antitrust 
division on the basis of potential liability under the 
antitrust laws. Generally, there was little to no antitrust 
analysis except to conclude that the state action docte-ine 
would not apply. 
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ceiling would be price fixing and members of the Board of 

Commissioners could be personally liable for the resulting 

violation. 65 Opinions of the Attorney General 13 (1980) 

["Opinion"]. 

In Part I, infra, I discuss the issue of an antitrust 

violation irrespective of the state action doctrine. As you can 

see, I question the pro-forma conclusion made in the Attorney 

General's Opinion that the setting of an interest rate ceiling 

would be the result of a conspiracy, combination or contract, 

required to show a violation of the antitrust laws, in Part II, 

.infra, i conclude that, assuming a violation, the Opinion errs in 

finding it would not be exempt. 

I. 
Antitrust Violation 

Title 8 of the Financial Institutions Article of the 

Maryland Code provides for the creation of the Board of Savings 

and Loan Association Commissioners. Md. F. I. Code Ann. §8-201. 

The Board is composed of nine members appointed by the Governor, 

and five of the nine members must be immediately prior to 

appointment directors or officers of, or attorneys for, a savings 

and loan association. Id. §8-202(a).2 There is .no requirement 

that any of the Commissioners disassociate themselves from the 

savings and loan industry, but they cannot participate in the 

2 bLiha«!Qnn?^t5reM,USt !mmediately prior to appointment have ssoc^ated with an institution insured by MSSIC and two 
must have been associated with a federally insured 
institution. The other four members are public members. 
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issuance of any order that affects any savings and loan in which 

they have an interest or a connection as, inter alia, director, 

officer or attorney. §8-208. 

Assuming that the conflicts of interest section of 

Title 8 cited above would not preclude the setting of an interest 

rate ceiling, the first issue that must be addressed is whether 

such an action would be an antitrust violation irrespective of 

the state action doctrine. Generally, to show a violation of 

Section One of the Sherman Act, there must be a "contract, 

combination ... or conspiracy in restraint of trade. ..." 

15 U.S.C. §1. There is no question but that the fixing of 

interest rates in the form of a maximum ceiling would be a form 

of price fixing, a per se unreasonable restraint of trade. A 

question emerges, however, as to whether such action would be by 

contract, combination or conspiracy. 

The terms used in Section One, "contract, combination 

or conspiracy" all envision actions taken by a plurality of 

actors. 2 von Kalinowski, Antitrust Laws & Trade Regulation 

§6.01[2] at 6-9 (1981). The Attorney General concluded without 

any discussion that because five of the nine members of the Board 

were affiliated with five different savings and loan 

institutions, any adoption of a rate schedule "would clearly be 

an agreement among competitors," thus meeting the plurality of 

actors requirement. 65 Attorney General's Opinions 13, 20. I do 

not agree with this conclusion. The individual commissioners are 
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not appointed to further the individual interests of the savings 

and loan with which they are affiliated. Instead, they are 

appointed by the Governor, Md. F. I. Code Ann. §8-202, to a 

regulatory body which has the function of supervising the entire 

industry. rd., §8-102. The individual Commissioners cannot 

participate in any decision that affects their savings and loan, 

Ad., §8-208, and take an oath, id.-, §8-202(c), to execute their 

duties without partiality and prejudice and to not receive any 

profits of any other office during their term of office. Md. 

Constitution Art. 1 §9. The Attorney General earlier concluded 

that the Commissioners were public officers, opining that they 

exercised the sovereign power of the State. 64 Attorney General 

Opinions 267, 268, n.3. 

In light of the above, I do not believe that the 

setting of a maximum rate schedule can be viewed as five banks 

fixing prices through the actions of their agents, the individual 

commissioners. It would seem clear that the individual 

Commissioners would be acting as public officers and not as the 

agents of the savings and loans with which they were affiliated. 

For example, if a Commissioner committed a common law tortious 

act while performing his functions as Commissioner, it would seem 

obvious that the savings and loan with which the commissioner was 

affiliated would not have liability imputed to it as the 

Commissioner would not be acting within the course and scope of 

his office with the savings and loan. Similarly, the setting of 
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an interest rate ceiling by the Board should not be imputed back 

to the savings and loans with which the individual Commissioners 

were affiliated, and thus not an agreement among competitors. 

In my view, the actions of the nine Commissioners in 

setting a rate ceiling would be analogous to the actions of a 

corporation and its directors or employees in furthering 

corporate policy. It has been held that the plurality of actors 

requirement is not met where the only actors are a corporation 

and its employees or directors. Holter v. Moore & Co.. 702 F.2d 

854 (10th Cir.), cert, denied. 104 S. Ct. 347 (1983); Nelson 

Radio & Supply Co. v. Motorola, Inc.. 200 F.2d 911 (5th Cir. 

1952), cert. denied, 345 U.S. 925 (1553); Call Carl, Inc. v. B. 

P. Oil Corp., 403 F. Supp. 568 (D. Md. 1975), affirmed, 554 F.2d 

623 (4th Cir.), cert, denied. 434 U.S. 923 (1977). Viewed in 

this light, the entity setting the ceiling would be the Board of 

Commissioners, a single entity, and the required plurality of 

actors would be missing in that the individual Commissioners 

would be part of a single entity. 

Notwithstanding the above, an argument could be made 

that the plurality of actors requirement could be met by alleging 

a combination between the Board of Commissioners and the savings 

and loans which operated pursuant to the interest rate ceiling. 

Such an argument was successfully made in O.S. V. Texas State Bd. 

of Public Accountancy, 464 F. Supp. 400 (W.D. Tex 1978), 

affirmed, 592 F.2d 919 (5th Cir. 1979), cert, denied. 444 U.S. 
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925 (1979). Thero, the Department of Justice challenged a rule 

by the state board prohibiting competitive bidding among 

accountants. The district court found a conspiracy because 

public accountants approved of the rule and adhered to it. 464 

F. Supp. at 403. 

There is very little reasoning advanced by the court 

and that reasoning is suspect. The court viewed public 

accountants who adhered to the rule similar to the unwilling 

franchisees in Penna Life Mufflers. Inc. v. Internationa! 

Cor^, 392 U.S. 134 (1968). It would seem that a franchisee who 

agrees to an anticompetitive provision in a franchise agreement 

is in a different position vis a vis being a conspirator than an 

accountant who is following state law or a savings and loan 

paying rates of interest in accordance with state law. Under the 

theory employed by the court, the State would be a co-conspirator 

with those institutions that charge a permissible, non-usurious 

rate of interest on loans in a suit brought by an entity that 

wished to exceed the legal limit of interest. 

Because I believe that the Attorney General's Opinion 

correctly interpreted the state action doctrine, I will not 

belabor this issue. 
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II. 
State Action Doctrine 

Assuming an antitrust violation could be shown by the 

setting of an interest rate ceiling, the next question is whether 

such action would be exempt from the antitrust laws on the basis 

of the state action doctrine. The Attorney General's Opinion 

concluded that the legislature did not explicitly authorize and 

compel the adoption of a uniform interest rate ceiling and 

therefore such action would not be immune. 65 Attorney General's 

Opinion at 15-18. I disagree with this conclusion. 

The state action doctrine first emerged in Parker v. 

Brown, 317 U.S. 341 (1943). That case involved California 

legislation which authorized the establishment of a Commission to 

prevent agricultural waste and conserve the agricultural wealth 

of the state. The Commission was authorized to appoint a Program 

Committee which would formulate a marketing plan concerning a 

specific product grown in a defined production zone. The Program 

Committee could be formed only upon the petition of at least ten 

producers of the product in a given geographic area. The 

Committee's membership was made up of producers and handlers of 

the product. The marketing plan devised by the Committee had to 

be approved by the Commission and consented to by 65% of the 

producers who owned 51% of the acreage in the area devoted to the 
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particular crop. Such a marketing plan was adopted concerning 

raisins, which dictated how much and to whom raisins could be 

sold and at what price. 

The Court in Parker assumed that such a program would 

violate the Sherman Act if it resulted from private action, id. 

350, but ruled that the Sherman act was never intended "to 

restrain a state or its officers or agents from activities 

directed by its legislature." Id. at 350-51. The Court noted 

that it was the state -which has created the machinery for 

establishing the . . . program. ... The state in adopting and 

enforcing the . . ..program made no contract or agreement and 

entered into no conspiracy in restraint of trade . . ., but as 

sovereign, imposed the restraint as an act of government which 

the Sherman Act did not undertake to prohibit." id. at 352. 

The immunity established in Parker was limited to acts 

of government by the state as sovereign. City of Lafave^. 

y- Louisiana Power t Light rv, 435 33^ 409_13 (1978). 

Goldfarb v. Virginia State n,- 421 U.S. 773, 790-91 (1975). 

Parker made it clear that the state could not bestow immunity on 

those violating the Sherman Act merely by authorizing violations 

or by declaring a violation lawful. 317 U.S. at 351. 

The determination of when the state was engaging in an 

act of government as sovereign begins with identifying the actor 

seeking the immunity. Hoover v. Ronwin. 104 S. Ct. 1989, 1995-96 

(198<,! American Title Co. of South Dakot, South 
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Land Title Assoc., 714 F.2d 1439, 1450-51 (8th Cir. 1983), cert. 

denied, 104 S. Ct. 709 (1984); Highfield Water Co. v. Public 

Service Commission, 488 F. Supp. 1176, 1187 (d. Md. 1980). See 

also 6 Von Kalinowski. supra, §46.03[2] at 46-26 (1979). 

Enactments by a state legislature of otherwise unlawful 

anticompetitive systems of regulation are immune from liability 

under the antitrust laws. New Mot'or Vehicle Board of California 

v. Orrin W. Fox Co., 439 U.S. 96, 109-11 (1978).3 similarly, 

actions by the state supreme court acting in its supervisory 

capacity over the practice of law constitute sovereign action by 

the state, immune from the antitrust law. Bates v. State Bar of 

Arizona, 433 U.S. 350, 359-60 (1977).4 

Thus, where the conduct complained of is contained in 

regulations or legislation passed by the legislature or state 

supreme court, it appears there is automatic immunity from the 

3 In New Motor Vehicle Board, a state statute required a car 
manutacturer to secure the approval of a state^gency before 
opening a frranchised dealership in the market area of an 

«f
1SK,lnVranChiBe<! i£ the franchisee protests the establishment of a competitor. 

In Bates, the state supreme court restricted advertisina bv 
attorneys. The Court ruled that such a restriction, althouah 

anticompetitive, was immune from antitrust attack in that the 
state, as sovereign through its highest court, imposed the 

U,S* at 359-62. In Goldfarb v. Virginia State Bar 421 U.S. 773 (1975), the Court ruled that §1of the 

schedule hv ?hS vlolftef by the Publication of a minimum fee 
the L county bar association, which was enforced by 
The Court ' a.state a9er>cy under the courts, 
court ^ ^ lT^nity defense as there were no state mentioning minimum fees. 421 U.S. at 790. In 
latff^the state court specifically had such a rule. 433 U.S. 

4 
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ant i trust laws irrespective of any other considerations. Hoover, 

suPra' 104 s- ct- at 1996, 1998. in the instant situation, a 

provision establishing a uniform ceiling on interest rates was 

not expressly set forth in the Maryland statutes regulating 

savings and loan associations. Instead, it was a regulation 

proposed by a state agency, the Board of Commissioners. Similar 

to municipalities and other political subdivisions, state 

agencies "simply by reason of their status as such" do not 

qualify per se as the state acting in its sovereign capacity and 

thus do not automatically receive immunity for their actions. 

City of Lafayette, supra, 435 U.S. at 408. Rather, 

anticompetitive actions taken by state agencies and political 

subdivisions are immune if they are taken "pursuant to state 

policy to displace competition with regulation. ..." Id. at 

413. See also Town of Hallie v. City of Eau Claire. 105 S. Ct. 

1713, 1717-20 (1985); California Retail Liquor Dealers 

Association v. Midcal Aluminum, Inc.. 445 U.S. 97, 105 (1980). 

The question arises as to how to determine if a 

specific anticompetitive action taken by a state agency is done 

pursuant to state policy to displace competition with regulation. 

It was in answering this question that the Attorney General's 

Opinion erred. The Opinion stated that the specific 

anticompetitive regulation must be compelled by the legislature 

or be authorized by explicit statutory direction. 65 Attorney 

General's Opinion at 15, 17, 18. Because the Board's authority 
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to impose a uniform rate ceiling was not expressly authorized by 

statute, the Attorney General's Opinion concluded that the Board 

was not compelled to do so and therefore would not be immune. 

Id. at 18.5 

The mistake made in the Opinion and in subsequent 

opinions was that it applied a standard once thought applicable 

to a private party seeking to enjoy the state's immunity from the 

antitrust laws, where a private party engaged in anticompetitive 

conduct which it claimed was shielded from antitrust liability 

because of the state action doctrine, it was thought that it must 

show that it was compelled to act in such a fashion by the state.. 

Town of Hallie, supra, 105 S. Ct. at 1719-20.6 The case relied 

on by the Attorney General's Opinion at page 15 to support its 

compulsion argument, Goldfarb v. Virginia State Rar. 421 U.S. 773 

(1975), involved anticompetitive conduct by a private county bar 

association in setting minimum fees. See Town of Hallie. supra, 

105 s. ct. at 1720. The mere fact that the state bar, a state 

5 As noted in note 1, supra, the Attorney General's offir^ 

6 105S|Ut«rnimOM«^ie^ R^te Conferen« United States, 
I i:f985,' the Court ruled that as long as the 

Clea?lv c°mPetitlon with regulation is Clearly articulated, compulsion to engage in the 

anticompetitive conduct by the private party is not a 

policy?1"6"'' Compulsion is relevant as evidence of the 

3r>, r »v 
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agency, enforced the fee schedule did not raise the setting of 

fees to a state policy to displace competition among attorneys 

regarding what they charged for their services.7 

The Attorney General Opinion's conclusion that the 

specific restraint of setting a uniform ceiling for interest 

rates had to be explicitly authorized by statute to obtain 

immunity is simply incorrect. In 'city of Lafayette, supra, 

decided in 1978, the Court stated that to show state policy such 

that immunity from the antitrust laws would attach, there need 

not be a specific, detailed legislative authorization." 435 

U.S. at 415. Ratheir, the issue is whether the legislature had 

clearly articulated a state policy "to displace competition with 

regulation." Id. at 413. As noted by the Court: 

While a subordinate governmental unit's 
claim to Parker immunity is not as 
readily established as the same claim by 
a state government sued as such, we agree 
with the Court of Appeals that an 
adequate state mandate for 
anticompetitive activities of cities and 
other subordinate governmental units 
exists when it is found 'from the 
authority given a governmental entity to 

Although not cited in the Opinion, the case of Cantor b 
Detroit Sdison Co., 428 U.S. 579 (1976) is analogous to 
Go^dfarb. There, a private utility company instituted a free 
light xhjlb program. A light bulb marketer sued the company. 
Claiming that the company was using its monopoly power to 
injure his business. The free light bulb program was approved 
Dy the state utility commission so the defendant claimed 
immunity. The Court rejected the notion that a private 
company could impose an anticompetitive restraint and claim 
immunity on the basis of approval by a state agency. There 

ISi T?? uf t f!ate P0licy t0 displace competition in the sale of light bulbs with regulation. 
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leoi^V Particular area, that the legislature contemplated the kind of 
action complained of.' 532 F^d, at 434 . 

415. The Supreme Court recently in Town of Hallie 

reaffirmed, the standard adopted in City of Lafavette 

policy to displace competition is shown where anticompetitive 

effects logically would result from the broad authority to 

regulate. 105 S. Ct. at 1718.8 ' 

above from City of Laf^"^ ^ statements quoted 
opinion authored bv n he Plurality 
Justices, and the Town of Hallie"^ on.behalf 

until March, 1985. The Court in t was not: announced 
had never "fully cons?dered I°"n °f Hallie stated that it 
must be articulated ftoi'nA ? clearly a state policy 
from the antitrust llws." lot s' ct It^7?7atVCti0n" immune 

this proviso, it is still difficult'^ I Notwithstanding 
antitrust Division consistenn ^ understand why the 
articulation of sta?e nofi^ ^ Plned that to fina 

authorization compelling the Board ofSr be.exP:licit statutory 
the specific restraint? Asidf^r™ fh T1SS10ners to imP0^ 
Lafayette, p^rk^r itTlf ^<■ language in City of 
£arker7 the~enaKring statute authr>Sl:1^^rtKSUC,n 3 

to devise marketing plans for soe^iHr * Program Committee 
areas. The statute did not expliciflv ?r?hUC^S ln sPecific 
or customer restrictions Bv .y.authori2e price fixing 
plans, the state had evidenced a no21 USe 0f marketing 
competition concerning the industK? hf? 0 suPf:Lanting 
many lower courts recognized thJt^ 3? re9ulated. Finally, 
displace competition did not Hoo ^ mding of state policy to 
explicitly detailing ?£f "0^dePend.on a state statute 
restraint. See, e g ritv of^23^0" t0 in,Pose the specific 
Cleveland RegHiarfFinsi^A^h * 01insted v- Create? 
(6th Cir. 1983°" First American Titi'p V? 1284' 
South Dakota Land Title Assori^Mo -7^?* 0 South Dakota v. 
Cir. 1983), cert. UnlU 104 s 1439' 1451 <8th 

641 F.2d 32,—T? (Tit-cTF. 1981! Tnl ^ ^7•Corey v- Look, 
of Maryland concluded some seven monfh £ * Dlstrict court 
that state policy would be presumed if^staf0" the.0Pinion 
doing the regulatinq, and if i i uj? a9encies were 

contemplated luchl • i^^'^ie^sla^urfthe 

Service Commission, 488 f. Su^p. Sd! un?.1" 
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^PPlying the standards set forth above, it is clear 

that the policy of the State of Maryland was to displace 

unfettered competition between savings and loan associations with 

regulation regarding the setting of interest rates such that any 

action by the Board of Commissioners to adopt a uniform ceiling 

would have been immune from antitrust attack. This is not a 

situation as suggested by the OpiAion at page 17 where the Board 

of Commissioners was given general authority to regulate that was 

insufficient to find a state policy to impose competitive 

restraints on the associations in setting interest rates. The 

state policy behind the establishment of the Board was set forth 

by the legislature as follows: 

It is the policy of this State that: 

(1) The savings and loan business is 
so integrated with the financial 
institutions of this State and is so 
important as a method of promoting home 
ownership and thrift that it is in the 
public interest that: 

(i) Savings and loan 
associations be supervised as a business 
affecting the economic security and 
general welfare of the people of this 
State; and 

(ii) The business and financial 
stability of savings and loan 
associations be promoted and assured; and 

(2) The number and minimum size of 
savings and loan associations shall be 
regulated in the interest of securely and 
efficiently serving the residents of any 
locality in which an association 
operates. 
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Md. F. I. Code Ann. §8-102. The Maryland Court of Appeals 

indicated that this policy showed a desire to curb competition 

among savings and loan associations. See County Federal Savings 

& Loan Assoc. v. Equitable Savings & Loan Association, Inc., 261 

Md. 246, 263-64, 274 A.2d 363 (1971). Clearly, a policy of 

supervising the savings and loan associations as a business and 

assuring their business and financial stability logically 

contemplated regulations that would regulate the amount of 

interest paid out by the associations such that there would not 

be unfettered competition in this regard between the 

associations. 

Moreover, even under a stricter standard, it is clearly 

articulated in Titles 8 and 9 that the policy of the State of 

Maryland was to regulate competition regarding the payment of 

interest by the savings and loans. The Board was expressly 

granted the authority to adopt rules and regulations to carry out 

the provisions of the Financial Institutions Article concerning 

savings and loan associations. Md. F. I. Code Ann. §8-207(b). 

Section 9-402 of the Financial Institutions Article authorizes 

the issuance of savings accounts only in accordance with Board 

rules and regulations. Section 9-404(a) of that Article 

authorizes the payment of interest on savings accounts but 

restricts in subsection (c) the payment of that interest. By 

granting to the Board the authority or power to adopt regulations 
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concerning the issuance of savings accounts, and by restricting 

the payment of interest, the legislature clearly articulated a 

policy to displace competition with regulation. 

Even more specific is §9-405(3), which specifically 

requires the Board's approval for a savings and loan to pay 

interest on savings certificate accounts or other fixed term 

accounts and further provides that the payment of dividends or 

interest "shall be ... in accordance with the rules and 

regulations of the Board. ..." Md. F. I. Code Ann. 

§9-405(a)(2). Thus, the individual savings and loans were not 

free to compete by setting their own interest rates on fixed term 

accounts. This is a clear articulation of state policy to 

displace competition with regulation concerning the amount of 

interest paid. The fact that there was no specific authorization 

to establish a uniform ceiling or no statement about 

anticompetitive effects is irrelevant. Town of Hallie, supra, 

105 S. Ct. at 1719.9 

The discussion above evidencing a state policy to 

displace competition with regulation of interest rates shows the 

inapplicability of the only case discussed at any length in the 

9 The Opinion suggested at page 18 that the statutory scheme 
envisioned if not required the setting of interest rates on a 
case by case basis as opposed to a uniform rate ceiling. 
While this may support an argument that the Board would have 
abused its power to regulate interest rates by setting a 

Uu u™ ce*1in9/ this is of no significance to a discussion of whether there was a violation of the antitrust laws. See 

at 1190 9lWater CO* V" Public Service Commission, 488 F. Supp. 
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Attorney General's Opinion, United States v. Texas Board of 

Public Accountancy, 464 F. Supp. 400 (w.D. Tex. 1978), affirmed, 

592 F.2d 919 (5th Cir.)r cert, denied, 444 U.S. 929 (1979). in 

that case, a state agency made up of private accountants was 

empowered to promulgate rules of professional conduct to maintain 

a high standard of integrity in the profession. All rules were 

effective only upon approval by a'majority of certified public 

accountants. One rule prohibited competitive bidding, a clear 

antitrust violation. National Society of Professional Engineers 

v. United States, 435 U.S. 679 (1978). The court found no state 

action immunity because a policy to maintain standards of 

integrity did not concern or contemplate a ban on competitive 

bidding. 464 F. Supp. at 404. As shown above, however, the 

Maryland statutory scheme clearly concerned or contemplated a 

restriction on competition over the payment of interest.10 

In light of the above, the Attorney General's office 

should have concluded that the setting by the Board of a uniform 

ceiling on interest rates would have been immune from antitrust 

liability. 

T*le 'rexas State Bd. case clearly belonas in i i r.^ 
repJ®sented by Community Communications Co v City of 

neutral'st^ <1982) the Cour? held a Y 

suMKH ?tatute bestowing regulatory power on a political 
rorif n uas not a clear articulation of state Dolilv to replace competition with regulation in a specific industrj? 
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August 3, 1984 

Mr. W. Thomas Gisriel, Chairman 
Board of Commissioners 
Division of Savings and Loan Associations 
231 East Baltimore Street 
Baltimore, Maryland 21201 

Dear Mr. Gisriel: 

You have 
of Chapter 678 
Code Ann. "> 9- 
Commi ss ioners 
("Board") to r 
Speci f ically, 
Board from exe 
in section 9-4 
when different 
prescribed for 

requested advice concerning the effect of a portion 
, Laws of Maryland 1983, codified at Md. Fin. Inst. 
419(c) (1983), on the authority of the Board of 
of the Division of Savings and Loan Associations 
egulate investments by state associations, 
you have asked if this subsection precludes the 
rcising the regulatory authority expressly granted 
19(a) over types of investments enumerated therein 
guidelines for the same types of investments are 
federal associations. 

For reasons set forth below, we conclude that section 
9-419(c) does not generally supplant the statutory authority of 
the Board granted in section 9-419(a). State associations-- 
except when investing in deposits of federally-insured 
institutions--continue to be subject to state rather than federal 
regulation. W We nevertheless caution, however, that our 

IVF13 

W Your Inquiry raises, and our analysis is confined to, Issues relating to 
the statutory construction of state law. Accordingly, we do not here consider 309 ^ 
federal preerrption Issues possibly arising under the Garn-St Gemrfiin 
Depository Institutions Act of 1982. 
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conclusion is not totally free from doubt and we would consider 
clarifying legislation most appropriate. 

SECTION 9-419(c) 

Upon its face, section 9-419(c) appears to constitute 
nothing more than a statutory-construction guide to resolve a 
state association's authority to make types of investments not 
enumerated in section 9-419(a): 

This section does not prohibit a State-chartered 
savings and loan association from making any 
investment that is permissible for a federal 
savings and loan association. 

However, on closer review there is an unresolved ambiguity: 
section 9-419(c) appears to be a limitation on prohibitions 
contained in section 9-4l9(a), but section 9-419(a) does not 
proh i bi t certain types of investments by state associations; it 
author i zes specific investments. 

Only upon reading the session laws in which subsection (c) 
was enacted, Chapter 678, Laws of Maryland 1983, does a broader 
legislative intent become disternible. The purpose of Chapter 
678 is set forth as follows: 

For the purpose of authorizing state-chartered 
savings and loan associations to invest in deposits 
of certain insured financial institutions; 
providing that a State chartered savings and loan 
association may make any investment permitted a 
federal savings and loan association; and generally 
relating to authorized investments of savings and 
loan associations. 

Although indicative of an intent to allow state associations 
greater investment authority, the precise extent of the authority 
being granted is unclear. Significantly, when the General 
Assembly intended to allow state associations to engage in an 
investment activity (deposits in certain insured financial 
institutions), it expressed this purpose by clearly "authorizing" 

A— 
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the aetivity in the first clause. The second clause -- 

describing the purpose of section 9-419(c) — presents a marked 
contrast. Rather than expressing its purpose as a separate, 
coordinate authorization for making investments, the legislature 
chose the less clear "providing" — suggesting a more limited 
intent to qualify (i.e. add a proviso to) the imnedlately 
preceding authorization. 

t 
The legislative history, consisting primarily of the Senate 

Economic Affairs Committee's "Summary of Coirmittee Report," 
reveals that section 9-419(c) was added by Committee amendment to 
H.B. 284. This amendment was simply designed to alleviate 
concerns that under proposed federal regulations a federal 
association could invest unlimited amounts in deposits of 
institutions insured by the FSLIC or FDIC while state 
associations would be restricted to certain amounts of deposits 
by a Board regulation. 2/ The Cormlttee describes the purpose of 
its amendment as providing "state-chartered institutions with 
Investment opportunities equal to those of their main 
competitors, the federally chartered savings and loan 
associations." In context, the report evidences an extremely 
close nexus between section 9-419(c) and a state association's 
ability to compete for investments in deposits; indeed, the 
report neither discusses nor identifies any additional inequity 
affecting other types of Investments authorized by section 
9-419(a). 3/ 

We have carefully considered an interpretation of this 
subsection whereby the Board's express authority under section 

2/ Factually, the report was in error. Tlie specific regulation discussed in 
the Conmittee's report was repealed before the amendnent was considered. 
Under current regulations of the Board, state associations are subject to 
amount limitations for investments in other financial institutions, though 
different from the limitations discussed in the report. 

3/ An additional source of legislative history demonstrates the uncertain 
status of section 9-419(c) as a broad, independent grant of authority. At a 
veto hearing convened for Chapter 678, cormentators advanced alternative—and 
at times conflicting—interpretations of the Board's authority in light of 
this subsection. Even ccrrments from proponents of the legislation attenpted 
to characterize the bill as being limited in intent. 
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9-419(a)would be displaced by or subordinated to a parallel 
system of federal regulatory guidelines. This expansive reading 
of section 9-419(c) is, in our opinion, not required by the plain 
language or legislative history of this subsection. Especially 
in the absence of a clearer expression of legislative intent, we 
are reluctant to conclude on the record before us that the 
General Assembly intended to effect by simple amendment the 
virtual abrogation of state control over state associations. We 
note that, in the past, when the legislature has intended to 
authorize parity with federal associations, it has done so in 
quite an unambiguous manner. J/ 

Significantly, an expansive reading of section 9-419(c) 
violates two well-established, cardinal rules of statutory 
interpretation. Repeals by implication are disfavored under 
Maryland law, and repeals not express will not be found unless 
demanded by irreconcilability or repugnancy. See Harden v. Mass 
Transit Adm« « 277 Md. 399 ( 1976), and cases cited there in. ft Ts 
also an equally familiar rule that: 

where there is, in the same statute, a particular 
enactment, and also a general one, which, in its 
most comprehensive sense, would include what is 
embraced in the former, the particular enactment 
must be operative, and the general enactment must 
be taken to affect only such cases within its 
general language as are not within the provisions 
of the particular enactment. 

Magulre v. State. 192 Md. 615, 623 (1949). 

Applying these principles to your inquiry--and mindful of 
the legislative history of Chapter 678--we conclude that, subject 
to the antitrust considerations discussed in Part II below, the 
Board retains full statutory authority to impose standards 

4/ For example, section 9-420 provides "[nlotwithstanding any other provision 
of law and subject to the approval of the Board of Ccmnissioners, a savings 
and loan association may raise capital under the same conditions and to the 
same extent as a federal association as if the powers were specifically 
enunerated in this title." 

3 OR 7 
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differing from federal guidelines on all types of Investments 
enumerated In seetion 9-419(a) other than investments in deposits 
insured by the FSLIC or FDIC. With respect to those deposits, we 
defer to that one part of the legislative history that is clear 
and unambiguous — that subsection (c) is designed to overcome 
competitive limitations that might arise out of investments in 
certain deposits — and conclude therefore that a state 
association may follow federal guidelines when investing in 
deposits insured by these Institutions. 

We are, of course, cognizant of a legislative intent during 
the amendment process — albeit indistinct — to expand the 
lending authority of state associations beyond the types of 
investments enumerated in section 9-419(a). In this regard, we 
interpret section 9-419(c) as empowering state associations to 
make any type of investment not enumerated in section 9-419(a) to 
the same extent authorized under federal guidelines. But, given 
the principles described above, we cannot further read section 9- 
419(c) as also applying to the types of investments specifically 
enumerated in section (a), other than investments in certain 
deposits. 5/ 

In concluding our analysis of section 9-419(c), we reiterate 
that while our reading is preferred as being more consistent with 
the legislative history and rules of statutory construction, it 
is by no means the only reading of this subsection. Clarifying 
legislation, therefore, is most appropriate. We are persuaded, 
however, that In the absence of any further legislative 
enactments our interpretation can be considered as correctly 
perceiving the legislative intent behind and the effect of 
Chapter 678. 

II 

AUTHORITY UNDER SECTION 9-419(a) 

Our advice would not be complete without a brief discussion 
of the limitations imposed on the Board's exercise of authority 
under section 9-419(a) by antitrust considerations. We discuss 

5/ To avoid totally unregulated transactions, we would suggest the Board 
prcnulgate an appropriate federal tie-in regulation. 

30n:r, 
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these considerations against the backdrop of federal guidelines 
because legislative history reveals that federal associations are 
considered to be major competitors of state associations. ' 

In enacting the Maryland Antitrust Act, the General Assembly 
explicitly stated that the purpose of the Act "is to complement 
the body of federal law governing restraints of trade, unfair 
competition, and unfair, deceptive,4and fraudulent acts or 
practices in order to protect the public and foster fair and 
honest intrastate competition." Md. Com. Law Code Ann. % 11- 
202(a)(1) (1983). The Sherman Act, 15 U.S.C. SS 1-7 (1975), is 
the basic source of this federal- law. The Supreme Court stated 
that: 

The Sherman Act was designed to be a 
comprehensive charter of economic liberty aimed at 
preserving free and unfettered competition as the 
rule of trade. It rests on the premise that the 
unrestrained interaction of competitive forces will 
yield the best allocation of our economic 
resources, the lowest prices, the highest quality, 
and the greatest material progress, while at the 
same time providing an environment conducive to the 
preservation of our democratic political and social 
institutions. But even were that premise open to 
question, the policy unequivocally laid down by the 
Act is competition. 

Northern Pacific Railway Co. v. United States. 356 U.S. i a 
i t nt a \ * 

Coinciding with the State and national policy In favor of 
competition is the need for the State to regulate occupations and 
industries to protect the public against fraudulent or unsafe 
practices. State regulation protecting the public from such 
abuses may restrain the free and unfettered competition which is 
central to the policy of the antitrust laws. Nevertheless, as 
discussed below, unless the General Assembly has affirmatively 
stated that competition in a particular industry should be 
displaced by regulation, it is the duty of regulatory boards not 
only to protect the public from unsound practices, but equally to 
promote the public interest in competition in the regulated 
industry. 
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Chai rm&n 

The Supreme Court has recognized that tension may arise 
between the policy favoring competition and a state's need to 
impose regulatory regimes that may restrain competition. In the 
seminal case of Parker v. Brown. 317 U.S. 341 (1943), the Supreme 
Court attempted to accomnodate "these conflicting goals. In that 
case, the Court indicated that the provisions of the Sherman Act 
would not extend to "[anticompet!tive] activities dlrectcd by a 
[state] legislature." 317 U.S. atT 350-51 (emphasis added). 

As conflicts between the Sherman Act's policy of competition 
and a state's need to regulate Industries have escalated in 
number in recent years, the Supreme Court has refined its 
criteria for determining whether actions of state regulators are 
subject to the Sherman Act. The clearest expression of these 
criteria was articulated in California Retail Liquor Dealers 
Association v, Midcal Aluminum. Inc.. 445 U.S. 97 (1980). The 
criteria are that: 

First, the challenged restraint must be "one 
clearly articulated and affirmatively expressed as 
state policy"; second, the policy must be "actively 
supervised by the state itself." 6/ 

445 U.S. at 105 (citation omitted). Where the actions of a state 
regulatory board meet these criteria, its actions are "outside 
the reach of the antitrust laws under the 'state action' 
exemption." New Motor Vehicle Board v. Orrin W. Fox Co.. 439 
U.S. 96, 109 (1978). However, where the regulatory board's 
actions do not meet these criteria they are subject to antitrust 
scrutiny. 

In applying the state action test to regulations promulgated 
under section 9-419(a), two questions must be answered. First, 
does the Board have the requisite "clearly articulated and 
affirmatively expressed" authority to enact regulations 

6/ Although the Suprene Court has not directly ruled on the manner and extent 
to which a legislature must actively supervise the activities of a state 
regulatory board, it is our view that the active supervision requirenent is 
satisfied when the challenged activity has been undertaken by a state 
regulatory board. 

3!'":' 
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r 

Mr. W. Thomas Qisrlel, Chairman 

August 3, 19€4 
Page 8 

restricting the amount of the investments enumerated in section 
9-419(a)t Second, if the Board has such authority, what is the 
effect of section 9-419(c)? 

Section 9-419(a) is prefaced with the words, "Subject to the 
regulations of the Board of Commissioners, a savings and loan 
association may Invest in any of the following types of 
investments....'' In section 8-102, the General Assembly has 
stated that it is the policy of the State that "the business and 
financial stability of savings and loan associations be promoted 
and assured." This grant of authority to enact regulations to 
protect the financial security of associations is sufficient to 
give the Board antitrust immunity to restrict competition to the 
minimum extent necessary to fulfill the Board's statutory 
obligation. 7/ 

A finding that the Board does have the requisite specific 
authority to enact restrictive regulations under section 9-419(a) 
does not end the inquiry. As discussed above, the General 
Assembly enacted section 9-419(c) cognizant of the competition 
between state associations and federal associations in the area 
of investments. Although we do not construe section 9-419(c) to 
have repealed the power of the Board to regulate all investments 
enumerated in section 9-419(a) — and only to have a direct 

7/ The history of section 9-419(a) evidences the sufficient legislative 
directive to permit the Board to place restrictions upon the anount of 
investments enunerated in section 9-419(a) that may be anticcnpetitive. The 
current section 9-419 was codified in 1980 within the Financial Institutions 
Article. Its predecessor, Md. Ann. Cbde art. 23, 5 161Z, stated "Subject to 
such conditions and restrictions as the Board, by regulation, imy fron time to 
time inpose, every associaton shall have the power to invest...." This 
language clearly and unambiguously expressed the intention of the General 
Assembly to permit the Board to limit the amount of the enunerated investments 
that may effect ccnpetition. Significantly, the Conrmittee Qnments to section 
9-419 state that the "former phrases 'conditions and restrictions,' and 'nay 
fron time to time impose* were deleted as included in the phrase 'subject to 
the regulations of the Board.'" Thus, it is clear that it 'was the intention 
of the General Assembly that the Board may enact restrictive regulations with 
respect to Investments enunerated in section 9-419(a). 

310! 
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P 

• ffeet upon investments in certain deoosit* - " ..T 
to reiterate that this interpretation is not witholt dtlbltra]ne<1 

court may disagree and construe section 9-4i9f<»^ ni i * 

associations In total parity with federal asma**!**! state 
respect to .11 inve,tn.JntS " ."uoi th a 
result, any Board reffulatlona that ril.tHiI? « »-419(«). As a 
section 9-419(a) to f gr^te" 
Investments of federal associations'could be sublect to «II 
antitrust challenge. Moreover, even If our . 

wSw'ltm'ii?'4CCepte? ^4 co,irt' i - j I*1 arIse 'fom regulation under section 9-4l9fA) tho* i 

function! n«ce"«'y to «»y out the Board's statuary 

Because of the potential of antitrust liabiUtv fh- ^ 

™u't,«•" " Its regulatory authority only aft« cli.fS? a^,1 

consideration of the competitive effects of it* nmn/N ^ 
act on. Before enactlngPany reguUtlon thlt pla?«P??m?,.,. 
on investments that are more restrictive thpn Jimitations 
federal associations, the Boarl roSsrtake ?n?o Upon 

federal standards and must make specific detailprf fi 
conditions In this State requIre^dfm^M^fFfr^r„fl;<llne? that 
associations. These finding mS,? cieaHy Jemo^trltl0^.' 1**" 
such regulation was promulgated to orotect the i J any 

iLzVtVu?",osn "•••«•«•»•) »s5~?iiihJo"::;j!.N !ecuri,5' 

in 

CONCLUSION 

il" s",]!¥nary» 11 's our advice that subject to antltm.t 
considerations the Board may imDose bv recruiatinn 11 <« ? 
the types of investments enumerated in seftl™ ™4i9?J)#ii°n5

t
on 

investments In deposits Insured by FSL1C or FDIC Altho^ ?J. 
Is our carefully considered advice on this matt^ though this 
Opinion of the Attorney General "natter, It 13 not an 

Very truly yours, 

^.SEss' - Deputy Counsel, Department A" 137 
or Licensing St Pocrni P♦ i 
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RECEIVED 

(). What is Maryland Savings-Share In- 
surance Corporation? (M.S.S.I.C.) <JL>^ 

. 
A. It is a permanent ncn-profircorpora- 
tion that the Legislature of Maryland cre- 
ated to provide protection against loss of 
savings invested in member institutions. 
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TRANSMITTAL SLIP 
TO: 

1/17/!' .J 
Pjr. Chcrl^r H. nrovn, Jr. 

Eavlncf; pnd Loan 
FROM: c-rrty^ Coi^ t oy 

I I note « rite 
| |NOTE « «CTU«N 
( I wore « set wt 

1 I 'O* YOUW COMMCNTt 
I 1 *0* VOO« SICNATURE 

1 I VOO« WtQOCST 
I I OU« CONVCRSATION 
I I VOUM A^^WOVAL 
( | row YOUM INrOlHIATlON 
I 1 take awp«op*iatc action 

«CPLY ron KONAtunc or Gov, Fnohos 
re; Mrs# Seonft rinc 

PIgcpo return douMo-Ep^od dr/ift 
response to my of . 

rO«M: OLR/OSA/»4/2-«C/10« 
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HARPY MUCHfS 
GOVfRNOB " 

JOHN J. CORBLEY 
SECRETARY 

TO: 

FROM: 

DATE: 

STATE OF MARYLAND 

department of licensing and regulation 
division of savings and loan associations 

231 EAST e A LT IMORF ST RE ET o « t TI. - ^ 
Baltimore, Maryland zizor 

SEVENTH ELOOR 
301/6S9-6330 

«• JAN 1 ? TC.{ • w V. , 
chaplc:. h. frc^k. 

D1I-I r ri: 

MEMORANDUM 

John J. Corbley, Secretary 

Charles H. Brown, Jr., Director 

January 17, I98A 

15 3 draft.of 3 to Mrs • Seena King's Letter to the Governor, which I hope you will find satisfactory. 

CHB:kg 

BALTIMORE METRO AREA 659-6330 
OUTSIDE BALTIMORE METRO AREA 
TOLL-FREE 1 -800-492*7521 

I VG 3 

f yf 

1 

3'V ^ 

TTV F 0«= DEAF { / ' 



" "" t / ■-, 

TeBponse to my office hy 1/18/84. 
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HAKKY HUGHES 
covrPNOB 

STATtOr WARN LAND 

DEPARTMENT OF LICENSING AND REGULATION 

DIVISION OF SAVINGS AND LOAN ASSOCIATIONS 
.31 LAST BALI IMORE STRCET BALTIMORE, MARYLAND 21201 

SEVENTH FLOOR 

CHa Kl r 5 H. p (: OWN, Jt 

FEB "8 ]0S4 
t IN 

301 '659-6330 

JOHN J. CORBLEY 
SECRETARY 

MEMORANDUM 

TO; Secretary John J. Corbley 

FROM: Charles H. Brown, Jr., Director 

DATE: February 7. 198A 

At your request I have reworked the draft of a reply to 
Mrs. Seena King's letter to the Governor, which I hope v^u 
will find satisfactory. ,s 

Mrs. King asked many questions which I found rather difficult 
to answer. This letter is, perhaps, a 1 i ttle^'stronger than 
most letters that we write regarding MSSIC because of the 
many questions she raised. I don't feeJ however, that there 
is much more that I could tell her. 

y 
If you have any suggestions, let-tne know. 

CHB:kg 
Enclosure 
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DRAFT 

Mrs. Seena King 
621A Leeke Forest Court 
Bethesda, Maryland 20817 

Dear Mrs. King^ 

8' 108'' .nd-^-rour consents relative ,o 
the Maryland Savings-Share Insurance Corporation. 

The insurance corporetion, sc.eti.es referred to as MSSiC, was created by 

the Haryiand State Legisiature in I962 for the purpose of insuring savings accounts 

of State-chartered savings and loan associations,which were not federally insured. 

Although created by the State Legislature, HSSIC is not an agency of the State of 

Haryiand, nor is the insurance of savings accounts bac.ed by or guaranteed by the 

State of Maryland. 

MSSIC is a private corporation which is owned by the membership. Under the 

laws of the State of Haryiand 1, as Governor, appoint three public interest or 

consumer members to the Board of directors of the corporation. The remaining 

directors are elected by the membership. The corpora?^^,^^ with 

■he Division of Savings and Loan Associations, which is the State regulatory agency 

that supervi^es^ta^-char^e^ed^s^ings^and^Joan Both HSSiC and the 

a,lr
St^te'Chartered assocTatit^is 

associatfons thin the laws of the State 

of Haryiand and the ruies and regulations of the Board of Savings and Loan Associa- 

tion Commissioners, in addition to the regulations of the Haryiand Savings-Share 

Insurance Corporation. 

MSSIC insures each savings account up to $100,000. which is similar to the 

nsurance by the FSLIC. Under MSSIC rules, however, ivfrfp an individual may 

have more than one account in ySw solejname and each account would be insured 

up to $100,000. 

311 1 



Mrs. Seena King 
Page Two 

,X> v-C^" 
A? savings and loan associations insured by MSSIC are not members of the 

Federal Home Loan Bank System, the savings accounts of these institutions are not 

insured by the Federal Savings and Loan Insurance Corporation and, consequently, 

the U. S. Government woL/hHTO^^ customers of a MSSIC Insured insti- 

tution should there be a problem. However, with recent legislation passed by the 

U.S. Congress. MSSIC institutions are now eligible to obtain funds from the Federal 

Reserve Bank for emergency purposes. This assi 

borrowings which be repaid. 

If any MSSIC Insured assoclat lorj^ should have^f Inane la 1 problem^, the 

insuring corporation would advance funds to the association to take care of the 

immediate needs. Should the state regulator^ MSSIC itsel^feel that additional 

assistance Is needed, a merger with a stronger institution would be arranged and 

all of the assets, liabilities, savings accounts and net worth of the ailing associa 

tlon would be transferred and merged into the stronger association^ If the ailing 

institution cannot be salvaged, the state regulator would petition the Circuit 

Court for the particular jurisdiction for the appointment of a conservator to 

reorganize the institution or a receiver to liquidate the association. A liquida- 

tion of an association would result In the sale of all of the assets of the insti- 

tution including mortgages, real estate owned, office building and other Investments, 

the proceeds of which would be used to pay off all creditors and owners of savings 

accounts. If there are not sufficient funds available to reimburse the creditors 

and savings account owners, MSSIC would then supply the required funds, I would 

point out that the failure of any Institution does not necessarily result in the 

loss of a savings account that is Insured. At the present time MSSIC associations 

are very liquid and their assets can be converted to cash promptly, which would 

result in a prompt liquidation of an association. 

311:! ^03127 
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Presently HSSIC has reserves-gf approximately S237 mi 11 ion^'ncl udi ng a line 

of cred woei^e. ^for emergency purpcses. This-^ong „ith the proceeds 

from the sale of^its of any institution, should be^fficient to guarantee the 

funds of^owr^s of savings accounts. I would IJ^ to point out that during the 

past^two years w.th financial institutions^li over the country having financial 

P/Oblems. Maryland has not lost a sinuate-chartered association. 

1" your letter you mention you are considering opening an account with 

Friendship Savings and Loan in Chevy Chase. Maryland. As a matter of information, 

Friendship is a State-chartered association with insurance offings accounts *r ^ 

MSSIC. 

Vou mentioned that each year the Washington Post publishes figures on all 

federally insured institutions in your area. Under Section 9-50<. of the Financial 

Institutions Article of the Annotated Code of Maryland, information obtained in 

ah examination or on a report by a State-chartered sayings and loan association 

is considered confidential. MSSIC respects the confidentiality section of the 

financial Institutions Article and does not release for publication information 

similar to that permitted by the federal Home Loan Bank. 1 am sure, however, that 

•f you request a financial statement fro. any savings and loan association, they 

would be happy to comply with your request. 

I trust 1 t,ave answered your i^u^. If you have^ir^h7r"^7^nS. 

however, pleaseNdo not hesitate to writeLe. " 

Very truly yours, 

Harry Hughes 
Governor 

c:17-x. x 

- ^ o 
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EXECUTIVE DEPARTMENT 
Stole House 

Annopolis, Maryiond 21404 

•^3^ . D<„.: 

i TO: 

FROM 

Re Letter 

FOR; 

--■) F. Luisefa hawn. Adm;n A^cf 

From: Mj* ' ■ 

1 : ; ' ' ■ ^ i: 

Your Informotioo 

Necessary Action 

Handling at your discretion 

Your Reply, copy to me 

Draft reply (on plain paper) for Governor's signature 

REMARKS; 2/27/84 - IiUise|—this 

has been through three yevi 1 OJ1S     

It is a very sensitive area and ohould 

be reviewed by Mr. Johnson hefnrp  

release. The 

Commi t.t.ep .is considering a task foroc 

to study this issue during the interim 

PLEASE RETURN THIS RDANCE WITH 

ACTION REQUESTED ABOVE 

PS - 632 PR-3- 1 

IVG5 
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fiTk m )^.1K, M-ICJ. I, 

tx* obtain fuixl* 1 rou. U>*- iwinK fox »*»«-r9«ncy ]«ui . Till# 
obt-A,lr>*»d tJiroagh sliort t.»r* l*oirowir>^tt w^ilc^ lAunt Lk' r«|Al<l. 

2f Any MSiSIC XnaurtK; AA.&oci*t-loL. ».v»oul(3 Lav* *» flrkJUK:!*! ^roLleu, thr 
Insuring cori»orAt.ioij would furvia t-o Uir «LB»ociAt.lon Vo CAre of 
Inwdlete n®^U. Sl^auld Uw £uit« r»(juiator, or KSfcIC . f«-rl limt •ddltiorMil 
MslatAnoc 1 ■ needed / a Mrgtfx wltli a st-rowvj^r liuitltutlou wouU arrxu29«<l *ikd ell 
of tlK.' UMCs. ILabllltles, ••vlng* account* «ud ntt worth of the alllny association 
vould he transfarred and i»*rv*<l Into U» atrotv7«r association. 

If ths alllnq institution cannot be salragwd, the State regulator would petition 
tke Clrodit Court tor the particular jurisdictlofi for the appointment of a oonsenrstor 
to reorvaaime the institution or a reoel'rer to llq-uidat* the association. A llquidatiac 
of an assoalation would result in the sale of all of the assets of the institution 
including aortqaTes, raal estate owned, off lev building and other iirrestaants, the 
proosods of Whioh would be used to pay off all endltors and owners of savings 
aooounts. If thare are not aufficioot funds arailable to reistoune the orediter* 
and aariavs aooount onwrs, NS&IC would than supply the roquired funds. I woula 
point out that tha failure of any institution does not nsoeasarily result in the 
loos of a aarinvs aooount that is insured. At the present tiiw, MSSIC associations 

""ary liquid and their assets can be oaarartsd to cash proaptly, whioh would 
result in a prcapt liquidation of an association. 

In your letter you Mntlon you are oonsiderin? opening an account with Friaad- 
ahip tariaes and Loan in Cne-ry Chase, Maryland. As a aattsr of information. 
Friendship is a State-ohartsrad association with insurance of its ssviags aooounts 
with HESIC. 

Tow ■entlnnad that aaoh yaar the Washington Post publishes fiv*ir»s on all 
federally insured institutions in your area. Under Section »-504 of the Financial 
Institutions Article of the Annotated Code of Nary land, inforaation cbtaiaad in an 
•xaaiaation or on s report by s State—chartered savings and loan association is 
oonsidered oonfidsntial. The Maryland SaTiogs-^hare Insurano*- Corporation respects 
the oonfIdsntiality section of tlie Financial Institution* Article and docs not 
"laase for publication inforaation alailar to that parmittsd by the Federal Ucsae 
Lo*n AanJt. I aa sure, however, that if you requaat a financial stataMBt froa any 
savings and loan association, they would be happy to ooavly with your request. 

I hope this infoTKatiot* will be of aasistanoe to you. 

Hh/JJC/no. 

bcci Secretary Corblcy 
H*. Sylvia RAiaaey 
Mr. Ejncr John»oi. 
Kr. Ben 
Mr. Lou Pa do* tr>r,i2n 

3115 
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■MaiylandSavings-Shaj-eInsurance Corporation 

BALTIMORE LITE BUILDING 
SOI NORTH HOWARD STREET 

BALTIMORE, MD. 21201 

PHONE 727-7610 

September 10, 1982 

F.Y.I. 

On or about August 20, 1982, subscribers of Money magazine 
began receiving copies of their September 1982 issue of that 
magazine. At the bottom of page 20 and at the top of page 24 
appeared a two sentence letter, which together with the response, 
we have enclosed. 

Since August 23, 1982 MSSIC has responded to several hundred 
requests from people across the nation who have asked for the list 
mentioned in the response to the aforementioned letter. A copy of 
this list and our letter to these inquiries are enclosed. 

It is our understanding that the September 1982 issue of 
Money was first made available on the news stand on Tuesday, 
August 31, 1982. And as of this date, we have seen no let up 
in the volume of mail we receive. 

Enclosures 

IVG6 
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MOKCY HELPS 

Currency dealers are 

swamped with rubles 

from that period. 

Q. / have just opt nt J an huin iduo! Rr- 
Hrcrnrm Accouni h ii/i my hi ok cr who 
suhlrancJ both a S2t/rf an,/his cornn,i s- 
■^on from my H.OOO invfstiucm Is he al- 
towed to do this'' 
JOHN SMONT7 
Shrewsbury, Mo 
A. Vc-S. although cloaily it would he to 
your advanugf to pay >,.111 Ices amf com- 
missions on top of your contrihution and 
liavc itic full S2.0<.M1 u<ukinc lor )t>u Htil 
the Internal Revenue Service has yet to 
rule on whether lees and commissions 
may he paid this way. so in the meantime 
most hrolers are colleciiiif- fees sepa- 
rately hut suhtractinp commissions from 
the account Vou should ask your hroler 
to do this loo. I he S.1.ii<hi >()u send to 
your hroler is fully dediictihlc on your 
tan reltiin, whethet oi not it includes 
commissions and fees Hut il >ou pay the 
lees a pa it fiom >oiii conliit)utions. IRA 
e«peits Ivlieve thai the IKS will regard 
lliein as an investment espense and let 
you deduct ihem in addition io (he 

I Q. In /V/7 rm Kuwuin hoi n yi,in,lf,iih,i 
' l"i h/e mivint,-\ in,,, /,,,,, 4j 

• ,, hie notes fowl lo the ot..'<ounl,y, hut 
the revolution inter venej. frvenitny htm 
front / have the hills, which are 
dated IVI2 .-tre they w-onh anyilnng? 
ItAHK'i |(l()S 
T/aey. Calif 
A. At most, they might bring a dollar or 
two each. During (he inflationary period 
that began around World War I, Russia 
and major 1 uropean powers such as Ger- 
many. Austna and Francc printed large 
quantities of paper money. Currency 
dealers are still swamped with bills from 
that era. Tor example. Ossics Coin Shop 
in Allentown, Pa. already has a pile of 
5<K)-rublc notes, but would pay $1.50 
apiece for yours James Risl of Stack's 
Coin Galleries in New Yoik City isn't 
buying "I see more MW-ruble notes than 
anything, says Risk, who'd part with hib 
for 10c to I5c each. 

Q. / re< enlly graduated from college with 
a deyree in computer science J ve been 
told that any costs i incur while Ink in# 
for work are tax dediicithle as long as I gel 
a job in my field Is this true? 
SHARON I'A/K H 
U etrton. H i 'a 
A, No. 1 he IRS allows deductions for 
Joh-hiinling expenses, but only if you're 
seeking a position in a field in which 
you're already employed I he costs of 
your first job search don't qualify. 

Q. / if heard that there ore banks in 
Maryland offenny money-ma/kel funds 
that are tit \ured ( an xou tell me anyihtny 
uhout them ? 
JOHN J CAPO//I 
lUxmton. A' J 
A. Savings and loan associations—not 
banks—in Maryland and North Carolina 
have stalled ofleimg savings accounts 
thai tesemble money-maiket lunds The 
accounts, open loltoih tesidentsand non- 
residents. have names like Money F und 
Account or Daily Money Account Lach 
is insured up to JlOO.nnn hy a stale- I 
charteicd agency Maryland and North i 
Carolina aie among a handlul of stales I 
that piovide an alternative to ledeial de- ' 
posit insurance. SM s that aie covered by 
staie-auihoi i/ed insuiets arc exempt 
lioni federal limits on inteiest rates 1 he 
SAI.s put the cash liom these accounts 
ifUo m.in\ of flu* sjmc limits ih;ii inonc v - I 

1 il« ■' ' i J f.* 
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How 

to change 

a forecast. 

To help weather the sturni 
of economic variable, a [xrson 

could use the IBM Personal 
Computer. 

With software like VisiCalc' 
(really an "electronic worksheet") you 

can calculate up to 63 columns aiul 
25^ rows of numbers — implementing 
formuhis atiJ chan^in^ labels 
as )ou go. 

You can also plan on the IBM 
Personal Computer to help create a 
sales fort-cast. Spot a trend, list a 
budget. And aid you on the quest lor 
the ri^ht answer to "what i(?" 

Now, don't wait (or a rainy day 
to visit an authorized IBM Pctsonal 
Computer dealer. 

Wll learn that the quality, 
power and performance of this tool .ire 
what you d exjxxt from IBM 
1 he price isn't, ==_= =• 

The IBM Personal Computer 

A tool for modern times 

mH 1 I 

. it'(h K I i! iv •!; 

31 1 s 

In Ai jsk.1 .» 
M y Vj HlffNtlVl!*- " 

(H)U) 44; a 
IIHM .ilMiiqiudlrty pm. ■l.'O'J I" "'m,.-, in »i) J.',' .5.;, 

* W.tOk p( VlS#C • 

{ ni.iiVi'l luruls iiinc'sI m such :is 7ic.<suf\ 
! hilK .iiul ti.ml ifmlio.tics <if Jepo\il. 

^ k-I.K have (kcii as hifh as those of 
money (unds Mininuim deposits gctict- 
ally taupe Itom Sl.tKKI to S3.(K)0.and you 
can wtiic ehceks for minimums varying 
frotn zero to S500. For a fist of S&Ls with 
such aceounis. write to Maryland Savings 
Share insurance Corp., 9()l N, Howard 
St.. liafiiinorc. Md 2i2()l 4)r Norili Caro- 
lina Savings (iuaranly Corp, PO 
Drawer 2ft8«. Raleigh, N.C. 27W)2. 

Q. I own prf/errrJ sunk in //<•/. the fqmp- 
infnl-laisiny company ihui ft ltd fct 
bankruptcy lost Jonunry. I .we ihal ihr 
common Uot k is nudrd on the Pacific ex- 
chonyc, hut I con Jiful no htlin/t for the 
prcfrrrcJ Is there u murkcl for these sc- 
CNniit'S? Will they he wotth anything 
when the company reorganizes? 
CiHACLI MILLtK 
Eunene. Ci r. 
A. Iicl preferred slocl tecenlly traded 
out tin.' eounter and on the I'luludelphia 
exchange at ahout S2 a share, down from 
an all-time high of SI ft..<75 in IV77. Un- 
der the teorgani/alion plan thai lie! 
hopes to have in place atound the end of 
the year, new \|iaie\ in the company will 
he disirihuted to stocUxifders It's tiv) 
soon to tell flow many shares of the new 
Mock you'll get in exchange lor the old. 
bul the total value of vout holding proba- 
bly won't change. 

Q. / m a manager a! a hospital, and I'm 
required to lim e a cm for emergency calls 
after working hours I also use the car 
ahout once a week during the day for 
husiness. ( an / take a tax deduction for 
depreciation and my dnving expenses? 
I'm not teimhursed 
I RANK S( HLRI 
Stone Kidge, A' 5 
A. Ma> he To qualify as lax-deductible 
business use. your Hips must be lo some- 
place other than the hospital, 1 lie IRS 
considers ihe cost of travel to a place of 
business—even alict notmal working 
hours—a contmuiing expense, which is 
not deductible I or those of your trips 
that qualify, you tan deduct 2nc a mile or 
a perccniagc of your total expenses and 
depteciaiion. based on the peitenlage of 
time you use the car for business. 

Q. It'#■ hove ti* pay a ii'iifly fee to our 
homeowneis assoi uiiion /,«• sin h things 

7A 
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Appendix to the Rpt of the Special Counsel on the Savings «57of 5^2_ 
& Loan Crisis (1986) Exhibits jjgT G-l- lY , PP3U0 -JHIK 

This is how I'd like the headers to read. 
Thanks 



J1 dryland Savings SluweInsiumice Corpoi'a lion 

BALTIMORE Lire BUILDING 
SOI NORTH HOWARD STREET 

BALTIMORE, MD. 21201 

PHONE 727-76IO 

CHARLES C. HOGG H 
CXCCUTIVC vice PntSIOCNT 

An Open Letter To A Potential MSSIC Saver 

Thank you for your recent inquiry concerning Maryland Savings-Share 
Insurance Corporation (MSSIC) and the list of associations offering variable 
rate savings plans. We have enclosed the list; however, greater detail on 
each separate account offering should be addressed directly to the individual 
associations. 

MSSIC was created in 1962 by an act of the Maryland legislature, and 
while the company is not an agency of the State, the company works closely 
and coordinates its activities with the Division of Savings and Loan Asso- 
ciations, part of the Maryland Department of Licensing and Regulation. All 
Maryland state-chartered savings and loan associations are regulated, super- 
vised and examined by the Division of Savings and Loan Associations. In 
addition, our company reviews and monitors the financial reports and opera- 
tions of all associations. Such monitoring is intended to alert both the 
Division and this Corporation to potential problems and our efforts are 
joint in discovery and resolution. Indeed, because of the fact that we 
insure only Maryland chartered associations, we feel privileged in knowing 
each of our members and their management, and in working closely with them 
over the years. 

The function and philosophy of this Corporation is not unlike that of 
other similar organizations such as the Federal Deposit Insurance Corpora- 
tion, Federal Savings and Loan Insurance Corporation and others; that is, 
to insure savings deposits and, in events of default, to provide savers 
timely access to their deposits. The operation of MSSIC has been over- 
whelmingly successful. Over the 19 years since its creation, MSSIC has 
insured over 150 savings and loan associations. No losses have been expe- 
rienced. When one member, in 1964, became insolvent, MSSIC immediately 
advanced approximately $216,000 to enable the depositors to withdraw their 
funds. A year later, after the association was liquidated, these funds 
were returned to MSSIC because liquidation of the association produced 
sufficient funds to fully reimburse MSSIC. No depositors lost any savings. 
Nor have there been similar incidents since 1964. The confidence inspired 
by MSSIC's insurance program has caused depositors in MSSIC-insured asso- 
ciations to increase the amounts of their deposits from $180 million in 

IVG7 
31.21) 



-2- 

1962 to over S2.4 billion in 1981. This confidence is not misplaced. MSSIC 
has among the highest ratio of capital-to-savings deposits of any savings 
insurance fund, including FSLIC. The increase in deposits has resulted in 
greater availability of funds for home mortgages and construction. One 
additional note: each separate savings account is insured to a maximum of 
$100,000, with no residency requirements. 

As for the financial condition of our Corporation, by referring to a 
copy of our audited financial statement as of December 31, 1981, you will 
find the answer to that question and any others you may have concerning 
our financial structure. A copy of this report is available upon request. 

The year 1981 saw significant growth in both assets and savings among 
our member associations. At year end in our institutions average liquidity 
was over 15% and the net worth to savings ratio on a consolidated basis was 
above 5%. This strength and depositor assurance coupled with the safety of 
MSSIC's liquid assets and strong reserves makes us confident of the sound- 
ness of our Corporation and its member savings and loan associations. 

Hopefully, this letter will aid you in achieving a greater knowledge 
and clearer understanding of our company. If you have any further questions, 
please contact us. 

PMM/pat 

Enclosures 

31,? 1 
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MSS1C ASSOCIATION'S OFFERING VARIABLE RATE NOW/SAVINGS ACCOUNTS 

Admira1-BuiIders Savings and Loan Associat 
7699 Harford Road 
Baltimore, Maryland 21234 
(301) 661-3230 
Contact Person: Walter R. Klohr, Jr. 
"Executive II Statement Savings" 
"Money Market Passbook" 

ion First Maryland Savings and Loan, Inc. 
2500 Davidsonville Road 
Crofton, Maryland 21114 
(301) 721-7300 
Contact Person: Michael S. Hoi 1 ins 
"NOW Account" 

Chesapeake Savings and Loan Association 
2068 Somerville Road 
Annapolis, Maryland 21401 
(301) 266-8080 
Contact Person: Judith H. Miles 
"Executive II Funds Management Account" 

First Progressive Savings and Loan 
Association 

229 East Main Street 
Westminster, Maryland 21157 
(301) 876-1511 
Contact Person: Paul R. Freeman 
"Variable Rate NOW Account" 

Community Savings and Loan, Inc. 
19114 Montgomery Village Avenue 
Gaithersburg, Maryland 20760 
(301) 948-8800 
Contact Person: John D. Faulkner, Jr. 
"Community Daily Money Account" 

Custom Savings Association 
1013 Reisterstown Road 
Pikesville, Maryland 21208 
(301) 486-5200 
Contact Person: Barry Renbaum 
"Cash Fund Account" 

Eastern Savings and Loan Association 
15 Walker Avenue 
Baltimore, Maryland 21208 
(301) 486-6800 
Contact Person: Michael D. Surgen 
"Eastern Money Market Account" 

Fairfax Savings Association 
17 Light Street 
Baltimore, Maryland 21202 
(301) 659-0800 
Contact Person: Allen L. Hardester, Jr. 
"Asset Growth Fund" 

Friendship Savings and Loan, Inc. 
5415 Friendship Boulevard 
Chevy Chase, Maryland 20015 
(301) 656-7100 
Contact Person: Sharon S. Riley 
"Insured Money Market Account" 

Government Services Savings and Loan, I 
7200 Wisconsin Avenue 
Bethesda, Maryland 20014 
(301) 986-6600 OR (301) 792-0013 
(800) 638-8072 
Contact Person: Alexander R. M. BoyTe 
"Insured Money Fund Account" 

Liberty Savings and Loan Association 
9337 Liberty Road 
Randallstown, Maryland 21133 
(301) 922-3500 
Contact Person: Lynda Nusinov 
"Liquid Asset Money Fund" 

Merritt Savings and Loan, Inc. 
6 St. Paul Street 
Baltimore, Maryland 21202 
(301) 752-4533 
Contact Person: Milton Sommers 
"Money Market Fighter" 
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t'lum'cipal Savings and Loan Association 
115 East Joppa Road 
Towson, Maryland 21204 
(301) 828-1000 
Contact Person: John W. Shilling, Jr 
Municipal's Money Fund" 

Old Court Savings and Loan, Inc. 
25 Light Street 
Baltimore, Maryland 21202 
(301) 727-3357 
Contact Person: Billy P. Cuzzart 
"Premium Investment Account" 

Regal Savings and Loan Association 
10123 Reisterstown Road 
Owinqs Mills, Maryland 21117 
(301) 363-1772 
Contact Person: Stewart D. Sachs 
Asset Account" 

Security Savings and Loan, Inc. 
4 East Franklin Street 

Baltimore, Maryland 21202 
(301) 727-5514 
Contact Person: Zell C. Hurwitz 

Ready Asset 11" 

Severn Savings Association 
1726 West Street 
Annapolis, Maryland 21401 
(301) 268-4554 
Contact Person: Bradford Towne 
Insured Money Fund" 

Sharon Savings and Loan, Inc. 
4 East Franklin Street 
Baltimore, Maryland 21202 
(301) 727-4415 
Contact Person: Zell C. Hurwitz 

Ready Asset 11" 
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January 11, I98A 

CHACLtS H. fPOwK JC 
C»Pf. T T f t 

Mrs. Wllma G. Nesley 
A032 Moss Place r 

Alexandria, Virginia 22301i 

Dear Mrs. Nesley: 

Your recent letter to the Maryland State Bank Commissioner has been 
referred to this Division for reply. 

The|Custom\Savings Association Is a State-chartered association with 
assets of approximately $120 million. The association Is regulated by 
this Division. The association Is operated In accordance with the laws 
of the State of Maryland and the rules and regulations of the Board of 
Savings and Loan Association Commissioners. The association is profit- 
able and presents no supervisory problems to the Division. 

Savings accounts of Custom are Insured by the Maryland Savings-Share 
Insurance Corporation. The corporation, referred to as MSSIC, was 
created by the Maryland State Legislature In 1962 for the purpose of 
Insuring the savings accounts of State-chartered associations. Although 
created by the State Legislature, the corporation is not an-agency of 
the State of Maryland, nor Is the Insurance of savings accounts backed 
by or guaranteed by the State of Maryland. The corporation Insures 
each savings account up to $100,000, which Is similar to the insurance 
by the Federal'Savings and Loan Insurance Corporation. 

You enclosed with your letter a copy of an ad relative to the Insured 
Cash Fund of the association. I have no Idea when this ad was published 
or whether It was received by you from the association. I note, however, 
the rate In the ad Is guaranteed through January 1, I98A. You Indicate 
that you cannot find anything In their literature regarding notification 
to you If and when the rate Is reduced to a lower figure. As the ad 
Indicates, the Cash Fund Is a dally variable rate statement account, 
which rate can change dally. I would suggest, therefore, that you con- 
tact the association to determine what rate you are now receiving so 
that you will know exactly the return you can expect on your account. 
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Mrs. Wilma G. Nesley 
January II, 1984 
Page Two 

In reply to your question regarding taxes, there will be Maryland income 
taxes payable on your deposits inasmuch as you are a resident of Virginia. 

I am somewhat concerned about the comments in your letter with regards 
to the association. I plan to contact the association regarding the 
handling of your account, which apparently left something to be desired. 

I hope I have answered your inquiry. If you have any questions, however, 
regarding the insurance corporation, I would suggest you write them at 
the address below: 

Maryland Savings-Share Insurance Corporation 
Baltimore Life Building 
901 North Howard Street 
Baltimore, Maryland 21201 

Very truly yours. 

C 
Dlrector 

CHB:kg 
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DEPARTMENT OF LICENSING AND REGULATION 

DIVISION OF SAVINGS AND LOAN ASSOCIATIONS 

S£VCNTH FLOOR 
301 '€S9~€330 

eALT(MO«e. MARYLAND 21202 

FREDERICK L. DEWBERRY 
secretary 

Noveniber 7, 198^ 

Mr. Ray E. Brown 
R.D. #1, Box 230 
Towanda, Pennsylvania 188A8 

Dear Mr. Brown: 

I have your letter of October 25, requesting information on the 
»Easterfr$SaVlngs Association and Custom Savings Association, both located 
)ie re" Tn Ba 11 i mo re. 

Both institutions are State-chartered savings and loan associations 
regulated by this Division. Eastern has assets of approximately $10A 
million, and Custom has assets of approximately $297 million. Both 
associations are profitable. 

Savings accounts at both associations are Insured by the Maryland Savings 
Share Insurance Corporation. The corporation, referred toas MSSIC, was 
created by the State Legislature in 1962 for the purpose of insuring 
savings accounts of State-chartered savings and loan associations. 
Although created by the State Legislature, MSSIC Is not a State agency 
nor is the Insurance of accounts backed or guaranteed by the State of 
Maryland. MSSIC is a private corporation owned by the membership con- 
sisting of 102 State-chartered associations. Under Maryland law the 
Governor of the State of Maryland does appoint three public interest 
or consumer members to the Board of Directors of the corporation. The 
remaining directors are elected by the membership,. 

The insurance of savings accounts by MSSIC is similar to that of the 
Federal Savings and Loan Insurance Corporation in that accounts are 
Insured up to $100,000. Under the MSSIC plan each account Is insured, 
whereas under the FSLIC plan the insurance is also $100,000, but the 
Insurance is based upon the ownership of an account or accounts. Also, 
FSLIC is an agency of the federal government. 

BALTIMORE METRO AREA 65».6330 
Outside Baltimore metro area 
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Mr. Ray E. Brown 
November 7, '98^ 
Page Two 

I trust I have answered your inquiry. If you have any further questions 
about the insurer, I would suggest you contact them at the address below: 

Maryland Savings-Share Insurance Corporation 
ll*t East Lexington Street 
Baltimore, Maryland 21202 

Charles H. Brown, Jr. 
Director 

CHB:kg 
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fk)vember 7. 198^ 

Mr. Stephen F. Johnsen 
2A Doty Avenue « 
Danvers, Massachusetts 01923 

Dear Mr. Johnsen: 

Your letter of October 10, 198^ to the Maryland Attorney General, Office 
of Consumer Protection, has been referred to this Division for reply- 

t,ldiCourt-Savings Savings and Loan Association is a State-chartered 
association with assets of approximately $600 million and which Is 
regulated by this Division. The association Is one of the larger 
associations here In the Baltimore area and Is quite profitable in 
its operations. 

Savings accounts at Old Court are insured by the Maryland Savings-Share 
Insurance Corporation. The corporation, referred to as MSSIC, was 
created by the State Legislature In 1962 for the purpose of Insuring 
savings accounts of State-chartered savings and loan associations. 
Although created by the State Legislature, MSSIC is not a State agency 
nor is the Insurance of accounts backed or guaranteed by the State of 
Maryland. MSSIC is a private corporation owned by the membership con- 
sisting of 102 State-chartered associations. Under Maryland law the 
Governor of the State of Maryland does appoint three public Interest 
or consumer members to the Board of Directors of the corporation. The 
remaining directors are elected by the membership. 

The Insurance of savings accounts by MSSIC is similar to that of the 
Federal Savings and Loan Insurance Corporation in that accounts are 
insured up to $100,000. Under the MSSIC plan each account is Insured, 
whereas under the FSLIC plan the Insurance Is also $100,000, but the 
Insurance Is based upon the ownership of an account or accounts. Also, 
FSLIC Is an agency of the federal government. 
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Mr. Stephen F. Johnsen 
November 7, 198A 
Page Two 

I trust I have answered your inquiry. If you have any further questions 
about the insurer, I would suggest you contact them at the address below 

Maryland Savings-Share Insurance Corporation 
114 East Lexington Street 
Baltimore, Maryland 21202 

Very truly yours. 

Charles H. Brown, Jr. 
Di rector 

CHB:kg 
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MARRyHUGHES 
GOVERNOR 

STATE OF MARYLAND CHARLES H. BROWN, JR. 
DIRECTOR 

FREDERICK L. DEWBERRY 
SECRETARY 

DEPARTMENT OF LICENSING AND REGULATION 

DIVISION OF SAVINGS AND LOAN ASSOCIATIONS 
"THE f - 7r boo 

34 MARKET PLACE 
BA L'IM^I.E . pv L A 21202-4076 

301 659-6 330 
WILLIAM S. LECOMPTE, Jl 

DEPUTY DIRECTOR 

February 15, 1985 

Joseph A. Nltti, Esq. 
2116 Merrlck Avenue 
Merrick, New York 11566 

Dear Mr. Ni ttl: 

Your letter of February 5th to the Department of Licensing and Regulation 
has been referred to this Division for reply. 

The Division of Savings and Loan Associations regulates 10A associations 
which are Insured by the Maryland Savings-Share Insurance Corporation. 
These Institutions are examined periodically by this Division to assure 
that they are operating In accordance with the laws of the State of 
Maryland and the rules and regulations of the Division of Savings and 
Loan Associations. 

Savings accounts at these institutions are Insured by the Maryland^Savings- 
Share Insurance Corporation. This corporation, referred_to as MSSTC, was 
created by the State Legislature In 1962 for the purpose of insuring sav- 
ings accounts at State-chartered associations not federally insured. 
Although created by the State Legislature, the corporation is not an 
agency of the State of Maryland nor Is the insurance of savings accounts 
guaranteed or backed by the State of Maryland. Under Maryland law the 
Governor of the State of Maryland does appoint three public interest or 
consumer members to the Board of Directors of the corporation. The re- 
maining directors are elected by the membership. The Division of Savings 
and Loan Associations has no jurisdiction over the insurer in the day to 
day operations. It is a private corporation and, of course, has its own 
rules and regulations. Both this Division and the insurer do have the 
authority to regulate borrowing and lending procedures at our State- 
chartered institutions. Both agencies have very specific regulations 
which the institutions are required to follow. 
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Joseph A. Ni tt i, Esq. 
February 15, 1985 
Page Two 

The program you referred to on television "60 Minutes" has raised a lot 
of questions as to the safety of associations that are not federally 
insured. I would like to mention that the assets of the insurer in 
Nebraska, I understand, were only about $1.5 million and such being the 
case, they were severely undercapitalized. It should be noted also that 
the institution that failed in Nebraska was not a savings and loan asso- 
ciation but was considered an industrial bank. However, I am not sure 
of the meaning of Industrial bank as pertains to the State of Nebraska. 
I can say that here n Maryland the Maryland Savings-Share Insurance 
Corporation has assets of approximately $183 million and is well capital- 
ized compared to the situation in Nebraska. I might also mention that 
with all of the problems throughout the country in the savings and loan 
industry, the State of Maryland has not lost a single association. 

I trust I have answered your Inquiry. If you have any further questions 
about the insurer, I would suggest that you contact them at the address 
below: 

Mr. Charles Hogg, President 
Maryland Savings-Share Insurance Corporation 
114 East Lexington Street 
Baltimore, Maryland 21202 

Very truly yours, 

Cha _ , 
Di rector 

CHB:kg 
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*R«Y HUGHES 
Governor 

FREDERICK L. DEWBERRY 
SECRETARY 
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THE BPOKER*c.E - suite BOO 

34 market place 
Baltimore. Maryland 2(202-4076 

101 'es»-t330 
WILLIAM S. LECOMPTE. J( 

DEPUTY DIRECTOR 

February 21, 1985 

Mr. Saul J. Mlndel 
3513 Tarklngton Lane 
Silver Spring, Maryland 20906 

Dear Mr. Mlndel: 

Attorney General Stephen H. Sachs has requested that this agency respond to 
your recent letter concerning the television program "60 minutes" that f]as 
raised many questions about our State-chartered savings and loan associations 
that have deposit Insurance through the Maryland Savings-Share Insurance Cor- 
poration. 

The failed Institution In Nebraska which was the subject of this particular 
program was not a savings and loan association but was an Industrial loan 
bank. From what I understand, there appeared to be very little regulation 
of this particular type of Institution In Nebraska. The deposits were 
apparently Insured by a private Insurance company which was not backed by 
either the federal or the state government. The total resources of the In- 
surer were about $1i million, and obviously It was severely undercapitalized. 

State-chartered savings and loan Industry In Maryland, consisting of 13 asso- 
ciations Insured by the Federal Savings and Loan Insurance Corporation and 
10A associations Insured by the Maryland Savings-Share Insurance Corporation, 
are all regulated and examined by this Division. The Financial Institutions 
Article of the Annotated Code of Maryland requires that all State-chartered 
associations be examined at least every two years and we currently examine 
our Institutions approximately every fourteen to fifteen months. Our examina- 
tions are made to Insure that associations are operating under the laws of the 
State of Maryland and the rules and regulations of the Board of Savings and 
Loan Association Commissioners. 

Savings accounts of the 10^ non-federal 1y Insured Institutions are Insured by 
the Maryland Savings-Share Insurance Corporation (MSSIC), which was created 
by the State Legislature In 1962. MSSIC, although created by the State Legis- 
lature, Is not a State agency nor is the insurance of accounts guaranteed or 
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Mr. Saul J. Mlndel 
February 21, 1985 
Page Two 

backed by the State of Maryland. Under Maryland law the Governor of the State 
of Maryland does appoint three public Interest or consumer members to the Board 
of Directors of the corporation. The remaining directors are elected by the 
member associations in MSSIC. 

In addition to our examinations, MSSIC makes periodic examinations on a random 
basis or to obtain specific information concerning something that they have 
noticed In a report filed by an Institution. The examinations by this Division 
are shared with MSSIC. Additionally, monthly financial reports are filed by 
each association with this Division and the insurer. Associations with assets 
in excess of $5 million are required to have an annual audit performed by a 
certified public accountant, and a copy of this audit report Is furnished to 
both this office as well as MSSIC. 

The assets of the State-chartered Industry In Maryland approximate $10.5 bil- 
lion, which Includes approximately $1.5 billion In assets of the federally 
Insured Institutions. MSSIC Is Insuring savings accounts In excess of $7 
billion based upon aggregate savings as of November 30, 198^4. The assets of 
the corporation as of November 30, 1284 were approximately $183 million. The 
insurance fund of the corporation at the same date was approximately $1^5 
million with an additional $80 million In what Is referred to as a Central Re- 
serve Fund used for liquidity purposes. Additionally, the corporation has a 
line of credit with several banks amounting to $60 million. You can see the 
Maryland Savings-Share Insurance Corporation Is well capitalized when you 
compare It with the Insurer In Nebraska who had assets of approximately $1i 
ml 11 Ion. 

I trust this satisfactorily addresses your questions concerning MSSIC in- 
surance. For your review, I am also enclosing a very recent article vhich 
appeared In the Evening Sun. If I can be of any further assistance, please 
do not hesitate to contact me. 

Very truly yours, 

WSL:sdb 
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GOVERNOR 
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FREDERICK L. DEWBERRY 
SECRETARY 
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OlRECTOR 
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WILLIAM $. LECOMPTE. JR. 
DEPUTY OlRECTOR 

March 21, 1985 

Mr. Carl R. Reiner 
Route 1, Box 227 
Rlvervlew Terrace 
St. Michaels, Maryland 21663 

Dear Mr. Reiner: 

Your letter of March 1, 1985, to the Commissioner of Banks concerning 
the Maryland Savings-Share insurance Corporation has been referred to 
this Division for reply. 

All State-chartered associations are regulated by this Division, which 
is an agency of the State of Maryland. The Division makes periodic 
examinati"Dns of all of our associations to determine that these Institu- 
tions are operating within the laws of the State of Maryland and the rules 
and regulations of the Board of Savings and Loan Associatjon Commissioners. 
In addition to the periodic examinations, we receive monthly reports on 
the operations of each association so that we can determine the status 
of each association between examination dates. 

The Maryland Savings-Share insurance Corporation 
was created in 1962 by the State Legislature for 
savings accounts of State-chartered savings and 
were not federally Insured. Although created by 
the corporation Is not an agency of the State of 
surance of accounts guaranteed or backed by the 
the Governor of the State of Maryland does appol 
or consumer members to the Board of Directors of 
remaining directors are elected by the membershl 
State-chartered associations Insured by It 

, referred to as MSSIC, 
the purpose of Insuring 

loan associations which 
the State Legislature, 
Maryland nor is the in- 

State. Under Maryland law 
nt three public interest 

the corporation. The 
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Mr. Carl R. Reiner 
March 21, 1985 
Page Two 

Savings accounts at State-chartered associations are Insured up to 
$100,000, which Is similar to that of the Federal Savings and Loan 
Insurance Corporation. The corporation Is well Capitalized and we feel 
it can meet Its obligations with respect to the insurance of, accounts. 
This Division and MSSIC work hand in hand in the supervision of the 
State-chartered industry. The two agencies exchange Information on our 
associations so that we may be assured of a safe and sound operation. 

I trust I have answered your Inquiry. If you have any further question: 
on the insurer, I would suggest you contact them at the address below: 

Mr. Charles C. Hogg, President 
Maryland Savings-Share Insurance Corporation 
114 East Lexington Street 
Baltimore, Maryland 21202 

Very truly yours, 

Charles H. Brown, 
Di rector 

CHB:kg 

313!; 



f R CDC RICK L. DCVBCRRY 
SECRETARY 

STATE OF MARyLANID 

ZZTsZ„TrNG AND regul— 
VlZVJr L0AN associations 

... ~ suite eoo 3< market place 
BALTIMOfif MARVI.^,^ t. "ARVLAND 21202*4078 

30t ess-cuo 

CHARLES H. BRC 
OlRECTOf 

•'LLIAM $. lccomp 
DEPOTV DIRECT 

March 27, I985 

MS Chnf„Mrf'pHarry E- "'tchell '5 Channel Buoy Road 
cean City, Maryland 2I8A2 

Dear Mr. and Mrs. Mitchell: 
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Very truly yours. 
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CHARLES H. BROWN, 
Director 

WILLIAM S. LECOMPTE 
deputy DIRECTOR 

March 27, I985 

Mr. Robert A. Lee 
Car)ton, Lee & Co., Inc. 
105 North Pine Street 
Warsaw, North Carolina 28398 

Dear Mr. Lee: 

LtLn: ££c£r?:r
r:d

h L3w'3farrive to fu"ds °f 

Community Savings 5 Loan. Inc. h^e In Ha^an"" ^ 

tu t i ons' inasmuch 'as^av I ngs "accounts InTt^ <*" 'nstl- 
Ohio were Insured by the Ohio Deoosit r chartered associations In 

Maryland?' ^ 

3^ cr^^by^e^aryu'd'su^Tegf^a^ '° HSS'C' 

Corporation Althounh = f ^ u . f Savings and Loan Insurance 
private corpora on and u ^ y ^ U3l^ature. HSSIC Is a 
Is the Insurance of saving a9e"Cy of the of Maryland, nor 
By Maryland law the CoverLr orthe^State'of^a^vTST" ^ State- 

- the Board of 01 rector^of"the^^6 

Insurance by HSS IC/s iIn.nar^l'n^m3'^^ eleCte', by the "e^hershlp. The 
However, under the,'H«?f f respects to that of the FSLIC. 
5100.000. e(MSSI^jnsurance plan each account Is Insured up to 

^""wfread^harthrass'oUatlon"^1 haP!;e,'etl Ohio■ " appears frcm 

assets, from the brokerage firm and P the' ' 

J.32\ 
r>s 

BALTIMORE METRO AREA tj8 
OUTSIDE BALT MORE METPC AO-; 
-OLL-FREE •.#00-49:.-.-.. E 

3) 3 S Cj> 

' v r oc OE A r 



Mr. Robert A. Lee 
March 27, '985 
Page Two 

collateral for the loan. Since the brokerage firm was closed by the 
S.E.C. and Is apparently in bankruptcy, the collateral for the loan made 
by the association is not available and which created a sizable loss to 
the association." While the Ohio Institution did borrow 50^ of their 
assets from the brokerage firm, here In Maryland our Insurer, MSSIC, 
does have a regulation which prohibits an institution from borrowing 
more than 15* of their liabilities from any source. While we are not 
sure what the Ohio regulations were, we do feel that our Insurer does 
have some control over the aggregate amount of borrowings that may be 
made by an association, which Is considerably less than the situation 
in Ohio. 

Based upon the assets, the Insurance fund, the liquidity fund and other 
sources available, we feel that the insurer, MSSIC, can meet Its obllga 
tlons with regards to the Insurance of savings accounts at our State- 
chartered Industry. 

The Community Savings S Loan, Inc. is an association with approximately 
$600 million in assets and presents no supervisory problems to the 
regulator. In response to your comment, "What steps. If any, do you 
anticipate taking to preclude a similar situation In Maryland?11, I can 
only state that whenever a situation occurs such as that In Ohio, all 
regulators will take steps to more closely monitor the institutions 
that they regulate. 

I trust I have answered your Inquiry. If you have any further questions 
on the insurer, I would suggest that you contact them at the address 
below: 

Mr. Charles C. Hogg, President 
Maryland Savings-Share Insurance Corporation 
ll1* East Lexington Street 
Baltimore, Maryland 21202 

Very truly yours, 

Charles H. Brown, Jr. 
Di rector 

CHB:kg 
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deputy director 

April 1, 1985 

First Baptist Church of Dover 
Corner Division and Bradford Streets 
Dover, Delaware 19901 

Attention: Mr. Harry Brltt, Treasurer 

Dear Mr. Brltt: 

This Is In reply to a letter dated March 22, I985 from Mr. William 
P. Livingston with regards to the Second National Building £ Loan, 
I nc. 

Second National Building 6 Loan Is a State-chartered association with 
assets of approximately $531 ml-lllon which Is regulated by this Division. 
The association Is well run, profitable and presents no supervisory 
problems to the Division. 

Savings accounts at Second National are Insured by the Maryla/^ Savings- 
Share Insurance Corporation. The corporation, referred to asVMSSlL, 
was created by the State legislature In 1962 for the purpose of^nsut— 
Ing savings accounts of State-chartered savings and loans which were 
not federally Insured. The corporation, although created by the State 
legislature, Is not an agency of the State of Maryland, nor Is the In- 
surance of savings accounts backed or guaranteed by the State. However, 
under Maryland law the Governor of the State of Maryland does appoint 
three public Interest or consumer members to the Board of Directors of 
MSSIC. Savings accounts at the association are Insured" up to $100,000 
for each account. The Insurance Is similar In most respects to the 
insurance by the Federal Savings and Loan Insurance Corporation. How- 
ever, the FSLIC is an agency of the U. S. government. 

METRC ARE* tSS-E-SO 
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Mr. Harry Brltt, Treasurer 
April 1, 1985 
Page Two 

Should there be a problem at an association, the Insurer and this 
Division would merge a weak association with a strong association so 
that your savings account would then continue with the merged Institu- 
tion. If it was necessary to liquidate an association, this does not 
mean that there would be a total loss of savings at the disappearing 
association. The assets would be sold and HSSIC, the Insurer, would 
make up the difference between the proceeds of the sale of the assets 
and that due each depositor. I would like to point out, however, that 
the liquidation of any association would be as a last resort, as there 
are other remedies that can be used by the insurer and by the regulator. 

Knowing that you are somewhat upset in view of the savings and loan 
situation in the State of Ohio, we feel that this is a situation peculiar 
to the association involved. We are confident that a similar situation 
could not happen in Maryland, and we are equally confident that the 
Maryland Savings-Share insurance Corporation can meet Its obligations 
with respect to the insurance of savings accounts in our State-chartered 
system. 

I trust I have answered your inquiry. If you have any further questions 
regarding the insurer, I would suggest you contact them at the address 
below: 

Mr. Charles C. Hogg, President 
Maryland Savings-Share Insurance Corporation 
114 East Lexington Street 
Baltimore, Maryland 21202 

Very truly yours, 

/ / 

Charles H. Brown,' Jr 
Di rector 

CHB:kg 
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April 8, 1985 

Mr. Edward J. Augustine 
P, 0. Box 17253 
Phoenix, Arizona 85011 

Dear Mr. Augustine: 

Your letter of March 25, 1985 to Margie H. Muller, Bank Commissioner for 
the State of Maryland, has been referred to this Division for reply. 
Old Court Savings and Loan, Inc. Is a State-chartered savings and loan 
association with assets of approximately $850 million. Old Court Is 
one of our larger Institutions. 

All State-chartered associations are regulated by this Division which 
Is an agency of the State of Maryland. The Division makes periodic 
examinations of all of our associations to determine that- these Insti- 
tutions are operating within the laws of the State of Maryland and the 
rules and regulations of the Board of Savings and Loan Association 
Cofmissloners. In addition to the periodic examinations, we receive 
monthly reports on the operations of each association so that we can 
determine the status of each association between examination dates. 

Savings accounts at most State-chartered associations are Insured by 
the Maryland Savings-Share'Tnsuranee Corporation. This corporation, 
generally referred to as/MSSIC, was created by the Maryland State 
Legislature In 1962 for n^e—yujrpose of Insuring savings accounts of 
State-chartered savings and loan associations which were not federally 
Insured. The corporation, although created by the State Legislature, 
Is not an agency of the State of Maryland nor Is the Insurance of ac- 
counts backed or guaranteed by the State. MSSIC Is a private corpora- 
tion owned by the membership consisting of 103 State-chartered associa- 
tions insured by the corporation. Under Maryland law, the Governor of 
the State of Maryland does appoint three public interest or consumer 
members to the Board of Directors of the Insurer. The remaining directors 
are elected by the membership. 

432142 
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Mr. Edward J. Augustine 
April 8, 1985 
Page Two 

Under the MSSIC insurance plan each savings account in an association 
Is Insured up to §100,000. The Insurance is similar to that of the 
Federal Sayings and Loan Insurance Corporation with aspect to the 
amount of Insurance. I might mention, however, that the FSLIC is an 
agency of the U. S. government. 

This Division and HSSIC work hand In hand In the supervision of the 
State-chartered Industry. The two agencies exchange Information^on ^ 
our associations so that we may be assured of a safe and sound opera 
tlon. 

I trust l have answered your Inquiry. If you have any f"r^er J"**" 
tlons on the Insurer, I would suggest you contact them at the address 
below: 

Mr. Charles C. Hogg, President 
Maryland Savings-Share Insurance Corporation 
llA East Lexington Street 
Baltimore, Maryland 21202 

Very truly yours,   

GUJL 

harles H. Brown, or. Cha 
01 rector 

CHB:kg 
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April 12, 1385 ^ "6 /C^ 

Oeles*'. Virginia M. Thomas 
6153 Forty Winks Way 
Columbia, Maryland 210^5 

&e«r Delegate Thomas: 

•- °^orr^th' 

rrr f*n- of Enclosed are several Arti i 
°verslmpllflcatfon. Home Itate^aTh'lnM 0hl0 sItuatlon. By way of an 

Securftf^'^ 3 /'0r!da bas^ securUlesyf!™e^d s'gnlflcantly over- 
,o S3 ; (ESM)- E«S f»"ed v?,h lossTs ;!r? as E-S-M- Government 

"""on ■iih £w-rM' 

these Institutions by declarfna 1 7 ^85, Governor Richard 
ar'n9 a 3-day "bank holiday". 
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Page 2 
April 12, 1985 
Re: Letter to Delegate Virginia M. Thomas 

Presently, there are 115 Maryland State-chartered associations which are regu- 
lated and examined by this Division. The Financial Institutions Article of 
Maryland requires that all State associations be examined at least once every 
two years. The Division currently examines each Institution on an 12-15 month 
basis. The examinations are made to Insure that the associations are operat- 
ing in accordance with applicable State laws and regulations and are operation- 
ally sound. In addition to our examinations we also receive a financial state- 
ment each month from €very association. This monthly report enables our agency 
to detect early any adverse trends in an association's operation. Also, under 
Division regulations all Institutions of over $5 million In assets are required 
to obtain an annual certified audit from a certified public accounting firm. 

Insurance of savings accounts for 102 associations In Maryland Is provided by 
the Maryland Savings-Share Insurance Corporation (MSSIC). Although this cor- 
poration was created by the State Legislature in 1962, It Is not a State agency 
nor Is the Insurance of the accounts backed or guaranteed by the State of Mary- 
land. Under Maryland law the Governor of the State does appoint three public 
interest members to the Board of Directors of MSSIC, with the remaining eight 
directors being elected from the member associations. 

This Division and nSSIu work very closely In monitoring the operation of the 
MSSIC insured systems'rlSSIC receives copies of our examination reports and 
also conducts random and special examinations of its member institutions. 
MSSIC also receives copies of the monthly operating reports filed by each 
association as well as copies of the association's audit report from the certi- 
fied public accountants. MSSIC does issue rules and regulations to which their 
members must comply. 

With respect to the problems encountered by Home State Savings and Loan in Ohio, 
It Is significant to note that MSSIC has a guideline which limits borrowings to 
15%, whereas Home State had roughly 50% borrowings. Both MSSIC and this Divi- 
sion have many regulations which prohibit undue concentrations of lending or 
borrowing. As you are probably aware, there were three (3) pieces of legis- 
lation which were just recently passed by the General Assembly to augment the 
regulatory power of the Savings and Loan Division. 

In conclusion, the Maryland savings and loans are actively regulated, examined 
and audited to safeguard against any problems such as those encountered in Ohio. 
The industry Is profitable and MSSIC does have signifI cant resources to assist in 
resolving any problem that may occur. I am enclosing a somewhat recent article 
which ran In the Sunpapers which discusses MSSIC and its resources. 
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Page 3 
April 12, 1985 
Re: Letter to Delegate Virginia M. Thomas 

I trust that this response Is satisfactory to your Inquiry. If you, or any of 
your would have any further questions, please do not hesitate to 
contact this office. 

Very truly yours, 

WSLrsdb 

Enclosures 

cc: Charles H. Brown, Jr. 
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April 19, 1985 

Mrs. Helena M. List 
570A Glschel Street 
Baltlnwre, Maryland 21225 

Dear Mrs. List: 

Your letter of March 2A, 1985 to Senator Mathlas has been referred to 
this Division for reply. 

Savings accounts with State-chartered Institutions are Insured by the 
Maryland Savings-Share Insurance Corporation. This Insurance applies to 
those^ffTsti tut Ions that are not federally Insured. The Insurer, referred 
to as MSSIC), was created by the State Legislature In 1962 for the purpose 
of l/i^surjpg savings accounts of State-chartered Institutions that were 
not federally Insured. Although created by the State Legislature, the 
Insurance of savings accounts Is not guaranteed or backed by the State 
of Maryland, nor Is the corporation an agency of the State. Although a 
private corporation, the Governor under Maryland law does appoint three 
consumer or public Interest directors to the Board of the" corpora11 on. 

Savings accounts are Insured up to §100,000. Under the MSSIC plan each 
account In an association Is Insured to a maxlmun of $100,000. This 
means, of course, that you as an Individual could have two or more 
accounts In any one association and each account would be Insured up to 
$100,000. 

To respond to several questions asked Senator Mathlas, there are five 
states which authorize a private Insurance fund, I.e., Ohio, Massachu- 
setts, Pennsylvania, North Carolina and Maryland. In the State of 
Maryland It Is optional on the part of an Institution as to the type of 
insurance they desire to carry. Maryland law does require that there be 
Insurance by either the Federal Savings and Loan Insurance Corporation 
or the Maryland Savings-Share Insurance Corporation. Many of our asso- 
ciations chose to accept the MSSIC plan. Of course, there are many 
institutions In Maryland that are Insured by the Federal Savings ^nd 
Loan Insurance Corporation. The MSSIC plan which was adopted In 1962 
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Mrs. Helena M. List 
April 19, 1985 
Page Two 

did permit many, many associations in existence In I96I to have some 
form of insurance for their savings accounts. At that time many asso- 
ciations in Maryland were small neighborhood Institutions that were 
operating only one night a week and perhaps did not have a ground floor 
location. With this type of operation, they would not have been quali- 
fied for federal Insurance nor would they be qualified today, as one of 
the requirements for federal Insurance Is that an association have a 
full-time operation and that their office be located on a ground floor 
level. 

I know that since the Ohio sItuatlon last month there Is some concern on 
the* part of some depositors as to the safety of funds with State-chartered 
associations which are Insured by MSSIC. I can only say with respect to 
your concern that I am confident that MSSIC can meet Its obligation with 
respect to Insurance of your account and others. You are, of course, free 
to choose any Institution that you desire for your deposits and If you 
have any concern about your present Institution, you do have the liberty 
to transfer your account to a federally Insured Institution. 

I trust I have answered your inquiry regarding the Institutions In 
Maryland. If you have any further questions about the Insurance of 
your account, I would suggest you get In touch with the Insurer at the 
address below: 

Mr. Charles C. Hogg, President 
Maryland Savings-Share Insurance Corporation 
11A East Lexington Street 
Baltimore, Maryland 21202 

Very truly yours, 

Di rector 

CHB:kg 
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Donalds Corporation which has 
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ROUND BALL — Area high 
school learns got together last week 
lor a full slate ot basketball games. 

». ;lct'on continues tonight with 
'\ , 1 l'le ,'nd's 'n 'be girl's invitational 
^i tournament in Havre de Grace. 
 I f-' 

SEASON S SEAFOOD — Don't forget seafood 
wlu-n pi,inning >our holiday fate. C-7. 

POSITIVE — Army National 
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itnl lease w.th SKH Inves.niei.ts, M 
Hankms' development firm, m ..te 
lune. Me also said the company . backing his client's stand on the bu.ld 
ing permit issue "100% 
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which specifically state up 0 
10% of g.oss land 1"4 C1" used for 
lo. so-called ye.vices and 5% used to 
personaf services and retail u«s 

Ml Kowalsky said the code places 
a restaurant as a service use 

0„e informed source said MrHin 
kms was told by Planning and Zoning 
stall tluoughout the-nter sprmg nd 
summer .ev.ew p-ocess .hat the office 
bu.ldmg and .estua.ant met the code s 
percentage criteria, written criteria 
Pwt.ich would normally overr.de a 

ErHHiH^;ra North Harford lo 
1&1he tmmorton Business Pa.k p.op- 
tnv ca.nes Cl .onmg, and .eco.ds 

th».^v 
thr nrw» 
the plar 
ol a d* 
scape 
"towei 
irpaii ^ 
tion ol 
wheie 
loCa'.n 

'VVt 
or. thr 
it this 
it shot 

Ove. S200 in property was rePO'i>« 
stolen trom locke.s at No.th Ha.fo.d High School on Ihuisday 

Police said a ladio, tape and head- 
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mg 1 
Iron 

Thefl at Edgewood ^ oulh Center 
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Stolen checks passed here .4. •»A r\at««d at local bwll* 

S175 stolen iron 

The the It of 1175 from in ofti.e a. 
Fallston High School was lepo.tid Thu.»day to Ma.yland State Pulicc- _ c| 
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k examiners 

worlmigs 

of First Md.: S&L 

By Willis Wilier 
WAS Ml NQ TON TM^tS STAff 

W^shmgton Tkth*% 
dy summarizes meeting with Presideni Reagan. 

Maryland stale banking examin- 
ers entered the offices of First 
Maryland Savings & Loan Associ- 
ation yesterday to invesligate alle- 
gations of loan problems and viola- 
tions of state banking regulations, 
official sources said. 

First Maryland, with headquar- 
- ters in Silver Spring, is one of the 
state's largest savings institutions. 
It has assets of more than S207 mil- 
lion and operates four branches in 
Mary land and a service off ice in the 
District. 

First Maryland has violated at 
least three regulations, including 
excessive commercial and con- 
struction loans, according to alle- 
gations by Charles C. Hogg 11, ex- 
ecutive vice president of the 
Maryland Savings Share Insurance 
Corp. 

MSSIC is a quasi-regulatory in- 
dependent agency that insures 

accounts up to S 100.000 at 102 state- 
chnr'cred S&Ls. MSSIC and the 
Maryland Division of Savings and 

, Loan Associations, a state agency, 
share regulatory responsibilities 
for these insti'utions. ••''i ^ "! 

First Marj ;and Controller W. 
Max Hollman in a telephone inter- 
view refused to confirm or deny 
that state examiners werepresent. 

But state sources, who declined 
to be identified, said the examiners 
arrived at the S&L's offices for au- 
diting purposes yesterday morn- 
ing. , , 

The Washington Times earlier 
reported that 70 percent of First 
Maryland's savings base was in 
vested in commercial loans in vio 
lation of the MSSIC ceiling of -10 
percent. 

The Times lias learned that First 
Maryland recently increased its re- 
liance on deposits from third-party 
money brokers. Internal daia stale 

see S&L, page 12A 

scorecard shows 

L 
this overview 
issues: •; 
pulsionof 147 . 
20 countries 
last year' 

dous setback 
t has been so 
iphasis is be- 
elligcnce to 

reversals. 

the Soviet Union and client states 
suffered setbacks or found their 
hands full .in Nicaragua, Af- 
ghanistan and Cambodia. Other na- 
tions are experiencing more suc- 
cess In resisting Soviet-sponsored 
infiltration. 

Terrorism remains the one area 
where Soviet-backed operations 
are increasing and there is concern 
that the upcoming Olympic Games 

in Los Angeles will be eyed as a 
target by these groups. 

The main training grounds for 
the most active terrorist groups are 
Libya. South Yemen. Syria, Bul- 
garia and the Soviet Union. 

It is known that the Oct. 23 bomb- 
ing of the U.S. Marine headquarters 
in Beirut was carricd out by a 
Shi'ite group of about 20 members. 
The mission was launched from a 

base camp in the Bekaa Valley. The 
members of the group slopped off 
at a mosque in downtown Beirut for 
blessing before carrying out theat- 
tack. 

The source said published re- 
ports that as many as 500 American 
intelligence agents are aiding the 
12,000 to 18,000 contra guerrillas 

see TKHROR, page 12A 
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Two Terps suspended 

in niari ju irrests 

By Happy Fine WASHINGTON flM6S STAFF 

In (he wjke of ihc suspension of 
All Amonca cnnJhlate Adrian 
Hi anrh vrsirnlav flir I 'mvn sii v of 

Dick Dull yesterday. "It will be 
effect until the judicial authorit 
have disposed of this matter." 

A trial date of May 22 has be 
sot for the two athlete';, plus a thii u 
nrr«;nn u'lih ilwm 

315a ^ 
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tests because of 
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nuclear demon- 
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site, others also 

.nouncement of 

le to a vote in the 

Christian Voice,' 
ivist group, said 
/ the Republican 
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hese issues will 
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he issues, but he 
•e brought to the 
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t with efficiently, 
imount of time" 
several of the Is- 
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were offered as 
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Ileiiut Intel n.'iliuiwil Aupmi, the 
lifeline of lyelcinor ipitnl, to be 
cloved on and off d. g the day. ' 

A Marine sj>okesmnn, Maj. Den- 
nis Urooks, (aid the American 
foues 'hnil no way of Kiiowiiik'' 
what they hit and what casualties 
there were. 

"U'e are sorry about any civilian 
casualties, but the bottom line is 
that we are taking fire from the 
area and we have to defend our- 
selves." 

After a spell of relative quiet 
here, yesterday's events plunged 
the Marines, whose headquarters 
are at the airport, into daylong 
clashes with Shi'ite Moslem 
militiamen, involving tanks, mor- 
tars and machine guns. 

Maj. Brooks said one of the Ma- 
rines who was wounded in the 
afternoon clashes died while wait- 
ing to be evacuated for treatment to 
a ship off the coast here. 

One wounded Marine was flown 
by helicopter to the amphibious as- 
sault ship Guam. TVvo others suf- 
fered slight injuries in midmorning 
clashes with the militia. They were ; 

lilniM-ll in the (nut lie w^i'; Healed 
nt the American I'niversity 1' "'i- 
t;il 

Maj Hi ooks said a lot of «.ho.i.ing 
»ltll was going on oiound the Ma- 
rine base V() niiiuite.s jiltei o '» |' 111 
truce reported by police He said lie 
believed the I-el'anese army was 
fighting with militinmen near the 
airpoi t and could not tell if Marines 
were involved. 

He said the 9:10 a.m. battle in- 
volved small-arms fire. A second, 
half hour-long attack started at 10 
a.m. and involved small-arms fire 
and rocket-propelled grenades 
from the militiamen and a retali- 
atory barrage by Marine tanks, 
60mm mortars, machine guns and 
small arms, Maj. Brooks said. 

Athirdbattlestartedat 2:30p.m., 
Maj. Brooks said, starting wiih' 
small arms fire and escalating to 
rocket-propelled grenade and mor- 
tar fire. He said the Marines fired 
back with tanks and, eventually, 
81mm mortars. 

Anti-government Druze 
militiamen of Walid Jumblatt's Pro- 
gressive Socialist Party took no 

1 IJis itl'.i.e tlie M.ii me t'a v 
1 lie Drure arc d M'cretivc feet 

wjio*e ciecd is based on I;lam. 
l-tie in the day. it5 the mki wn* 

■citing on the city that Iooc'Imic oU 
setvers fay is n«i longer tecognlz- 
able as the tineiinie gem of corn 
tnerceand modeinity in tlie Middle 
T-ast, flames from buildings set 
afire by shelling could be seen 
along the route from the airport lo 
the heat I of the city . . 

Those who dared take to the rood 
drove in a frenzy of horn-honking 
and high speed ipurts,'suddenly 
braking to ovoid areas where gun-' 
fire could be hcJrd or smoke seen. 

One taxi driver, fearful of getting 
caught in cross-fire, careened his 
Mercedes into the wrong side of the 
divided highway along the Mediter- 
ranean, spun his car around, then 
backed up at high speed, leaving it 
up to the oncoming traffic to avoid 
him. It was the only way he could 
get his passenger into the center of 
the city without getting caught up 
in a monstrous traffic jam. ! 

This article is based Jn part on 
wire service reports. f. >j,". 

S&L* 

From page one 
that First Maryland increased its 
jumbo deposits in denominations of 
5100,000or more from $J.V7 million 
to S-16.4 million in the final two 
months of 1983. 

Jumbos are supplied mostly by 
third-party brokers, who specialise 
in channeling money from inves- 
tors to institutions offering high in- 
terest rates. Regulatory officials 
arc concerned because brokered 
money tends to be unstable It is 
withdraw n if an institution reduces 
its interest nates or experiences fi- 
nancial difficulty. 

Recently, federal regulators pro- 
posed tough limits on brokered de- 
posits. saying they create an 
"unjustified exposure" to the fed- 
eral deposit insurance system. 

The state and MSSIC currently 

have no regulatory limits on the use " 
of brokered money. But MSSIC's 
Mr. Hogg said in an interview there 
is concern over the practice and it 
is being studied. 

TheTimcsalso has obtained doc- 
uments which indicate First 
Maryland has failed to maintain the 
required level of residential mort- 
gages in its lending portfolio. Un- 
der state regulations, a savings as- 
sociation must have at least 50 
percent of its assets invested in 
owner-occupied structures. 

As of Nov. 30, First Maryland had 
$46.6 million in residential, ow ncr- 
occupied home mortgages — about 
25 percent ofitsassets — according 
to a monthly performance report 

. submitted to MSSIC and the state 
savings division. >1. ■> : >• 
" Mr. Hogg and Charles Brown Jr., 
the state savings division director, 
declined to comment. • 

■ - MSSIC entered into a supervi- 

sory arrangement with First 
Maryland early last year after a sig- 
nificant number of problem loans 
aminers, sources say. The 
agreement requires First 
Maryland to receive MSSIC ap- 
proval for certain loans, sources 
say. I 

I 
Since early 1983. numerous cm- I 

ployees have left First Maryland. ' 
dissatisfied with the direction the | 
institution was taking. 

Despite First Maryland's growth 
from a $30 million institution in 
1981 to $207 million last year, 
sources say the grow th was accom- 
panied by an increase in problem 
loans and a drop In net worth as-a 
percent of assets. *.' ♦ 

Net worth, which represents the 
cushion protecting depositors frora 
losses, dropped from 3 percent in 
1981 to 1.9 percent in September 
1983. 

' ' '"'I y ^ ' j'" 

TERROR 
From page one 

fighting against the Marxist San- 
dinista regime in Nicaragua are er- 
roneous. The figure is closer lo 20 
and tlie results of their efforts were 
described as remarkable. 

Reports that the administration 
was downplaying on alleged Soviet 
role in the 1981 attempt to assas- 
sinate Pope John Paul H also were 
denied The source said the KGB 
was knownio hove been involved in 
murder in the past and there were 
direct links between tfie alleged as- 
sassin Mehmet All Agca and Bul- 

garian intelligence, which in turn 
works closely wilh the KGB. 

There has been a gradual buildup 
in the CIA's Directorate of Oper- 
ations as part of the administra- 
tion's response to Soviet-backed 
terroi ism and other clandestine op- 
erations. 

The directorate was reduced 
when the CIA was headed by Stans- 
field llinier in the administration 
of President Carter. President Rea- 
gan icplaced TUrner with William 
Casey, w ho served in the World War 
H Olfice of Strategic Services, the 
predecessor of the CIA. 

Mr.Casey was presidential cam 
paign manager for Mr. Reagan. 

The source said U.S. intolligenc 

operatives now, combine both ap 
proachcs as in a recent reaction to 
a terrorist incident in Africa in 
which hostages taken by terrorists 
were freed unharmed. 

Described as "Star Wars in the 
bush." the case was satisfactorily 
handled by teamwork among the lo- 
cal U S. intelligence station chicf, a 
pair of agents flown out from Wash- 
ington, plus information gleaned 
from sophisticated photography 
techniques that pinpointed loca 
tions of guards. . 1 

An analysis of the photographs 
 ngton and flown 
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JOHN J. CORBLEY 
SECRETARY 

department of licensing and REGULATION 

DIVISION OF SAVINGS AND LOAN ASSOCIATIONS 
rsi EASl FALTIMOBE street P A L TIMO R t. M A c Y L AN D Z1 zcr 

SEVENTH f LOCB 
301 '659-6530 

MEMORANDUM 

TO: Secretary John J. Corbley 

FROM: Charles H. Brown, Jr., Director 

DATE: February 3t 198^ 

Attached is a copy of the latest article on/First Maryland Savings and Loan 
which appeared in this morning's issue of trie Washington—Tiinca   "— 

It appears the reporter is doing a job on MSSIC. He does in his article give 
some figures on four of our State-chartered associations here in Maryland 
in which he shows the net worth of the associations. I would point out that 
he quotes the net worth as a percentage of assets. Our regulations compute 
net worth as a percentage of savings. in the second column he shows Gibraltar 
as having a net worth to assets of 0.6SS as of November. Using a current 
figure of December 31, Gibraltar's net worth to savings was A.9%; First 
Progressive's net worth as of December 31st based upon our regulations was 
2.7^; Old Court was Fairfax was h.]%\ and First Maryland was 3.5%. 
Again, our figures are based upon a percentage to savings. 

If a reporter some way, somehow, obtains a copy of the monthly report made by 
associations to the Division, there are certain items that do not appear which 

orm a part of net worth. One of these items is hypothecations. A hypotheca- 
tion is where officers and/or directors of an association will pledge to 
MSSIC or to the Division a portion or all of their savings and which then 
would become part of net worth. The hypothecations are in savings accounts 
which are frozen and can be released only upon the written permission of the 
Division and/or MSSIC. A reporter would have no way of knowing of this item 
unless the informer passed it on to him and which apparently has not been 
done in this case. Also, a reporter would need to know how to read the report 
to determine which items fall into particular categories. A good example 
would be loans on homeowner occupied property. The total of these loans would 
be shown on the report. However, also shown on the report are GNMA certificates 
which are backed by first mortgage loans and which are included for our purposes 
as mortgages on owner occupied property. This all means that much of the 
information that is being quoted by the reporter is not necessarily true or 
as the condition exists according to him. 

1 ^ think the worst thing about today's article is the heading which states ) 
Maryland agency lax on regulating S & Ls." You have to read the first two 

paragraphs to find that the reporter is not talking about this Division but , IVG12 
is referring to MSSIC. "j 

As mentioned above, this is the latest in a series of articles by the Washington 
Times. I am sure there wiI 1 be more and I will keep you posted. 

BALTIMORE METRO AREA 659-6330 
OUTSIDE BALTIMORE METRO AREA 
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Maryland agency lax 

I on regulating S&Ls 

^ I Ml ^ » 

, DiC tli>uf flliCt 
l>) ific blaic of MuryLjiiJ lu ^uufiiii 
lee ir.c ^(cl> uf the JcjKJiiii id (hc 
•Ulr'k 10: Miving» Ax-id-lo«t/i oi^oci 
Altonsu mm le^st one in&utncc fail- 
ing lu enforce iu own rcguUlion^ in 
* penoJ of dcponu ajiJ de- 
clining nri worth raiiok 

lite MttrylanJ S«vmgs Sh*reb 
la>t:riLnce Corp (MbSIC) *** ere 

■ «lcJ in 1W>2 tfier fcrvcrdl Mivuigk — 
s*»oci«iiion> loUcJ. uiunsuicd Jt* 

J05I million^ of Jwllur*. Uii 
ipohker of the KUx>Und llou^e of 
Delcg«iefc went lo )jul and two con 
grciimcn were convicted for «(■ 
len.pung to<jiu&h a federai mvciu- 
fAiion 

U t*Tiy IVhJ. MSS1C eniered 
| into to >ypcrviM}ry ngreemeni wnh k 

member in*iiiunon. Fir»i Miiryiand 
Saving# and Loati A»»4k;iaU0ii of Silver 
Spang, which wts found id be in vioU- 
lion of a reguUnon limiUng comraerciiil 

Kcguliilions pcrmil « nuximum ul 40 
pcrccnl of iui nuiilulion'i loiil wimitb 
in cutnmerciaJ lt»n> In November IViii, 
57 percent of Firs! Msryland's savings 
acpo»ii» Were pUced in coinmercuil in- 
vctlnicntu One yc*r Uur thai figure 
wna otxjul 70 percem. 

MiilC Hrc»u3cnt Ch*rleb C II 
»<iiJ blcpa are taken to correct rc^ 
ulalor> violation:* whenever the) arc 
discovered But he declined to conmieiU 
specifically on Firm Maryland 

MSSlC's 10 member itaff, which in- 
cludei three officers, two clerical work- 
en ajid fim euiniiuert. it cluirged with 
proteclinii niore i5 J billion in insured 
savmiis deposits — an amount which 
(fiew by more then 50 percent last year 
fclonc 

buuc 1V7V. M5S1C-iii»uied in^lilo- 
i.uita huvc inpled in »uc Combined u^- 
nU hu%v giwMrii io nearly So 5 blUiuii. 
AiihnioAi ol the grow (li occurring mihc 
Pdil l V4y yculi At ihe ^>inc lime, ncl 
worth I iu a declined from 6 pcrceni ol 
•»»cife io .1 4 percent 

Ncl Muilli i« the cuahion pruicciing 
dcpo»iiur a it an in»liiuUun culler* 

by icdciol rc^ulMiory ^landarJ^, any 
u.fcb aiiU lo«iii tiaaociiiliun wilti j ncl 

worth below 3 1 percent of its assets is 
aobjcci lo tfuvcruineni bupcrvi^iuit 

Mr Hogg M5i)IC haa ndc^ualc 
rc»uur».cfc io rcfcuUic gruwili o( lo^ 
member ••»ociuiion*. wfuch ai lasi 
yoar'to pace would double in kize every 
lb monlhi No dcpoiitor haa ever lo^i u 
cent in a MSSIC injured inntuudon. bui 
the ayalein 13 lacing the moal severe 
Civile.tn .ia .2 year hoiwiy. 

5oinc M.SblL insured Sd.l-a uiv aolj^, 
ilmg nev* deiMiaita by ndveriiain^ hi^ti 
inler 01 rule »in newftpiipcr> llirouglioul 
the r.mion And some of the money n 
mveftled in loal giowiiig aialci like 
lexaa c oloiudo. Lslifurniti und Florida 

l^iftl yeai fed* u piol liable one loi the 
ayalcm mIiicIi uddid it 1 million lo ncl 
worth llti'uogli Iclftiiied cannngft alone 
1 lie nel Moi'lh l uliolor the enure ayalem 
incrc-flicd Kji the liral lime in l ive ycari. 
fmin 2 a pcrceni in lVh2 u» iu piefteni 
.1 H i»c i» cm 

liu llii liaaia ol (lie i |»i-l lul'inailCc. 
il iln^hl appeal the MSSlC niftui ed ftyft 
(em ha* lurned the corner 

but a look at Millie (it MSMc'ft a^^l Cft- 
ftive member a bhowi gi u* Hi ai ihoae in 
ftiiiuiioiift coniinuei to be built with low 
nel worth idlioft 

For example 
• (1 ibraltai* building an J Loan AftftO 

ciatiun ol Anmipolik u ttdvertifting buai 
ncftft Checking nccounti that pay 10 
pcicent intcreftt It hnk grown in bue 
from Sit) 5 million lo$H2 million in leftft 
ihaii 1 wo years An of November, iu net 
houIi waft U 0 percent ol ttftftelft 

• I irM I'rogi eftftive Suvingft and Loan 
Aftftociution of Webtmiiiftter grew from 
SW million in IVbl to $62 million in 
lVtf3 lift net worth ift 16 percent of tm 
ftetft 

• Old Court bavingft and Loan Aftboci 
ation of balnmore went irom J7y 6 mil- 
lion to S413 V million in two yearb its net 
worth is 2 1 percent of aftbetb 

• Fairfax Savmgk Aftftociation of bal- 
(unore grew from SM 6 million to 
nearly $420 million m two years It had 
2 9 percent net worth Aug J1 

• Firbt Maryland ij&L. in yebterday'b 
editionb of The Wafthmglon Post, adver- 
tised 11 "Firbi Rale Super IKA" at 20 
percent interebt Net worth ratios ai 
Flrftt Maryland have declined ak the in- 
stitution grew from S30 million to more 
than $200 million. First Maryland hau 
net worth of 2 5 percent of its asftets 

Says Jack Cjutlentag. a banking pro 
teftsor at the University of Fennsylva 
ma's Wharton School "What's going on 
in Maryland doesn't sound much difler 
ent from what a lot of federal mstitu 
tions are doing " 

But Mr Gulteniag says thai lederat 
olficials are concerned thai S&L growth 
m some areas of the country la getting 
out ot hand, and they are trying to slop it 

lately, the Federal Home Loan bank 
board required all b&Ls with less (hen 
J percent net worth to receive reg 
ulaloi y apoioval beloi e accepting 
brokered deposilft Tlu board algo ha* 
propofted tou^h rule;» iiiw: would virtu- 
ally ell nnnule fedei al insurance proiec 
lion on brokered dep«i.siift 

Money brokers, a flowing group of 
cnirc-pcueors. speeiati/c in ehannelina 
investor money into mstitudons offering 
(he highest interest rale 

brokered funds tend to be unstable 
because Ihey are wnlulrawn quickly, 
w iilioul not ice. if any adverfte event af 
Ice I * the infttiiutiuii Thift could be an 
eurmiiKft loss, an unlavoi able turn in (he ' 
1 eal estate market or a picce of unlavor- 
able news about a specific institution 

MhblCs Mr llot;^ says brokered 
in«H<ey is a nationwide ImanCial prob- 
lem and that hift oil ice i.t sludying (he 
lainiticadoiift ol (he practice but cur 
leiuly. no aciion is contemplated 

Chaileft brown, director of the 
Maryland Uivison of havings and Loan 
Aftftocialion*, says. " 1 here is no prob 
lem wnh brokered money so long as n 
is managed properly ' 

Mr bi own s divismn. j»ari of the state 
govenuneni. has 2u examiners and 
shares ictfnlalory responsibility with j 
MSMt Like MSbK . ihe division plaiift 
n<i .stilisianl ial nic 1 i-sisca in il« budget or 
ft l a 11 (Ills yeai 

Mr says the Miilc sysletn is 
sule. 111 part, because it is designed to 
^lo** as the md.vidual aftaocialionft ex- 
pand Assets of M^SIC liave grown from 
$45 million in JV7V to the prcseni $214 
million 

Say s Kay (Jarea. executive vice pres- 
ident of Gales Consulting AiiaJysis in 
New York "ICs diflicuK for financul 
inslitutious to expand into the commer- 
cial area and maintain pending quality 
controls " 

Industry officials say commercial in- 
vestments typically are riskier than (ra- 
dnional S&L mortgage lending for 
owner-occupied hoinek bot (he risk of 
commercial lending is olfse( by (he re 
ward of higher profitability, if (ha 
projec(s are successful^ 

Kcgulatory officials, including Mr. 
Hogg, insist that such lending powers 
are needed for S&Ls to compete in (he 
clima(e of (he deregulated financial #«r- 
vices industry 

"If an association has the expertise 
and an understanding of the market that 
they are investing in. then there'i noth- 
ing wrong with it It all falls back on (he 
ability of management to do iho*e ion 
of things." Mr. Hogg said. 

Not so", says Mr Guttentag of Whar- 
ton "That's like saying that an inatitu- 
(ion could invest in highly volatile com- 
mon stocks and be careful about ij. 

"No matter how careful you are, 
commercial real estate mvcfimend •r^ 
subject to swings in the market. 

"The fact that an association has (da< 
posit) insurance means that it can get 
away with it. Depositors are relying on 
the insurance, not the experlise 0/ an 
individual association's management " 

Says Sandra K Johmgan. an e*ecu- 
(ive with the American Insuiutt o( Cer- 
tified Public Accountants: MI('| « phe- 
nomenon of the market" 

"If it's a good market, you come pot 
smelling like a rose, if the market turns 
bad. institutions that rely heavily on 
commercial real esiate lending get into 
trouble " 

but Mr. Hogg says if loan under- 
writing practices are sound and the 
underlying vaJues of the investmenti 
are (here, (here may be some Mworkou( | 
siiuations" in (he even( of a dowmuru. ' 
The sys(em would no( ba seriouaJy . 
threatened, he «ay« 

lb protect depositors. MSSIC has re- 
sources of about $214 million, more than 
two-thirds of which is cash or securities 
that quickly could be converted to cash 
in the event of an emergaocy 

but some of its assets — such as $22 
million worth of debt that MSSIC has 
purchased from member instituUons— 
would be virtually worthless in the 
e"enl of a general crisis 

MSSIC also has a $60 million line of 
credit with a group of instlludons led by 
the First National bank of Chicago 

In addition, (he recently enacted 
(iarn-St Germain banking Act gives in- 
dividual MSSIC institutions the tbility 
to borrow from the Federal Keserve dis- 
count window 

"We obviously feel comfortable We 
are properly monitoring the growth in 
(he system, it has been dramatic but our 
system is designed so dial MSSIC grows 
as the •yntam grows," Mr Hogg says 
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STATE Of7 MARYLAND 

JOHN J. CORBLEY 
SECRETARY 

DEPARTMENT OF LICENSING AND REGULATION 

DIVISION OF SAVINGS AND LOAN ASSOCIATIONS 
31 east eali iwoer street paltimcru.. macylano nro: 

seventh TLOOR 
301/6S9-6330 

MEMORANDUM 

TO: John J. Corbley, Secretary 

FROM: Charles H. Brown, Jr., Director 

DATE: March 19, ]S8k 

CHAPLTS H. BROS". Jc. 

MAR 20 jggi 

Attached are several additional articles which have appeared in the 
Washington Times concerning the Maryland savings and loan industry. 
You will note the article dated March 13, 198*4, refers to the Custom 
Savings and Loan Association and their method of computing dividends 
on weekends as compared to the other business days of the week. The 
Sun Papers picked this up and also ran an article under date of March l^th, 
a copy of which is attached. 

I advised you about a week or so ago that the reporter questioned me- 
on the amount of our budget, the number of examiners that we have in 
the field and whether the increase in our examining staff has kept up 
with the increase in the growth of our industry. The article entitled 
"Safeguards for Maryland Savings and Loan Depositors Not Working" is by 
Leonard Curry, a columnist for the Washi ngton Times. I understand a 
reporter must have his articles approved by the legal staff of a news- 
paper before it is printed; however, the editorial editors and columnists 
are on their own and they write articles as they see fit. Leonard Curry 
is a columnist and in his article regarding our budget, etc. he has 
taken a couple of shots at the regulators. I have numbered these remarks 
and would like to explain his comments. 

Number I, I believe, is Chevy Chase Savings and Loan, which is our largest 
State-chartered association, an association with assets in excess of $1.5 
billion. The reporters are critical that Chevy Chase has grown so fast 
and their capital or net worth has not kept up with their growth. This 
has been the feeling of many people. However, Willis Witter, the reporter 
who actually supplied the information for Leonard Curry's article, met with 
representatives of Chevy Chase about a week or so ago and was given infor- 
mation which is confidential as far as we are concerned but can be given 
out by an association. Apparently, the reporter Witter, after seeing Chevy 
Chase1 figures, is satisfied that Chevy Chase is a pretty well run asso- 
ciation and, in talking to him in Annapolis Thursday, he indicated that 
he has no problems at Chevy Chase, which appears to have control of their 
situation. This was good to hear, but on questioning him, he would not 
tell me where he got the information, but I do know through Chevy Chase 

BALTIMORE METRO AREA 659-6330 Tvr,- "'TT Y F OR OE AF 
OUTSIDE BALTIMORE METRO AREA O 1 t ■ ^ BALTO. AREA 363-7555 
TOLL-FREE 1-600-492-7521 J J ^ D.C. METRO 565*045 1 



John J. Corbley, Secretary 
March 19, 198^ 
Page Two 

that representatives met with Witter. 

The second comment was a savings and loan maintaining a phony balance 
sheet that lists mortgage loans in default for years. I don't know who 
or what he is talking about here, unless it is another shot at First 
Maryland Savings and Loan, which his original article was about. First 
Maryland does make commercial loans all over the country and there is 
nothing wrong with it as long as the loans are good. At one time we had 
in our law a prohibition against loans being made outside of a 50-mile 
radius from the principal office or a branch office of an association. 
That restriction was removed when the Financial Institutions Article 
became effective in 1980, so without the 50-mile restriction some of our 
associations are making loans all over the country and First Maryland is 
one of those, and there is no prohibition against it. I wi11 say it is 
rather difficult to monitor a loan made in California or Texas or Washing- 
ton State, Oklahoma, as some of their loans have been.made. I think I am 
going to present to the Board a suggestion that we limit loans out of state 
to a certain percentage of the mortgage portfolio. Additionally, this 
would probably be a good subject for the summer task force, if such a 
group is formed and meets to consider new legislation for the industry. 
I think I would be very much in favor of some sort of a restriction on 
out of state lending. 

The third comment was the fact that an association is defrauding its 
depositors when it reduces interest rates over the weekend, as compared 
to what it has paid Monday through Friday. This situation was discovered 
by the Division and MSSIC over a month ago. On February 10, 198A, we met 
with representatives from the Custom Savings Association and directed them 
to discontinue this practice. We further asked the Attorney General's Office 
whether we could enforce the association to make restitution. We have not 
as yet received a reply from the Attorney General's Office. The newspapers 
picked this up after we had made the discovery and requested an opinion 
from the Attorney General, and it just made good copy for them but the 
matter had been taken care of long before the newspapers got into the act, 
except for the restitution part. 

I am also enclosing an article dated March 1A, 198^, by the same reporter, 
Willis Witter, concerning"Maryland's banks fight out of state competition." 

I wi11 keep you posted on anything else that develops. 

CHB:kg 
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The companies, Jfolned by Com- 
merce Secretary Malcolm Baldrige, 

S&L commissioners 

question rale policy 

CUSTOM, from D1 
day, the Savings and Loan Commis- 
■1 oners aaked tbe «Ute attorney gen- 
eral to determine what actloo the 
board could take against Custom. (In 

ythe public minutes, tbe inrtitnttoo was 
'not named.) 

John Cooper, the assistant attor- 
ney general assigned to tbe dhrlsioa, 
said his office will be taking a broad 
look at what. If any, action* the board 
or divisioo can take against Custom 
Be Mid tbe quest!oo of restitntioa to 
Oostom's customers would alto be ad- 
dressed 

He could not say bow quickly tbe 
attorney general's office could render 
in opinion, bat be said It would be 
done as "quickly as poasible." 
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Jhryland Savings 

CHARLCS C. HOGG IJ 
^MCSIOCNT 

•is 1 

Qg/u^jice 

yHUp,NG 
SOI N D'. £TR E E T 

BALTI >lb 53. 2120J 

(301) 727 - 76IO 

March 12, 198^ 

voj'alion 

Stephen H. Sachs 
Attorney General 
Seven North Calvert Street 
Baltimore, Maryland 21202 

Dear Steve, 

artiCes^rSX COnCernin8 the "«"« 

"reforms"'in^theewayPth^rDiv^siorrof ®'Tl.bar'<ed ^ = crusade to bring about certain 
supervise and insure the Maryland chartered and ^SS,C reeulate, 
As indicated in the articles I haw m«+ ♦h k- insured savings and loan industry, 
him by telephone on oth^r it W,ih ^ 0n at leaSt three occasions and talked to 
LeCompte at the D^vis^anTtomTn; , * ^ lalked t0 Charlie ^ Bill 
sources" and "sources". ' "named and therefore unsubstantiated "banking 

wrong interpretations of ^a'ta^nd^nrounded ?tatern'?nts' 0^ten o^set by inaccuracies, 
than attempt in this letter to adrlr* nfou"de.d 'nnuendos, and irrevalent facts. Rather 
meet with you at yo^ c^venten« ^ ^ ^ ' wouid be pleased to 
the operations of MSSIC. Wer an^ <'uestl0ns you may have or to review 

US serL™r*n™£V we^are ^ -Ponlbilltle. placed on 
consumers in our member savings a^f loans^ u Serf inSUrin8 ^ dep0SitS P,aCed ^ 
not need regulators insurers or for that I Were n0t SOrne ProbJems, we would 
fuiiy awarei,^^^^ «. however, 

Best personal regards. 

CCH/nc 

cc: Charles H. Brown, Jr. 
Gilbert Sandier 
John D. Faulker, Jr. 

Sincerely, 

Charles C. Hogg, II 
President 
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/Guarantee funds 

in 2 states have 

many parallels 
Baltimore Sun 

By Brian siiuain ^. I ^ ^ 

Last Friday's failure of a Cincin- 
nati savings and loan was a lot 
closer to Maryland than the physical 
distance would indicate. 

Home State Savings Bank closed 
Friday, a victim of its dealings with 
the failed KM Government Securi- 
ties, Inc. Home State, whose deposi- 
tors hastily withdrew more than J20 
rnilljon, had private deposit insur- 
ance. ' 

The Ohio Deposit Guarantee 
Fund, which insures the deposits of 
70 state-chartered savings and loans 
in that state, is structured in much 
the same way as the Maryland Sav- 
ings Share Insurance Corporation, 

Md. insure]' wary 

'i'hc failure of a 
savuigs and loan can 
create questions in 
the public's mind 
and we wanted 

to be prepared.^ 
CHARLES HOGG HI 

President of Miryiand fond 

which provides coverage to 102 
Maryland-chartered savings associ- 
ations. 

The Ohio fund is a private insur- 
ance company created to provide de- 
posit insurance for state-chartered 
savings and loans that don't want to 
get federal deposit insurance. 

(With federal insurance come 
many regulations that put restric- 
tions on an association's activities, 
ranging from the interest it pays on 

deposits in the kinds of investments 
it makes) 

Tliougti lh<' Ohio fund ramcs the 
stau's name, it is not a suite agency, 
nor does the government back the 
Deposit Guarantee Fund's insurance 
with its "full faith and credit" The 
same is true of MSS1C. 

North Carolina, Massachusetts 
and Pennsylvania have private de- 
posit companies similar to those in 
Maryland and Ohio 

TTiere have been numerous Urge 
failures among banks and savings 
and loans in recent years, but the 
failed institutions were insured by 
federal deposit insurance agencies 
Home Slate is the first large failure 
for a private insurance fund. 

Home State's failure, which is es- 
timated to involve losses of $150 
million, has jeopardized the finan- 
cial health of the Deposit Guarantee 
Fund, which has only about 1139 

See MSSIC. I8C. Col. 5 

Ohio S&L's failure 

makes insurer wary 

MSSIC, from 12C 

million in assets. On Tuesday, the 
Ohio legislature enacted a $70 mil- 
lion bailout to keep the private in- 
surance agency afloat. 

MSSIC's insurance fund had as- 
sets of $204 8 million at the end of 
1984. and a special liquidity fund had 
assets of $80 8 million 

Still. MSSIC executives have been 
watching the Ohio situation closely 

"We have been monitoring their 
situation since last Thursday." said 
Charles Hogg HI, MSSIC's president 
and chief operating officer. 

Ever since it was announced last 
week that the Secunties and Ex- 
change Commission had closed KM 
Government Securities because it 
was insolvent, Mr. Hogg said, MSSIC 
has been in close touch with its 
members 

"The failure of a savings and loan 
can create questions in the public's 
mind, and we wanted to be pre- 
pared," he said 

As a first step, he said, MSSIC set 
out to determine whether any of the 
larger associations in Maryland had 
had dealings with ESM After find- 
ing that none had, Mr Hogg said he 
asked that all of the larger MSSIC 
members report any large with- 
drawals 

In addition. Mr Hogg sent Paul 
Trice, MSSIC's senior vice president, 
to Ohio Tuesday to gather as much 
information as he could about the 
condition of the Deposit Guarantee 
Fund, which was severely depleted 
by the failure of Home State 

Mr Hogg said one thing his agen- 
cy found was that the Deposit Guar- 
antee Fund did not enforce some of 

the restrictions MSSIC imposes on 
its members. 

The Ohio fund "did not have any 
rules on bank borrowing or repur- 
chase agreements," Mr Hogg said, 
adding that MSSIC docs not allow a 
member to borrow more than 15 
percent of its liabilities (which gen- 
erally arc the funds a financial insti 
tulion uses to make loans and invest- 
ments) 

By contrast. Home State had bor- 
rowed more than 50 percent of its li- 
abilities 

Mr. Hogg also said the Ohio fund 
got financial information on its 
members from state regulators, 
which meant weeks and sometimes 
months of delay before the informa- 
tion arrived 

The Deposit Guarantee Fund ap- 
parently reviewed an association's 
loan portfolio more intensely than 
its investment portfolio, Mr Hogg 
said 

Since the advent of financial 
deregulation, savings and loans, 
which used to invest primarily in 
residential mortgages, have re 
ceived expanded investment powers 
They are replacing mortgages with 
a variety of securities — includini' 
Treasury bills, mortgaged-backec 
secunties and financial futures - 
but often the examiners look only a! 
the mortgage portfolio and neglec. 
to look at the investment portfolio 

Mr Hogg said MSSIC was going 
to focus its attention on the govern- 
ment secunties dealers its members 
use 

"I don t want to establish an ap- 
proved list of dealers, but 1 want our 
members to pay careful attention to 
the dealers they use," he said 
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Many of you are roceiving and wiJl continue to receivo cor.niont- 

Shio^'Thl ^1
Closi^ or ll0- ^ate savings Banh in Cincinnati, lhG Allowing are some of the facts we have gathered to 

based on ^ning H113 situation- This status report was prepared 
various offHlke ?hank and steve Farrar have had with various officials during a visit to Ohio this week. 

background 

Home State was insured by the Ohio Deposit Guarantee Fund, a 
private insurance fund. 

Beginning in 1982, Home State began dealing with ESM 

Florida03' 9 Sma11 government securities dealer in Miami, 

Transactions between Home State and ESM consisted of reverse 

nnonr?haSe ^°rfowln<3s whereby ESM lent money to Home State upon the collateral of government securities. It has been 
determined that ESM subsequently took those securities and 
either sold them or pledged them to other parties. In some 
cases ESM pledged the same collateral more than once. 

Through these transactions, Home State nearly tripled in 
size between 1983 and 1984. More than half of their balance 

Teet was concentrated in ESM transactions. Because their 
Goilateral was misappropriated, they stand to lose a 
significant amount of money. 

Home State was controlled by a prominent Ohio political 
figure with close ties to the state's governor. His 
son m law was affiliated with ESM Securities. 

rnnvolati°nS Honie State arG presently underway. Our 
•a^0nf "lth the Ohio SuP^-intendent of Savings and Loans indicated two potential purchasers. 

^?onSer Public confidence, Ohio's governor has signed a bill creating a second guarantee fund with $50 
million of state funds and $40 million of additional 
deposits from existing ODGF members. This guarantee fund 
would be activated if the funds of "old" ODGF prove 
insufficient. There has been no final determination of Home 

.. s ultimate losses because the receivers of ESM are 
still trying to account for all the collateral. 

Our investigations to date have led us to conclude that there are 
some striking similarities between this situation and the failure 

coD^of0^3^!1 ir\Nebraska- (You were previously furnished a copy of our Nebraska case study.) These are as follows: 
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Home State was dominated by a single individuaj who 
owned most of its stock and directed the ESH 
transaction. No shareholder of a FIAC-insured 
institution controls its activity in such a manner. 

Home State's major stockholder was allowed to 
contribute real estate in lieu of cash to the capital 
of Home State to correct possible capital shortages. 
For FIAC purposes only cash items are includible to 
meet capital requirements. 

ODGF did not have the power to require Home State to 
correct its questionable practices. In fact, they did 
not have an insurance contract with its members. In a 
FIAC institution such transactions would have 
constituted unsafe and unsound procedures and wou1d 
have been stopped immediately. If ODGF had had such 
powers it is estimated the loss could have been limited 
to an amount which would not have exceeded Home State's 
capital and certainly would have left ODGF's funds 
intact. (FIAC has in fact, in the past, identified 
questionable investment practices and has been 
successful in having them curtailed.) 

ODGF did not have an independent Board of Trustees, 
thus members, including the owner of Home State, 
exerted a large influence on the actions of ODGF. FIAC 
is, by law, controlled by an independent Board of 
Trustees elected to protect depositors. 

ODGF did not collect or analyze in-depth financial 
information on its insured institutions. It did not 
have an early warning system. FIAC has one of the most 
sophisticated early warning systems in the nation. 

ODGF had sustained earlier losses due to mismanagement 
of its insured institutions. FIAC has never had a loss 
or a deposit related claim. 

ODGF did not perform independent reviews of its insured 
institutions. At the time of Home State's collapse, 
the only current information ODGF had on the 
institutions was a balance sheet. FIAC performs 
diagnostic reviews and operational audits on its 
insured institutions. It compiles a complete set of 
financial information which includes balance sheet 
income statement, investment portfolio, gap analysis, 
and trend reports. FIAC is always aware of the 
financial condition of its insured institutions. 

ODGF and the state financial institutions regulator 
worked at cross purposes in handling the Home State 
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oitua i.ion. There were tlireats of law suits between the 
two parties. FIAC works closely with the regulators of 
its insured institutions. Regulation and supervision 
f these institutions have always been coordinated with 

rull cooperation between the parties. 

ODGP had virtually no outside funding sources and did 
ot qualify for significant reinsurance. FIAC has $75 

Kiii1Cnri?oba?k C5edit lines with Wachovia as the lead 
th2 ?ls° million in reinsurance from the world s leading insurance companies 

?;?OSitS in full; FIAC inures deposits to $100,000 and IRA accounts to $250,000. 
t 

ODGF was not regulated or closely supervised by the 
state of Ohio. FIAC has always been closely regulated 
by the state of North Carolina. The Department of 

ommerce performs an annual examination of FIAC and 
reviews the financial condition of its insured 
institutions throughout the year. 

You will receive questions from your depositors about Ohio and 

?orthri^f?rSOnnel Sfrld be P"P«ed to answer them as 
handled ™ as possible. The situation in Ohio has been poorly handled The situation is not unlike the failures in Tennessee 
caused by thu Jake Butcher fraud. There has never been an 

intir!stein*H:la?hrr9Ul?^10n because ot Political conflicts of 
insurance funHn ^arollna- Llk« Nebraska, there was only an 
assist (Smf 2?'. ^ Professionally staffed risk manager to 
occir in E 13 clear that this situation could not in North Carolina with an FIAC insured institution. 

as always^stand y°U 33 the situati°n progresses and , 
of your depositors pi anY.0f yCUr 9uestions or those 
relate to thL situation P US lnf0rmed 0f an5' events which 
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MARYLAND SAVINGS-SHARE INSURANCE CORPORATION 

TO: Managing Officers of all MSS1C Associations 

FROM: Charles C. Hogg, 
President Xj 

RE: The Ohio Situation ■ 

DATE: March 25, 1985 

The past two weeks have been tense and trying, but all segments of the MSSIC 
system have performed admirably and well under difficult circumstances. This 
m^Orandum will attempt to summarize the events since March 7, 1985, to outline the 
steps and actions taken by MSSIC and its members, to determine our current position and 
future actions and to highlight the lessons we have or should have learned from this 
experience. 

THE SITUATION IN OHIO 

I will not rehash the events that lead to the problems at hand. You have read 
about that, or heard about that, because it has created a media blitz. The local 
newspapers, radio and television outlets have generally presented a balanced accounting 
of the events, although there were a few incidents of reckless or irresponsible 
reporting. We have found that those who asked before reporting have been most fair and 
objective. What is important is that we all learn from the unfortunate experience of our 
friends in Ohio. 

WHAT MSSIC HAS DONE 
L 

The actions taken by MSSIC upon determining the facts, severity and implications i/ 
of the Ohio situation took place on many fronts. On the financial front, we(insured that 
the investments in both the insurance fund and the Central Reserve Fund were as liquid 
as necessary. We did not take any extraordinary measures because we by policy maintain 
a high level of liquidity, but we did review what would be necessary to; mobilize large \ / 
amounts of cash quickly. We were also in contact with our line banks to(jjfisure that they ^ 
were prepared. Cash and currency rooms at local banks were alerted, and senior officers 
at six local banks were briefed. Contact was made and continually maintained with the 
Federal Reserve Bank of Richmond and its Baltimore Branch. Emissaries went to 
Richmond, and borrowing resolutions were sent to all MSSIC members. 

On the Public Relations front, we maintained open and candid communications 
with the local media of all forms and with the national media. Gilbert Sandier and 
Associates was on a high level of alert and was most helpful. We kept Charles H. 
Kresslein,3r. at the Maryland League of Financial Institutions and, through him, the U.S. 
League, well informed. This exchange of information was most helpful. 

IVH3 

357!, 12505 



( 

At the State level, we continually briefed and worked with Messrs. Brown and 
LeCompte, and Secretary Dewberry at the Department of Licensing and Regulation. The 
Governor's Staff Director and the leadership of the House and Senate were briefed and 
kept informed. All of these were most supportive and provided good suggestions and 
assistance. - 

jThe MSSIC staff performed exceptionally in talking to concerned depositors, the 
media and to member associations. The Board of Directors was kept informed through 
newspaper clippings, the Membership Committee was briefed and the Executive 
Committee was alerted to meet on call should that have become necessary. 

r :V r.l (I 

ACTIONS BY MEMBERS 1: ;     .1 J 
| <v ■ 
j: 1: Many of our member associations took some very sound, prudent precautionary 

steps'that may well have helped prevent a panic amonq (their depositors. These should be 
exchanged and reviewed for use by all members. ' In j addition to the obvious steps of 
increasing liquidity, other steps included close contact and communications with 
branches, staffing additional tellers, having senior officers meet and reassure depositors, 
and briefing all staff members.'i Some members packaged mortgages or securities as 
collateral for delivery to lending sources. Close contact and open information was 
maintained with banks and Federal Reserve Bank borrowing procedures were 
implemented or reviewed. A lower advertising profile was adopted by some. 

■ !! ' . ! • I ; I 
! i.We must be careful not to over-react to a situation such as this, but many prudent 

actions should be taken. An apjJ^rance of "business as usual" must be maintained, but 
behind the scenes, many actions must be taken in a calm, orderly manner. MSSIC must 
be kept informed, because we can provide assistance and guidance, but each institution's 
own contingency plans must be in place and activated. , 

CURRENT POSITION ' •' 'N >• ' 

.i ;•* ■ 
j.To date, MSSIC members have experienced some expected outflows, but there 

have been no lines and no depositor panic. There may have been some fundamental 
changes in the way we do business, and carefujl^) analysis must be made of savings 
inflows and outflows over the next fgw weeks. The mix of liabilities must be monitored 
and important savings customers co(Vtr^cted and reassured. Just because the media blitz 
appears to have subsided does not mean that we can relax. 

•! .!>. ' | 
LESSONS LEARNED j!, 

i 
j ,i This portion of the memo cannot be completed yet, because we are still learning 

from this experience. The lessons we have learned thus far, however, include/ 
* \ . i ' .!• . 
I 1. Communication is key to this kind of environment. We are exploring several 

kinds of "networks", be they electronic, telephonic, messenger services or other. 
Communications must flow both ways between MSSIC and its members. 

I 2. Real liquidity is important, and collateral at some level should be maintained 
pre-packaged. ; 

l '' ' ! 

![ 3. The public's confidence is our most important product, and the one thing we 
must have. 
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OF*. JE OF Ti^I: ATrORNliY GENL .1 

DEPARTMENT OF LICENSING AND REGULATION 
501 ST. PAUL PLACE 

14TH FLOOR 
BALTIMORE, MARYLAND 21202-2272 

(301) 659-6220 

April 11, 1985 

TO: Stephen H. Sachs 
Attorney General 

FROM: Francis ugh 

Frt.'ersoTr 

SUBJECT: MISSIC-Insured Association^ 

This memo will briefly outline a possible approach to the 
concerns you expressed yesterday over MISSIC-insured associations. 
Old Court and Merritt in particular. 

This approach must necessarily be undertaken by the 
Governor and undertaken with "vigah". Politically, the Governor 
will be faced with a recalcitrant Board of Commissioners (lead by 
Tom Gxsrael) and a more recalcitrant MISSIC Board. Recently, the 
Governor's Office has met with stiff opposition over the issue of 
whether the MISSIC seal erroneously portrays the organization as 
an agency of the State. The specter of causing "a run on the 
banks" will be ever present and a political justification for 
caution or inaction. Through the Office of the Secretary, 
however, the Governor should be able to get the information and 
implement the steps we suggest below. Our office will be able to 
assist in advice on the confidentiality provisions of the 
Financial Institutions Article. 

Short Term 

Sjte£_l. The Governor should find out—face-to-face—if any 
Maryland institutions are in trouble at the present. We have 
heard the same rumors you have, and the Licensing and Regulation 
regulators shake their heads with due off—hand comments. 

SteP 2- The Governor should assemble extra specialist to 
watch the watchdogs" so he can be personally assured that the 

Maryland associations are strong. Our personal opinion is that 
neither Licensing and Regulation nor MISSIC staff are up to this 
task and are easily over-matched by the CEO's of troublinq 
associations. 

SteP 1. The Governor could periodically publish the 
reports of associations under provisions in the Financial 
Institutions Article to assure the citizens that their money is 

I VH 5 
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Stephen H. Sachs ' 
April 11, 1985 
Page 2 

Long Term. 

should be^proposed for^ ^ proper "task force" if 

ill meet with you at your convenience.- 
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OFFICE OF 

'jTEPHCN H. SACHS 
A 1 1 O = M E > G C L K A L 

ELEANOR M. CAREY 
DENNIS M. SWEENEY 
CHARLE S 0. MONK 

DEPUTY attorneys general 

'Armw 

THE ATTORNEY GENERAL 
Depailment ol Licensing and Regulation 

501 St. Paul Place 
14th Floor 

BALTIMORE. MARYLANC 21202-2272 

301/659-6220 

FRANCIS X. P U GH 
A"r'TOKsL> 0 £ *» C r' < 

Counsel to the 
Drpc rlmenl of L t c « nt i nd Kcgulo 

ROBERT dtV. F RIE«SON 
assistant AT TORne y GE N e C 

DEPUTY COUNSE L 

JOHN K. ANDERSON 
ASSISTANT attorney GENE p 

Chief, litigation ant aomin 'TR 

April 23, 1985 

# 

Mr. Ejner J. Johnson 
Staff Director 
Executive Department 
State House, 2nd Floor 
Annapolis, Maryland 21404 

Dear^M ̂ T^tfoh nson: 

Enclosed is a draft of some proposed legislation relating 
to savings and loan associations which we will be happy to 
discuss with you at your pleasure. Should some emergency arise, 
the Board of Commissioners under FI §§9-701 and 9-702 could 
petition for the immediate appointment of a conservator and 
under §9-703, the court could put limitations or restrictions 
on withdrawals to prevent a run. MSSIC would have the first 
right to be appointed conservator under §9-709. 

The next step could be finding a buyer for the savings and 
loan association's portfolio or a lender on the strength of the . 
portfolio to provide liquidity. If the better investments have 
already been pledged to the Federal Reserve, it may be difficult 
to obtain a buyer or lender without the guaranty of MSSIC. We 
believe MSSIC would have this authority under FI §10-104 (c) (2) ; 
however, express authority is contained in the proposed legislation, 

* 
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Enclosure 
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Outside Baltimore metroarea 
TOLL-rREE I-600-492-7S2 1 

I VH 6 

Very truly yours, 

FrancTs'x. Pugh 
Assistant Attorney General 
Counsel to the Department 

Robert deV. Frierson 
Assistant Attorney General 
Deputy Counsel to the Department 
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V., 

SOMMARY OF PROPOSED LEGISLATION 

The underlying concept is that MSSIC was never designed to 
insure large S & Ls who had the administrative and other ability 
to obtain FSLIC insurance. The bill would therefore require 
"Major" S & Ls (those over 50 million dollars in savings 
accounts) to convert to FSLIC. 

Major S & Ls not obtaining FSLIC (or FDIC insurance) could 
not remain open for business, with, however, the following grace 
periods: " ' 

1. S & Ls just growing into Major size S & Ls. 

2. S & Ls with applications pending for federal insurance. 

3. S & Ls with federal applications denied but where the 
division determines that the public will not be jeopardized and 

4. S & Ls merged or merging with financial institutions. 

At the end of the grace period if federal insurance is not^ 
obtained, the S & Ls could operate under certain restrictions for™ 
a period of time, including a limitation on withdrawals. The 
Board of Commissioners could then make a determination that a 
conservator or receiver should be appointed. 

MSSIC should be given express authority (which it may 
already have) to guarantee a lender or buyer coming to the rescue 
of a S & L. It would also become the announced policy of th,e 
State to lend money to MSSIC if necessary to bail out a smaller 
S&L in trouble. 

Criminal penalties would be imposed prohibting self-dealing 
and the Governor would be given the right to declare a bank 
holiday for S & L's. 

318n 
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SUMMARY OF PROPOSED LEGISLATION^ 

The underlying concept is that MSSIC was never designed.to 
insure large S & Ls who had the administrative and other ability 
to obtain FSLIC insurance. The bill would therefore require 
"Major" S & Ls (those over 50 million dollars in savings 
accounts) to convert to FSLIC. 

Major's & Ls not obtaining FSLIC (or FDIC insurance) could 
not remain open for business, with, however, the following grace 
periods: 

1. S & Ls just growing into Major size S & Ls. 

2. S & Ls with applications pending for federal insurance. 

3. S & Ls with federal applications denied but where the 
division determines that the public will not be jeopardized and 

4. S & Ls merged or merging with financial institutions. 

At the end of the grace period if federal insurance is not 
obtained, the S & Ls could operate under certain restrictions for 
a period of time, including a limitation on withdrawals. The 
Board of Commissioners could then make a determination that a 
conservator or receiver should be appointed. 

MSSIC should be given express authority (which it may 
already have) to guarantee a lender or buyer coming to the rescue 
of a S & L. It would also become the announced policy of the 
State to lend money to MSSIC if necessary to . bail out a smaller 
S&L in trouble. 

Criminal penalties would be imposed prohibting self—dealing 
and the Governor would be given the right to declare a bank 
holiday for S & L's. 

^ -f.u 3-f 't:°o 

31 S I 

A57121 



Add new subsections to Financial Institutions Article §9 101 
(definitions) 

FI S9-101. 

"FEDERAL INSURANCE" MEANS INSURANCE ISSUED BY THE FEDERAL 

SAVINGS AND LOAN INSURANCE CORPORATION OR THE FEDERAL DEPOSIT 

INSURANCE CORPORATION. 

"MAJOR SAVINGS" AND LOAN ASSOCIATION" MEANS A SAVINGS AND 

LOAN ASSOCIATION WITH SAVINGS ACCOUNTS IN AN AGGREGATE AMOUNT OF 

$50,000,000 OR MORE. 

3is;> 
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Add hgw sections to Finsncial Institutions Article, Title 9 
Subtitle 1 (prohibition) 

§9-103 

(A) NO MAJOR SAVINGS AND LOAN ASSOCIATION SHALL BE OPEN FOR 

BUSINESS ON OR AFTER SEPTEMBER 1, 1985 UNLESS: 

(1) ITS ACCOUNTS ARE INSURED BY FEDERAL INSURANCE; OR 

(2) IT IS QUALIFIED TO BE OPEN FOR BUSINESS UNDER 

SUBSECTION (B). 

(B) A MAJOR SAVINGS AND LOAN ASSOCIATION MAY BE OPEN FOR 

BUSINESS WITHOUT FEDERAL INSURANCE: 

(1) FOR A PERIOD OF TIME NOT EXCEEDING 6 MONTHS AS MAY BE 

DETERMINED BY THE DIVISION DIRECTOR IF: 

(I) ITS APPLICATION FOR FEDERAL INSURANCE IS 

SUBSTANTIALLY COMPLETE; AND 

(II) THE DIVISION DIRECTOR DETERMINES THAT THE MAJOR 

SAVINGS AND LOAN ASSOCIATION WILL QUALIFY FOR FEDERAL INSURANCE; 

(2) FOR A PERIOD OF TIME NOT EXCEEDING 6 MONTHS AFTER ITS 

APPLICATION FOR FEDERAL INSURANCE HAS BEEN DENIED UNDER TERMS AND 

CONDITIONS AS THE DIVISION DIRECTOR SHALL PRESCRIBE IF THE 

DIVISION DIRECTOR DETERMINES THAT THE INTEREST OF THE SAVINGS 

ACCOUNT HOLDERS WILL NOT BE JEOPARDIZED; 

(3) FOR A PERIOD OF TIME NOT EXCEEDING 1 YEAR AS MAY BE 

DETERMINED BY THE DIVISION DIRECTOR IF IT IS OWNED OR CONTROLLED, 

DIRECTLY OR INDIRECTLY, BY AN INSTITUTION WITH FEDERAL INSURANCE 

AND THE INSTITUTION: 

yiQ-, A 5712-3 



(I) GUARANTEES THE SAVINGS ACCOUNTS OF THE MAJOR 

SAVINGS AND LOAN ASSOCIATION; OR 

(II) HAS ENTERED INTO AN AGREEMENT TO ACQUIRE OR 

MERGE WITH THE MAJOR SAVINGS AND LOAN ASSOCIATION; OR 

(4) FOR A PERIOD OF TIME NOT EXCEEDING 1 YEAR AS MAY BE 

DETERMINED BY THE DIVISION DIRECTOR FROM THE DATE OF BECOMING A 

MAJOR SAVINGS AND LOAN ASSOCIATION IF A SAVINGS AND LOAN 

ASSOCIATION WAS NOT A MAJOR SAVINGS AND LOAN ASSOCIATION ON THE 

EFFECTIVE DATE OF SECTION BUT LATER BECOMES A MAJOR SAVINGS AND 

LOAN ASSOCIATION. 

(C) IF THE BOARD OF COMMISSIONERS DETERMINES THAT IT IS IN THE 

PUBLIC INTEREST, IT MAY INITIATE PROCEEDINGS FOR THE APPOINTMENT 

OF A CONSERVATOR OR A RECEIVER UNDER §9-701 OR §9-708 OF THIs( 

ARTICLE FOR AN ASSOCIATION NOT QUALIFIED TO BE OPEN FOR BUSINESS 

UNDER THIS SECTION. 

S9-104 

(A) AN ASSOCIATION NOT QUALIFIED TO BE OPEN FOR BUSINESS UNDER 

§9-103 OF THIS SUBTITLE MAY ALLOW WITHDRAWALS AS MAY BE 

DETERMINED BY THE DIVISION DIRECTOR BY A SAVINGS ACCOUNT HOLDER 

DURING ANY PERIOD OF 30 CONSECUTIVE DAYS UNDER THE FOLLOWING 

CONDITIONS: 

(1) THE WITHDRAWAL AMOUNT MAY NOT EXCEED $7 50 IN THE 

AGGREGRATE IN EACH SAVINGS ACCOUNT FOR EACH PERIOD OF 3^ 

CONSECUTIVE DAYS; AND 

A5?12'3 
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(2) THE ASSOCIATION SHALL KEEP AN ACCOUNTING OF 

WITHDRAWALS MADE AND THESE WITHDRAWALS SHALL CONSTITUTE CREDITS 

AGAINST THE PRO RATA DIVIDEND OF A WITHDRAWING SAVINGS ACCOUNT 

HOLDER IN THE EVENT THAT THE ASSOCIATION IS LIQUIDATED. 

(B) AN ASSOCIATION NOT QUALIFIED TO BE OPEN FOR BUSINESS UNDER 

§9-103 OF THIS SUBTITLE MAY RECEIVE DEPOSITS AS MAY BE DETERMINED 

BY THE DIVISION DIRECTOR UNDER .THE FOLLOWING CONDITIONS: 

(1) DEPOSITS SHALL NOT BE SUBJECT TO ANY LIMITATION ON 

PAYMENT OR WITHDRAWAL UNLESS A CONSERVATOR OR A RECEIVER HAS BEEN 

APPOINTED UNDER §9-701 OR §9-708 OF THIS ARTICLE; 

(2) DEPOSITS SHALL BE SEGREGATED AND SHALL NOT BE USED TO 

LIQUIDATED ANY INDEBTEDNESS OF THE ASSOCIATION; AND 

(3) DEPOSITS SHALL BE KEPT ON HAND IN CASH IN THE 

FOLLOWING MANNER: 

(I) INVESTED IN DIRECT OBLIGATION OF THE UNITED 

STATES OR THIS STATE; OR 

(II) DEPOSITED IN A FINANCIAL INSTITUTION APPROVED BY 

THE DIVISION DIRECTOR. 

3.1 S:> 
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^ 'V_. 

Add new subsection to Financial Institutions Article §10-116 
(State's Credit not pledged) and new Financial Institutions 
Article §10-116A (emergency action — MSSIC pledge) 

§10-116. 

(a) This title does not, and the corporation may not, pledge 

the faith or credit of this state. 

(B) IT IS THE POLICY OF 'THIS STATE THAT FUNDS WILL BE 

APPROPRIATED AND LOANED TO THE MARYLAND SAVINGS-SHARE INSURANCE 

CORPORATION IF NECESSARY TO PROTECT SAVINGS ACCOUNT HOLDERS IN 

SAVINGS AND LOAN ASSOCIATIONS OTHER THAN MAJOR SAVINGS AND LOAN 

ASSOCIATIONS AS DEFINED IN §9-101 OF THIS ARTICLE. 

S10-116A. 

(A) UPON THE DETERMINATION OF THE CORPORATION AND THE DIVISION 

DIRECTOR THAT AN EMERGENCY EXISTS, THE CORPORATION MAY PLEDGE THE 

INSURANCE FUND TO PROTECT A FINANCIAL INSTITUTION OR OTHER ENTITY 

LENDING MONEY TO, OR PURCHASING ASSETS OF, A MEMBER ASSOCIATION 

IF THIS IS NECESSARY TO PROVIDE LIQUIDITY OR OTHERWISE PROTECT, 

HOLDERS OF SAVINGS ACCOUNTS. 

(B) THE ACTION PROVIDED FOR IN SUBSECTION (A) MAY NOT BE TAKEN 

WITH RESPECT TO A MAJOR SAVINGS AND LOAN ASSOCIATION AS DEFINED 

IN §9-101 OF THIS ARTICLE. 

i 
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Add new subsection to Financial Institutions Article §9 307 
(conflict of interest--penalty provision) 

FI S9-307. Conflict of interest. 

(a) Loans prohibited to director or officer.--(1) For purposes 

of this section "member of the immediate family" of an officer or 

director means a spouse, child, parent, sibling, grandparent, or 

grandchild. 

(2) Except as provided in subsection (b) of this section, 

a savings and loan association or its subsidiary may not make a 

loan directly or indirectly to: 

(i) Any officer or director of the association; or 

(ii) Any corporation or business in which an interest 

of 10 percent or more is owned by an officer or director of the 

association, or member of the immediate family of an officer or 

director. 

(b) Exceptions to prohibition.—A loan is not prohibited by 

subsection (a) of this section if the loan is. 

(1) Secured by the borrower's: 

(i) principal residence; or 

(ii) Savings accounts in the association, provided 

that a loan secured by a savings account may not be more than the 

withdrawal value of the account; or 

(2) (i) Approved by a two-thirds vote of the board of 

directors, any interested director taking no part in the vote, 

(ii) Approved by the Division Director; and 

A57127 



(iii) Secured by collateral appraised by a 

disinterested appraiser approved by the Division Director. 

(c) Savings accounts.—An officer or director of a savings and 

loan association may not directly or indirectly buy at less than 

face value any interest in a savings account issued by the 

association. 

(D) ANY PERSON WHO VIOLATES THIS SECTION IS GUILTY OF A 

MISDEMEANOR, AND ON CONVICTION IS SUBJECT TO A FINE OF NOT MORE 

THAN $1,000 OR BY IMPRISONMENT FOR NOT MORE THAN ONE YEAR, OR 

BOTH. 

31 SS 
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Add new subsection to Financial Institutions §9 323 (control Oj: 
association — penalty provision) 

S9-323. Control. 

(a) "Controlling person" defined. In this section 

"controlling person" means an individual or legal entity, acting 

directly or indirectly, individually or in concert with one or 

more other individuals or legal entities, or through one or more 

subsidiaries, who owns, controls, or holds with power to vote, or 

holds proxies to vote more than 20 percent of the voting shares 

of the capital stock association, or controls in any manner the 

election of a majority of the directors of the capital stock 

association. 

(b) Control by noncitizen.—A person who is not a citizen of 

the United States may not directly or indirectly acquire control 

of a capital stock association. 

(c) Control of more than one association.—(1) A person may 

not directly or indirectly acquire control of more than one 

capital stock association. 

(2) This subsection does not apply to a holding company of 

a savings and loan association, the Maryland Savings-Share 

Insurance Corporation, or the Federal Savings and Loan Insurance 

Corporation. 

(d) Conflict of interest.--(1) A controlling person may engage 

in a business or transaction with a capital stock association 

only if: 

(i) A full disclosure of the business or transaction 

TV57129 
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and the nature of the controlling person's interest is made to 

the board of directors of the capital stock association; 

(ii) The transaction is approved in good faith by the 

recorded vote of the present and voting disinterested directors 

of the association; and 

(iii) Any profits of the controlling person are not at 

the expense of the capital stock association and do not prejudice 

its best interests. 

(2) This section does not apply to compensation paid to a 

controlling person for services. 

(e) Loan to controlling person.—A capital stock association 

may make a loan to any controlling person if: 

(1) The loan is approved in good faith by the recorded^^ 

vote of the present and voting disinterested directors of the 

association; 

(2) The security is appraised by a disinterested 

appraiser; and 

(3) The loan is approved by the Division Director. 

(F) ANY PERSON WHO VIOLATES THE PROVISIONS OF SUBSECTIONS (D) 

OR (E) IS GUILTY OF A MISDEMEANOR, AND ON CONVICTION IS SUBJECT 

TO A FINE OF NOT MORE THAN $1,000 OR BY IMPRISONMENT FOR NOT MORE 

THAN ONE YEAR, OR BOTH. 

3 1 '■/ : ; 
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Add new 

ARTICLE 41, S15C 

subsection to (Governor's executive orders) 

(D) IF „ emergency exists AS TO a S^NGS AXO loa, 

ASSOCIATION/ THE GOVERNOR: 

* nav r>N WHICH THE SAVINGS AND LOAN 
(1) MAY PROCLAIM A DAY ON WHICH 

ASSOCIATION MAY REMAIN CLOSED; AND 

(2, SHALL LIMIT THE PROCLAMATION TO THE PRINCIPAL OFFICE 

AND BRANCH OFFICES OF THE ASSOCIATION THAT THE EMERGENCY AFFECTS. 
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STATE OF MARYLAND 

EXECUTIVE DEPARTMENT 

ANNAPOLIS, MARYLAND 2I404 

HARRY HUGHES 
governor 

August 1, 1985 

Wilbur D. Preston, Jr., Esquire 
Special Counsel 
Office of the Governor, 15th Floor 
301 VJest Preston Stree"t 
Baltimore, Maryland 21201 

Dear Woody: 

} ^ecall that during the interview, you indicated 

bvarh^riP^aH n0t berh a?le t0 secure copies of the testimony by Chailes Hogg or Charlie Brown before the Commerce Con- 
sumer and Monetary Affairs Subcommittee of the Committee on 
Government Operations. 

.V, . .•ln Perusin9 my files, I discovered my copies of the testimony which are enclosed for your use. 

Also enclosed is a copy of a letter from Charlie 

?KOWnw 5 Subcommittee providing additional data which they had requested. wnauu 

nce-e^y, 

jner J. Johnson 
taff Director 

EJJ:mcs 
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W ; V. 

Testimony of Charles C. Hogg, II 
before 

Commerce, Consumer and Monetary Affairs Subcommittee 
: of the ) 
Committee on Government Operations • 

April 3, 198<f ' 1 

I : 
j I am pleased to appear before the Subcommittee to present my views on the 

state/private deposit insurance systems and to discuss in particular the Maryland 
i 

Savings-Share Insurance Corporation (MSSIC). My testimony will provide brief 
i 1 ;i 

background on MSSIC and respond to the four topics listed in Chairman Barnard's letter 

of:March 22, 1985. ■ ► ! 
I: 1 

MSSIC was created in 1962 by a special act of the Maryland General Assembly for 
« f 

the purpose of providing a viable alternative for deposit insurance for state-chartered 
I ; > 

sa1vings and loan associations. In the early ^ZO's Maryland law was changed to require 

I: '• 
deposit insurance for all savings and loans in the state, and MSSIC and the Federal 

I '■ i 
Savings and Loan Insurance Corporation (FSLIC) were the only providers authorized. The 

Charter of MSSIC appears at Title 10, Financial Institutions Article, Annotated Code of 
I. ) •• 

Maryland. The stated purposes of the Corporation are listed there as follows: 

"(1) Promote the elasticity and flexibility of the resources of members; 

t 
u) Provide for the liquidity of members through a central reserve fund; and 

: \ *. 

(3) Insure the savings accounts of members." I 
't 

Hie operations of MSSIC are directed by a Board of Directors comprised of three 
1 « I 

members appointed by the Governor of Maryland and eight members elected from among 
r _ i J 

representatives of member associations. The Board of Directors employs a staff of 

I ? 'i 
financial professionals to implement Board policies. I am President and Chief Operating 

i . . . 'if 
Officer. In addition to the Board of Directors, we have a Membership Committee which 

1 1; r 
meets monthly to review the operations of the member associations and to determine the 

eligibility of new associations for membership. I1 | 

'I 
Our analysis of the operations and financial condition of member associations is an 

I; I 
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active, not a passive, one. Each member whose assets exceed $3 million is required to 
l 

submit monthly a complete financial report which includes a balance sheet, income 

t 
statement and supplemental data. This information is entered into an IBM 3^ computer 

which is programmed to point out exceptions to all of our rules, regulations, guidelines 

and policy statements. In addition the computer provides reports on trend analysis, 

margin analysis and any change beyond established parameters. These reports are 

reviewed by our financial analysts, and presented to the Membership Committee and 
• ( 

Board. Most importantly, our staff follows up on the reports by on-site visits to and 

review of the operations of selected institutions high-lighted by the reports. These visits 
i 

and reviews may include checking on securities portfolios, loan files, operating expenses 
t 

and other specifics areas of interest, or they may entail a complete review of the 

operations of the institution. j 
| 

In addition to our major data processing efforts, our staff uses an IBM Personal 
i 

Computer to perform selected analysis on member associations as well as for internal 
| 

uses. , j 
j 

To supplement the analysis and review conducted by my staff, we have complete 

i 
access to the examinations and files of the Division of Savings and Loan Associations (the 

Division), the state agency with regulatory responsibilities for the state chartered 
I 

industry. Members of my staff attend the Exit Interviews conducted by the state upon 

completion of an examination of an institution, and we receive at the same time as the 
j 

institution a copy of the Examination Report, and subsequently, a copy of the institutions 
I 

response to comments in that examination. Coordination between MSSIC and the 
I 

Division is further enhanced by the Director's attendance at MSSIC Board meetings,and 
i 

my attendance at meetings of the Board of Commissioners.' Our staffs and senior 

officials meet frequently to coordinate our efforts in dealing! with potential problem 
I ! 

associations and to insure that total, complete and free lines of communications exist. 
/ ^ ) 

Copies of correspondence between our offices and member institutions are regularly 



exchanged. 

Our coordination and cooperation with the Federal Home Loan Bank Board 

(FHLBB) is naturally more limited, although we do attend seminars and meetings where 

representatives of the FHLBB participate. In addition, I have recently held meetings 

with the Director of the Insurance Section of the FSL1C on methods of planning for and 

executing institution closings or other supervisory actions. We retain as a consultant the 

firm of the former Director of Insurance of the FSLIC. 

The financial data I will provide today "is as of December 31, 198^ to give a good 
j 

comparative basis, although our d.ata processing capabilities allow us to provide monthly 
; i 

data. We will be pleased to provide any data the committee wants. 
! 

At December 31, 1984 the 101 members of MSSIC (now 102) had total assets of 

s) I ^-$8.9 billion and total savings deposits of $7.2 billion. Included in the assets are mortgage 
. S ; 

loans of $5.8 billion and Investments and Securities of $1.6 billion. Our largest member 
Of 

I. ^ had total assets of $1.6 billion and our smallest member had assets of $152,968. 
*5- ! 

. . ' At the same date, MSSIC had total asets of $204.8 million, which included highly 

, . liquid investments, primarily U.S. Government or Agency securities of $132.2 million. In 

addition, the Central Reserve Fund, used for liquidity, had assets of $80.8 million, also 

invested in liquid securities. Our premium structure consists of a 2% Capital Deposit 

maintained by member associations with MSSIC. These deposits are adjusted semi- 

annuaily as of 3une 30 and December 31 of each year. We calculate our reserves or net 
' ■ i 

worth to be $166.8 million. The components of this reserve position are Capital Deposits 

. ($144.3 million). Retained Earnings ($17.5 million) and a Reserve for Insurance Losses 

; ($5.0). All of the MSSIC figures are audited as of December 31, 1984 and Touche Ross <5c 
' i 

• • Co. has given an unqualified opinion on our financial statements. 

At this point in my testimony, I would like to digress to introduce a topic that has 

, significant meaning to MSSIC and which could add over $15 million to our retained 
r i 
' * « • 

. ,s; earnings and reserve position. 

31 rn; 
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This Subcommittee has asked us to make recommendations to Congress on 

measures which could be taken to strengthen the private deposit insurance system. Mr. 

Chairman, MSSIC is proud of its record. We feel depositors in members of M5S1C are 

thoroughly protected by our continuing to operate as we have since we were established 

in 1962. 

There is one area, however, where a change in the law would allow MSSIC to 

increase insurance reserves, which would add further protection to our members. As the 

Committee is aware, the federal deposit insurance agencies, the FDIC and F5LIC and the 

central liquidity facility of the National Credit Union Administration, are statutorily 

exempt from federal income taxes. MSSIC is statutorily exempt from Maryland state 

taxes. MSSIC, however, is not exempt from federal taxes, although several state 

organizations which perform functions similar to those of MSSIC are exempt from 

federal taxes. 

This disparity in treatment results from the fact that the section of the Internal 

Revenue Code which provides the federal exemption for deposit insurers, section 

.501(c)(i4)(B), applies only to organizations created before September 1, 1957. MSSIC is 

excluded by virtue of having been established in 1962. 

There is no logical reason for this discrimation. A federal tax exemption for 

MSSIC would permit us to add approximately fifteen million dollars to our insurance 

: v: reserve fund, that figure representing taxes owed to the federal government, but not yet 

^ paid to the government. If MSSIC were operating under a federal exemption, we would 

. be fifteen million dollars stronger, yet there would be no revenue loss to the federal 

:• Treasury. More importantly, we would operate in the same federal tax position as the 
i 

federal deposit insurance agencies and those private insurers established before 

. September 1, 1957. 

A bill H.R. 6199, was introduced last Congress to eliminate entirely the cut-off 

■ . date in Section .JOHcXl^XB) of the Code. We understand that a similar bill will be 

l i ' * | • 
-;r: V 
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reintroduced this session. We hope it will be enacted into law. In light ol Congress 

concerns over the ability of federal and state deposit insurers to do their jobs well, all 

deposit insurers should have the same federal tax treatment, particularly when they 

perform as well as MSS1C. 

As we have pointed out, our exacting procedures for membership in MSSIC, and 

the careful ongoing scrutiny that we make of our state's savings and loan industry, are a 

depositor's best protection against loss. No depositor in Maryland has lost even a single 

penny since MSSIC was organized in 1962, and we intend to continue this fine record. A 

federal tax exemption would help us perform the job of assuring the maximum protection 

available under law to depositors with members of MSSIC. 
i 

A proper and appropriate early-warning and regulatory/supervisory system such as 
i 

is in place in Maryland and at MSSIC should preclude the failure of one or more large 

insured thrifts from occurrring suddenly or as a suprise to regulators and insurers. 

Careful and constant monitoring must be used to detect potential problems before they 

become serious, and enforcement and corrective action must be taken quickly and 

effectively. Should a significant failure occur, however, several options are available to 

the regulator and insurer. These options, exercised early and decisively, include 
I 

: voluntary merger, assisted merger or acquisition, conservatorship or receivership, 

assumption of management and control, sale of branches or other assets and controlled 

• liquidiation. Obviously all sources of liquidity, including the Federal Reserve Bank 

Discount Window, bank lines and other sources must be activated. Communications 

among all parties concerned must be open and effective. 
f 

; Several lessons have been learned from the events in Ohio. These deal primarily 

with communications, liquidity sources, and regulatory response. As a result of the Ohio 

situation, we have reviewed our methods of communications with our members, and with 

the executive and legislative branches of our State government. We are capable of 

disseminating quickly critical information to 102 savings and loans, and of getting from 
.1 ' 
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these institutions, and their branches, last and accurate information. 

We have reviewed and are assured that those institutions who are eligible are 

properly filed and prepared to utilize their access to the Federal Reserve Bank Discount 

Window. We have instructed our members to reconfirm the terms and conditions of 

borrowing under bank lines of credit. MSSIC's own liquidity position has been temporarily 

•i' 
. increased /•' I» 

We have the systems in place to deal.with an unfortunate event. All the parties 

involved, including jhe Federal Reserve Bank, are prepared to do our jobs,quickly and 

effectively. 

It has been my pleasure to appear before you. I would be happy to answer any 
\' 

questions. Thank you for your time and interest. j 
i 
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!■'. NAME OF DEPOSIT INSURANCE FUND Maryland Savings-Share Insurance Corporation 

' I. General Information: 

All financial data for both MSSIC and industry is as of December 31, 1984 

•/.■.! 1. Type(s) of Financial InsUlution(s) 

' - ' whose deposits you insure: ' . _ State cnarterfed savings and loan associations 

';'-j■■'Members-^us^1 ^av^ffrinci^af oWic^s in Maryland. There are two branches in Delaware, 
    ,   ——     : :  

• v ' 3. A. Cost of initial membership 
^.rv\ • in your fund, if any: 0.4^ of initial savings for new members, due for 

each of'first five years 
B. Annual premium: opportunity.cost on 2% Capital Deposit 

1;, i.. 

C. Continuing equity contribution or 
membership deposit: 

i '2% Capital Deposit adjusted June 30 and December 31 

4. Maximum coverage per account or per 
. I • depositor:' • ' 
;;; $100,000 per account 

ji' • ■« ' i t 
<<>! K-! h':.'/' >.1 

Do you insure brokered deposits: ^ 

• 6. Number of insured institutions, 
by type: 

i■•AYes, but members are limited in levels accepted 

^—— :— 
i -'/i V ''f' V'f' • 6- Nnmhor nf incurpH incl i t ill inns 

'' l'1. * \ >' v • ^ • • ► « ■ 

'ji -'i'--i r.i 
A. II Under $100 million: 83 

i! ' i; 
B. V. ;$100 million to $500 million: 11 

C.; ; $500 million to $1 billion: 6 

D.-i'1 .'Over $1 billion: 1 

1 .'i il i 'I; ' 1 .1 H I V;!    
M; f- 

' vl' 7 .« : 1 'V'' ' r ' ' • 
/'i.Vl): . ■ 

Aggregate amount of deposits 

^ ^ i"5"lu"°n: $7,212,417,328 

I E ■'' f .1 V j' '.Sui ' 
: f ■n:rirv:- 8. Your fund's total useable assets: /f^rr _rr ,,n Total Assets 5.204,818,85/, Reserves $166,756,1 18 

• r* i • <1 •.. . . • • 

m 
if.vVillrrJli 9. Ratio of usable insurance fund 9. Ratio of usable insurance fund Reserves $166,756 ,118 

'l i ^f.» ! ...... .. -r r J 1 •> I't L-'i ',5*( |M'M M . ; 

' "■ "l.J J 'i'' : 

assets to deposits insured: -—^ = s = 2 31% 
^ Savings 7,212,447,328 
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Bacnf^round: 

1. Are you a povernmcntal or private agency and are you a creation of State 
law? Please provide a text or description of your basic statutory authority. 
"There is a Maryland Savings-Share Insurance Corporation, established 

as a nonprofit, nonstock corporation, the members of which are associations 
that are accepted for membership under this title." Section 10-102, Title 10, 
Financial Institution Article, Annotated Code of Maryland. 

2. Please provide name of the slate agency(ies), if any, .with supervisory authority 
over your books, records, operations, etc. 
DirectorDivisi on of Savings and Loan Associations has approval 

authority over By-Laws, Rules and Recjulations. See Section 10-111, 
Title 10? FI. • . 

3. If a situation arises where your insurance funds are inadequate to cover 
deposit losses, do you have, by statute, 

a. access to the treasuries of the state(s) in which you operate; and/or 
No. See Section 10-116, Title 10, FI 

b. authority to assess other insured institutions enough to cover the losses? 
Yes. See attached Sections 3-304 and 3-305 of Rules and Regulations 

4. Are you subject to state limitations as to the ratio of insurance fund assets 
to total deposits insured? 
No 

5. Do you have lines of credit already established by contract on which you 
■ can draw at will? What is the aggregate dollar limit of established lines 

of credit? With what institution or institutions have these credit lines been 
■ established? ' 

Yes. Loan Agreement dated May 1, 1983 with First Amendment dated 
April 30, 1984, requires banks to lend up to $60,000,000 under terms and 
conditions of Loan Agreement. Participating banks are: 

The First National Bank of Chicato 
. The Riggs National Bank of Washington, D.C. 

Mel Ion Bank, N.A. . 
Union Trust Company of Maryland 
Equitable Bank, National Association 

3201 

$25,000,000 
13,000,000 
10,000,000 
7,000,000 
5,000,000 

$60,000,000 



G. Do you reinsure your risks with any. oilier insurance carriers? Plcuse provide 
details. 

No. 

il j : 7. Regarding your board of directors: 

.1 

'1 ^ 

m&i: 
?: 'j ^ 

K.' 

a. How is your board of directors selected? 
Three (3) members appointed by Governor 
Eight (8) members elected from the membership 

b. What rules govern the size and composition of the board? 

Section 10-109, Title 10, FI. (attached) 

V: i::d:. . ' ' 

V^ are present members of your board? (Please provide names 
;• J and principal affiliations.) 

: mfrtA'r- ■ 

iisfi Ifytt?: 

rMiM «,,■ 

iivj . 

Iv-iivU.' ilJV'.r.. 

» <.{ W <'1 JiJ ! , 

rkvi :•• 

Name Principal Affiliation 
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BOARD OF DIRECTORS 

George W.H. Pierson (Chairman) 
President 
Parkvilie Savings and Loan 

Association 
7802 Harford Road 
Baltimore, Maryland 21234 

; 
Jerome F. Dolivka (Vice Chairman) 
Executive Vice President 
Fairmount Savings and Loan 

~y . Association 
{• 8201 Philadelphia Road 

. Baltimore, Maryland 21237 

Frances F. Anderson (Treasurer) 
Clark and Anderson (CPA's) 
900 Crain Highway, S.W. 
Glen Burnie, Maryland 21061 

Michael 0. Dietz (Secretary) 
; Executive Vice President 

Baltimore County Savings and Loan 
; Association 
• 4208 Ebenezer Road 

Baltimore, Maryland 21236 
(Mail - P.O. Box 397, Perry Hall, Md. 

Leonard Bass 
Vice President 
Business Men's Building 

Association 
916 Munsey Building 
Baltimore, Maryland 21202 

Sr. (Retired) 

21128) 

} 
V f. 

l-V1- i-' 
I 

Joseph P. Carroll 
Executive Vice President 
Automobile Trade Association 

of Maryland 
100 Cathedral Street, Suite 9 
Annapolis, Maryland 21401 

Mr. John C. Donohue, 
Donohue Agencies 
7402 York Road 
Towson, Maryland 21204 

Henry R. Elsnic 
President 
Madison and Bradvord Savings-and 

Loan Association 
6721 Harford Road 
Baltimore, Maryland 21234 

Mr. John D. Faulkner, Jr. 
961 Stable Court 
Davidsonville, Maryland 21035 

Mr. James D. Laudeman, Jr. (Attorr 
Callahan, Calwell and Laudeman 
210 East Redwood Street 
Baltimore, Maryland 21202 

Terry L. Neifeld 
Secretary 
Cowenton Savings and Loan 

Association 
5423 Ebenezer Road 
White Marsh, Maryland 21162 

320:* 
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Supervision of insured institutions. 

1. Do you impose on the institutions whose ^1ed
OU

lo "p^vent the likelihood 
or other safety and soundness requirements designed lo p e 
of insolvency? If so, what bas.c requirements do jou impose. es 
Monthly submission of complete financial report, over $3 million. 
Liquidity - as defined, 6% of savings - R&R

n5®c^0" 3"2™ , 
Net Worth - as defined, 4.66? of savings - R&R Section 3-21 
Delinquencies - as defined 4.0^ of loans - R&R Section 3-212 
Mortgage loan concentration - R&R Section 3-217 
Borrowing - 152 from all sources - Policy Statement No. Z. 

2. Please respond separately for each state In which you insure deposits: 

a ' Do you have authority, either by statute or contract, to discontinue a 
financial institution's membership in your deposit .nsurance fund! 

Yes, If the institution (1( violates the laws of the State, 
(2) is conducting unsafe or unsound practices, (3) is in violation or 
By-Laws, Rules or Regulations or (4) has insurance terminated by 
FSLIC. See Subtitle VI, Rules and Regulations. 

b. Under what set of conditions or circumstances would you be authorized 
to discontinue insurance?. 

See III.2.a. and Subtitle VI, Rules and Regulations 

o- inmtorv 1 1980 set forth the number of institutions whose 

fnsurance you have discontinued and the reasons tor such discontinuance. 

None 

;20-i 
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Please respond separately for each.stale in which you insure deposits: 

a. 

Yes. 

Do you have authority to examine the books, records, loans and other 
financial transactions of the institutions you insure? Is any such 
authority statutory or by agreement? Please describe and/or provide 
a copy of .your authority. 

See Section 3-208, Rules and Regulations 

b. f How frequently do you examine the institutions whose deposits you 
v Insure? Please describe your examination policies and procedures. How 

many examiners/auditors do you have. What is your examination 
operating budget? 

Reviews of operations include both annual reviews and spot reviews, which 
may be limited to loans, securities, expenses, or other areas of 
interest. ' Eight members of twelve member staff devote primary time to 
review of member operations. Examination or review is major responsibility 
of staff and budget is not separate.. ■ 

cJ Whether or not you have independent examination powers, do you have 
a right of access to the examination reports of the relevant financial 
institution supervisory authority in your state? If so, do you receive 

j their examination reports on a regular basis? Yes> staff attends 
Exit Interviews. Vie receive copy of Examination and Institution's 
Response to.Comments. See Section 3-208, Rules and REgulations. 

f ' 
Are the institutions you insure required to have their books audited and their 
financial statements certified by independent outside accountants? 

Yes, if above $5,000,000 in assets. Small institutions audited 
internally. See Section 3-203, Rules and Regulations. 

If a financial problem is discovered or otherwise becomes apparent in a 
member financial institution, what authority do you have, short of insurance 
termination, to force correction of the problem and thereby forestall the 
necessity for claims against the deposit Insurance? 

1J Appoint Director to Board.of institution. (Section 3-204) 
2.j Issue Cease and Desist Orders (Section 3-222) 
3. Remove officers and Driectors (Section 3-222). 
4. ■•.'Require Operating Agreement (Section 3-2.11).. . 
5.' Require merger, sale or capital infusion. 

! V 
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1. Do you act as receiver/liquidator for failed institutions you insure? 

Yes. "The Federal Savings and Loan Insurance Corporation or the 
Maryland Savings-Share Insurance Corporation has absolute right to b(; 
appointed conservator or receiver of a savings and loan association insured 

by it." Section. 9-709, TUle ?, FI • . is cloSed due to insolvency, 
I If a financial institution whose dePoslls y0" insu must lhey aWQit a liquidation 

do depositors receive their funds immediately or musi mey a 

TntenTand policy is to provide funds immediately, but liquidation 
process is provided in Subtitle VII of By-Laws. 

If an institution whose deposits you insure becomes insolyenl; is 

liquidation and a payout of insured deposits your only alternative. 

No. See III .5. Also, By-Laws allow transfer of accounts. 

k nn vou have authority to arrange a purchase-and-assumption takeover 
(purchase of assets a'nd usumpllon .ot deposit HabUUies) of a closed 

: ' institution by another sound institution? 

Through Operating Agreements. • 

3. a.' 

4. 

c. 

Yes 

Do you have authority to keep ah insolvent institution open and operating 
while seeking a merger partner? 

Please provide a listing showing, tor each insolvency covered by your fund 
from January 1, 1980, to date: None 

The name, location, and size of the institution; 

The total dollar cost of the insolvency to your fund; 

The dollar amount of insured deposits in the institution at time of closing; 

The dollar amount of uninsured deposits in the institution; 

The percentage recovery to date to depositors on uninsured deposits; 

The gross dollar amount of outstanding unpaid depositor claims; and 

The length of time between the closing of the ^institution and the^ 
completion of all payouts or transfers of insured deposits. i 

a. 

b. 

c. 

d. 

e. 

f. 

g- 

3 o , ! 
^ • •• » * 



• r • 

v: m.Mrnncc Fund Reserves: 

1. 

1981 
1982 
1983 
1984 
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How much Is yOUr
81

l0ig8rH
083TSandni984. 

>——rvT^ orTn 

Provide culendar or fiscal 

$-l9T^200 
' 70,175,786 
• 105,619,400 

144,260,100 

T6T537TT9r 
8,596,545 

11 ,858,672 

17 ,496,018 

insurance Reserve 
-TiT2^oToou^ 

2,250,000 
3,200,000 
5,000,000 

Total 
$"^7^60,391 

81,022,331 
121,678,072 
166,756,118 
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il 

Kv tvnp of vour insurance 

Wha! is present U' deposUs. corporate 

of Financial 

Poss . CO.. as cf 

December 31 , 1984. 

r • . . 
. ^ „c5ic notes debentures, or 

3- ^^oC^-oI^UtS-^^nsur^ Lo^ 

See Footnotes E,F and G to audit above. 

4. 
arts wawSK strssavtsr 

r - t, ,i c-1; r 

11,lU in 1984 
10.88% in 1983 
14.84% in 1982 
12.14% in 1981 

1- of vour latest annual, report. 
», 5 please provide a copy ol y 

j " ;see 2 and 3 above. Annual Report is not yet pubUsbed 
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STATE OF MARYLAND 
EXECUTIVE DEPARTMENT 

Harry R. Hughes 

Ejner JJohnson^ 

MSSIC 
I 
I 

DATE April 16, 198 5 

• S0 Tuesday' April 16, 1985, Tuck Maddux and I met with 
Charlie Brown, Director of the Division of Building, Savings 
and Loan Associations, Department of Licensing and Regulation, 
ana Mr. Bob McTeer, Senior Vice President with the Federal 
Reserve ,Bank. The meeting was a part of our continuous 
monitoring of the savings and loan situation in Maryland. 

Both Tuck and I arranged the meeting so that we could 
have a frank and private discussion with Charlie Brown on 
conditions in the savings and loan industry in Maryland. Of 
concern,' of course, was the fact that over the past six weeks 
there has been a continuous out-flow of funds from savings 
and loan associations totalling $300 million. This, obviously, 
has an adverse impact on the liquidity of these associations 
and hampers somewhat their ability to respond to withdrawal 
demands .in the event that a crisis of confidence might arise. 

During the past week, associations in Maryland generally 
showed a negative balance and deposits exceeded withdrawals 
only on Friday and Saturday. The rate of withdrawals will con- 
tmue to be monitored and if they continue, a serious problem 
could develop. As of April 16th, five Maryland associations 
have borrowed $55 million from the Federal Reserve Bank in 
Richmond to enhance their respective liquidity positions. 

To deal with thisproblem we perceive both a short-term 
and long-term strategy. The short-term strategy would be as 
rollows: 

i 

1. Continuous efforts on the part erf both Charlie 
Brown and Charles Hogg to insure that MSSIC insured associa- 
tions in Maryland have a high liquidity factor so as to better 
enable them to respond to demand withdrawals. (At one time 
Charles Hogg advised me that MSSIC associations were 16 per 
cent liquid with some as high as 30 per cent. lam sure this 
has diminished in light of the recent withdrawals.) 

IVHO 
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The Honorable Harry R. Hughes 
April 16, 1985 ' page 2 

2. Continuing to insure that MSSIC insured asso- 
ciations of Maryland have packages of mortgages prepared and 
delivered to the Federal Reserve Bank in Richmond to provide 
collateral for whatever loans are required through the Federal 
eserve Bank's discount window. Mr. McTeer advises that the 

Reserve Bank will pump as much money as possible into the 
MSSiC insureds of Maryland to assure liquidity and to prevent 
a bank holiday from occurring. 

3. The third line of defense would be the MSSIC re- 
serves themselves. As of December 31, 1984, the figure is in 

fi!Cefo-,A 5270 [T1lllion' It should be noted, however, that the $270 million figure is hardly sufficient to deal with a 

When dePosits in MSSIC insured associations exceed $7 billion. Obviously the Federal Reserve Bank is a 
stxonger bulwark in a panic situation than are the MSSIC re- 
sources. 

. , ,. I" Edition, Tuck has information that leads him 

of h ieVf t the lines of credit provided by a consortium 
t0 MSSIC t0talling $60 million will not be renewed hen the current agreement expires on May 1st. It if should 

suoport^f1^^?^ the ,bankS are apparen£ly waivering ^n their support of MSSIC insured associations by withdrawing their 

that ffrt"
edlt ^ b0th MSSIC and individual association" that fact in an of itself could cause a crisis of confidence. 

in nhi^4' itA bank ho;Llday such as Governor Celeste declared 

and if it Ever>'one.agrees this is a last resort, measure 
of the Cener^a' kVOUld probably require a special session 
FriP^on ^ Assembly. I have asked Frank Pugh and Bob 
Ohio legislation that was passed by the Ohio legislature in response to the crisis in that state. I 
have also asked both gentlemen to develop at least the frame- 

hnVH 0r legislat:'-on that would be required should a bank holiday situation develop here in Maryland. I will be out 

Pr^nVD0 51Ce neXt Week but you mi<3ht want to discuss with Frank Pugh any progress he is making on this legislation. 

not feelin<3 among regulators (but probably 
nrL7 ^ 5 industry) that MSSIC should be restored to its 
when M^rr" Charlie Brown indicated to me that in 1962 
less that '.I*11 0f the associations1 assets totalled ess that $1 billion. Now, their assets approach $9 billion 
and most of that growth has been in the lastfour years! "Here 

s a strong feeling that legislation should be developed that 

that M^ir 1Sh Critera for MSSIC associations guaranteeing 
those that areUeth Sma;iler associations and basically 
beina realwl* t Ci ^ character with the larger association; g required to apply for FSLIC insurance. •"» n n n 

O c u . f 
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Page 3 

i 

J • 

the finarVri^I|ipression 1 have is that the consternation among 
bv iuit community, especially among bankers, is caused 
Cha?lie Brown Js®;ciati0n!." Old Court, Merritt and Fairfax, 
have Pnt5 h ■ ? ^ confldentially that MSSIC and Old Court 
result^ vV ;Ln 3 niana9ement agreement and I presume this 
the AssociaM56'"5510 and Charles Ho^ were dissatisfied with 
betnn ?? 1 K S 0Peratlon- Jeff Levitt has a reputation for 

obvious" thlS rTiana9ement agreement becomes public, obviously, it could create problems for Old Court insofar ac, 
on idence and that lack of confidence could spread quickly. 

McTeer Messrs' McTeer, Brown and Maddux, 
made ava?^hto ? ^ tWO•t0 three federal auditors could be 
to impose! closer0c:r -?;LV:LS12n 0f Building' Savings and Loan 
I accepted the^ offpr^ tl? the ,,hl9h roner" MSSIC insureds. 
comes known thfltfH S^me trePidation because if it be- 

and perhaps others aUdlt0rS are takin9 a ^ok at Old Court pernaps others, this can create confidence problems. 

April 18 iqrJ5 f S!COud rT1eeting scheduled on Thursday, 
infoLatldn rLr'/hlChKCharleS Hog(3 win Provide detailed 
Maryland and n r-^n9 k of the associations in 
sentina th2 pP^ ?e those Present, particularly those repre- 

operations. Par "ofRchlr ^ B?.ard: w;Lth insights into MSSIC s 
that MSSIC is on top of thl%itlltiol™ " ^ aSSUre the fedS 

solutio^lthe^e'needs to^e^n^un' a^.part,of the long-term 
tions witriin the Divf^on % S U^ra6xn^ of the auditor posi- 
Charlie Sown has a^P^v S- Bui;id^n9' Savings and Loans. 
O'Brien naf.already discussed this matter with John 
scale ?" i \ ^ Pe0ple at higher than the entry level 
amenable to proJidin^additio^T" that I thou9ht you would be 
Public Works action I tiU thro^h B°^d of 
personally! before I ieaJe th s Seek " abOUt this 

EJJ:mcs 
I 

Attachments 
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STATE OF MARYLAND 
EXECUTIVE DEPARTMENT 

Harry R,. Hughes. ^ DATE April 19, 1985 

Ejner J. Johnson,', 

MSSIC ADDENDUM 

On Friday, April 19, 198-4, Tuck Maddux and I met with 
representatives of the Federal Reserve Board to further dis- 
cuss the problems associated with MSSIC insured savings and 
loan associations in Maryland. This meeting followed a 
Thursday afternoon meeting at MSSIC headquarters at which 
Charles,Hogg, President of MSSIC, briefed federal and State 
officials, including Tuck Maddux, 
Brown and myself on the status of 
associations. The feds wanted to 
vately because they felt that perhaps Charles 
sented too encouraging a view of developments 

Fred Dewberry, Charlie 
MSSIC and MSSIC insured 
meet with Tuck and me pri- 

Hogg has pre- 

The maj 
liquidity with 
of February th 
by MSSIC insur 
from the Feder 
some point in 
capability to 
depositors wil 
associations a 
daring.a bank 

or concern is the continued deterioration of 
in MSSIC associations. Since the beginning 
ere has been a $375 million loss in deposits 
eds and five associations are now borrowing 
al Reserve. Unless this trend reverses, at 
time MSSIC associations will exhaust their 
remain liquid. When that occurs then, obvious 1y, 
1 be unable to withdraw their funds from the 
nd you will be faced with the prospect of de- 
holiday for the MSSIC insured. 

The magnitude of the problem can probably be better 
understpod by recognizing that the five associations have 
alieady(borrowed from the Federal Reserve about $100 million 
more than MSSIC itself has avai lable in liquid assets. Thus 
if the Federal Reserve were not there and participating aq-' 
gressivdy, we would have no liquidity and -some of our asso- 
ciations would be in serious trouble. 
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The Honorable Harry R. Hughes 
Apr i] ]9, ]9 8 5 

Page 2 

/S I mentioned in my previous memorandun, Frank Pugh 
and Bob Frierson are in the process of drafting legislation 
tor intrbduction at an emergency session of the General 
Assemblyj if such should become necessary. 

In the meantime. Tuck is meeting very quietly with 
members of the banking community to line up bank holding com- 
P nies in the event that take-overs are necessary. 

AnriT YOUld be helpful if, during the week of 
PvniLe k yOU meet with Tuck Privately so that he can express Jus concerns to., you in greater detail than is done in 

v-i\h ^rT1^"nd^rT1- 1 als° think it might be helpful if you met 
vour V- either seParately or with Tuck, following 
lhal l+ltI meeting with Tuck so that you can be apprised of StePs he 15 taking to deal with the current problem. 

T^ere ar^ many warning signs out there that cause me 
great concern that a crisis could develop and if it does it 

be]ieve0thatP?har?'qU|iClUy ^ W ShOUld be PrePared. I'do ' 
with the Uauid^J1^ " 3 uMSSIC generally have been dealing ■ , .liquidity crisis as best they can. I am concerned 

"h3"; occu" after that capability is exhausted? 
I 

in to assisteusroi BTrd iS sendin(3 three auditors ■ 
diatPiS Si on Monday and one or two of them will imme- diately be assigned to Old Court. Old Court is a "hiqh roller" 

There a!soyisasomerrOWed 575 milliC'n fr0m the Federal Reserve. 
portfotin nf soJ"e concern among the feds about the quality of portfolio of such high rollers as Old Court, Merritt, et al. 

the leqislationS]i^doFrank 5°^ t0 9et in tOUch with you when 

indetaill Prepared so that he can review it with you 

mont ofAiih0f thl
u

S action has been taken without the involve- 
that know thpm? 0f the Staff beCause the people that know, the less danger there is of stories appearing in 

confidence" I tMn^0" that KOUld tend t0 undermine public 
On i-hZ H v, I^thlnk we are between a rock and a hard place, he one hand we have to exude confidence in order not to 

wher^withdrawal ^Urther 'he Position of those a^Lttons ere withdrawals are a problem. On the other hand those 
ssociatibns have not done a great deal to merit our confidence 

EJJ:mcs• ! 

CC; The Honorable Thomas Maddux 

i 
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SUSAN M. RITTENHOUSE 
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Arf'«» J^<3•75^5 
D C. M. iro Jc.s-C4il 

May 3, 1985 

PERSONAL AND CONFIDENTIAL 

Mr. Charles C. Hogg II, President 
Maryland Savings-Share Insurance Corporation 
114 E. Lexington Street, Suite 602 
Baltimore, MD 21202 

Dear Charlie: 

I want to repeat my very strong belief that Old Court 
Savings and Loan must immediately cease its new advertising 
campaign currently appearing on television and radio and perhaps 
elsewhere. That campaign stresses the "Old Court Advantage", the 
feature of "insurance" and an especially attractive high interest 
rate. In view of what was disclosed at the meeting in Annapolis 
yesterday about the unsafe and unsound conditions you have found 
at Old Court — particularly the evidence of self-dealing by 
principals in the Association in violation of Maryland law; 
significant delinquencies in loan accounts; inadequacies of 
documentation; and huge, "excessive" fees to principals of the 
Association -- it is deceptive, indeed unconscionable, to lure 
deposits from unsuspecting and unknowledgeable depositors by 
means of advertising hype of this sort. In my judgment Old 
Court's present advertising, in the context of the conditions 
that exist there, constitute violations of Maryland's Consumer 
Protection Act. 

As you know, I believe Old Court should be put in conser- 
ve torship now and hope that both the Governor and the Board of 

I VH 1 0 
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Mr. Clia r j es C. Hogg 11, President 
Mh ry 1 h nd Sa v i ngs-Slia r e InsurHiico Corporation 

Savings and Loan Cornni s s i one r s will soon concur. But in the 
meantime, and especially in view of the fact that MSSIC has now- 
entered into an operating agreement with Old Court giving MSSIC 
authority to determine the extent and content of advertising I 
urge you to put a stop to it. 

S i ncerely, 

SHS/bw 

Sachs 

3211 
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May 8, 1985 

HAND DELIVERY 

Mr. John D. Faulkner, Jr. 
Maryland Savings-Share Insurance Corporation 
114 E. Lexington Street, Suite 602 
Baltimore, MD 21202 

Dear Mr. Faulkner: 

Pursuant to our telephone conversation of this morning and 
your request that I "direct" you to comply with the request 
contained in my letter of May 3 to Charles C. Hogg II, President 
of MSSIC, I am writing to do so. 

As my letter to Mr. Hogg states, and as I repeated to the 
group assembled in your office this morning, the new aggressive 
advertising campaign of Old Court, given the conditions of that 
association as revealed in audits conducted by MSSIC and the 
Division of Savings and Loan Associations, is profoundly decep- 
tive and fraudulently seeks to induce public confidence in an 
institution whose true condition, as we know, does not justify 
it. This deceptive advertising campaign violates Maryland's 
Consumer Protection Act, which I have the responsibility to 
enforce. 

I recognize that you and others hope that by attracting 
greater numbers of deposits, Old Court's difficulties can be 
ameliorated. You are seeking to restore Old Court to financial 
health . I respect that. But I have to condemn the means you 
continue to sanction -- the deceptive luring of fresh monies from 
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Mr. John D. FaoiKner, Jr. 

unknowledgeable and unsuspecting depositors. My responsibilities 
as Attorney General require me to direct you to cease this 
campaign immediately. 

Sincerely, 

Stephen H. Sachs 

enc. Letter of 5/3/85 to CharleS'C. Hogg II 

cc: Mr. Charles C. Hogg II 



$ECUKITY YOU CAM 

BANK ON 

Title 9 of the financial Institu- 
tion Article, which governs Mary- 
land's savings and loan industry, 
states that all savings and loan 
associations must be insured by 
either Maryland Savings-Share 
Insurance Corporation (MSSIC) or 
Federal Savings and Loan Insur- 
ance Corporation (fSUC). 

These are the only corpora- 
tions permitted by state law to 
Insure Maryland savings and 
loans. 

Created by an act of the Mary- 
land legislature in 1962, MSSIC 
has grown Into a large and very 
secure organization. With 102 
member associations. It now 
insures over $7.3 billion In 
deposits. 

* 
| ov 

r MSSIC differs from most other 
tate deposit-Insurance systems 

in that it is a private company 
owned and financed by Its mem- 
ber associations. Only four other 
states have similar systems. 

Although MSSIC receives no 
financial backing directly from 
the state. Its member institu- 
tions are regulated, supervised 
and periodically examined by 
the Division of Savings and Loan, 
part of a state agency. 

Over the 23 years of Its exist- 
ence, MSSIC has insured more 
than 150 savings and loan 
associations. Throughout those 
23 years, MSSIC has developed a 
proven track record of stability 
and dependability. 

• • • 
MSSIC's excellent record has 

Inspired faith among savings 
and loan Investors Inside and 
outside of Maryland. 

Jayne Anderson, vice presi- 
dent of savings for Old Court 
Savings and Loan, says "we 
receive a substantial number of 
deposits from out-of-state Inves- 
tors as a result of our competi- 
tive rates and MSSIC's stability." 

The stability of Maryland sav- 
ings and loan Institutions is 

' largely due to stringent MSSIC 
and state regulations geared to 
protect the depositor. 

For example, the state bars 
any savings and loan association 
from lending more than 10 per- 
cent of Its assets to any one 
borrower. 

If you line up the regulations 
on what i consider the gut Issues 
like net worth, liquidity require- 
ments and lending limitations, 
you will see only a slight percent- 
age difference between MSSIC 
and rSLIC (Federal Savings and 

Loan insurance Corporation)," 
observed Paul TVIce, an MSSIC 
representative. 

MSSIC also has the power to 
regulate the Industry. In case of 
inferior standards at any institu- 
tion, MSSIC may issue a cease- 
and-desist order. It also has the 
power to remove officers and 
directors for Imprudent business 
practices that Jeopardize an 
association's safety. 

MSSIC reauires those of Its 
members with assets over $3 
million to file monthly reports, 
while those with less than $3 mil- 
lion must file reports quarterly. 

With a highly sophisticated 
computer data-processing sys- 
tem, MSSIC can track exceptions 
and trends in the industry. "We 
tend to catch things very early," 
Paul Trice said. 

• • • 
Old Court Savings and Loan 

currently ranks as the second 
largest MSSIC member with 
assets totalling $839,715,894. 

Investors at Old Court Savings 
and Loan can rest assured in the 
knowledge that their money is 
in capable and reliable hands. 
With MSSIC, investments are 
protected and insured by a 
highly professional and solid 
organization. 

17054 

IVH 1 2 



Volume I. number 2 April 25. 1985 

COfiDOMiniUM; 

LIFESTYLE OF THE 

PAST APSD THE 

FUTURE 

You rc in good company i( you 
arc considering buying a condo- 
minium. People from all walks of 
life and from every age group, 
income level, and lifestyle own 
them. Right now. in fact, there 
are over two million condomin- 
ium dwellings in the U.S. 

condominium you control a 
piece of real estate with other 
people. 

More directly: a condominium 
is individual ownership of a sin- 
gle unit in a multi-unit building 
or complex of buildings. You 
have full title to your individual 
unit, plus a share in the grounds 
recreational facilities, and 
other common properties in the 
complex. 

The first recorded condomin- 
ium dates back about 4.000 

II you are thinking of investing 
in a condominium, the first 
major step is to take a hard look 
at your finances. You need a 
good understanding of your 
present and potential financial 
status. And to establish a record 
with the lender or seller, you 
also must look at your financial 
history. 

Magill Yerman Realtors. Better 
tlomes and Gardens is your first 
contact in this process. Their 
professionals know the condo- 
minium market and neighbor 
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AGENDA OF 
ITEMS TO BE ADDRESSED 

BY FAULKNER, CONNOR, ET. AL. 
4/30/85 

1. Operating Issue List (1-7) 

2. Announcement of Faulkner's role in Old Court 

3. Interim Staffing of Action Plan List 

4. Meeting with Governor and Federal Reserve on Thursday, May 2, 198.5. 

I 
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I. List to be addressed in immediate future 

I. Liquidity 

II. Federal Reserve Loan Reduction 

III. True Financial Condition 

IV. Accounting Practices 

V. Regulatory Body Attitudes 

VI. Loan Related Matters 

VII. Organizational Issues 



( 

I. Liquidity Issue 

A. Questions 

1. Are net deposits and other so.urces of cash adequate to maintain and 

repay debt? 

B. Action Plan 

1. Examine and identify net deposit situation, loan requirements, and other 

sources 

a. Historical Review 

(1) 90 days 

b. Protection 

(1) Develop break even 

(2) 30-60-90   240 day cash flow requirement 

2. Develop strategy for influencing up deposits 

a. change the mix 

b. increase rates 

c. develop comprehensive marketing and advertising strategy 

3. Reduce level of cash disbursements 

a. identify required/deferrable loan disbursements 

b. identify necessary/deferrable payment of expenses 

Sale of Assets 

a. determine salable assets list 

b. develop program for improving questionable loan file status 

32?" 
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5. Debt 

a. MSSIC - minimum of $3,000,000 

(1) Central Reserve Fund 

(2) Line of Credit 

b. Commercial Bank Lines 

c. Union Trust and others 

d. Federal Reserve (what is their comfort level?) 

e. Private Funds (2-3 million) 

f. Other MSSIC family institutions (10 - 15 million) 

Federal Reserve Loan Status 

A. Questions 

1. What is the Federal Reserve's attitude regarding: 

a. Level of loan to Old Court 

b. Duration 

c. Management 

d. Procedures 

e. Standards of assessing loan files 

f. Liquidity of Old Court 

2. What is the true financial status of Old Court (short and long term)? 

3. Who is the decision maker on this account (Federal Reserve)? 

*. Can we convert the Federal Reserve's man power assistance from audit 

to operating function? ■ 

•5. What level of loan can we maintain and for how long? 

B. Action Plan 

1. Meet with Federal Reserve (Thursday, 5/2/85 - John Faulkner) 

2. Determine the health of the company (See Item III) 



III. True Financial Status ol Old Court 

A. Action Plan: 

1. Review available and current financial reports and data including annual 

audit and management letter. 

2. Verification of accuracy of financial reporting systems (short term = 

review letter) (long term = full audit) 

3. Review accounting practices regarding reporting of fee income and 
t 

establish its conformity with GAAP (General Accepted Accounting 

Practices). If not, what is regulatory attitude (Federal Reserve and 

MSSIC) regarding this? 

Review accounting of securities transactions for compliance and 

economic benefit 

5. Review ADC, Joint Venture and other similar loans for accounting 

compliance and potential contingent losses 

6. Review composition of capital base to determine the effect of the above 

factors 

IV. Accounting Practices 

A. Questions: 

1. Do the accounting practices of Old Court reflect the true financial 

status of Old Court? 

2. Does current financial reporting correctly conform to GAAP or some 

acceptable standard (by MSSIC and Federal Reserve), 

B. Action Plan: 

1. Review all financials, back up detail and accounting procedures 

2. Responsibilities: 

a. External Auditors (to be selected) 

3 
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V. Regulatory Body Attitudes (MSSIC, Federal Reserve and the Maryland State 

Government) 

A. Questions: 

1. Is there a current predisposition on the part of any or all of the above 

regarding their current or iminent course of action? 

2. Is there disparity in their opinions? 

3. Who is the lead? 

What actions should we take 'to influence their thinking regarding Old 

Court? 

B. Action Plan: 

1. Meet with each of the Regulatory Decision makers individually as well as 

in group on Thursday 

2. Determine the empirical and or emotional position of each faction and 

negotiate with each separately 

VI. Loan Related Matters 

A. Question: 

1. What is the problem? 

a. is it quality of asset? 

b. is there a problem with conforming to standard documentation 

procedure? 

2. What are the procedural problems in the loan origination, documentation 

closing and servicing areas? 

3. Do the systems need to be revised or renovated? 

B. Action Plan: 

1. Review and evaluate "problem" loans as identified by regulators prior to 

current review - to determine asset quantity and potential liability (if 

any) 

4A,?91\ 
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2. Review and evaluate all Joans 

3. Supervise the legal audit process and its result (already in progress) 

4. Develop a satisfactory systems approach to the orderly flow of a loan, 

from origination to closing 

5. Review and revise the loan portfolios to comply with standards as 

developed by senior management (Faulkner) 

6. Identify assets for possible disposition in connection with Item I 

(Liquidity) ' 

VIL Organizational Issues 

A. Questions 

1. Is the present organization adequate to meet the requirements of the 

business? 

2. Is the current structure appropriate (authority, reporting, 

responsibilities, lines of communication, etc)? 

3. Are the current functional assignments appropriate to the abilities and 

skills of present managers? 

B. Action Plan 

1. Develop interim staffing to plan to implement the action plans above 

(purchase services) 

2. Begin systematic internal audit and assessment of managerial abilities 

and competence 

3. Assess structure and communications systems 

4. Begin management meetings of key players within next two weeks in the 

operating group of the savings and loan and its subsidiaries 

5. Begin regular daily senior management meetings with Levitt, Cardin, 

Pearlstein, Faulkner, etc. 

5 
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6. i Develop a reorganization, plan as a result of the above audit and 

systematicalJy implement (2 to 12 months) j 

2. Announcement of Faulkner's Role 

- meeting should include all key managers in savings and loans and the heads of the 

subsidiaries 

- announcement should be a matter-of-fact statement regarding Faulkner's assuming 
t 

responsibilities and authority over all savings and loan operations and related 

subsidiaries 

- short meeting 

- schedule for Wednesday afternoon 

3. Interim Staffing: 

1. Professional labor will be purchased to accomplish the majority of the action 

items under Section 1. 

2. Regulatory meeting on Thursday, May 2, 1985 

a. Determine position of each faction represented: 

MSSIC 

Federal Reserve 

State Government 

Maddox (Secretary of Economic Development) 

b. Get clear directions regarding Governor's expectation 

c. Deliver Good News. 

JDF/HEC/law 
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May 8, 1905 

FOR IMMEDIATE RELEASE 

OLD COURT ANNOUNCES NEW 
OPERATING MANAGER 

CONTACT: HEIDI HUTCHINSON 
PUBLIC RELATIONS DIRECTOR 
SEIDEL «< KAYANAN INTERMARKET 

BALTIMORE Jeffrey A. Levitt, president o-f Old Court Savings and 

Loan, Inc., has named John D, Faulkner, Jr. operating manager o-f 

the institution. 

The new position was created to accommodate Old Court Savings 

fate*. and Loan s rapid growth and increasing complexity. "I i (3 c □ 

t"rrirl ^ a consultant fT?r Old Court Savings and Loan shi vt_-r-al 

2_ months a lj«i , and in order to implement some of my recommendations, 

I was hired as the new operating manager," Faulkner said. 

The change, according to Old Court Savings and Loan 

officials, will provide for a more efficient with 

superior customer services. 

Faulkner is considered a pioneer in the savings and loan 

IVH 14 
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fund type NOW account in the nation. This "-first" is now o-f-fered 

by virtually every financial institution in the country. 

"At the time Maryland did not control interest rates," 

Faulkner explained. "The only requirement was that the 

institution advise the state of its rate. My innovation was to 

interpret the rate as being 'variable. ' By defining the rate as 

variable, the savings and loans could compete with the money— 
♦ 

funds." 

Faulkner was cited for his development in Business Week, 

U.S. News and World Report, and American Banker in 1981. 

During his ten years as president and chief executive 

officer of Community Savings and Loan, Faulkner- expanded the #3 

i } 1 i on company to it present million in assets with 

earnings o-f about $10 million and a net worth o-f about :t:21 

mi 1 1i on. 

With Faulkner- s expertise in savings and loan management and 

his well-known creativity in the industry, Old Court Savings and 

Loan officials are pleased to welcome him into the management. 

32:MI 



Old Court Savings & Loan, Inc. 
May S, 1985 

FOR IMMEDIATE RELEASE 

JOHN D. FAULKNER, JR. NAMED NEW . CONTACTi Heidi Hutchlnson 
MANAGING OFFICER OF OLD COURT Public Relations Director 
SAVINGS & LOAN. INC. Seldd & Kayanan Intermarket 

(301) 576-0500 

BALTIMORE — John D. Faulkner, Jr. has been named Managing OHicer of Old Court 

Savings & Loan , Inc. 

Mr. Faulkner was retained as a consultant lor Old Court several months ago. "In 

order to Implement some of my recommendations," he said, "I have been hired as the new 

Managing Officer." 

Charles C. Hogg, II, President of Maryland Savings-Share Insurance Corporation 

(MSS1C), In commenting on the move, said "With the rapid growth of Old Court, the 

institution was facing increasingly serious difficulties witli its existing management. It 

was felt that someone with greater expertise In financial management was needed. Mr. 

Faulkner fills that role arid MSSIC supports the appointment." 

Mr. Faulkner has been cited for his achievement in the savings and loan Industry in 

Business Week, U.S. News and World Report, and American Banker. 

Mr. Faulkner was president and chief executive officer of Community Savings and 

Loan, Inc., Bethesda, Maryland, for ten years. 

tiff • 
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wui, regard to the difficulties with existing M„.geme„t. It 

«« "imply that „ur rapid growth left ua without enough experienced 

operations personnel. So we've brought in new onea like Faulkner. 

With regard to Levitt, he 18 atlll the President and la currently 

attending to other matters and other holdings throughout the United 

States. 
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Old Court 

reyeals 

problems 
->C >> # ■j. . •>.A. • 

1 

S&L brings in 

new top manager 
Baltimore Sun 

By Brian SullanT tt' 
and Ellen 

Oid Court Savings and Loan As-*' percent of the aaaoclntlon. 
pociatjon, the sccond-langest private-Mr. Peartateln also was the owner 

'"Mr. Lerltt 42,'|b a Baltimore law- ( : In mW-March, about 70 privately 
yer and real estate Investor. Mr. Insured Ohio savings and loans were 
PearMetn te the owner of Sylvanla dosed by Governor Kkrliard F. Ce- 
Shoe Manufacturing Corporation; fcste. His action followed Uk- oollapbc 
based In the southern Pennsylvania, of a large Cincinnati savings and 

ly Insured thrift Institution In Mary- 
land. has brought in an outside man- 
ager to run Its operations, saying 
that Its rapid growth had created sc- 
rioos dlflkultlcs .TOr, »;- 

John D. Faulkner, formerly presi- 
dent of Community Savings and 
Loan Association -of Bethesda, was 
named Old Court's managing officer 
last week, the association satd yes- 
terday. Mr. Faulkner had spent two 
months as a consultant to Old Court 
reviewing its financial condition. 

Mr. Faulkner recently left Com- 
munity Savings to establish his own 
thrift consulting business. He also 
sits on the board of the Ma ly land 
Savings-SJiare Insurance Corpora- 
tion. the private Insurance fund for 
about 100 state-chartered savings 
associations. 

Charles Hugg D. MSS1C president, 
said Mr. Faulkner's appointment as 
managlng'ofncer af OW Court was 
not Initiated by MSSIC. lie Is taking 
the job at Old Court's Initiative." Mr. 
Hogg said.*The association's stock- 
holders and directors took the action, 
and we supported them." 

Old Court was purchased in 1982 
by Jeffrey Levitt and Allan Pearls!eln 
from the Oankn family, which had 
owned the association for a number 
of years. Jerome Cardln. a Baltimore 
lawyer and real estate devdoprr. re- 
tained an 18 percent Interest in the 
assndatlon. 

town of McShenyitown.r'; 

Neither Mr. Levitt nor Mr. Faulker 
was tmmedlatdy available for com- 
ment. '? 

According to Mr. Levitt, In an In- 
terview ' before ; yesterday's an- 
nouncement, each of the two men. 
akxg with their families, owns 41 deposit Insurance for state-chartered 
       ' aavlngiandlaens. ( 

Mr. Hogg said MSSIC liad been 
keeping ttose' track of Old Court's 

loan, whose iosses threatened to de- 
plete that state's private Insurance 
fund. '> »:nci: j 

■ ' Following that action. MSSIC 
Mrpped up the monltoringj of Its 
member assodations. Mar>fand is 
one of four states that liave jprivate 

of First Progressive Savings and 
Loan Assodalion of Westminster, 
which was merged into Okl Court in 
November. 1964. 

When Mr. Levitt and Mr. Peari- 
steln took control of Old Cmirt. the 
assodation reportedly had $140 mil- 
lion In assets. At the end of last year, 
its assets had grown to nearly six 
times that figure. 

Dennis Outdkr* executive vice 
president of Old cSdrt. sakl lite as- 
sociation's rapid growth In the past 
two years had presented the thrift's 
management with problems. 

"Along with MSSIC, we felt we 
should liave some additional help be- 
cause of the growth," he said. "We 
felt we needed some people to help us 
along." 

In a press release Issued by Old 
Court yesterday, Uie association 
quoted Mr. ilofg as saying. "With tlie 
rapid growth of Old Court, the Insti- 
tution was fadng Inantsing serious 
dlffk-ultles with Its existing manage- 
ment. It was Xdt that sommne with 
greater expertise in financial man- 
agement was needed. Mr. Faulkner 
fills that role, and MSSIC supports 
the appotntmenL" 

£4 With the rapid 

growth of Old Court 

the institution was 

condition before the Ohio closings 
"Because of the Ohio sltuatlpn. we 
accderated our program." he said. 

Tlie management problems at Old 
Court are "totally manageable." Mr. 
Hogg said. "We now liave a manager 
who can effectlvdy handle the prob- 
lems." 

Mr. Gutdtce, the only Old Court of- 
ficial available for comment late last 
evening, declined to discuss the pre- 
cise nature of the thrift's |)n»blems. 

In an earlier Interview. Mr. Levitt 
said the association's growth had 
been fueled by a willlngnrss'to pay 
high rates of interest on deposits and 
an aggressive national newspaper 
advertising campaign to attract de- 
positors. ... 

He said that 25 percent of Old 
Court's deposits came from out of 
state. The assodalion's deposit rates 
are regularly among the nation's 
highest, according to national sur- 
veys.   '• 

Old Court has Invested In mort- 
gages for single-famity houKs but 
has also Invested 10 percent to 15 
percent of Its assets In real estate 
developments and land acquisitions 
In Maryland, Florida, Tennessee. 
South Carolina, New York and New 
Jersey. 

facing increasing 

serious difficulties 

with its existing 

management^ 
CHARLES nooon 

MSSIC president 
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OFFICES OF THE ATTORNEY GENERAL 

Munsey Building 
Calvert.and Fayette Streets 

Baltimore, Maryland 21202-1918 

STEPHEN H. SACHS 
Astomey C**k*T«l 

(301) 576-6300 
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Deputy Attorney {fetter*! 
37^329 
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CHARLES O. MONK. II 
Deputy Attorney Cer>er«l 
37«-632e 

DENNIS M. SWEENEY 
Deputy Attorney General 
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CK«ef. Cnm.njl App#iU 
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TTY for De*f 
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May 3, 1985 

The Honorable Harry R. Hughes 
Governor 
State House 
Annapolis, Maryland 21404 

Dear Governor Hughes: 

As you are already aware, this Office has received 
information suggesting the possibility of criminal conduct with 
respect to transactions engaged in by Old Court Savings and Loan, 
Inc., its affiliated companies and associated individuals. Based 
on the information presently available, we believe a criminal 
investigation is warranted, and request your authorization to 
undertake such an investigation. 

As a result of an audit of Old Court Saving and Loan, Inc. 
conducted by Glass and Associates, P.A. which disclosed a variety 
of irregularities in the finanacial affairs of Old Court, the 
Maryland Savings-Share Insurance Corporation ("MSSIC"), in 
February of 1985, voted to initiate cease-and-desist proceedings 
against Old Court for violations of MSSIC's Rules and 
Regulations. On March 22, 1985, MSSIC delivered to Old Court a 
letter charging Old Court with numerous violations of its 
Rules. Old Court requested that the parties enter into an 
operating agreement, in lieu of the cease-and-desist proceedings, 
and with MSSIC's consent, such an agreement was entered into in 
April of 1985. 

The purpose of the operating agreement was to insure 
compliance on the part of Old Court with MSSIC's Rules, as well 
as with the provisions of the Financial Institutions Article of 
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The Honorable Har R. Hughes 
May 3, 1985 
Page Two 

the Annotated Code of Maryland. The audit and findings of MSSIC 
which precipitated the operating agreement had disclosed, among 
other irregularities, a pattern of self-dealing in which 
individuals and companies related to Old Court had obtained 
unsecured loans without proper documentation or disinterested 
approval, uncollected overdrafts on accounts held by related 
parties, excessive fees paid to related parties, and the lack of 
an adequate internal accounting control system. We have received 

information which indicates that Old Court has violated the terms 
of the April agreement by making at least one large unsecured 
loan to a related party, which was specifically prohibited by the 
terms of the agreement. 

Based on the aforegoing, we believe a criminal i nves t i gat i oifi 
into these matters is necessary. Our investigation would 
include, but not be limited to, the possible commission of the 
crimes of theft, misappropriation by a fiduciary, perjury, 
forgery, falsification of public records, fraudulent 
misrepresentation by corporate officers, and violations of the 
State tax laws. 

I hereby request, pursuant to the provisions of Article V, 
S3 of the Maryland Constitution, that the Office of the Attorney 
General, in conjunction with the Maryland State Police, be 
authorized to investigate the matters described herein and to 
prosecute any violations uncovered as a result of that 
i nves t i ga t i on-. 
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^ STATE OF MARYLAND 

EXECUTIVE DEPARTMENT 

ANNAPOLIS, MARYLAND 

id 

harry HUGHES 
OOVC«NOR 

May 3, 1985 

The Honorable Stephen H. Sachs ' 
Attorney General of Maryland 
The Munsey Building 
7 North Calvert Street 
Baltimore, Maryland 21202 

Dear Attorney General Sachs; 

You have advised me that information has been re- 
ceived by your office which indicates the possibility of 
criminal conduct with respect to the financial affairs of 
Old Court Savings and Loan, Inc., its affiliated companies 
and associated individuals. The information suggests the 
possible commission of the crimes of theft, misappropria- 
tion by a fiduciary, perjury,, forgery, falsification of 
public records, fraudulent misrepresentation by corporate 
officers and violations of the State tax laws. You have 
reguested authorization to investigate this matter further 
in conjunction with the Maryland State Police. 

In accordance with your reguest, and pursuant to 
the provisions of Article V, Section 3 of the Constitution 
of Maryland, I hereby direct you to undertake an investi- 
gation into the allegations of criminality referred to• 
above and more fully described in your letter of May 3, 
1985. This authorization includes, but is not limited to, 
the possible crimes enumerated above. 
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The Honorable Stephen H. Sachs 

In conjunction with this' investigation, you are 
authorized to use any necessary subpoena powers, to present 
to any grand jury having jurisdiction over the matter any 
evidence and testimony you consider appropriate to carry 
out this authorization and directive, with access to the 
full powers and privileges possessed by a State's Attorney. 

cuminal conduct is uncovered by this probe, you are 
authorized to bring and prosecute appropriate charges in 
any Court of this State with the. full powers, rights and 

Priv;Lle<3es possessed by a State's Attorney. You are 
further authorized to use whatever services of the Mary- 
land State Police or other agencies in State Government 
you may consider advisable. This letter shall also serve 
as my order to the Maryland State Police, pursuant to the 
provisions of the Annotated Code of Maryland, Article 88B, 
to assist you in this investigation. 


