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DEPARTMENT OF LICENSING AND REGULATION

DIVISION OF SAVINGS AND LOAN ASSOCIATIONS
ONE SOUTH CALVERT STREET . SUITE 1006 . BALTIMORE, MARYLAND 21202

= : 301/659-6330
JOHN J. CORBLEY ’7,7, S
SECRETARY "M E M 0 R A.,N DU M o &?
U e
Ly
T0: John J. Corbley, Secretary

Department of Licensing and Regulation (:%;>£,/
L

FROM: David H. Wells, Jr., Deputy Director 67#5%123//'
Diviston of Savings and Loan Assoctations

RE: State-Chartered Savings and Loan Industry
DATE: May 4, 1987

This 1s the last 1n a series of epistles which began last
April when the savings and loan Industry 1n Maryland survived a
‘ cris{s of major proportions with Sharon's acquisition of Security
; with assistance from MNS$C..

My previous reports document the 1mpact of high interest
rates on the savings and loan Industry as well as the erosion of
the financial strength of the industry. The past year and a half
has been a period of tremendous change and consolidation as asso-
clations have moved from a very regulated operating environment
into a much less regulated environment.

a half years after market rate savings certificates were author-
1zed. Hindsight 1s 20-20. Nonetheless, most of the necessary
structural changes are 1in place for the savings and loan 1ndus-
try to operate successfully 1n a less regulated environment, al-
though greater flexib111ty to compete for savings 1s stil11 re-
quired. The key variable now is the ability of associfatfons to
adapt to the mew environment.

Interest Rates

My previous reports detail the dramatic fluctuations in
Interest rates in 1980. Since November 1980, the 26-week Treasury
B111 rate has fluctuated between 15.423% and 12.096%. This rate
‘ currently stands at 14.042%. Since November, the prime rate has
also fluctuated 1n a fairly high range between 15%% and 21%%.
Prime currently stands at 8%,




As 1 noted in February, interest rate forecasts for 1987
vary widely. Some economists are projecting that the prime rate
Will exceed the 21%% rate reached 1n December later in 1981,
while other economists are projecting that prime will fall to
the 14-15% level in the second half of 1981. Again, I will not
make a guesstimate as to where interest rates are headed for the
remainder of this year, but neither of the scenarios outlined
above will have a positive impact on the savings and loan indus-
try.

Earnings

After the rapid decline in interest rates in the middie of
last year, I advised you that the earnings situation at most asso-
ciations would improve toward the end of the year. As you can see
from the chart below, 23 State-chartered associations finished 1980
in the red, after reaching a peak of 46 in August.

In February, I noted that the number of associations post-
Ing operating losses would Increase sharply 1n the early months
of 1981 due to the run-up 1n interest rates which began again 1in
November 1980. As noted above, Tnterest rates have remained rela-
tively high since November and I don't foresee any meaningful re-
bound 1n associations' earnings through the third quarter of 1987.
The number of associations with unprofitable operations on a monthly
basfs during 1980 and 198] is as follows:

No. of S/L's with a
Net Operating Loss

Month 1980 1987
January 14 37
February 20 41
March 23 40
April 28
May 34
June 39
July 44
August 46
September 38
October 29
November 26
December ' 23

Supervisory Problems

Although no State-chartered associations are Tmmediately
threatened with Tnsolvency, several associations experienced stag-
gering losses in relation to thelir total capitalization in 1980.
For some of these assocfations, their losses have accelerated in
the first quarter of 1981, thus increasing the possibility of
supervisory intervention in the future. This is illustrated by
the chart on the next page.

-

DRGEy ED
1A

25



25°8
211
28°¢1
%0°22
£9°9¢
2L°61

022°991
L¥9°952¢1
696° 12
5162,
615
28v‘292 ¢

18°1
10°¢1
10°62
10°cp
10°8p
10°69

9%8202
280°50£°¢1
v9€°685
690° 52
28v°€06°¢|

€0L°682¢1$

0£9°81L°1
69€°pL0° (1
SLLshL*L
£2b°lee
€Lbee0e
8oy cee*l ¢

6 166°1
IS 644421~
6Lb¢Lecc2
b6t 586

0v2 LL6%¢
1152294z ¢

le3idey jo ¢
2 se ssoq
a_gmugm:c

$S0q
Al49340n)
1861 Youey

[e31de)
- 340 %
® se ssoy

$S07
bujzeaadg
I8N

Y3I0N Joy
08/1€/21

YITON joN
6L/1€/21

1/8 34n0y pg
18S9
¥/8 silodouyay

1/8 dA}ssaubouy Isdy4

1/S 3daale)

1/S A3pandag

Uoj3e3ossy




As you are avare, resolved early
lest year when the associ n, with assist-
ance from MSS]cC. i erifence losses,

I advised
problem was Calvert. solved 1n mid-March
when Mr. Brown approve rger of Calvert with Yorkridge Fed-
eral, subject to the hypothecation of $1 m1111on as an additional
reserve fund for the surviving association. The effective date of
the merger was April 1, 1981, it came none too soon as Calvert
lost nearly a quarter of a mi1lion dollars a month during the first
Quarter of 1987.

The most significant supervisory problem facing the Divi-
sion at this time 1s Government Services. This associfation 1s a
publicly-traded stock assocfation whose shares are traded 1n the
over-the-counter market. The company has well 1n excess of 500
stockholders and must file {tg earnings reports with the Securities
and Exchange Commission. There {is a very real possib1lity that
Public confidence in this institution wil] be shaken when it reports
a net operating loss of $2,485,972 to its stockholders for the year
ended March 31, 1981. Under SEC rules, this hag to be reported by
June 30, 198].

Government Services problems are compounded by the fact that
the association's auditors, Peat, Marwick, Mitchell § Co., have {s-
sued qualified aud ts to other troubled savings and
associations. The qualification states that the assocfation's
ability to continge In business as g " oing concern" {g dependent
t decline in Interest rates. In 1ight of the asso-
g results 1n the fiscal year ended March 31, 1981,
» Marwick, and Mitchell would {ssue a
ment Services. This qualification
ation's stockholders 1n the com-
pany's annu in the documents filed with the SEC

by June 30.

Although Government Services still has net worth 1in excess of
$9 million, 1t s a difficult sftuation to dea) with due to itg size
($364 mi111on 1n total assets); the fact that 1t 1s a public company ;
and the fact that 1ts board of directors has been very slow to re-

cussions.

As far as the other three associations listed above are con-
cerned, they are al] involved 1n Mmérger negotiations or other nego-
tiations which w11l {ncrease their capitalization. I should also

note that two other dssociations--Chevy Chase ang American National-- Q8% 4

have oOperating losses 1n excess of $1 million but have the capital




to weather this storm. One other associatfon-—Merritt——may also
warrant further comment 1n the future as 1t has a net operating
Toss 1n excess of & half m{111on dollars and over $4 million
tied up fn one slow land development loan.

Mergers

In 1980, the Division approved 14 mergers or consolida-
tions, thus reducing the number of State-chartered associations
from 143 to 129, So far this year, 7 State a8ssocfattons have
merged out of ex{stence and one--Equitable~-has converted to a
federal charter, thus reducing the numher of State-chartered asso-
clatfons to 721. In add{tion, the following merger applfcatton is
currently on file with the Division:,

City Savings and Loan Association
into Augusta Savings and Loan Asso;fation

From my discuss{ons with people 1n the industry, I €xpect that the
Diviston will receive several more merger applicatfons 1n the next

month or so.

Federal Legislation

In November, 1 advised you that under the Monetary Control
Act of 1980, MSSIC associatfons wvere given access to the Discount
Window of the Federal Reserve {in extraordinary circumstances, such
as a severe depos{t run-off. On January 28, 1981, Mr. Wolf of
MSSIC, Mr. Brown, and I met with representatives of the local Fed-
eral Reserve branch in order to clarify certatn questions we had

regarding this new law, At the request of the Federal Reserve, Mr.

Wolf submitted these questfons to them {in writing on February 24,
1981. 0n March 19, 1981, we recefved the attached letter from the
Federal Reserve Bank of Richmond which favorably resolves all of
our sfgnificant uestions regarding the abii{ty of MSSIC assocfa-
tions to borrow grom the Federal Reserve on an emergency basis.
Given the current sftuatfon at Government Services, it would make
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DEPARTMENT OF LICENSING AND REGULATION
DIVISION OF SAVINGS AND LOAN ASSOCIATIONS

ONC SOUTH CALVERT STREET . SUITE 1006 . RALTIMORE, MARYLANGC J1707

301/659-6330

JOHN J. CORBLEY
SECRETARY

MEMORANDUM

The Honorable Harry Hughes
Governor, State of Maryland

Charles H. Brown, Jr., Director
Division of Savings and Loan Assocfations

July 6, 1981

It 1s certainly no secret that the savings and loan indus-
try throughout the country 1s having problems. Almost daily there
1s an article in our own local paper, the Washington Post, the Wall
Street Journal, and other national newspapers and magazines, all
pointing out the troubles in our Tndustry. There have been so many
damaging articles that we are concerned that one of these days the
public will think twice about their deposits in savings and loans
and will be withdrawing even more heavily than in the past, which
could create a run on our associations.

The Wall Street Journal has had many articles on associations
taken over by the Federal Fome Loan Bank, supervisory mergers by the -
Bank, and the latest story Tnvolving West Side Federal in New York, -
one of the largest associations on the East Coast with $2.5 bill1on
in assets and one of the most troubled. Financial analysts fear
that the collapse of this associfation could cost the Federal Savings
and Loan Insurance Corporation in excess of $700 million. Further,
this could shake the public confidence in savings and loans and
might possibly create a crisis situation as a result of heavy sav-
1ngs withdrawals brought about by adverse publicity.

The Wall Street Journal just recently reported that the sav-
1ngs and loan Industry nationally lost $2.1 billion 1in savings with-
drawals during the month of March. In April, there was a savings
loss of $4.6 billion. Additionally, there was a loss in May of
$161 million, making a total savings loss for the three months of
$6.9 billion.

Let us get closer to home--here 1n our own State. Our own
industry 1n Maryland lost $31 million in savings withdrawals 1n
March and another $65 million 1in April, for a total savings loss
for the two months of $96 million. Our Maryland associations did
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heve an $g m11lion savings increase for May. This Tigure applies
to both federally-ir “red and our own State-charter(d, MSSIC-
insured associations. The savings withdrawn have, for the mos t

Part, gone 1nto the Money market mutyal funds operated by Merrill
Lynch, T. Rowe Price, and other investment bankers. These money
market mutual funds total today in €xcess of $127 b111ion, the
better part of which has been withdrawn from savings and loan asso-

chartered a8ssocfations are concerned. The prime rate at commercial
banks today 1s again at 20.5%. Our associations are paying prime
and, in some cdses, prime plus 1% or 2% depending, of course, on the
particular bank.

To compete with the money market mutual funds, assoclations
&re paying éxceptionally high rates on savings certificates, rates
far 1n excess of earnings 1n an attempt to compete with the mutual
funds. Six-month money market certificates effective June 30 are
pald at the rate of 13.871%, down from 15.925% on Ma 23, 19871.
Jumbo certificates (certificates of $100,000 or more) are paid at
rates in excess of 17%. A1l of these high rates are pafd out of an ‘
average return gn the mortgage portfolio of roughly 9.5%. The asso-
cliations today, for the most part, are Paying these high rates and
are eating into theijr reserves 1in doing SO0--reserves set aside over

As of December 3i, 1980, there were 188 federal and State-
chartered associations 1in Maryland with assets of approximately
$10.7 billion, viz:

ASSETS IN BILLION

14 State-chartered. federally-insured S T2
121 State-chartered, MSSIC-1nsured 2.4
i) Federally-chartered ?:?
188 Total $10e7

Of the 135 adssociations supervised as of December 31, 1980, we are
now down to 124 due to mergers and the loss of one association which
converted to a federa] charter.

Chafrman Pratt of the FHLE recently reported that 70% of asso-
clations 1n the nation are operating in the red. At the present time, .
out of the 124 associations that we regulate, abouyt 35¢ or 44 asso-
clations are operating in the red. | believe 1t {s safe to say that
we have a crisis situation on our hands which can only get worse
(‘Aeithie €conomy continues. This crisis 1s why we are here today to
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advise you of our problems and 2lso to discuss the possibility of
some kind of aid from the State.

On the federal sice, the Federal Savings and Loan Insur-
ance Corporation has an insc ance fund of $6.5 billion and an addi-
tional 11ine of credit with the U. S. Treasury of $750 million and
1?sures deposits of $507 billion 4n 3,939 federally-insured asso-
ctations.

The FSLIC has asked the Reagan administration to increase
the borrowing capacity from the Treasury Department from $750 mid-
T1on to $3 biilion. So far, Treasury Secretary Regan has indicated
that he will not look favorably on this request. According to an
article 1n a recent {ssue of the Wall Street Journal, there are
263 federally-insured associations with abnormal problems on the
FHLB watch 1ist.

As far as our fnsuring corporation is concerned, with uys
today 1s Charles Hogg, Executive Vice President of the Maryland
Savings-Share Insurance Corporation, who wilil speak on his corpora-
tion, their resources, and how they are operating in today's climate.




June 1, 1981

Honorable Harry Hughes
Governor of Maryland
State House
Annapolis, Maryland 21401
Re: Savings and Loan Industry
vVariable 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 "out€low", the biggest monthly loss since 1947.
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
unrequlated.

On a national level, legislation is being requested as follows:
l. 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 portfolic 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
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sav iyl ] oag $ete workl 6L f Tthest el uaprofiitaldie loaws, Toe
Gtate Boarc of Savings and Loan Association Comiissioners hags
drafted requlations permitting the State-chartered, State-insured
savings and loans to implement a similar proygram. thie proposed
regulation is being reviewed by the Administrative, Executive

and Legislative Review Committece.

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 reguired to depositors. This prompted a
corment 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 passbool interest
rates and acguiring smwallier savings and loans through rnierger.
Sucl a plan was announced recently by John Hanson Savinys and
Loan.

artner, the unvrofitable operations of State-chartered savings
and loans in Maryland coatinues to increase because interest
rates have rcrmained relatively high. #etween January 1960 and
April 1981, the number of savings and loans witn net operating
losses increased from 14 to 49. Althouch no State-chartered
associations are immediately thrcatened with insolvency, sone
have experienced accelerated losses as related to capitalizatioen
in 1981, that increases the nossibility of supervisory interven-
tiomiin the futike.

Meggprs

In 1940, the Division of Savings and Loan snssoclations approved
14 mergers or consolidations, thus reducing the nurver of State-
chartcred associations f{rom 143 to 1239. So far this year, 7
State associations have merqged out of existence and one--Louis-
able--—-has converted to a federal charter, thus rcducing the
number of State-chartered associations to 121. I acdition, the
following :mmerger application is currently on file with the
Division:

City Savings and Loan assocliation
into hAugusta favings and .L,oan associatio:n

Frow ny discussions witl people in the industry,

.
the Division will receive several nwre merger applic
the next nonth or so.

2550




Honorairle daryy lugnes

Paze 7

June 1, 1923}

Conclusion

Against this background, tie AELR Committec must weigh the
approval or disapproval of the draft regulations permitting
State-chartered, State-insured savings and locan associations

to issue variable rate mortgages, and not be in violation of
federal antitrust laws, as pointed out by the Office of the
Attorney General.

Apparently, in view of 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 Richnondg,

it may not be necessary to further explore the savings and loan

contingency plans discussed with your office in the Spring of
1980.

I will keep your office advised of the events that transpire at
the hearing on June 2, 1561, before the AELK Conmittee.

Sincerely,

John J. Corbley
Secretary

JJC:el
Cnclosure

cc: Mr. Ejner J. Johnson
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FINANCIAL STUDY OUTLINE

Purpose:

The purpose of these financial comparisons and projections is to

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

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

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

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

Assumptions: _

In attempting to projec% 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 But_for the following reasons:

A) The top 25 represent $2,127,624,600 in tofa] assets. This
represents 87.11% 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 havé 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

A~0544Y
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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
projécted 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.

I11. Findings:

1)

Exhibit I
The 25 Targest MSSIC associations continue to grow in both total

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

Exhibit 2

The 25 largest MSSIC associations are using the funds made available
to them through Mortgage Loan Repaymehts 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 10ans.

Exhibit 3

Mortgage Loan Repayments each year represent approximately 15%

2 e581 L8544
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of the total assets of the top 25 associations. Therefore,

| excluding new savings and hi’gh]y 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.

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
Ias assets are liquidated to fund current liabilities.

3) There ig 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.

3 2EXH rodsy




N .
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.
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 continued bad national press concerning the thrift industry;
A major insolvency among a, FSLIC institution where uninsured
funds are lost;
The inability of large MSSIC institutions to obtain a "going

concern" audit opinion.

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)

~65452
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July 21, 1981 /[ﬂ / /Oﬂ"
Honorable William S. James ) ‘! W

State Treasurer
: State Treasury Building
i Annapolis, \WMaryland 21401

Honorable James O. Roberson

Secretary

Department offi Economic and
Community Dévelopment

2525 Riva Road
Arnapolis, Maryland 21401

. Honorable H. Lo is Stettler, IIX
Secretary
Department of Bu&get and Fisca
Planning \
£ State Treasury sBuilding
Annapolis, Marylani

Gentlemen:

On July 7, 19§ zdantative o\ dtate-cihartered/Stace- . .

insured (MSSZT) : né loan\irnstiturions in Maryland v
presented "ry #ugnes regarding the .
problems{ £ “opy of the proposal is

The purpose
by the GoverNo2 Jegting in his office on July 17, 1981,
attended by N i 3] - Johnsor and lyself. At the July 7th
rmeeting, the Gb{ﬁsn made a ccmmitnment to the savings andé
loan representat¥¥€s that I would meet with them and review
the recommendations contained in the enclosed proposals. At
tne first such meeting, it became avparent to me that other
departments of the State governnment should be involved in the

discussions for a better unders tanding of the recommendations.

. Accordingly, the Governor asked that I communicate with each
of you for the Darposs of arranglng a meeting with the savings
aai loan representatives to coatinue £h= discussion regarding

IVAS




Honorable William S. James
Honorable James O. Roberson
Honorable H. Louls Stettler, IIX
Page 2

July 21, 1981

the recommendations. The identity of the representatives is
contained within-the proposal. I have communicated 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 establiszh a convenient

neeting date.

Sincerely,

Joan J. Corbley
Secretary '

JJC:el

Enclosure

cc: norable Harry Hughes
ir. Einer J. Johnson
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Jenuvary 27, 1982

The Honorable harry R. Hughes | BB B .

Governor of the State of Maryland SN
State House =
Annapolis, Maryland 21404

This letter, Governor....

is to serve as the interim report of the Ad Hoc Committee which has
studied the MSSIC Insured Savings and Loan Industry. You weTe 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. This
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 acconmplishing 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

IVAa6
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The Honorable Harry R. Hughes
January 25, 1982
Page Two

the State could, should the situation arise, support the savings
and loan industry in much the same manner as the Federal govern-
ment 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,

Tz

Jeromé;s: Cardin, Chairman

VoA

Charles H. Brown, Jr., Dizector _
Division of Savings § Loan Associations CARDIN AND WEINSTEIN. P.A.
ATTORNEYS AT LAW

SUITE 301
6615 REISTERSTOWN ROAD

éﬂ } -~ BALTIMOREAMARYLAND 21215
A - 123

- Thomas Gisriel
Chairman of the Board of Commissioners
Division of Savings § Loan Associations

Vs ferndlhocg « o
Charles C. Hogg, X))TExecutive Vice-President
Maryland Savings-Share Insurance Corporation

T o

Jerry Dx¥hitlock, Executive Vice President
John Hanson Savings § Loan, Inc., and
Chairman of the Board, MSSIC

( /f';"{i, // Aw"."’ .‘L—'-*—t\ 2.’
Charles H. Kresslein, Jr., President
Maryland Savings and Loan League




STATE OF MARYLAND 7L L
EXECUTIVE DEPARTMENT

ANNAPOLIS, MARYLAND 21404

February 2, 1982

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. -

’ i
//§ﬁncerely/’ - ..

/:‘ . 1
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Governor
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Yo WAEKY MUGHES ~ STATE OF MARYLAND CRARLES W, &R 5
COVERNOR O'ICCTO‘

DEPARTMENT OF LICENSING AND REGULATION

DIVISION OF SAVINGS AND LOAN ASSOCIATIONS
ONE SOUTH CALVERY STRECT . SUITE 1006 . BALTIMORE, MARYLAND 21207

301/659-6330

JOMN J. CORBLEY MEMOP ANDUM

SECRETARY

T0: Mr. John J. Corbley, Secretary
Department of Licensing and Regulation
Cherles H. Brown, Jr., Director
Division of Savings end Loan Associations

State-Chartered Savings and Loan lndustry

December 14, 1981

This memorendum {s intended to update you on the State-
chartered industry in.recent months. The high Interest rates
bave continued to undermine the earnings of our assoclations.
Associatlions all over the country, both federal and state, con-
tinue to have probliems as earnings contlinue 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, Pnterest
rates on the 26-week Treasury Bill was 15.925% (May 23, 1981).
Jhis rate increesed to 16.104% on August 25, 1981 and then
started an up and down fluctuation. For the past scven weeks,
the rate has dropped easch week and, as of December 1, 1981, it
hit 10.951%. However, on December 8, 1981, 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
® 26-week period) is based upon the 26-week Treasury Bill auction
rate. With the decline in Interest rates, the 0IDC, 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.

!

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 10.4043%. The 91-day savings certificate rates
are based upon the 13-week or 91-day Treasury B8ill auction rate. .

In addition to the 91-day certificate and the 26-week money
market certificate, our assoclations, along with the federally-
~chartered associations, offer & 30-month or 23 vyear small savers 1yxg
~certificate. The rate paid on this perticular certificate is
based upon the suction rate on the 30-month or 23 year Treasury 2§§Q'f




Bill, However, the DIDC placed a €3p on the interest rate of
123 regardiess of the auction rate. Beginning August 1, 1981,
the DiIDC lifted the €8p and associations were permitted to pay
the auction rate which, at that time, was 15.55%. The entire
industry was very upset over the actlon of the DIDC In removing
the cap o all it did was to increase the costs on this particu-
lar Certificate. These rates increased from 15.55% to 16.55% in
September. Beginning 1In Septcmbcr, the rates on the 30-month or
24 year Certificate started to decline and now stand at 12.95%

@s of December 8, 1981.

The prime rate which hit g high of 21.6% in November, 1980
fluctuated in the early part of the year from 17% to 20.5%.
Beginnlng in August, 1981, the Prime rate started to decline and
is now at 15.75%, 8lthough two of the larger commercial banksg--
Continental Mlinois in Chicago and'Crocker Natlonal in San Fran-
clsco--are at 15.502. The prime rate is the rate banks charqe
thelr best corporate customers and 11 yeunerally has an effect on

Oother Interest rates.

The Federa] Reserve Discount Rate, which is the rate
charged member banks for borrowling from the Federal Reserve Bank
Stood at 148 prior to October 30, 1981, at which time the rate
was reduced to 13%. 0On December 3, 1981, the dlscount rate was
reduced to 122. Some cconomiste are Predictlng further redie-
tlons but others are standing pat on the Present rate, which alj

NEW SAVINGS PLANS -

You are aware that the DIDC recently authorized the lsgy-
ance of the "“Al} Savers" certificate. Thig is the certificate
on which the interest g tax deductible up to $1,000 for an indi-
vidual and up to $2,000 for 4 married couple. The lnterest rate
pald by 8ssoclations on the “All Savers' certlificate is pegged
at 702 of the average annual Investment yield on the Treasury's
S2-week Trcasury Bill. Treasury auctions are held every fourth

Thursday and the rates become effective the following Monday .
The rate on the certificate is good for One year. When first
issued, the féte paid was 12.61% which subsequently dropped to
12,143, 10.77%, and then 8.34% on November 2¢, 1981. The next
duction will be on December 24, 1581 and it 1 eanticlpated that
the rate wil] be even lower.

The DiDC duthorized the issuance of the YA Savers' cer-
tificate for , limited time, beginning October 1, 1981 through
December 31, 1982, at which time they wll) pe discontlnued. Cer-
tiflcates are lssued for only one year any time during that perlod.
Certificates issued in December, 1982 will be good untl] December,
1983 when they will mature, Regardless of the number of certlifl- 00
cates owned by 4 deposltor, the tax deduction amounts to a maximum 2‘ Q§W

of $1,000 or $2,000 dependung upon the type of tax return fjiled.



Under DIDC rules, 75% of the receipts from "All Saversg"
Certificates are supposed to be invested in home mortgages or
MOrtgage reiated securities of the FNMA. It is not likely
that associations wilil make long-term investments in mortgages
out of the proceeds of One-year certificates not knowing whether
these certificates will be extended for any additional periods
of time. | believe it is safe to say that the investments will
be the government related securities with FNMA.

The "All Savers' certificate with the low interest rate
was to be the salvation of the industry as it was supposed to
reduce the cost of money. Additionally, the DIDC permitted the
transfer of money market certificates (26-week certiflicates) to
the "All Savers' without penalties for terminating the money
markets prior to maturity.

Nationally, S18.7 billlon in certificates were sold in the
flrst month (October). This compared to $5.4 billion of money

market certificates for the flrst month at time of issue. As wlth

any new certificate offered, not all of the $18.4 billion was new
Money. It appears, again nattonally, that 25% to 30% of the "All
Savers' ls new money and that 45% consisted of rollovers and con-
versions of six-month money market certificates and that 123 came

from passbooks. The "All Savers" certificate appears to be doing
what 1t wos desltgned to do, f.e., lave a modernting Influcnce an
the cost of funds and reversing the outflows of savings for the
prior seven months, In our own State-chartered System here in
Haryland, the "All Savers' certificates sold amounted to $127 mil-
lion. We do not have available figures on the transfer from money
markets or passbook accounts so that we can determifie the new money
Teceived on "All Savers'.
Up until the new "A}] Savers' certificates were issued,
the savings and loan industry in Maryland had a rather rough time
with savings losses. The losses, both federal and state, were as
follows:
Month Millions
April = & 96
May + 8
June - 78
July = 72
August - 8
September - 20

$266 -

Net savings losses

With the issuance of the “"All Savers" certificate, the Iindustry in
Maryland, federail and state, went ahead $25 million in savings for

the month of October, 19B81. The A}l Savers' certificate was a
definite plus for our industry.

2504



Honey market mutusal funds continue to be the main compe-
tition of the thrift industry. Just within the past few weeks,
the funds Increased as foilows: .

In Biilions
Increase Total
November 20, 198] 3.72 $176.42
November 27, 198 3.57 179.99
December 4, 198} 2.86 182.85
December 11, 198 . 2.68 185.53
As shown above, these funds now total in excess of $18¢ biilion,

most of which came out of thrift Instlitutlions.

8eglnnlng-January 1, 1982, the Pndustry will have o new
tool to obtain féw or sadditional funds. The DIDC has expanded
the [RA and Keogh retlvement account.., The (RA accounts have been
Incresased to $2,000 for individuals and $2,250 for spousal IRA's ;
Keogh limits were doubled to $15,000. Naturaliy, ail financlal
institutions wil}l be Issuing these reticement accounts as wil] the

‘mutuval funds, brokerage houses, and insurance companles. Sévlngs

and ioans, along with banks, will have marketing adventages over
the mutual funds inasmuch as the 8ccounts wlil be insured by either
the Federal Savings and Loan Insurance Corporation or the Maryland
Savings-Share lusurance Corporation. OQur State-diartered asso-
clatlons can reap the benefits provided they move 8ggressively
enough to explolt them.

L J
One bad feature, however, is the rate to be paid. The
DIDC has referred to these accounts gs the "wlid card" fRA/ - .
Keogh certiflcates in that they have not set a definite rate to
be paid. The rate can be fixed or variable over the life of the - .
dccount, which life must be 18 months or more. Lare must be
taken by 8ssociations that they not lock themselves in with high
rates for long periods at a time when rates are trending down.
Because of the iong term nature of & retirement account, these ac-
counts are another plus for our Industry.

EARNINGS

The Federal Home Loan Bank has Indicated that 802 to 90%
of their 8ssoclations are operating in the red, and one assocla-
tlon a day is comling up with negative or zero net worth., There
have been many articles in the press of supervisory mergers- by
the Bank. As 8n example, one of these mergers Involved three
8ssoclations, i.e., an 8ssoclation located In Florida and another
in New York merged into a California-based 8ssociation. Just thls
past Friday, the FHLB announced a Mmerger of Boce Raton Federai In
Florida and Hohawk Savings and Loan of New Jersey into City fed-
eral Savings and Loan In Ellzabeth City, New Jersey. There have QijU{}
been and wiii pe others. These mergers wili surely be the beglin-
nlng of interstate branching, banking, etc.



for our State-chartered associations, we presently have
4t out of 118, or 35%, of our associations operating in the red.
However, these 41 associations represent 70% of the assets of
the Stete-chartered system. This would have been higher had
GCovernment Services, a $380 million 8ssociation, not sold their
bullding angd wiped out their losses. Most of our associations
8re somewhat weaker now than six months' 890 &8s they have been
forced to rely on thelr reserves for their operations.,

At the beginning of 1981, we had 133 associations as fol-

lows
Federally Insured 14
MSSIC Insured 119
Total d33

Oue 1o mergers and the Converslon of one Tederally-lnsurcd 8ss0-
ciation to 3 federal charter, we now have 118 associations--l3
federally insured and 105 MSSiIC insured as of this date. Many
of the mergers were smal) assoclations which were open only one
night a week. Among the larger mergers were:

Golden Ring Savings and Loan Association
(Assets 520 willian)
into
.Heritage Savings Association
(Assets $37.5 million)

--------------- -

Yorkridge Federal Savings and Loan Association
(Assets $180 mitlion)

into
Calvert Savings and Loan Association
(Assets s155 million)

(Yorkridge gave up their federa) charter and is
Now known as Yorkridge Calvert, 5 State-chartered.
federally-insured institution)
Metropolis Building Association
(Assets S4¢ million)
into
John Hanson Savings and loan, Inc.
(Assets )

Eastern Shore Savings and Loan Association

(Assets $21 million)
into
John Hanson Savings and Loan, Itnc.
(Assets *)

Frederick Avenue Building Assoclation
(ASScts S million) into 2(}“1

John Hanson Savings and Loan, Inc. : :
(hsseys *)



Conversion of Equitable Savings and Loan
Association, a State-chartered, federally7
lnSured‘essocletlon. to & federaiiy-
chartered association and out of the State

System (Assets $190 million)

As mentioned ebove, there were numerous other mergers of associ-
atlons with 8ssets of $1.5 milllon or less Into larger associa-
tions., ¢ i anticlpated that we will have a few more applica-
tions for merger in the near future.

In_.a recent article in the Wall Street Journal, a copy
of which is dttached, the Federal! Home Loan Bank reported that
the bank's "problem i1ist" tripled in the first half of 198i. o0n
Janusry 1, 1981, there were 121 members of the Federal Home Loan
Bank system on the problem or watch list. This list Increased
to 404 by Juiy i, 1981, or about 10% of thelr associations. At
about that time, 2 new Chairman of the federal Home Loan Bank
Board was appointed by the Presldent and .he dliscontlinued glving
out figures on problem assoclations. Recently, the Chalrman
ecknowledged that had the list continued it would have Increased

considerably.

SUPERVISORY PROBLEMS

in our own back yard, we have a few associations that we
8re watching and which can be considered supervisory problems.
A brief rundown on these associations follows.

0id Court Savings and Loen is one of our stoéi-chartered
8ssociations with assets of approximately $73 mililon. Jerry .
Lardin, whom 1| am sure you know, is the majority stockholder. .
The association has had severe earnings probiems for sometime )
and, because of this, the reserves of the assoclation have
dropped considerably. Recentiy, their local bank cenceled their
1ine of credit and demanded repayment of the association's bor-
towings from the bank. The association asked HSSIC for assist-
ance and MSSIC subsequentiy purchased $725,000 in subordinated
debentures from 0Oid Court. In conslideration of purchasing the
subordinated debt, HMSSIC and 0id Court entered into an lnsur-

made requliring MSSIC approval on certain operations. Also, by
terms of the insurance 8greement, 0ld Court turned over to MSSIC

Based upon MSSIC's feserve rules, 0id Court's reserves are
Presently about 3%. The operations of the association are still
deteriorating end, consequently, both the Oivision and MSSIC are ,
seeking o Merger partner. One possibillity of o merger partner s 25}0;3
Sharon Savings and Loan, who took over Security in mid-1980 when
Security was having serious problems . Tho ro _— -t

« - PR



have just come into the picture and have had little chance to
really explore the situation. John Hanson has Indicated that
they might Step Into the picture if needed so that there wll]
be no bad press or scandal. One thing in our favor Is the
fact that Jerry Cardin Is the princlipal stockholder and, hope-
fully, he will not let anythlng happen to the assoclation that

would affect hisg good name.

Another association of concern is First Progressive Sav-
ings and Loan, which has assets of dpproximately S10 mlllion.
The association 1s a Mutueal assoclation located on Charles
Street between Franklin and Centre, The reserves of the asso-
ciation are just about gone and will probably be wiped out by

vyear end.

First Progressive has féquested assistance from MSSIC
to the cxtent of a $5 million loan and a S1 milllon line of
credlt. MSSIC denled thelr request. HSS1C and the Dlvislon
met Jointly with Albert Aaron, Presi%ent. and members of his
steff to determine what plans the a8ssociation has for the fu-
ture and, sad to say, they had little to offer. Mr. Aaron in-
dicated that he would fight us if we tried a forced merger or a .
takeover. Mr. Aaron agreed at our meeting to enter into the
usval insurance agreement wlith MSSIC but, to date, has not

signed 14,

Subsequent to our joint meeting, | met Privately with
Hr. Aaron and advised him that he is reaching the point where
the Division will have no alternative but to seek a gonservator

Or a receiver, and that he should seek a merger partner immedi- .
ately so as to Prevent a scandal resulting from a conservator-
shlp or a receivership. #r. Aaron then asked me to seek a part- .

ner for & possible merger.

Unfortunately, First Progressive has nothing to offer.
They have little Or no net worth, a “lousy" locatlon, a top-
heavy payroll, and 8 questionable mortgage portfolio. lf we
are 8ble to line Up someone to take them over, It can only be
done with assistance from HSSIC. No association will buy trouble
without cash asslstance. Nonetheless, we do have two associations
that are at least looking into the situation. The essoclation is
of such size that MSSIC can easlly handle the situation. This can
be worked out but, as | said, there must be ample assistance from

MSSIC.,

chartered assoclatlons and the thlrd largest association In the
State. It Is 4 stock-chartered 8ssociation with assets of $60§
million. The stock of the association is owned by the Chevy

Chase Lake Corporatlon, which corporation Is, in turn, owned by

Chevy Chase Savings and Loan Is the largest of our State-

B. frank Saul, , very wealthy and well known mortgage broker in

the D. C. and suburban Maryland areas. A

- 29N
Flest, et me sa8y that we and MSSIC have been meeting

) P

regularly wigh Frank Saul and he is nat mmino. o~




happen to the 2ssociatlon. Chevy Chase hes been operating at a
loss all year and the accumulated loss through October 31, 1981
amounted to $9.3 million. The remalning net worth of the 38sso-~
clation s 8pproximately $9.5 million. Chevy Chase has a sery-
ice corporation known as the Manor Corporatlon, whlch owns g

large block of stock In Financiel General Bankshares, Inc.
Financial General controls many banks In Meryland, the District
of Columbia, Virginia, Tennessee, and New York. In mid-1980, a
Mideastern group agreed to scqulre the stock of Financlal General,
) r stock and ex-

Pected to reallze somewhere between S& mllllon and $5 miltion.

Financial General had 8pparently recelved all regulatory
8pprovals except New York, where the Banking Board of the State
of New York just recently rejected the application of the Hid-
€astern Investors to acquire Financial General. A copy of the
ertlcle which éppeared in the Wall Street Journal Is attached.
Chevy Chase had planned on epplylng the proceeds of the sale of
the fFinancial General stock on the accumulated losses of the
8ssociation and which it now appears wlll not happen at this
time.

Frank Saul, in the meantime, has come up with a plan

where he will purchase additional stock in the association. Ad-
ditlonally, he has arranged for the associatlon's deposltorices
to purchase subordlnated debentures and about $12 miillilon In

assistance from MSSIC in the way of capital notes.” |t s hoped
that this transaction will be consummated in the very near future.
This is a big one, but it will be worked out.

Government Services Savings and loan is another stock- _
chartered 3ssociation, with assets of $380 million. I refer you
to page 4 of the report to you dated May 4, 1981, You will note
in the report that Government Services had & loss as of March 31,
1981, the end of their fiscal year, of $S2.4 million. Since that
time, earnlngs losses continued Into the new flscal vyear and the
assoclation also continued to suffer heavy savings losses. Addl-
tionally,'a dissldent group of stockholders tried to get control
of the association by soliciting proxies for use at the annual
meeting to be held jn August, 1981. A 1ot of unfavorable pub-
licity appeared in the Washington Post and other papers relative
to the losses sustained by the 8ssociatlon due to the inabillty
of management to run the associatlon.

Government Services was headed for & real proxy fight. The
date of the annual meeting was changed by ménagement, which re-

sulted in a court sujt by the dissident stockholders, all of which

%8s very damaging to the assoclation. The dissidents clalmed that
the date of the meeting was moved forward by management so that
they, the dissidents, vould not have tlIme to sollcit the needed
proxles. The court 8greed wlth the dissidents and the meeting

date was changed to & date later than the orlginal. (¢ appeared
that mansgement could lose the proxy battle and at the last moment ,
! believe the day before the annual Meeting, an agreement was
reached with the dissidents wherein they were mtoo. _

29
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After the merger, the situation of t he resultlng 8ssocia-~

tion went downhi. The assoclation Continued to lose savings,

which meant that they had to borrow from the Federal Home Loan

- While the Savings went down, borrowed money went up, and
the cost of borrowed Money just ate them up. The borrowlngs

. today are $96 million.

In May, 1981, the Division, jolatly with the federa] Home
Loan Bank, made &n examinatlon of the 8ssociation, This exami-
natlon wasg only six months after the previous examinatlon and

headed, e found that the earnings of the 8ssociation were In

the red which, in turn, reduced the reserves or Net worth of the
8ssoclation, It was determined 25 & result of this examination
that the et worth of the @ssoclation woulgd last about slx months,
Naturally, we had been in contact with the Federal Home Loan Bank

In earty November 1981, the report of examination was
forwarded to the a4ssociation, The board of directors of Yorkrldge-
Calvert were directed to feview the report and reply to the com-

the report of examination. Thig past friday, December 1, 1981,
t. along wity, members of My staff and three feprescntatives of

among Its members , ie., Jack Luskin (Luskin% Di;count Appllances)
.~ better known on televisijon as “"The Cheapest Guy in Town' and Llouijs
Bluefeld of Bluefeld Caterers, :

Yorkridge brought oyt thelr big guns insofar ag their coun-
sel was Concerned. They were fepresented by Daniei Goldberg,
former Genera] Counsel to the Federa] Home (oan Bank Board, and
Isaac Neuberger of the firm of Helnicove, Kaufman, Welner, and
Smouse here in Baltimore.

of their eéxecutive officers to 1980 levels; cutbacks In g1 bene-
fits to officers, directors, and employees; 4 reduction |n exces-
slve advertising expenses which included 4 Tot of gify giving,
tlckets tOo athletic events, dlstrlbution of wine to customere at

‘ Jewlisgh holidays, etc.; a reduction in dutomobileg Used by associg-
tion employees from 15 to § and with the understandlng that the
remalning carsg will be used only for business PUrposes; the Immedj-
8te disposition of an antique cadiliac and an antlque fire engline
(owned by Yorkridge prior to the merger)-




The'directors of the association agreed immcdiately to the
various sanctions byt did not agree to the agreement permittlng
the Federai Home Loan Bank to arrange s merger partner. (The
Federal Home Loan Bank does not really need this 8greement to
4ct 8s we or they can put them into conservatorship or receiver-
ship wlthout thelr spproval. The dgreement simply makes it
Unnecessary to torship/recelvership route.)
association dld
for a

The Federal Home Loan Bank has recently authorized their
8ssociations, at tlme of merger, to use g purchase method of ac-
counting which calls for the reveluation of certain assets of

the associatlon to be acquired and then set up ““goodwill, which
r a period of time. We cali It

ing. it does is buy the asso-
clatlion o . * more t{loe. Yorkrlidge has Poat,.Hnrwlck, and
Hlitchel] reviewing the purchase method, whlch report they expect
to receive thisg week, it will be followed up with a request to
the Division &nd the federa] Home Loan Bank that they be permit-
ted to use this method of accounting retroactive to the date of
merger. Although the Federal Home Loan Bank was very enthusiastic
about the purchase method 8t one time, the representative from the
federail Home Loan Bank stated that the bank has “"cooled" on this
somewhat recently,

At the conclusion of the meeting, the Yorkridge directors
were advised again that this matter will be resolved very promptly
one way or the other and that they must act promptly, Fortunately,
this as<nciation is insured by the Federai Savings and Loan tnsur-
énce Corporation and if a receiver is appointed, it will be the
FsSLic. | believe our meeting really impressed the Yorkridge direc-
tors with the very serious problems at the associatlon and | fee]

they will act promptiy. I will advise YOU as soon as the mat-

is resoived.

_ We have a few other small

worth problems due to earnings and we 8re working with MSSIC to
keep them going--none real serious at this point. HMSSIC has also
given financial 8ssistance to several associations who were pinched
for liquidity due to savings withdrawais or exhaustion of lines of
credit. Many of these dssociations have already repaid MSSIC in

full.

Finally, Charles Hogg of MSSIC and met recently with rep-
fresentatives of the Federal Reserve Bank of Richmond with respect
to our associstions use of the Federai Reserve Bank Discount Win-
dow. I can report now that the Fed window is open to our 8ssocia-
tions. Fed wil] lend only for liquidity Purposes brought about by
disintermediation. They will not lend for mortgage purposes.
Before Fed grants a loan thls Division, along with MSSiC,

the use of the funds and that
ted all ilines of credit.
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also stated that they will not lend to a “sinking ship." Ay least
it is now clear that the Federal Reserve ig available for emergency
purposes. We were not really sure of the position of the federal
Reserve untll this recent meetlng even though we had met several
times prior to this. So, as of now, the fed is ready. The only
problem is that they have not established a limit on their lending
and it will probably be on & case-by-case basis.

| will keep you posted from time to time on the progress
of our associations In view of the dramatic change in interest

rates during the past few weeks.

As & matter of information,; we have about 25 assoclations
that are now issuing the alternative mortgage instruments. Very
few, however, are really making loans at this time. Rather, the
associations are more interested in keeping liquid until they
sce where the economy Is 9oing and If interest rates will contlnue

downward.

There could be some dramatic changes in the future and

many of our savings and loan people feel that we are beginning to
see daylight with the decrease In interest rates. Only time will

telil, however.

‘ | wlll kecep you posted from time to time on the conditlon
of our industry.

CHB:cpk

Attachments
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Appendix to the Rpt of the Special Counsel on the Savings ijﬁf$§ﬂ.
' & Loan Crisis (1986) Exhibits TV Bk - [V C | s PPA4A Lo~ 1994

This is how I'd like the headers to read.
Thanks
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EVALUATION REPORT

;. BOARD OF; SAVINGS AND LOAN COMMISSIONSS :
“... DIVISION OF SAVINGS AND LOAN ASOCIATION.

Department of Fiscal Services
Division of Budget Review

October 28, 1980
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T DEPARTMENT OF FISCAL SERVICES ‘

MARYLAND GENERAL ASSEMBLY Csion Ciarcions

LUGENL U GLRCZAN
CtvISIOn OF LIUATIE ]

LeGisiLative Services BuiLbing

RooM 200. 90 State CircLe
OONALD 8 WEATHERSPOON

ANNAPOLIS. MARYLAND 21401 (HVIRION OF AUDGET ArviLw

R LEEC BCNBON
. OIVISION OF riBCAL ALRTARCH

i WILLIAM & RATCHFORO. #
2 OIrECrOR

R

' '-'-_":I‘o the Members 6f._:the- . T _ '
General Assembly of Maryland ' : - S

cxo-sio. This evaluation 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 808, 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. General 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.
Margit Eilers typed the report.

The Department of Fiscal Services appreciates the cooperation and v -
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. Rat
Director

TOLE I GyNT NUGMQE L
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SUMMARY

- T i Ve o w
Descrigtion S R oS B P S ]"f‘,ﬂ:'ﬂ;‘.'l: TR IR

-ivie i Xhe Board:of Savings and: Loan Commissioriérs and the Division of Savings and Loan Assoc-
iations regulate state chartered ‘savings and loan associations. -The'Bdard and Division were
created in 1962, and are a part of the Department of Licensing and Regulation. The Board

- xonsists of §.members; smppointed dy thaGovernor, with the’ Ndvies and ‘consefit: of the Senate.
The Division is headed by a Director, appointed by the Secretary of the Departtmenti6f Licens-

. ing and Regulation. with the approval of the Governor. -The 1981 budget provides for 33 posi-
tions in the Division ‘and appropriates $653,284 for its operation. Franchise tax revenues total-
led $1,090,085 for F.Y. 1980. The principal functions performed in the regulation of savings and
loan associations are applications processing, examination and supervision, complaint handling
and rulemaking. N ‘

Findir_xgs g

MARYLAND'S EXPERIENCE WITH AN UNREGULATED INDUSTRY DEMONSTRATES A

NEED FOR REGULATION.
APPLICATION POLICIES DO NOT APPEAR TO RESTRICT ENTRY OR EXPANSION.

SAVINGS AND LOAN EXECUTIVES INDICATE STATE EXAMINERS DO A GOOD JOB
OVERALL.

EXAMINATION REPORTS ARE INFREQUENTLY HELPFUL TO ASSOCIATION EXECU-
TIVES.

THE STATE EXAMINATION PROGRAM IS HAMPERED BY EXCESSIVE TURNOVER.

A MAJORITY OF RESPONDENTS TO A SURVEY OF COMPLAINANTS SAID THE DIVIS-
ION SOLVED THEIR COMPLAINTS.

THE DIVISION LACKS EXPRESS AUTHORITY TO ACT IN CONSUMER MATTERS.
COMPLAINT RECORDS WERE DISPERSED AND TELEPHONE LOGS WERE NOT MAIN-
TAINED WHEN COMPLAINT PROCEDURES WERE REVIEWED IN JULY. IMPROVE-
MENTS HAVE BEEN MADE. ’

THE DIVISION DOES A GOOD JOB OF MEETING THE INFORMATIONAL NEEDS OF
ASSOCIATIONS.

THE BOARD HAS NOT ESTABLISHED A PROCEDURE FOR RULEMAKING BY PETI-
TION.

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

THE CORPORATION'S POWERS RESULT IN DIVIDED REGULATORY AUTHORITY.

2041




OBSERVATION OF RECENT BOARD MEETINGS'SHOWS PUBLIC MEMEBERS AFFECTING
POLICY.

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

.MARYLAND IS ONE OF ONLY 13 STATES WITH ’I‘HREE OR MORE FINANCIAL REGU-

SN
LATORY AGEREIRS. & M s Al i AT B Rt e
SR YR SE AU Slod{fno 7 el J"'-‘" ’ v e “-" | PR TRRY BAE
bzl REVIEW INDICATES ~'SOME PROBLEMS“WI’I’H EXISTING - REGULA'PORY ARRANGE-
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CHAPTER ]
The Industry

Today's savings.and loan associations trace their roots in Maryland to 1837
when the General Assembly first authorized the charter of mutual savings socie-
ties . created to assist members in the purchase of homes, Modern ‘associations

-retain the attributes of -thosn -original societies, emphasizing savings and' lending.
+The savings- and : loan industry is now the principal 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
vhome. .mortgages: were. provided :by state :and -federal savings ‘and:loan associa- ..
~tions.s v,State . charteréd . associations vaccounted. - for roughly 1 15%:iof ‘home
mortgages. oL o) . .. " PR T SR A et

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
they 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 and 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 small 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 o
their assets in home mortgages. S

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, all Maryland chiarted associaf ions have been required 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




Maryland Savings Insurance Corporation. The relationship of the State Corpora-
tion to the overall State regulatory program is explored in a subsequent section.

At the close of 1979, there were 53 federally charted associations in Mary-

land, with aggregate assets of over $6.6 billion. At the same time, there were 15
state chartered associations with federal insurance. Their assets exceeded $1.1
billion.. There' were also. 132 state. chartered, insured associations whose total
-assets- were more than $2 billion. Maryland charterod, state insured associations

3 ‘;um:mmnlhoml!n:a_vmge:!oompared’r'lo*:ﬂim-.bther'-typca-:ob.inamuﬂom.? Thirty
" .percent. of. these associations. have:assets of under $1' million: - Over 60%-of them
3have assets.of less than $5 million.. 3% ¢ -« M LR el
Barlyudk B Ve o : LN RUlalrg
s#iso20s Traditionally,. the Maryland:savings and Joan industry: wassdominated’ by
wsmall neighborhood: associations;: mostly in- Baltimore City.: =This: situation con-
tinues to. characterize the industry. A full 40% of respondents to a“survey of
savings and loan executives indicated that their association continues to have

.8trong ties to a-particular ne '

. .
i~ ;.' & €. et

. TSI Vv Y o L Py ol

ighborhood or ethnic QroUp.. "+ Lot

. 7 ~ ~ Sy
o | o . nee o TN .

ss¢ - The:number of state chartered associations: is declining..: At the close .of
-1970, there:were 208 ‘state chartered-associations; by the end of 1979 that-number
1was.reduced:to,147... The number-is not declining because of failures. Rather,:the
trend. is for small: associations to, be merged into larger associations or to "be
liquidated. ' : T2l

Regulatory Structure

Together, the Board of Savings and Loun Commissioners and the Division of
Savings and Loan Associations regulate state chartered associations. The Board
and. Division were created in 1961, and are presently a part of the Department of
Licensing and Regulation. P |3

: The Board. consists of nine members appointed to staggered four year terms
by the Governor with the advice and consent of the Senate. Three members must
be directors or attorneys for associations insured by the Maryland Savings Share
Insurance Corporation. Two must be Directors or attorneys for State associations
insured by the Federal Savings and Loan Insurance Corporation.. Four public
members complete the Board. Members receive a $50 per diem for board work,
but may not receive more than $1,000 in a year. The Board's principal powers and
duties include general rule making authority, review of charter applications, and
appelate review of orders issued by the Division.

. The Division.is headed by a director who is a statutory officer appointed by
the Secretary of the Department of Licensing and Regulation, with approval of
the Governor. The Director is selected from a list of three nominees provided by
the Board of Commissioners. The Director must have at least five years
experience as an officer, Director, or attorney for a savings and loan association.
Alternatively, he or she may have experience as an employee of a federal or state
financial regulatory agency. The Director sarves at the pleasure of the Secretary.

With the approval of the Secretary, the Director appoints a Dcputy whao
functions as an employece of the Division, but remains outside the merit system
while in office. The Director may also employ staff. The F.Y. 1981 budget pro-
vides for 33 positions in the Division, including 25 examiners.




. Regulatory Functions, Deseription

The principal functions performed in the regulation of savings and loan
associations are applications Processing, examination and supervision, complaint
handling and rulemaking. -These are considered below:

Applications: Before an association may be created or enter into a"val'-ie'ty

of transactions, State approval must be secured. -Among the matters which
rvi-0USt be -approved by the Board.are 'nevirft:harters;”chartéx‘-"é‘éﬁ_i@réiox‘xs, and |
~-certificate .account, plans. - Most other-application decisions ‘are  Wwithin the .
a: Qiscretion’of.the;Director.: ‘These"include bratich and merger ‘applications, . -
=5 and-those forsestablishment of electronic teller facilities, "+~ w0 WEAEN
ST St G e 9T 0T Driiw N netzi o ary 40 e gl pd iy

- Examination and Supervision: The Division is required to examine.state

chartered .associations. at ‘least oncesevery two"years.Over, the past five.
©.years -State ‘assocations have  been “examined roughly once every 4
months, .An examination involves a visit by’ Division employces to the Stat e
-association-to review:its financial records -and operations. “Each’ examina-
_tion results insa_report hy. theioxamincrs' noting ' violations of State law or,
questionahle practices.discovered. ‘Copies of examination reports are given

to the association Aand.retained hy:the Division. Examination reports are

~ Otherwise. canfidential-..The number of 'examinations has declined along

with the number of associations (from 191 in 1970 to 114 in 1979). Average

duration of exams has grown from 18 days to 28 days. This is attributed to

.the growth in complexity and size of institutions during that time.

Associations are also required to file monthly or quarterly reports of
their financial condition with the Division. Examinations and reports
provide information on the soundness of associations. Based on examina-

" tions and reports, the Director may issue orders aimed at compelling assoc-
jations to adhere to provisions of their charter, by-laws, or pertinent rules
and regulations. Between 1976 and 1979, five violation orders were issued.

Complaint Handling and Inquiries: The Division receives complaints and

consumer complaints. When the Office was visited in July, no log was kept
of telephone contacts, so no estimate of the volume of telephone com-
Plaints can be made. A review of the Division's files revealed 70 written
complaints were received in F.Y. 1980. The Division also provides informa-
tion to associations. Nearly 40% of association executives responding to a
mail survey reported calling the Division for information at least once a
month.

Rulemaking: Legislation adopted last year (Chapter 856, Laws of 1980)
gives the Board broad rulemaking powers. Among the matters which are to
be specified by rule are capital reserve requirements, permissible invest-
ments, consumer loan powers, and the permissible form of alternative
mortgages. These powers give the Board significant influence over the
shape and availability of financial services in Maryland associations.
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[N Fiscal Data

Between F.Y. 1976 and F.Y. 1980, direct and indirect expenditures for
regulation of state chartered savings and loan associations grew from $502,076 to
$616,388, a 22% increase. Indirect expenditures are the cost of services provided
centrally through the Secretary of Licensing and Regulation, primarily for legal
assistance. ] oy s . A U

»
Pt

: LR
R .07 b'l; '%U
Dmc des t g . . LIPS TS . . 4 L
e B S SEN - U Ve, o ’ -

3 0TI oF ¢ 7 AV VRN
é:::“ “’jﬁl‘},‘mvenua..a.asgciated.,with-ﬂ)e-,uvings and loan industry ir&s’ﬁerived
from Iix.,frgxiqhise”t'qx,levied-on,,t_ie_posit-,pf all federal and state associations in
Maryland.. This tax js collected. by, the .Miscellaneous Revenue. Dtvision ‘of the
' Comptroller's Office. A small additional amount is attributed to applicatioh feos
paid to the Board. All rvenucs revert to the General Fund. ey

arzg A 1 e Sl )

\ ?O.i'crall, revenues grew . sign'ificantly between F.Y.1976 and F.Y. 1980.
They increased from $769,538 to $1,090,085 in that period, or 41%. In each year
revenues from the franchise tax and fees exceeded expenditures. ‘It is important
to remember, however, that the franchise tax is collected from all associations in
the State, not just those regulated by the Division and the Board. Thus, it would be
misleading to assume that regulation is "paying its own way". In F.Y. 1979, depo-
sits in federal associations were more than double those in state associations. On
this basis, it appears that the bulk of revenues are contributed by associations not

regulated by the State. - :

i ¥

-

o

'FISCAL DATA: DIVISEON OF SAVINGS AND LOAN ASSOCIATIONS

TS

Percent
Change 1981
¥ FY 1976. FY 1977 FY 1978 FY1979 FY 1980 1976-80 Approp.
Positions 32 32 S 33 33 33
Expend.:
Direct 489,012 462,604 517,248 547,167 608,163
Indirect* 13,064 17,948 16,455 16,468 8,225 '
Total 502,076 480,552 533,703 563,635 616,388 22% 653,284 %
Revenues 769,538 900,345 981,541 1,131,735 1,090,085 41% 1,348,565+
Revenues Less : o
Expend. 267,462 437,741 464,203 . 568,100 481,922 80% 695,317+
*Estimated. d '
ogar



CHAPTER II

Need for Regulation

MARYLAND'S EXPERIENCE - WITH * AN UNREGULATED INDUSTRY

DEMONSTRATES A NEED FOR REGULATION =« ... = : )
AT B MARTLIAN O LTS GaE L 56haY0 O G YRR _
-, A report-of the. Legislative Gouncil in 1940 ‘indicated that ‘at that time,
Maryland was the..only-state .without ‘a>comprehensive program for -regulating
State chartered savings and loan associations. Although some attempts were -
.made in the 1940's to initiate regulation, it was not until 1961, in the wake of a
scandal in which thousands of depositors lost their savings, that'setious kegulation
was commenced. ;

Gut L sy e +
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The conditions resulting in regulation stemmed from the practices of a
small proportian of ithe.450 associations Ooperating at ‘that time. Investigations
revealed that most of the problems occurred among a group of associations opened
in the late .1950s or:early 1960s under a .form of ownership that encouraged risky
investments by permitting excess .profits to be ‘distributed. to ‘the original
investors..: Frequently, these problem associations were controlled by out-of-state
interests.., alzl SN FE “ et

the promise that deposits were insured. Deposits were then either directly appro-
priated by the controlling interests through embezzlement or insider loans, or
applied to high risk investments including second or even third mortgages.

- These associations attracted deposits hy offering gifts, high dividends, and l

® The deposit insurance which many depositors expected to protect them
frequently proved illusory. A review of the list of companies that insured deposits
in this state raises grave doubts about the seriousness of the coverage. Among
them were the Federated Swiss Insurance Underwriters of Tangier, Morrocco and
the American Savings and Loan Indemnity Company of Panama. Depositors in
associations dealing with these and other companies were ultimately disappointed.

By 1960, the scandal was brewing. Federal postal inspectors opened the 4
door with an investigation of mail fraud involved in savings and loan transac- .
tions. State authorities subsequently stepped in. A 1963 press account related
that by that time, 250 State charters had been revoked, usually on grounds that
they were not being used as authentic savings and loan operations. Six others
were in the hands of a court appointed supervisor, while persons involved in eight
more were under federal prosecution for mail fraud.

In an effort to protect the reputation of the industry, State associations,
which had previously resisted efforts to impose regulation, endorsed establishment
of a state regulatory program. This, combined with the scandal atmosphere
created by wrongful acts in some associations, was enough to permit a regulatory
program to be initiated. K

This experience illustrates, in relatively recent times, the consequences of

the failure to closely regulate -practices in the savings and loan industry. It is
evidence of a continuing need for regulation. Public sentiment also argues for
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continued state regulation in this field. Sixty-two percent of respondents to a
tele phone swrvey of 611 Marvland residents indicated that they favored state
regulation of financial imtituti(ms, like savings and loan associations.

institutions.

federally insured, preferr

the State, has. assumed -full responsibility -for the regulatory function.

comings of the State regulatory. program will not' be compensated for by a f
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. POLICIES DO NOT APPEAR ToO RESTRICT ENTRY OR EXPANSION.
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It does not, appear that the policies of the Board or the Division have oper-
ated ta restrict entry or expansion of sorviees in the savings and loan industry. "
The -table below shows action on applications received by the Board and the Divi-
sion between 1975 and 1980. With the exception of four of the 91 branch applica-
tions, all applications received in that period were approved.

<

Table 1

ACTION ON APPLICATIONS 1975-1980%
Type Received Denied Pending

Charter 2
Branch 91
Relocation 46
Merger 34
Liquidation 1
Elec. Terminal 3

* Includes calendar year 1975-79 and 1980 to date.

SOURCE: Division of Savings and lLoan Associations

Examinations
—tdminations

SAVINGS AND LOAN EXECUTIVES INDICATE STATE EXAMINERS DO A
GOOD JOB OVERALL.

Eighty-two percent of respondents to a
executives gave the Divisi " i

examinations.
quately assess

Twenty-one percent of
to be "only fair" or "poor" in assessing internal
ions. Thirty-five percent of respondents using




data processing facilities rated the abilities of State examiners only "fair" or
"poor” in that regard. These data may reflect a need for improvement in these
aspects of the examination process.

EXAMINATION REPORTS ARE INFREQUENTLY HELPFUL TO ASSOCI1A-
TION EXECUTIVES.

Over half (64%) of executives responding indicated examination ;eport; .

were only "occasionally” or "never" helpful to them in identifying problems in
their association. While this may reflect a natural resistance to criticism, it may
also indicate some problems with the characteristics of the reports,” The Division
may wish ta gxplore ways in which reports could be made more helpful to associa-

!

e L

tions. . _
Sy,

THE STATE EXAMINATION PROGRAM IS HAMPERED BY EXCESSIVE
. TURNOVER. _ : S

The F.Y. 1981 budget allocates 25 examiner positions to the Division. :D'ata’"' -
provided by the Division indicates that between 1975 and the present, 21 "

examiners have left the Diirisio:n; three to retire and the rest to other jobs in the,
industry or the public sector. This rate of turnover is disruptive of the state
examination effort. ' F

. The Division Director attributes the turnover rate to the state salary
structure. An examiner trainee currently starts at a base step of $10,948 a year.
In testimony before a state salary review committee in 1979, the Divisian Direc-
tor indicated that state examiners were paid considerably less than their federal
counterparts. He noted that an Examiner II with 36 months of state service could
eam between $14,500 and $19,100. A federa! examiner with 30 months service
was paid between $19,200 and $25,000. It appears that if qualified examiners are
to be recruited and retained, a competitive salary structure will have to be estab-
lished.

Complaints and Inquiries

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

A review of the complaint files of the Division indicated that seventy
written complaints were filed in F.Y. 1980 involving state chartered associa-
tions. Questionnaires were sent to all complainants asking whether their com-
plaint had been solved to their satisfaction, whether they were satisfied with the
handling of the complaint, and whether they would complain to the Division again
in a similar situation. Thirty-nine persons completed and returned the question-
naire. Their answers suggest that the Division has solved consumer problems in
over half the cases. A larger proportion were satisfied with handling on the
matter, and a still greater number reported that they would try again if a similar
situation arose. The table below reports survey results; '
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Data were also collected from the files of the Office concerning the sub-
ject matter of complaints, the procedure used and the'swiftness of action taken by
the Division. ‘Data for this analysis included all complaints filed in 'F.Y.'1980 and
2 sample of complaints over the previous five years, It reveals that most com-
Plaints_were ‘mortgage related A69%).22ebn_most - cases (74%), Division action
included 3 lotter to. the, association involved. ' Only*4% of the records reviewed
indicaigdft'lfa‘t"_&:ﬁdd investigation-was ‘conducted. Iy other instances, the com-
plaintfr_uia;; h‘aijd_l\éd,_qycr..tbe,phone. ‘Records indicate that almost a third of com-

plaint files were closed within a week, while 95% were settled within 60 déxys.

o E DIVISION LACKS EXPRESS AUTHORITY TO ACT. I CONSUMER
'MATTERS. AR '

The ‘Division lacks clear authority to enforce the Maryland Consumer
Protection Act. Although Section 103(c) of ‘the Commercial Law Article appears
to give state agencies such power, legal authority on the matter suggests that no
such agency power exists. (See 630.A.G. 183 1978 ). The issue is currently in
litigation in State v. Anthony Plumbing of Maryland, Inc., No. 119-A/454/A-58729
(Circuit Court, Baltimore City, filed May 5, 1979). The General Assembly may
wish to give the Division express authority to enforce consumer protection provi-
sions against state chartered associations, Such legislation might include powers
to define, settle and Penalize unfair or deceptive practices. These powers could
be shared between the Board and the Division. o

COMPLAINT RECORDS WERE DISPERSED AND TELEPHONE LOGS
WERE. NOT .MAINTAINED WHEN COMPLAINT PROCEDURES WERE
RE\HEWED IN.JULY. IMPROVEMENTS HAVE BEEN MADE SINCE.

Until ,Auéust, the Division did not maintain a log of telephone complaints or
inquiries Consequently, no data were available from which to estahblish the
frequency of such contacts with the Division. Such data are Necessary to permit
management and oversight hodices, inchiling the General Assembly, to determine
the importance of the activity in the overall operation of the Office. Telephone
logs should cpnt'inué;to be maintained. Also, when files were revicwed, complaint
records were not separated from other records of the Division. They were main-
tained in files relating to the association against which a complaint was made.
Consequently, review of overall co i ctivity required scouring the file for
every association. isi t files have been reorganized and the
complaint records are now filed together. This is an improvement, as it facili-
tates review and control of complaint activity.
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THE DIVISION DOES A GOOD JOB OF MEETING THE INFORMATIONAL
NEEDS OF ASSOCIATIONS.

Association executives res
the Division does a good
respondents indicated that the Division did a "good"
to inquiries., Eighty-two percent reported that the.

; Division does an adequate job .
of keeping their association informed of law and rule changes.

ponding to a survey report overwhelmingly that
job of keeping them informed. Eighty-seven percent of

or "excellent" job responding

Rulemaking. =~ =~ e | .
. THE BOARD HAS;NOT ESTABLISHED A PROCEDURE:FOR RULE.
MAKING BY PETITION. il bl R

A
Ct requires each atate agency with rule-
a procedure for rulemaking by petition.

The Administrative Procedures A
making powers to establish, in its rules,

Maryland Savings-Share Insurance Corporation

A companion to the Board and Division in th
associations is the Maryland Savin
tion is a non-profit entity,

e regulation of state chartered
gs-Share Insurance Corporation. The Corpora-
created in 1962, to provide state chartered institutions
As detailed earlier, in-
t of the state regulatory

with a local alternative to federal deposit insurance.

surance problems played a major role in the establishmen
program.

The Corporation is a quasi-pu

blic agency. It is chartered by statute (Finan-
cial Institutions Article 10-10] et

seq.). Threc members of its 11 member board
are appointed by the Governor. Its rules and by-laws are subject to approval by

the Division Director, and exchanges of confidential information between the
Division and Corporation are expressly authorized. It is tax exempt.

In other respects, however, it is a private body. Eight directors are elected
by insured associations. It is financed through premiums paid by members, and it

makes independent decisions respecting the granting or discontinuing of insurance,
not subject to review or approval of the Division Director.

MARYLAND IS ONE OF FOUR
PROGRAM,

STATES WITH A STATE INSURANCE

Mar yland, Massachusetts, North Carolin
have established aemi-official insur
associations. Pennsylvania is repor
insurance plan. These plans are desi
for federal insurance (for instance,
or are not open full-time) or who w
with {t. State insurance funds can
of having a Maryland state insuranc

a and Ohio are the only states to
ance funds for non-federally insured state
ted to be in the process of establishing an
rable to state associations who cannot qualify
because they do not have a ground floor office
ish to avoid the federal regulation that comes
benefit the public as well. One of the benefits
e fund has been the freedom of non-federally
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insured associations to pay dividends on deposits in excess of the maximum estab-
lished by the federal government for federally insured associations. But the
fundamental benefit is simply that insured deposits are protected from loss.

Table 3 compares the Maryland insurance fund to the other state funds. It
shows:the ratio of fund to deposits to resemble that for the other states. "Addi- -’
tional' security 48 providetl by a recently acquired $100,000,000 tine df‘é{:redit‘."' ‘-‘f‘-j_':f‘ 7

e ooy Tn ; P net gt v e Bgue oo s Sy oyt A N L

A survey of state savings and loan exccutives revealed over half (52%) felt

the Maryland fund was adequate to secure deposits of member associationa:** '~

- Sixteen percent of executives felt it was inadequate, while 30% did not know.

Most executives (77%) favored'a change in‘state’law which’ wéald t'the credit of

the state behind the Corporation. Sixty percent of them indicated that the aver-

age depositor does not understand that the cPedit of the state does not already
stand behind it. Recent changes in Federal law have reduced the likelihood that |
state intervention will be.'necessary, however. " It appears’ that the Depository
Institutions-Deregulation and Monetary “Control Ac¢t of 1980 will permit state,
chartered associations' to borrow from the Federal Reserve In'the ‘event that the ' -
state insurance fund is-exhausted. e et v o o ST [ e

Table 3 )

- COMPARISON OF THE MSSIC TO OTHER STATE FUNDS

Associations - Guarantee Ratio of Line of
Insured Deposits . Fund  Deposits to Fund ~ Credit
Mar yland 132 1,773,138,675 44,936,175 2.5% 100,000,000
Massachusetts 130 3,887,779,000 85,892,000 2.2%
North Carolina . 76 1,554,785,305 31,585,137 2.0% - 51,000,000
Ohio 85 1,745,432,398 48,302,368 2.7%

THE CORPORATION'S POWERS RESULT IN DIVIDED REGULATORY
AUTHORITY.

Since 1974, all state chartered associations have been required to have
deposit insurance through -either the Maryland Corporation, or the Federal Savings
and Loan Insurance Corporation. Previously, uninsured operations were permit-
ted. The 1974 requirement gives the state insurer the power to control associ-
ations by threatening to discontinue insurance if its directives are not followed,
especially 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.

The result is a situation in which two state hbodics— the Division and the
Corporation — exercise independent, yet parallel authority over the operations of
state associations. It is unclear that this is what the General Assembly intended
when it required that associations be insured. In establishing a similar entity in
1973, (the Maryland Credit Union Insurance Corporation), the General Assembly
decided that a decision to discontinue insurance could not be made without ap-
proval of the state regulatory authority. This issue was proably not considered
when MSSIC was established, since uninsured operation was permitted.
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This 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 25% 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
branch application. The Corporation, as a condition of its approval of that change
in the association's 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. . . SIS i ‘x. ST

Tbe 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
Insurance 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 ahy confusion among associations as to what is appropriate.

Public Representatian

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 yvear before appointment.

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

. Seveﬁty-seven percent of 611 Marylanders responding to a tclephone 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
its critics. Some doubt its efficacy. They argue that those without a commitment
to the regulated industry lack interest in Board activities. Further, they assert
that consumers, lacking expertise, will either not contribute to board proceedings
or rely on the Jjudgements of those with the expertise,
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An analysis of Board minutes for the years 1975-1979 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 16% 976 (28%)
Industry Members 88% 2,538 (72%)
3,514 (100%)

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

OBSERVATION OF RECENT BOARD MEETINGS SHOWS PUBLIC
MEMBERS AFFECTING POLICY.

’ 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 Board's 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 objectians 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 members 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.
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THE EFFECTIVENESS OF PUBLIC MEMBERSHIP DEPENDS ON THE
QUALITY OF APPOINTEES AND THE SUPPORT THEY RECEIVE.

Because the Board has such broad rulemaking authority, it seems important
that public representation be provided on it. The quantity of public membership (4
of 9) appears adequate. The evidence of the last five years, however, is that its
quality has been uneven. One public member, no longer with the Board, attended
fewer than 2/3 of all meetings in every year. By contrast, a recently appointed
member, trained as a consumer specialist, has assumed a leading role in Board
deliberations. This suggests 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-
sary to supply public members with the support necessarv for effective participa-
tion. The Maryland Consumer Council has developed a program for training public
representatives. More may need to be done to improve the technical expertise of
public members, however. In interviews, all public members were concerned that
they did not thoroughly understand all issues before the Board. One indicated that
only after a year did that member feel comfortable with the subject matter. In
order to facilitate learning, the Division could prepare a sort of primer course on
the industry for public members addressing both husiness and policy aspects.

Public Accountability

to openness and accountability in the administrative process. Board rules are
promulgated in conformity with the State Administrative Procedures Act. Non-
confidential records are avaitable for inspection during business hours at the
Division's Baltimore headquarters in satisfaction of Article 76A, Section 2 of the
Annoted Code. Board mectings are open to the public in compliance with Article
76A, Section 7 and thorough minutes are prepared.

Board meetings are currently conducted in the afternoon on the second
Thursday of the month at the Baltimore headquarters for the Division. The Board
might wish to consider evening meetings and meetings held in different parts of
the State in order to make its proceedings more accessible to the public.

Competition and the Board Regulatory Program

BOARD MEMBERS ARE DIVIDED ON THE ROLE OF THE BOARD
RESPECTING COMPETITION.

In interviews, Board members were split on the issue of the Board's proper
role respecting competition. Four of nine members indicated that promoting
competition was not a proper ohjective of the Board. By contrast, the majority
indicated that promoting competition was an objective of the Board. At the same
time, however, a majority of Board members expressed interest in protecting
associations from the effects of competition. In the words of one, associations
should not be permitted to "steal accounts from somehody else”. In light of these
data, the position of the Board toward competition is unclear,
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THE BOARD AND THE DIVISION ACT TO RESTRICT RATE COMPETI-
TION.

One policy arca where this lack of clarity is most pronounced involves
deposit dividend rates. Maryland chartered and insured associations have histori-
cally paid higher passhook dividends than federal associations. Nevertheless,
apparent policy of the Board and Division has been to restrain competition on the
basis of rates.

The Division Director reports that until last year, the Division, with the
knowledge of the Board, pursued a policy of discouraging associations from
advertising the available rates. This was done, he reports, to prevent a "rate
war". The policy began under the previows director was carried forward until a
year ago, when pressure from associations forced its abandonment. Recent fed-
eral rulings in the anti-trust area suggest this policy to have been of doubtful
legality.

More recently, regulations have been considered by the Board to establish
rate ceilings on certificate accounts. This action was initiated on the advice of
the Division. Ceilings were removed by the General Assembly in 1980 (H.B.
1008). Rate ceilings were tentatively approved by the Board at its September
meeting by a five-to-four vote. At its October meeting, however, the Board
reversed itself, motivated in part by questions as to whether the Board had auth-
ority to restrict rates under existing statutes.

THE REASONING BEHIND RATE REGULATION IS BEING QUESTIONED
BY ECONOMISTS AND FEDERAL POLICYMAKERS.

Deposits in federally insured financial institutions are now subject to rate
limits. The limits were first imposed for hanks in 1933, in response to the wave of
bank failures at that time. (They were not extended to federal savings and loans
until 1966). ‘The reasoning whiech connected riate himits to preventing failure was
as follows: Banks fail hecanse they make excessively risky investments, Banks
make risky investiments when they have to pay high deposit interest., 1f deposit
interests can be controlled, banks won't mmake hid investments. In sum, the under-
lying theory is that banks' investment policies were dictated bv what they had to
pay for deposits and that rate controls could reduce the neced to make risky
investments,

The work of some modern economists reverses the theoretjcal relationship
of deposit interest paid to investment policies. They state that banks will decide
what rates to pay on deposits by looking at the return on investments with an
acceptable risk factor, and their studies support them. Rate limits, then, do not
make institutions more safe, only more prefitable.

If rate limits do not prevent failure of institutions then what do they do?
For one thing, they restrict the basis of competition Among institutions subject to
them. For another, they work to subsidize the inef{ficient hy insulating them from
the forces of the market. This subsidy is Paid by every depositor who does not
receive a dividend as high as the market would have allowed without the regula-
tion.
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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
assaciations 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 it promotes a further concentration of
economic power? The General Assembly may wish to direct the board more
clearly on this issue. .

Emerging Issues

THE FATE OF THE SMALL NEICHBORHOOD 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
realized 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 industry, the small association is further
disadvantaged.

In recognition of the pivotal role tha neighhorhood association has played in
the development of many communitics, it is natural that there should be an attac-
hment to thesc institutions. But policy toward thein should also be guided by a
realistic appraisal of the costs and benefits of protecting them.
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First, it must be asked how the small association can be preserved. It
appears that the only course would be to insulate them from market forces. This
would involve inhibiting competition and retarding the adoption of new services by
the industry.

It may be argued that this would not work. Maryland has no control over
the larger forces acting on the small associations. In fact, the State has jurisdic-
tion over less than half of the assets in savings and loan associations in the State.
Federal associations, though fewer in number, have the largest share of the Mary-
land market, already. To pursue Protective policies will only serve to restrict the
ability of Maryland chartered associations to compete with federal associations
and other segments of the financial system. Moreover, it will restrict the availa-
bility of financial services to Maryland’ consumers. ' Thus, it appears that protec-
tion of swmall associations, though sentifnentally appealing, is inappropriate be-
cause it is futile and counterproductive. The passing of the small association will
imply a cost, of course. Most importantly, it will mean loss of local lenders with
roots and interest in their community. But this must be balanced against the
aggregate cost to consumers accross the State as a result of restricting competi-
tion.

Regulatory Structure

MARYLAND IS ONE OF ONLY 13 STATES WITH THREE OR MORE
FINANCIAL REGULATORY AGENCIES.

A 1979 study of financial regulatory structures among the states shows
Maryland to be one of only 13 states to regulate its financial institutions through
three or more agencies. Thirty states, including all of Maryland's neighbors, do so
through a single staff agency (sometimes assisted by one or more boards). Seven
states employ two agencies.

REGULATORY STRUCTURE HAS BEEN A MATTER OF CONTROVERSY
FOR OVER A DECAIJE.

Various state reportss have weighed the merits of consolidation of Maryland
financial regulatory agenciies. Two carly studies favoring consolidation included
the 1967 Governor's Operating Feonomy Study and a4 1971 report of the Secretary
of the Doepartimment of l.i«'t“nﬂing and Regulation (the Jowell Report). Both reports
emphasize functional sim arities in the operations of financial regulatory agenc-
ies, especially as regards, the examination of financial institutions. Arguing that
examiners of the various agencies require roughly the same skills and’ perform
comparable functions, the reports favored creating a single administrative struc-
ture to oversee their ac tivities.

A 1976 Commission, consisting of lawyers, legislators and agency represen-
tatives, convened bys Governor Marvin Mandel, came to a contrary conclusion. It
found that consolidation would not work because the resulting agency would be too
large and complex to he effectively managed. Figuring in its conclusion was the
view that banks, savings and loan associations, and lean companies were special-
ized areas that requirred specially trained examiners. Concern that one class of
institution would be favored over another in a consolidated agency was also
expressed.

204"
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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 trecated 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 an 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’ exaimination activities., Particularly in the case
of the hanking 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 Office of the Bank 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 apency.  The Commissioner of Consumer
Credit’'s Office must pull examiners aut of the field in order to handle caomplaints
when office personnel are ahsent or otherwise unavailable due to extenuating
circumstances.  An example of such an extensuating circumstance in the past was
the event af an CXPOse an repossession practices, when additional examiners wore
pulled hy the office as necded,  While both apencies have adapted to their situa-
tions, structural integration of some sart could, i properly managed. permit
personnel resources to be directed to areas of peak need. Were the Offices of the
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Bank Commissioner, the Commissioner of Consumer Credit and the Division of
Savings and Loans better integrated, this reallocation of personnel might be
cxecuted with greater ease and less cost to the overall program of regulation.

tion may require further study. It does appear, however, that some benefits could
be realized from better coordination and shared administration of regulatory
activities. Arguments that different types of financial institutions necessarily
require their own regulators are undercut by the fact that different kinds of
depository institutions are Increasingly able to get into the same kinds of busi-
ness. Moreover, a variety of financial institutions have been more or less success-
fully regulated from within a single state agency-the Bank Commissioner's
Office-for many years.

Nonetheless, there is substantial opposition to the altering of existing
arrangements. The majority of State bankers surveyed opposed creation of a
single financial regulatory agency. A review of meeting minutes shows that the
Board of Savings and Loan Commissioners has opposed the concept on two occa-
sions between 1975 and 1979. In interviews, agency personnel have expressed
reservations about the merits of the concept.



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 organization ?*

: Very Very
Assets Number Likely . Likely Unlikely Unlikely
$5 million or
less 52 6 (11%) 3 (5%) 8 (15%) 35 (67%)
Over $5 million 28 6 (21%) 4 (14%) 3 (10%) 15_(53%)
TOTAL 80 12 ' 7 11 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

$5 Million Over All
Service Or less $5 Million Associations
N.O.W. Accounts* & (10%) 28 (75%) 37 (33%)
Consumer Loans 16 (30%) - 25 (69%) 41 (46%)
Second Mortg. 22 (44%) 28 (77%) 50 (58%)

* Negotiable Order of Withdrawal

294510
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APPENDIX B

BOARD OF SAVINGS AND LOAN COMMISSIONERS

Industry Representatives

Chairman:

Public Representatives:

W. Thomas Gisiel, counsel to American National

‘Building and Loan, Baltimore. Term expires

1981.

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

Jay FitzGerald, counsel to Community Savings
and Loan, Gaithershurg. 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.

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,

o
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2.

RESEARCH TECHNIQUES

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.+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 Directoi-, 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. :
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T0: Mr. John J. Corbley, Secretary

FROM: Charles H. Brown, Jr., Director
* David H. ¥ells, Jr., Deputy Dfrector

RE: 3% 1981 Fiscal Year Budget Reductfon
DATE: September 23, 1980

. This {s in response to your memorandum of September 19, 1980
requesting that this agency outlfine a program for reducfng {ts ex-
penditures by 3% during the current fiscal year (1981). Based on .
a total 19871 appropriation of $690,026, we understand thet we are
required to make cost reductions of at least $20,701.

5 i

Outlined below {s a general 11st of the cost redictions and =
overruns we antfcipate fn our current budget. In this summary, we
have provided you with net figures which correspond directly to
the budget; however, the specific reductfons and overruns appear
in the attached copy of our budget. Below these figures we have
also provided you with a narrative summary of some of the major
adjustments we have made to the budget.

Budoet Cateqory Reduction . Overrun
Salaries and Wages - 813,229 ,,,.
Technical and Special fees Trory | tomu 980 (% $ 755
Communication 5 . » 900
Travel Come L 2,900- 4,000
Vehicle Oferatfon 7l fow—t 8,200
Contractuel Services 7 P 4,500
Supplies and Materfals 850 2,000
Equipment Replacement7ﬁru“x\mT! 1,952

Total . $32,786 $7,655

Net Reduction $25,131 '

As you can see, a substantial percentage of our cost reduc-
tfon 1s achieved {n the salary area. Due to the fact that the
dgency has no vacancies at the present time, the only way we can

IV33 2354 A 362 C
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year. W{th our Pest retention problems, this {¢ obviously some-
thing we do not want to do. However, 1t dppears to be the only

W3y we can achfeve d-cost reduction of the magnitude mandated by
the Governor. _

our budget appropriation {n this category. If we are successful {n
reducing our expenditures {p this area, funds will become available

laws and regulations relating to savines and Joan assocfatifons. At
the end of fiscal year 1980, we provid-d the Industry with a cur-

. rent set of regulations. Jn the past, we have also provided the
fndustry i {th Current copfes nf the laiws affecting sevings and ‘gan
assocfatfons. pye to the recent recodification of the savings and
Toan laws, printing and distribution of these statutes would cost
the Diviston a considerable amount of money 1n the current fiscal
Year. Instead, we adre passing this responsib{lfty on to the fndus-
try and advising them how they can obtain current copfes of the
statutes through the Michie Company {n Charlottesvf]le. Virginia.

his approach w11l save the Division $4,500 in the current fiscal
year and mifght also be used by other dgencies which provide free
copies of the State law to the fndustry they regulate.

If any further Tnformation {¢ required, please contact us.

CHB:DHH:cpk
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DEPARTMENT OF LICENSING AND REGULAT ION .
DIVISION OF SAVINGS AND LOAN ASSOCIATIONS
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SEVENT- FLO0N
ID: ‘€Ls-¢3XC
FREDERICK L. CIWRERRY
SECRCYaRY
MEMORANDUN
T0: Cerville J. Brian, Fiscal Administrator

FROM: Charles H. Brown, Jr., DIrectorA/

DATE: August 13, 1984

°

-

As requested, ! am enclosing 2 schedule showing budget estimates for the
fiscal years ending In 1985 and 1986.

Because of the tremendous increase in the growth of our industry, | find It

necessary to request three new examiner positions. You will note in the budget
estimates that our industry grew from $5.2 billion in 1983 to $9.2 billion In ‘
1984, and this growth is expected to continue. Because of the growth our

examinations are becoming more complex and more time consumling, and we must

have additional help if we are to do the Job charged to us by the Cqde which .
is 'protecting the funds of the public.” You are aware that Just last week

we had three resignations from our examining staff. The three new positions

are in addition to replacing the three individuals who resigned. '

A few years ago we were giving serious consideration to tying In with the
computer system of the Maryland Savings-Share Insurance Corporatlion. | under-
stand George Wright had explored the possibilitles of our dofng this and was

in full agreement. Because of tying in to the computer system, we lost a .
position that particular year. However, MSSIC was not entirely satisfied
with the system they were using and suggested we hold of f until such time as = S

they were satisfied with the system being used. Subsequently a whole new sys- -
tem was purchased by MSSIC and they are ready for us to join them. Our busi-

ness has grown so much that is is impossible for us to get along without being
computerizec, and it is essential that we share in MSSIC's system imediately.

i cannot tell you at this time what the cost will be but it is something that

must be seriously considered. With the pending move of our office to another
location, it would not be feasible to put the lines in until we move to a new
location.® It appears, however, that we will be moving very shortly, and we

will wish to install a terminal es soon &8s we are relocated.

For several years there has been a bill in the Llegislature to reduce the
franchise tax on savings accounts which is included in the budget estimates.
This tax is paid by all savings and loan associations, federal chartered and
State chartered, tesed on savings as of Decezber 31st of each year. The present
rete is 130/10,000ths of 1% of savings. The tax was initially established to
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oifset the cost of running the Division Lack In 1961 when the Division was
created. The tax in recent v€ars hes been far in excess of the cost of opera-
tions of the Division to the extent that in 1583 there was a profit to the
State of about $900,000.% There will be a simllar profit for 1584 and wil]
increase in 1585 and 1586 to over a million dollars. In Prior years the bill
to reduce this tax has always received an unfavorable report from the - Senate
Budget and Taxation Committee. | am sure this bill will be filed again by the
industry to have the tax reduced or perhaps eliminate the federal chartered
associations from payment of the tax. Llast year's bil] was to cut the rate

in half, which would produce a tax comparable to the cost of running the
Division. This is something you should be aware of, as one of these days a
reduction in the tax might be passed by the Legislature.

CHE:kg
Enclosure

¢c: Gordon N. Wilcox, Coordinator
Frederick L. Dewberry, Secretary
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CEPARTMENT OF LITENSING AND REGULATICN
DIVISION OF SAVINGS AND LOAN ASSOCIATIONS

¥ EALT Ea TiMCRL STRECTY Ba TIWCRL waRvLAND 21202
SEvENT~ 6 LO0R
ICY ‘eL9-6230

FREDERICK L. DEvwat RRY
SECRLTARY .

MEMORANDUM

T10: Gordon N. Wilcox
Coordinator

FROM: Charles H. Brown: Jr.
* Dlirector 4’

DATE: August 27, 1984 . ' 2

In my memorandum of August 13, 1984 regarding the budget for the fiscal
/ years ending In 1985 and 1986, | mentioned that | planned to request three
new examiner positions for the Division. This memorandum will serve as
Justification for the three new positions,

P d

As late as 1981 the Division had 33 authorized positions. However, due to
budget cuts In recent years, our authorized positions now number only 30,

This reduction was In our examining staff, ;

The State-chartered savings and loan industry has shown a tremendous growth e
in assets In recent years. | do not have the figures available of the

assets of the Industry when the Divislon was created In 1961. However, in .
1970 the assets of the State-chartered Industry amounted to approximately

$970 million. By 1977 the assets Increased to $2.75 blllion. Today the L
assets of the State-chartered industry, both federally Insured and those >
2ssociations insured by the Maryland Savings-Share Insurance Corporation, .
approximate $8 blllion. As a matter of information as of December 31, 1983, .
the breakdown of our industry, asset-wise, is shown below:

Billlons

13 federally lInsured associations $1.387
102 MSQIC insured associations 6.542
Total - 115 insured associations $7.929

During the 1982 session of the General Rssembly, the legislature authorized
Our associations to make the same investments permitted banking institutions
in the State. In the 1983 session, the legislature authorized our associa-
tions to make any investments permissible for a federal savings and loan
2ssociatlon. By reasor of the additional investment powers granted-to our
. associations, we are rnow operating under Federal Home Loan Bank regulations,
State banking regulations, the Faryland law as set forth in Title 9 of the
Firancial Institutions Article, as well as rules and regulations promulgated

Es.7 &7€0 wr~el akCs €L5-6227 B1O L 1 S A
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by the Bcard of Savings and Loan Association Commissioners. With these
additional powers our examinations have Secome 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 cetermine that lending Is made under the laws
of Maryland and regulations of the Division and that there are adequate .
underwriting procedures in effect. As our 2ssociations now have the authority
to make commercial loans as well 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 flnance companies, has historically Invested the bulk
of its assets in lcans 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
there is little evidence that savings and loans will not continue,to invest
the 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 complex, involves considerable amounts
of 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 applications, and conversions
from mutual associations to stock associations. At the present time e 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 field examiners into the office to assist us in the review of each
application. With the additional time required to make an examination tocay
added to the requirements necessary to process applications for branching,
etc., which reduces our examining staff available for examinations, our

work load has increased trenendous ly.

Under the Firancial Institutions Article of the Annotated Code, we are com-
pelled to examine each association at least once every two years. With

the growth of our associations, the new investment powers granted, and with
Ceregulation of the industry, we feel that tws years is too long a period
betweer examinations. We are currently examining our associations about
every fifteen months and we are finding it difficult to maintain that
schedule with our present examining staff. As the growth of our industry
continues, it is imperative that the Division be authorized three adcitional

examining pesitions.

You are awsre of the legislative Task Force which conducted hearings during
the summer with regards to the Maryland Savings-Share Insurance Corporation
es well as this Division. The Tesk Force rade its final report at a joint
meeting of the Serste fcomomic Affairs Comittee ard the Kouse Economic
Fatters Comitiee on Tuescey, August 21, 1984, One of the matters that the
Tesh Force was particilarly interested in was assuring that this Division
bes acequate and qualified staff to perform the duties with which we are
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charged under the Firancial Institutions Article, that is, to acsure that

the funds of the public are Protected. The Task Force was aware that we

. were requesting three additional positions for our examining staff. Addi-
tiorally, the Task Force was concerned that our examining staff be alequately

compersated so that we can not only recruit qualifled examiners but also be

in & position to retain experienced examiners. The jolnt economic committees

of the House and Senate appeared to be most concerned that the Division have

the staff necessary to perform jts required duties.

CHB: kg c

cc: Sgcretary Frederick L. Dewberry .
Carville J. Brian, Fiscal Administrato
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HARRY HUGHES o/ STATE OF MARYLAND o CHARLES H. EROWN,
GOVERNOR

DIRECTOR
DEPARTMENT OF LICENSING AND REGULATION ‘
DIVISION OF SAVINGS AND LOAN ASSOCIATIONS
THE BROKERAGE -  3uiTE 800

36 MARKET PLACE
BALTIMORE, MARYLAND 21202-4078

301/659+6330
FREDERICK L. DEWBERRY WILLIAM S. LECOMPTE
SECRETARY

DEPUTY DIKECTOF

September 30, 1985

Wilbur D, Preston, Jr., Esq,
Specisl Counsel
Suite 1513 -
301 W, Preston Stree
Baltimore, Maryland 21201
Deer Mr, Preston,
I am sorry for the delay in getting the ettached
material to you, We had some pretty busy times '
at the Savings and Losn Division Office following
wy 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 materiel useful. .
Very_truly yours, r‘*
ks 14 AN | RECEIVED

CHARLES H, BROWN, JR.
Former Director , OCT 1 1985

b OFFICE OF
. THE SPECIAL CounsEy }

S

. IVB1l1
BALTIMORE METRO AREA 659-6330 . i -7 i TTY FOR DEAF
OUTSIDE BALTIMORE METRO AREA /0 q J_S BALTO. ARE A 383-75%¢
TOLL~-FREE 1-800-492-7521 - /’ - D.C. METRO 565-0451



HARRY HUGHES O STATE OF MARYLAND . |
GOVERNOR

CHARLES H. BROWN,
DIRECTOR

DEPARTMENT OF LICENSING AND REGULATION

DIVISION OF SAVINGS AND LOAN ASSOCIATIONS
THE BROKERAGE - SUITE 800
34 MARKET PLACE
BALTIMORE, MARYLAND 21202.4078

301/659-6330
FREDERICK L. DEWBERRY WILLIAM S. LECOMPTI
SECRETARY -

OEPUTY 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, | indicated | 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 | include my feelings as
to the future of the savings and loan industry as well as any sug-
gestions or recommendations that | might have in the way of legis~
lation affecting the Division.

My report is attached and | have included several suggestions rela-

tive to legislation which | think should be considered by you in
your findings.

I trust the report will serve some pPurpose in your investigation.
Very truly yours,

Chrady 14 TN,

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

For thg Special Counsel

The sensitivity of the industry the Division of Savings and Loan
Associations 1Is regulating was truly reflected in what happened as a
result of the release of a simple press statement announcing the removal
of Jeffrey Levitt as managing officer of the 0ld Court Savings and Loan,
Inc. and the appointment of John D. Faulkner, Jr. to succeed Mr. Levitt.
The press release noted that the regulators discovered problems connected
with Mr. Levitt's management of the association. As Mr. Faulkner had
already been employed as a consultant by 01d Court and being very familiar .
with his background, both the Maryland Savings-Share Insurance Corporation
and the Division endorsed Mr. Faulkner's appointment.

In recent months problems in the financial industry throughout the
country made the State-chartered M.S.S.1.C. industry extremely sensitive
to any news ltems regarding insurance of savings accounts by a private
insurer. Early in the Year a Sunday evening television show known as

60 Minutes'' produced a show regarding the failure in Nebraska of a .
large financial institution which had private insurance of accounts. )
Following this broadcast on Monday morning and for several days thereafter .

the telephones at the Division'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
failed. As it turned out, the institution that failed was not a savings
and loan association but instead an industrial bank. The phone calls

from the public and news media expressed concern over the Maryland Savings-
Share Insurance Corporation, which was a private fund, and its ability to
cover a similar or large crisis should one develop in Maryland. The news
media created a lot of unrest and uncertainty among depositors in State-
chartered, privately insured institutions.

Following the Nebraska problem, the Ohio crisis broke. There was
country wide news coverage regarding the failure of the Home State Savings

followed by the collapse of the Ohio Deposit Guaranty Fund, a private fund ‘
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which insured the savings accounts of Home State. The media constantly
referred to 0.D.G.F, as & Private insurer with a comparison of it to the
private insurance funds in Maryland, Messachusetts, Pennsylvanis 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
from all over the country always questioning M.S.S.1.C., iss strength
and its ability to handle a simjlar situation. It was unbelievable the
number of calls we received and my staff spent days just answering the
telephone. Some of our associations at this point began to feel the loss
of 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 s very
sensitive and explosive issue on our hands regarding the insurance of
savings accounts by a private corporation, the Maryland Savings=-Share
Insurance Corporation. We knew also that because of the sensitivity of
the situation we had to be extremely careful how we would handle any
situation, knowing full weil that after Nebraska, followed by Ohio, any
hint of a problem in Maryland could create a crisis résul ting im “runs"
On our associations similar to that in Ohio and which conceivably could
spread throughout our industry,

Between the years 1981 and 1983 the Federal Savings and Lloan lnsur-
ance Corporation had about 440 savings and loan associations that failed
and the 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 gimmicks
to appear solvent. The unrecognized losses far exceeded the FaS : Ll G
$6.4 billion reserve fund. This was reported in the May 23, 1984 issue
of the Wall Street Journal, copy of which is attached (Exhibit A). During
this period Maryland did not lose a single State-chartered association.

In Baltimore, the gaggli&xsfederal- v apd. Loan Association was lost
as was Lounty Federa Savumgfﬂashington suburban area of
Montgomery County. | understand in both cases there were bad investments,
possible insider dealings and in the case of County Federal, the Federal
Home Loan Bank and/or the Federal Savings and Loan tnsurance 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 aljve.

In a recent article in the May 27, 1985 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
loans to go out of business since 1980. With interest rates down to the
lowest level since the late 1970's, the savings and loan industry this
year could finally begin to make enough money to rebuild the damage done
by deregulation and the highest interest rates in modern history.
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The Savings and Loar Division has had little or no authority to
censure officers and directors of an association other than through s
court appointed conservéatorship. As late as the 1984 session of the
legislature the Division requested authority to remove officers andc
directors for engaging in unsafe and unsound practices. S$By 576 passed
thqﬂsenazenLnulﬁﬁkﬁwhign“wqujdﬁhave.authorized removal poweys for the
Division. Although passing fhé'Sehété, the bil) died in committee on the
House side. :

The Legislative Task Force, co-chaired by Senator Denis and Delegate
Kirchenbauer which met last summer, were very concerned that the Division
lacked cease and desist authority and authority to remove officers and
directors for engaging in unsafe and unsound practices and even more con-
cerried when they learned that the Federal Home Loan Bank had such authority
as did the Maryland Bank Commissioner, Realizing such authority could be
8 necessity in the event of a problem, the granting of such authority was
included in the report of the task force to the legislature and subsequently
legislation was enacted in the 1985 session granting the Division both Cease
and Desist authority (HB 333) and authority to remove officers and directors
for engaging in unsafe and unsound practices (SB 112). Both of these bills
were signed by the Gove nor and became effective July 1, 1985,

Over the years the Division has had perscnnel problems insofar as recruiting
of new personnel and the retention of personnel after they have been trained.
Any time | have appeared before any legislative committee or any other com-
mittee, if the opportunity presented itself, | would bring up this subject.
Presently we are trying to recruit "Examiner Trainees' with a college degree,
with a major in finance, 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
salaries but with little success. My last request was made in Augist 1584.
Fred Dewberry, Secretary, Department of Licensing and Regulation, very
strongly endorsed my request and | forwarded it to Personnel for their
action. Delegate Eileen Rehrman of the House Budget and Appropriations
Sub-Committee, which committee reviews our budget, and Delegate Diane
Kirchenbauer of the House Economic Matters Committee and who co-chaired

the Legislative Task Force in the summer of 1984, arranged for a meeting
with Secretary 0'Brien of State Personnel at Annapolis early in the year

to discuss the need for increased salaries for the Division's examining
staff. Those in attendance at this meeting were several members of the
House Budget and Appropriations Sub-Committee, chaired by Delegate Tim
Msloney, 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,

After each agency head expressed their concern over low salaries and the
inability to recruit personnel and retain them when trained, Secretary
O0'Brien advised he was very sympathetic about our problem but funds were
Just not available at that time to make any changes. Additionally, to




meke & change it would be necessary to consider every examiner, auditor
sccountant, etc. in the State system using similar job specifications
which was an impossibility and further that a change could not be made
for just one agency. Secretary 0'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 highexy level than
trainee if we could find qualified persons.

Witk it all we still have a turnover. | presently have an authorized
staff of 30 persons including the Director and Deputy Director. Of this
staff, nineteen (19) are considered field examiners and | now have four
(4) vacancies in the field examiner category leaving me fifteen (15).
| also have two examiner-supervisors (Grade 5). | have one vacancy in
this position. This leaves me with five (5) vacancies in my staff, |
have 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 ipvestments authorized but without much success.,

When the Division was created in 1961 by the State Legislature, we
had many more associations than we have today. However, of the hundreds
of associations in existence, | understand the largest association at that
time was about $17 million. Today our largest association, Chevy Chase,
which was just recently granted Federal Insurance coverage, is about $2.3
billion in assets. Quite a contrast today compared to 1961. The assets
of the M.S.S.1.C. State-chartered institutions were about $970 milljon in
1970, increased to $2.75 billion in 1977 and to about $9 billion as of
December 31, 1984. The entire State-chartered industry including the
thirteen institutions with savings accounts insured by the F.S.L.I.C. was
approximately $10.5 billion at December 31, 1984, When the M.S.S.).C.
insurance program was created by the State Legislature in 1962, | 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
examination is made by the Division only with no assistance from any other
government regulatory agency. At one time | had 34 individuals assigned

to my staff but with budget cuts, transfers to othe agencies for one
reason or another, | now have an authorized staff of only thirty (30)
persons. My last request was for three additional positions in the 1585-86
budget, which was denied even though the size of our associations have
grown tremendously in recent years creating a tremendous amount of extrs
work.,

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 3 State-chartered
association was prohibited from making loans more than fifty (50) miles
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from 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 & good idea to remove that fifty (50) mile restriction.

In 1982 a change in the Code authorized a State-chartaeved 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.

fn 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 Commi ttee 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 iInstitu-
tions Article. These investments are subject to the regulations of the
Board of Commissioners. The amendment added to the bill Section 9-419(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
federal 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.1.C. to recover $20
million deposited at 01d Court. Did these changes help to bring down 01d
Court ---- perhaps. :

In 1380 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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fn February 1983 the Board of Commissioners was preparing regulations
on commercial lending. Again, the Anti-trust Division of the Attorney
General's Office advised there could be problems in imposing regulations
with certain limitations and restrictions which were more restrictive
than bank regulations.
. : .
In July 1984 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
Attorney 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 1984 the Anti-trust Division advised that with regards
to the amendment to HB 284, previously mentioned, which authorized our
associations to make the same investments allowed federal associations,
that the Board would tive to prove need, based on safety and soundness,
to adopt any regulation more restrictive than that permitted federal insti-
tutions.

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.1.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 01d Court Savings and Loan, examiners from the Division started
the examination of 01d Court on June 18, 1984 and continued through Septem-
ber 14, 1984. After completing the examination, the work papers were
taken 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 our review section and discussed with the field examiners. Following
& review of the comments and other statistical data, the examination is
further reviewed by the Chief Examiner and then is ready for typing. The
examination is then passed on to the Director or Deputy. e supervisory
letter and the report of examination was mailed to the Board of 0ld Court
on November 26, 1984, An association is generally given forty-five (45)
days to respond inasmuch as the supervisory letter is sent to the Board
of Directors of an association directing that the report should be reviewed
by the Board at a Board 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.!.C.
examiners made a spot review of the operations of 01d Court in January
1985. Mr. Hogg of M.S.S.1.C. advised the Division that his examiners
found additional problems and violations at 01d Court and as a result of
M.5.5.1.C. findings, the Division examiners went into the association again
on February 11, 1985 to do a follow-up and to begin another examination,
M.5.5.1.C., In the meantime, as a result of the findings in the Division's
examination and their own spot examination, prepared a letter to the Board
of Directors of 01d Court setting forth various charges as shown therein
accompanied by a management agreement. The letter to be dated March 22,
1985, would, under M.5.5.1.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 manager:ent agreement was not
signed, would then result in the issuance of a Cease and Desist Order by
M.5.S.1.C.. The management agreement contained a voting trust agreement
which, if there were further violations of either M.S.S.1.C.'s rules or
the Division's or of the management agreement itself, M.S.5.1.C. would
then be in the position to vote the stock of 0ld Court.

The M.S.S.1.C. letter of charges and management agreement was known
to the Division although we played no part in its preparation. 1t was
felt that with the Mmanagement agreement and the voting trust agreement, we
had a manageable situation at 0ld 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 01d Court problems by outsiders could cause a run not only on 0id
Court but could spread to the whole M.S5.5.1.C. industry.

Between examination dates, September 1984 and the start of the new
examination on February 11, 1985, we merged into 01d 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 01d
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 protlems created by Levitt.
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Additionally, there were possible losses at the association. |t was
decidec to merge First Progressive into Old Court. O01d Court was the
natursl candidate as the management at the two associations were already
affiliated. 1t was felt also that it would be better to get all of
Levitt's problems under one roof. Although the associatior merged,

the 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 440
federal associations failed according to a report published in the Wall
Street Journal on May 23, 1984. Also during this period the Federal
Savings and Loan Insurance Corporation had deferred many of the losses
by letting essentially insolvent associations continue to operate and
letting many others resort to accounting gimmicks to appear solvent.
The Wall Street Journal at that time reported that unrecognized losses
far exceeded the F.S.L.1.C. Insurance Fund.

During this same period the Federal Home Loan Bank reported approxi-
mately 85% of its assoclations were operating in the red. Of our own
State-chartered institutjons about 45% were operating in the red. We
nursed these associations back to a healthy position and did not lose 3
single institution. We had problems then but we did not publish these
problems in headlines. M.S.S.1.C. and the Division quietly worked together
did what we had to do and salvaged the industry. M.S.S.1.C. advanced funds
to many associations to restore liquidity, for net worth purposes or other
ressons. We assisted in promoting or arranging mergers for some associa-
tions, not supervisory mergers but mergers of associations where manage-
ment felt it would be difficult to operate in the future. Over the years
M.5.5.1.C. and the Division have worked together, without publicity, trying
to keep things running smoothly, realizing full well that any tad pub-
licity could be very damaging to the M.5.S.1.C. insured industry.

