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NNANCE CHARGE RATES 11/10/81
PROPOSED INTRO- PASSED PASSED GOVERNOR NEW RATES
STATE RATES DUCED HOUSE  SENATE SICNED IN EFFECT COMMENTS

Sunset provision extended

ALABAMA 212 X X X X 5/15/81 to 6/1/83
Corrected bill - Sunset
ALIFORNIA 19.22 X a X
¢ X X 5/1/81 irnvUtnn rn 10/1 /R?
,'OLORADO 212 X X X X 6/7/81
CONNECTICUT 182 X X X X 7/1/81
DELAWARE Deregulation X X X X 6/1/81
FLORIDA .212 X Dead
GEORGIA 212 X X X X 4/15/81 -
HAWAII 212 X X Dead
IDAHO 212 X X X X 7/1/81
ILLINOIS Deregulation X X i X 9/26/81
KANSAS 242 X
LOUISIANA 212 X House rejected: 53-49
MAINE 242 X Dead
MASS. 182 X X X X 10/7/81 Retail cards now Included
182 rate applies only to
MINNESOTA 182 X X retailers with annual
sales volume of S25
million or less
MISSOURI 182 X X X X 6/3/81
MONTANA b lati X X X X 4/6/81 Mandated Adj. bal. Method
eregulation 2-yenr Sunset Provision
NEVADA Deregulation X X X X 6/14/81
NEW JERSEY Dercgulat ion X X X X 3/31/81
NEW MEXICO Deregulation X X X X 7/1/81 2-year Sunset Provision
OHIO Deregulation X X X * “1/p u ,g.me; 1/1 /Sa
OKLAHOMA 212 X Y X X 10/19/8) "
hearing th s week -
WISCONSIN Floating - X N "
Kate bad bill
Language
OREGON guag X X X X 8/22/81
clarlficatlon
PENN. Dercgulation X X assed Senate: 26-20
RHODE 1. 212 X Dead
TENNESSEE 211 X X De ad
oy
TEXAS 181. T tie to X X X X 5/8/81
T. Bill Rite
UTAH Deregulation X X X X 5/12/81
WASHINGTON 182 X X X X 5/8/81
W. VIRGINIA 182 X X X X 4/10/81 Eliminates hre.il Rate
thl\ . 212 X X X \ 5/20/61

MICHIGAN jeregulat ion X

N. CARJ_I Nr 212 > small (ii N.itod: I)-K
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Usury:©o!'ng legitimate?

As interesstratecailings rneordi
consurers may lase some hard-won promctlons

Borrowers and lenders both have impor-
tant needs, described by Sir Francis Bv
con as "the one, that the tooth of usury
be grinded that it bite not too much; the
other, that there be left open the means
to invite moneyed men to lend for the
continuing and quickening of trade;*

The delicate balance of those two
needs now seems to be shifting. Driven
by eager lenders, many state legislators
and members of Congress appear intent
on wiping the concept Ol usury off the
books. If they succeed, consumers will be
doubly hurt: Borrowing costs, already
extraordinarily high, could soar higher
still; vital consumer protections, painful-
ly won over recent years, could be
eroded or lost altogether.

Over the last 50 years or so, the states
have stitched together a complex patch-
work of laws and regulations governing
consumer credit. Until recently, one
common thread has been the existence of
a usury ceiling-a rate of interest, set by
law, that a lender cannot exceed.

Within each state, lenders are sub)ect
to different usury ceilings depending on
the kind of credit activity they engage
in-auto installment sales, retail install-
ment sales, revolving credit sales, bank
loam, and finance company loans, for
r.ample. (Tire table opposite illustrates
how state rate ceilings vary for two types
of credit transactions.)

The usury celling tied to a particular
kind of credit activity is linked—strongly
in seme states, less so in others—to the
degree of consumer protection that cred-
itors engaging ir that ar"vily must pro-
vide. In general, the higher the usury
ceiling, the greater the protection

For example, most states allow credi-
tors to charge a higher Annual Percent-
age Rate (APR)’ on small loam than on
large loam, provided that borrowers also
gel more protection The creditors can
choose whether to charge higher rales
and offer more protection, or to settle lor
lower ceilings fhat carry less protection.

Michigan lenders, for instance, can
charge up to 31 percent on loam up to
$500 (13 percent al>ove $500). In return,
such lenders must calculate the interest
rate in a prcscrilxd fashion; can lend no
more than S3000. must refrain from ccr-

The Amm.i' Percentage Kate mcsi accurate-
ly iipiciv'i llie miriest rate charged

tain advertising claims; and must not
require "wage assignments,” under
which borrowers agree In advance that
their pay will go directly to the lender if
they default Alternatively, lenders can
abide by a 16.5 percent celling and
ignore those protections.

In states that tie usury ceilings and
consumer protections together, higb-in-
lercst loam often carry controls on such
provisions as permissible fees and
charges, balloon payments, refinancing
terms, and the method of calculating the
interest rate.

Bumping the ceiling

As interest rates rose and stayed high,
state lawmakers began, bearing com-
plaints from creditors that the rates they
wanted to charge for consumer credit
were bumping up against the usury ceil-
ings. If the ceilings weren’t raised (or,
room to the lenders’ 'iking, eliminated),
the lenders cidmed, they would i.ivc no
choice but to coital! consumer credit.

There was agrain of troth to the claim;
loam to consumers have lieen curtailed
During the 19 months from the end of
1979 to August 1981, the amount of out-
standing consumer installment debt-
total short term loam (excluding mort-
gages)—grew from 9312-billion to $321-
billh  an annual increase of less titan 2
percent. During the 1970's, by compari-
son, outstanding installment debt grew
almost 12 percent annually.

The current credit slowdown can be
blamed, In part, on a drop In demand, a
natural result of high Interest rates. But
many lenders have restricted the supply
of consumer credit. Many banks, for
example, have become fussier ulxmt their
loan customers. In Wisconsin, where an
18 percent APR is the limit on consumer
loam, bankers arc generally making loam
primarily to existing customers.

Other banks usc another technique. In
March of last year, Bankers Trust of
South Carolina tightened the statistical
profile it uses to screen credit applicants,
dropping the percentage of approvals
from 78 percer’. to 70 percent.

But lenders who argue that they must
curtail consumer credit to avoid losses
protest too much. Banks that have re-
duced their level of consumcr-credil ac-
tivity have done so mainly Ix-eanse com-
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mercial lending is more profitable, not
because they can’'t make money on con-
sumer credit

Complaints from retailers and credir-
card issuers about low usury ceilings
should be view rd with the same skeptical
eye. In practice, retailers have b.*en
reluctant to raise their charges for re-
volving credit, erven when allowed to, for
fear of driving customers away. New
York State furnishes an illuminating ex-
ample of why credit-card issuers cannot
be taken literally. When New York re-
moved all restrictions on credit-card fi-
nance charges late in 1980, one would
have assumed, from the card Issuers’
repeated claim that the old 18 percent
limit was oppressive, that they would
Immediately hike their finance charges to
a much higher level In fact, most still
charge 18 percent

Instead of raising rates, credit-carrj
Issuers in many states are charging fees
not in the APR calculation. Many now
charge an annual fee of J10 to 120.

And an increasing numl sr of card
Issuers are charg.ng e transaction fee
every time the card is used. Crocker Bank
in California, for example, already levies
a 12-cent fee. Other issuers are changing
the terms even for users who have avoid-
ed finance charges by paying promptly.
The approach varies. Several New Jersey
I>anks have begun charging Intercut fi om
the date of billing to the date of paym ot
Banks elsewhere are charging interest
from the date a purchase is posted to the
merchants account. Tennessee, Ala-
bama, and Missouri residents who hold a
Visa or MasterCard from First Tennessee
Bank in Memphis will have to pay a
monthly maintenance fee” between 50<
and $1.50 if they pay off the outstanding
balance when billed.

What's behind the drive

Creditors are pushing to do away with
usury ceilings for several reasons:

= Creditors would like to eliminate
any future threat that usury ceilings will
interfere with credit activity. If ceilings
are simply lifted to son e intermediate
level consistent with rurrent market
rates, creditor fear that they » Quid have
to return to st .te legislators, hat in hand,
to asi for another increase if Interest
rale-, climb stir, higher From the credi-
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tors' vfevpoint, that's uncertain and inef-
ficien sorrow's politicians may be
less p. ‘han today's, and relief in the
form of a new law can take weeks or
montlis to pass.

= Ceilings are an obstacle to the intro-
duction and success of variable-rate
loans, in which the interest rate charged
moves up os down during the term of the
loan in step with a prearranged index.
-Variable-rate loans shift the burden of
rising interest rates from the lender to the
borrower, so creditors are enthusiastic
about the idea. But usury ceilings prevent
loan rates from rising without limit.

= Banks- especially large banks—want
to operate across state lines. Interstate
consumer banking is now restricted to
credit cards. If interstate banking is
allow«? at some point, it would be much
easier if the crazy quilt of state usury
ceilings didn't exist, since banks could
charge what they wanted, anywhere.

Timing is also significant. The current
economic climate lends some support to
the creditors' case for eliminating ceil-
ings; if interest rates fall significantly, the
lawmakers’ interest in granting relief to
creditors will fall, too.

So,.besides lobbying in the stales, cred-
itors are pressing their case in Conirr«=ss.
A bill pending in both the House and Sen-
ate would wipe out all state usury ceil-
ings on consumer credit, though a state
would have three years in which to over-
ride sections of the law by passing its
own limits. The bill has little chance of
approval on its own in the House, but its
sponsors—Representative John J. La-
Frice (D., N.Y.) and Senator Richard C,
Ltigai (R, Ind.)—contemplate attaching
it to another banking bill that has gar-
nered broad support.

What the states have done

In 1980. as the prime rate moved past
20 percent, 42 slates lifted or eliminated
thetr usury ceilings; this year some of
them went even further. Other states
took action in 1981 for the first time. Ten
slates now permit banks that issue credit
cards to charge any interest rate, Thir-
teen states, to all intent, no longer limit
the interest rate that banks charge on
consumer loans.

Several states, including Delaware,
Nevada, and New Mexico, have com-
pletely wiped out all intercst-ratc restric-
tions for all classes of lenders. Most
states, however, have elected to lift rath-
er than abolish their ceilings, and to
apply the higher rjites only to certain
classes of creditors.

Many states are still grappling =dth the
usury qu-rtion.New York lawmakers, fo'
example, are likely to face a proposal to
raise or abolish the state's criminal usmy
ceiling of 2!'" percent. (Cjnsumer-credit
interest rate; aren't specifically rcg’ 4
in New ~0rl but charging any rate
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25 percent is acriminal act) Alaska's leg-
islature will also be making a decision
whether to remove intcrest-rate ceilings
on all types of retail credit. South Caroli-
na is likely to rewrite Its consumcr-crcdil
laws extensively next year, with a good
chance that some consumer”credit ceil-
ings will be raised. And Arkansas voters
will decide in November of next year, in
the fourth such referendum since 1968,
whether the state's constitutional usury
ceiling of 10 percent should be lifted to
17 percent.

"The pressure is on to raise ceiling: in
those states that have not done so,” says
Robert El Gibson, president of the-Na-
tional Foundation for Consumer Credit,
sponsor of more than 200 nonprofit cred-
it counseling centers around the country.
"l think those states will act quickly.”

The arguments of creditors for higher
ceilings are shaky, since usury ceilings,

» Neteifv>"Ha.'-<BTlaro»scgw«

even admittedly low ones, don’t necessar-
ily dry up consumer credit Moreover,
stales that have eliminated rate ceilings,
or raised them significantly, have at-
tracted lenders engaging in borderline
practices.

The case of Arkansas

When lenders complain that low ceil-
ings force them to restrict consumer
credit, they invariably bring up Arkansas
as an exu iple. With a 10 percent usury
ceiling written into the state constitution,
Arkansas is hardly a lender's paradise—
that's true. But it needs a closer look.

First, most banks and thrift institutions
(savings-and-lozn associations, primarily)
in Arkansas are permitted by Federal law
to lend at one percentage point above the
Federal discount rate—giving them the
right (in September, as this is written) to
charge a 15 percent APR on loans,

How state ceilings vary
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including purchases by credit card.

Second, Arkansas retailers have raised
their prices to offset the effect of the 10
percent ceiling. If an Arkansas and a
West Virginia retuilcr each sell u $1000
video recorder with 24-month financing,
the West Virginia retailer will probably
charge an 18 percent APR, the
highest allowed in that state. The Arkan-
sas retailer, limited to 10 percent, is like-
ly to raise the price of the recorder by
abc ut $82. So both retailers receive
about the same amount each month.

Thhu, most credit-card issuers located
outside Arkansas can levy charges con-
trolled by the .state where they Bre based,
not by the stale where the holder lives.
Thus a card 'ssuer based in New York
could charge Arkansas residents 20 per-
cent or even more. Even Arkansas-based
card issuers have continued to do busi-
ness, making up for the 15 peicent limit
by raising the fee charged to merchants.

Beyond those specifics, the general
picture in Arkansas differs little from
other state?. A 1981 study by the Credit
Research Center of Purdue University
analyzed the effects of the 10 percent
ceiling on credit use and availability,
comparing credit patterns in Little Rock
with those in similar cities in Illinois,
Louisiana, and Wisconsin. The study
concluded that, “overall, the data. . .do
nof support the thesis that credit is
less readily availal Arkansas than in
other credit markt- they arc par-
ticularly inconsistcn he hypothesis
that low-income borrowers receive less
credit in Arkansas." The central reason,
the researchers found, is that Arkansans
have shifted their credit use away from
banks and thrifts, where credit has be-
come more difficult to obtain, to “point
of sale" sourees—retailcrs, bank cards,
and, in some cases, pawn shops.

The Arkansas experience was con-
firmed to some degTee in West Virginia
where, until last spring, the APR ceiling
for consumer loans from banLs was 12
perc ent. Yet an officer of the West Vir-
ginia Bankers Association affirmed that
many banks had active loan programs
before the APR went to 18 percent.

The dark side of the coin

In states where usury ceilings have
been removed, abuses have appeared—
particularly if the state did not I>cef up its
consurner-protection provisions.

Arizona, for example, removed Its ceil-
ings for most kinds of loans in April of
1980. Never known as a stale with vigor-
ous consumer protections (“We're lais-
sez-faire, otherwise known as anything
goes," says state banking official Roy
Schuetzc, his tone ironic), Arizona has
become a haven for “carpetbagger”
mortgage brokers from California.

These brokers are arranging second
trust deeds (which are like second mort-
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gages) secured by the borrower's home.
The sccend trusts carry interest rates of
30 to 40 percent or more; the finance
charges include excessive loan-crigina-
tion Tecs (hat usually amount to 15 to 20
percent of the loan. The loans are gener-
ally written So that payments are for
interest only; a balloon payment for the
entire loan comes due in as little as seven
months. If aborrower can’t make the bal-
loon payment, the usual practice is for
the broker to "flip" the loan—refinance
the whole thing—and include \ new origi-
nation fee. Borrowers who may want to
pay off the loan early must pay a heavy
prepayment penalty—a requirement that
many stat,*.s flatly forbid. 'm
Elsewhersome «nall ban companies
in Texas are charging 100 percent on cer-
tain loans. Ir( Oklahoma, creditors can
charge more than 170 percent on one
kind of small 'Joan. By any standard, such
rales and practices arc unconscionable.

What should be dor.G?

Removing usury ceilings can easily
lead to the kind of serious abuses now
cuncnt in Arizona. Not only would inter-
est rates be free to soar, but, in the opin-
ion of some state consurner-protection
officials, it might enrourage wage assign-
ments and olhcr such unsavory loan prac-
tices. What's moic, it's unnecessary.
Where economic conditions clearly re-
strict lenders' ability to make loans at a
reasonable profit, the remedy is to raise
ceilings, not abolish them. Wiping them
out without stcngthening existing con-
sumer protections is doubly objection-
able.

The Interagency Task Force on Thrift
Institutions, a team of Federal baling
officials assigned to study the future of
thrifts, last year concluded that eliminat-
ing "'restrictive |emp’ asis ours) usury lim-
its would I>e in the public interest." But
the task force warned: ". . , ft is impor-
tant that unwar)' borrowers be protected
from unscrupulous lenders. This Is a
major reason that usury laws have per-
sisted—to protect the consumer when dis-
closure requirements arc not a sufficient
safeguard.”

Reconciling the needs of I>orrowers
anti lender is entirely practicable. Maine,
for example, allows most creditors to
charge 30 percent on loam up to $540,
but less for loam al>ovc that amount.
That's more generous than many olhcr
states allow. But an additional provision
stipulates that if a loan with an APR of
more than 18 percent has a balance
remaining after 37 months, the interest
rate must then drop to 6 percent, even if
the loan is refinanced. Why? "To prevent
consumers from getting locked into high-
interest, long-term loans,” savs Barbara
Alexander, superintendent of the Maine
Bureau of Consumer Protection With-
out such a provision, the borrowers

might end up being "flipped," as happens
in Arizona.

The table on the previous page sug-
gests that creditors may be far better off
than their piteous cries would lead law-
makers to Isclicvc.

The dangers of pre-emption

Federal pre-emption of state usury
ceilings, as proposed in the Lugar-
LaFalce bill, would abolish even those
state ceilings that are above current mar-
ket rates, remove the ability of each state
to set ceilings tailored to its residents,
expose consumers to increased risk of
default and bankruptcy because of high
credit costs, and wipe out a host of strong
state consurner-protection laws.

The bill, as drafted, would apparently
do away with state controls on -naximum
finance charges, prepayment penalties,
the way that interest rates are calculated,
late fees, and balloon payments. The
bill's supporters deny the measure would
have such a sweeping effect, claiming
that various credit provisions would be
etemptcd from Federal pre-emption.
The language ol the bill, however. Is very
broad. "Their intent is to make the lan-
guage look like something other than
what it Is," charges Maine's Barbara
Alexander.

The bill is widely opposed by consum-
er groups. Another opponent is the
American Conference of Uniform Con-
sumer Credit Code States, a group of 11
states thai have adopted all or part of the
Uniform Consumer Credit Code
(UCwC). The UCCC's framework of sug-
gested rate ceilings and consumer protec-
tions. while balancing the needs of both
consumers and lenders, tends to tip In
favor of lenders, Even so, Kathleen
Coodpasture Smith, a South Carolina
state consunier-affairs official, speaking
for the conference, told Congress in July
that the bill would wipe out most bor-
rower protections in UCCC states.

“Federal pre-emption of the UCCC
would be disastrous for consumers and
would not be the quick fix for creditors
that some may believe," she cautioned.
"Slate rate and charge limitations are so
completely intertwined with consurner-
protection provisions that the two con-
cepts cannot be separated. . , . with
higher rate ceilings, more consumer-pro-
tection provisions are necessary."

CU agrees. In their rush to accommo-
date creditors, many Federal lawmakers
scein to be overlooking the basic con-
sumer protections often provided by the
same consumer-credit laws that govern
usury cedings. If state ceilings are abol-
ished, althey would be under the Lugar-
LaFalce bill, is it likely that the states
will take positive action to reinstate
those protections? Or are the people's
representatives prepared to let the tooth
of usury bite too muchO
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including purchases by credit Card.

Second, Arkansas retailers have raised
their prices to offset the effect of the 10
percent ceiling. If an Arkansas and a
West Virginia retailer each sell u $1000
video recorder with 24-month financing,
the West Virginia retailer will probably
charge an 18 percent APR, the
highest allowed in that state. The Arkan-
sas retailer, limited to 10 percent, is like-
ly to raise the price of the recorder by
about $52. So both retailers receive
about the same amount each month.

Third, most credit-card issuers located
outside Arkansas can levy charges con-
trolled by the state where they are based,
not by the state where the holder lives.
Thus a card issuer based in New York
could charge Arkansas residents 20 per-
cent or even more. Even Arkansas-based
card issuers have continued to do busi-
ness, making up for the 15 percent limit
by raising the fee charged to merchants.

Beyond those specifics, the general
picture in Arkansas differs little from
other sts*-v A 1981 study by the Credit
Research Center of Purdue University
analyzed the effects of the 10 percent
ceiling on credit use and availability,
comparing credit patterns in Little Rock
with those in similar cities in Illinois,
Louisiana, and Wisconsin. The study
concluded that, "overall, the data. . . do
not support the hypothesis that credit is
less readily available in Arkansas than in
other credit markets—and they arc par-
ticularly inconsistent with the hypothesis
that low-income borrowers receive less
credit in Arkansas." The central reason,
the researchers found, is that Arkansans
have shifted their credit use away from
banks and thrifts, where credit has be-
come more difficult to obtain, to "point
of tale” sources—retailers, bank cards,
and, in some cases, pawn shops.

The Arkansas experience was con-
firmed tu some degree in West Virginia
where, u*til last spring, the APR ceiling
for consumer loans from banLs was 12
percent. Yet an officer of the West Vir-
ginia Bankers Association affirmed that
many banks had active loan programs
before the APR went to 18 percent.

The dark side of the coin

In slates where usury ceilings have
Ixrcii removed, abuses have appeared—
particularly if the stale did not i>ccf up its
consumer protection provisions.

Arizona, for example, ret "'ved Its ceil-
ings for most kinds of loans in April of
1950. Never known as a state with vigor-
ous consumer protections ("W e're lais-
sez-faire. otherwise known as anything
goes,” says state banking official Roy
Schuetzc, his tone ironic], Arizona has
become a haven for "carpetbagger”
mortgage brokers from California.

These brokers arc arranging second
tmst deeds iwhich arc like second mort-
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gages) secured by the borrower’s home.
The second trusts carry interest rates of
30 to 40 percent or more; the finance
charges include excessive loan-origina-
lion fees that usually amount tn 15 to 20
percent of the loan. The loans are gener-
ally written so that payments are for
interest only; a balloon payment for the
entire loan comes due in as little as seven
months. If aborrower can’'t make the bal-
loon payment, tlie usual practice is for
the broker to "flip” the loan—refinance
the whole thing—and include a new origi-
nation fee. Borrowers who may want to
pay off the loan early must pay a hcasy
prepayment penalty—a requirement that
many states flatly forbid "
Elsewhere, some >mall loan companies
in Texas are charging 200 percent on cer-
tain loans. In Oklahoma, creditors can
charge more than 170 percent on one
kind of small loan. By any standard, such
rales and practices arc unconscionable

What should be done?

Removing usury ceilings can easily
lead to the i’sd of serious abuses now
cuuent in Arizona. Not only would Inter-
est rates be free to ioiu,, but, in the opin-
ion of some state consurner-protection
officials, it might encourage wage assign-
ments and other such unsavory loan prac-
tices. What's more, it's unnecessary.
Where economic conditions clearly re-
strict lenders’ abll"y to make loans at a
reasonable profit, the remedy is to raise
ceilings, not abolish them. Wiping them
out without stengtiicning existing con-
sumer protections is doubly objection-
able.

The Interagency Task Force on Thrift
Institutions, a team of Federal banking
officials assigned to study the future of
thrifts, last year concluded that eliminat-
ing “festrictive[emphasis ours]>sury lim-
its would be In the public interest.” But
the task force wameo; . it is impor-
tant that unwary borrowers I>e protected
from unscrupulous lenders. This is a
major reason that usury laws have per-
sistcd—to protect the consumer when dis-
closure requirements arc not a sufficient
safeguard."

Reconciling the needs of liorrowers
and lender is entirely practicable. Maine,
for example, allows most creditors to
charge 3- percent on loans up to $540,
but less for loans al>ovc that amount.
That's more generous than many other
states allow. But an additional provision
stipulates that if a loan with an APR of
more than 18 percent has a balance
remaining after 37 montlts, the interest
rate must then drop to 6 pert ml, even if
the loan is refinanced. Why? "To prevent
consumers from getting locked into high-
interest, ) ig-lerm loans," savs Barbara
Alexander, superintendent of the- Maine
Bureau of Consumer Protection With-
out such a provision, the borrowers

might end up being ” flipped,” as happens
in Arizona.

The table on the previous page sug-
gests that creditors may be fax better off
than their piteous cries would lead law-
makers to Ixdicvc.

The dangers of pre-emption

Federal pre-emption of state urury
ceilings, as proposed in the Lugar-
LaFaloe bill, would abolish even those
state ceilings that are above current mar-
ket rates, remove the ability of each state
to set ceilings tailored to its residents,
expose consumers tn increased risk of
default and bankruptcy because of high
credit costs, and wipe out a host of strong
state consurner-protection laws.

The bill, as drafted, would apparently
do away with state controls on maximum
finance charges, prepayment penalties,
the way that interest rates arc calculated,
late fees, and balloon payments. The
bill’s supporters deny the measure would
have such a sweeping effect, claiming
that various credit provisions would be
exempted from Federal pre-emption.
The language of the bill, however, is very
broad. "Their intent is to make the lan-
guage look like something other than
what it is," charges Maine's Barbara
Alexander.

The bill is widely opposed by consum-
er groups. Another opponent is the
American Confrre' :e of Uniform Con-
sumer Credil Code States, a group of 11
states that have adopted all or part of the
Uniform Consumer Credit Code
(UCCC). The UCCC's framework of sug-
gested rate ceilings and consumer prolec-
ii jns, while balancing the needs of both
consumers and lenders, tends to tip in
favor of lenders. Even so, Kathleen
Coodpasture Smith, a South Carolina
state consumer-affairs official, speaking
for the conference, told Congress in July
that the bill would wipe out most bor-
rower protections in UCCC states.

"Federal pre-ernption of the UCCC
wotdd be disastrous for consumers and
would not be the quick fix for creditors
that some may believe," she cautioned.
“Stale rate and charge limitutir-.* are so
comp’itely intertwined with  trammer-
protection provisions that the two con-
cepts cannot be separated, . . . with
higher rate ceilings, more consumcr-pro-
lection provisions are necessary."

Cli agrees. In their rush to accommo-
date creditors, many Federal lawmaker:
seem to be overlooking the basic co
suiner protections often provided by the
same consumcr-credit laws that govern
usury ceilings. If state ceilings are abol-
ished. as they would be under the Lugar-
LaFalce bill, is it likely that the states
will take positive action to reinstate
those protections? Or are the people's
representatives prepared to let the tooth
oi usury bile loo much?

NOVEMBER 1901
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Move to Ban Usury Ceilings Starts
Fight Over FederalRole,, Gouging

. By Eiteen At Powell
sm/Inrpon,r d tkx wau-strzctjourmai. -

WASHINGTON-Consumer groups call 11
the "Loan Shark Revitalization AcL" Bank-,
ers and retail merchants say It's credit de-
regulation.

At issue is legislation in Congress to
eliminate state Interest-rate limits on con-
sumer loans. Despite opposition from con-
sumer groups, supporters of the legislation
are optimistic the measure can be enacted.

All but about a dozen states have con-
sumer usury ceilings, ranging from 10% a
year .in Arkansas to 36% annually on small
retail-installment  loans in  Indiana and
Idaho. The laws have evolved H a piece-
meal fashion since colonial times, and they
vary not only by state but also by the size
and type of loan and the lending institutions
Involved.

The laws started attracting attention
about 1980, when market interest rates sur-
passed some state lending limits. To keep
credit flowing, many states raised their in-
terest ceilings, and some abolished their
limits. Meanwhile, 'enders began pushing
for federal legislate i to end all state ceil-
ings.

iVjrizona’'s Experience

Banks, finance companies and other fi-
nancial institutions argue that some state
ceilings are slill so low that they can't cover
lending costs. One result, they say, is that
consumer credit dries up. In Pennsylvania,
where there is a 15% celling on credlt-card
Interest charges, Philadelphia National-
Corp., a bank holding company, has applied
to move its operations to neighboring Dela-
ware. And First Pennsylvania Corp., a Phil-
adelphia institution, recently challenged the
credlt-card celling In court. The suit was
settled last month with a tentative agree-
ment that would require First Pennsylvania
to roll back Its rate on credlt-card purchases
to 15% from 19.8% but would tllow It to
charge 19.87* Interest on credlt-vard cash
advances. oty S>ees

Consumer groups contend that Interest
ceilings are needed to protect borrowers
from excessive credit costs. They point to
what has happened In states such as Ari-
zona, which In April 1980 removed most of
its usury limits. '
1 Used-car dealers there who used, to

charge about 217* annual Interest 'now,’

charge about 327., says Chuck Pyle, an at-
torney with Southern Arizona Legal AM In,
Tucson. He says his agency recently, han-

interest-rate

Regan told the Senate Banking Committee.
det”ue Is focu”inff on bills Introduced.

by Democratic Rep. John LaFalce of New
York and Republican' Sen. Richard Lugar of
Indiana. Both bills would eliminate state in-
terest-rate limits on credit extended for per--
sonai, family or "household use. In addition,
states wouldn't.be allowed to prohibit lend- '
ers from charging borrowers certain fees,
such as a fee for obtaining a credit card.

But the states would retain some author-.
Ity. The bills say other state consumer-pro-
tection provisions, such as disclosure re-
quirements and criminal loan-sharking stat-_
utes, would be left intact And, under both
bills, states would get three years to over-
ride the federal preemption, thus allowing
reinstatement of ceilings. - -

The federal preemption is needed be-
cause "we are no longer a series-of little

We are no elonger
a series of little col.
onies, each independent
of the other,. says Rep.
John LaFalce, whc fa-
vors eliminating state
ceilings.

colonies, each' Independent of the other,”
Rep. LaFalce says. ''"We are dealing with
regional, national and world markets." He
sees little rr.erl: in trying to substitute a fed-
eral ceiling. The markets, if unfettered, will
produce competitive lending rates, he
argues,’

Tho Second Step " <

Messrs. LaFalce and Lugar see their pro-
posals as the next logical step in a credit
deregulation process that began with the'
Monetary Control AcL That law, enacted In
March 1980. nullified state ceilings on home
mortgages in the states that had them. For
three years, it also overrode state limits on
business and agrictu  al loans of 125,\O or
more. ;j, a; -t. *

It Jilso provided an alternate lending lIm-
tt—set al one percentage point above the
Federal Reserve's discount rate, currently
at 12%-:  Jerally Insured financial Instl-
tutions. States were given three years to

died a case Involving @ woman who bought'a** override* the, Monetary Cpntronitf tnteresL,
used car.pwlej- a contract, calling for(~98%..,~T3te.provisions. So far Only.ll states-fSv?

annual i nttreaf.iiiw

The Reagan administration backs federal

preemption gLIniervt rnira wen .ipouch lu
lavors tnertnML pmtrcnjTiuu -potnv'.Ow

Uw slates philosophically. "Usury cellars-
only distort financial marxet. and credit
flows and don'! reduce »e cos. of credit In
thv economy.” Treanur- j-e-crctary Doaaid

“fi'd"-&jnrk)'in wjiole or in pa;jtf

, in both houses of Congress believe the legis-
lation could bej enacted if approved in the
Senate as partiof a controversial omnibus
banking bill introduced by Banking Commit-
tee Chairman Jkke Garni the Utah Republi-
can.' ,

April » Deadline .- -

Still, Sen. Gam's recent decision to delay
consideration of ti banking bill until after
the Christmas holl iay recess worijes some
supporters of the interest-celling provision.
They figure that for political reasons the bill
must pas;; by April. Federal preemption of.
usury ceilings, says a Senate aide, "Is such
an emotional issue" that Congress probably
won't deal with it too close to next fall's
elections.

The American Bankers Association sup-
ports the legislation. Sam Baptisia, an ABA
lobbyist, argues that for many financial in-
stitutions the legislation is "a question of eq-
uity." 7.7)e federal government, primarily at
the urging of large banks and over the ob-
jections of many smell banks and thrift In-
stitutions, has begun deregulating the inter-
est rates that financial institutions can pay
on deposits. "In fairness. Il must deregulate
the asset (loan) side, tro,” he says. -

Asked If declining market Interest rates
won'l defuse the Issue Mr. Bapiista re-
sponds, "Who's to say they wpn't go back up
again?” He adds that even the rate decline
"won't help In stales like Arkansas. Penn-
sylvania and Michigan.” where he says
usury limits are loo low to be reasonable. ”

Consumer Groups Angry « '

Consumer groups see things differently.
"This legislation will eliminate state usury
ceilings designed to protect the klghcst-risk
and most-vulnerable ,group of borrowers,"
charges the Consumer Federation of Amer-
ica, ? coalition of consumer and labor
groups. Federal elimination of the rate lim-
its, It says, will cost Americans billions cf
dollars in additional finance charges, precip-
itate personal bankruptcies and allow credl
lore to Impose extra fees that wiD make
shopping for credit "difficult, if not Imposs’
ble."

The consumer groups argue that the Is-
sue of Interest ceilings should be left to the
stales. Attorney Ellen Broadrnan of the Con-
sumers Union, a nonprofit consumer educa-
tion organization that publishes Consumer
Reports magazine, says that more than 40
stales acted tn 1980 to raise or abolish out-
dated Interest-rate limits. This year more
states have revised or are reviewing their
laws, seme for the second time, "The suites,
in other words, have moved to respond to
changing economic conditions." she says.

Backers of the Interest-ceiling legislation™ "There's no need for unfounded federal pa-

lire .opypnistjc ricspuerthg ftunilcs dial re-
fSMiillf* Cocm-eas. littnru- U’ gel Die Lag

ibmallsm."

Falce bill moving Uiwarff'the House floor/fedl:pagl Fé%iaetrglla%elsgpfelﬁ’p%%arl%?rolpro\%s

were slowed w October when the House'
Banking consumer affaire subcommittee
vfte-j to table the proposal. Bui protwnent:

lere told CoUresc tha wMl J. A" 1T
agates: ra* cclln~ r ' tii- x,aal
shouic (' “eats

state's restcnsilLiiit' 4 enrrer.



Kentucky
?2ew York (D) (S) 6-30-83
Arizona (D)
New Hampshire
Oregon (D)
Alabama (S) Extended to June
California (S) 10-1-82
Kansas (S) 7-1-82
Miss'™ ;sippi (S) 6-30-82
Neb? aska
South Carolina (S) 7-30-82
South Dakota (S) 7-1-83
Delaware (D)
Georgia
Idaho
Montana (D) (S) 7-1-83
New Jersey (D)
New Mexico (D) (S) 7-1-83
Texas
Utah (D)
Wyoming
Oklahoma
Michigan
[Ilinois (D)
Nevada (D)
Colorado
Ohio (D) (S) 1-1-85
1

Deregulation
Sunset and date of expiration

1983 States Recent Activity On Rate Increases

Pennsylvania (D) (passed Senate) (held over to September)
Minnesota (18%) (for retailers with annual volume under 25 million)
Connecticut (18%) (passed and signed bytheGovernor)

Michigan (D) (Introduced)

Washington (18%) Passed and signed

Wisconsin (Floating Rate Introduced)






MMF S/December 21, 1981

Talked today by telephone with Jim McLaughlin, a representative
of the American Bankers Association who is the expert on Bank Mutual Funds.
His number is 202-467-5778.

He stated that he is not aware of any financial institution offering
MMF's, despite the fact it is allowed by lav; in Washington State, and by
interpretive ruling in New York State.

He further says the federal laws which describe the allowable
(and prohibitive) securities activities of bankr are the Banking Act
of 1933 (Glass-Steagle), and the Investment Company Act of 1940. He
says the prohibition on MF's in banks is applicable to all national banks
and all state-chartered, Fed member banks. Consequently, all state-
chartered banks in Alaska would be eligible be”aure they are not Fed
members.

He cited the following laws as particularly important:
G-S: sections 20,21,and 32; 12USC24 para Seventh, sections 77,377,378.

In short, Alaskan state-chartered banks would be able to participate
provided they followed the rules as delineated in the two federal acts.
He also noted that the Securities Subcommittee of one of the Banking
Committees w ill be holding hearings or. these in early February. He is
sending information.

A contact with the /*3A who specializes in Glass-Steagle is
Bob Bevan 202-467-4206
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Ban
Money _

2d Chief Also Has Quaims
On Bank Power for S&LS
But Wants Looser Laws

OyaW all Street Journal SloSJReporter

WASHINGTON - The chairman of the

/oderal Reserve Board said many banking
Jaws need to be loosened, but he opposes at
(least for now some proposals backed by the
*Reagan administration, including ¢ <e that
(would let banks offer money market funds.
I Paul Volcker also voiced reservations
jabout granting banking powers to savings
[and loan associations. The Fed says that
lidea raises "knotty" problems with the fun-
‘damental U.S. philosophy of having a di-
verse field of financial institutions.

At a Senate Banking Committee hearing.
Mr. Volcker sounded a noie of restraint to
Congress as It takes up far-reaching legisla-
tion designedvto restructure powers of finan-
cial institutions. Mr. Volcker said the Issues
raised are complex and doubly difficult In
this time of high Interest rates.

s&L Mergers Supported

He said the Fed supports broader powers
for federal regulators to deal with troubled
S&Ls, Including mergers with healthier
S&Ls and, as a last resort, with commercial
banks,. H*" T~ d ihe'baanl;suppbrts fed-
eral'action that*Svould.baiVassumptions of
low-fat'erest-home mortgage”.' _

But he said the Fed”piSS&A mbve by
Congress tojStrlke. down stale.Interest'rate
celllngs'on commercial loans, unless there Is
"a clear national Interest at stake." Other-
wise, he said it's a decision that should be
left to Individual states. '

.The Fed phlefalso said (the'aSrtrai'bank
strongly oppo”ca-.provislon'lii'the>Sehate
legislation that would allow:nationally.chart-
.ered banka to.boost thejimIt on;thermrnouni
of money'they'lend t£a'istngle -(borrower.
The bill would raise the celling to 25% from
10% of a bank's capital and surplus funds
He said the Fed wants banks to spread theli
loan risk over several borrowers, but con
ceded an exception might be made for smal
banks. For them, he suggested lifting the
limit to.15%.. \ " . b. . . |

terms # ]

White Hoose Vleir ree il

The Fed’s opposttton to banks*running
money -market funds; as well as Its reserva-
tions about.givinj.'I'btaJdng power to S&Ls
tproas after Treasury*£ecretajyDcnald Re-'
pw wged Congress lastweektogfve'theln-!
stituthms those M gers. .The administration;

A | nxou iti
am onrﬁcfinlarpfcfzﬂell_nsSti?u(%ions, %nc(?rr]g eet!até%"rl
fer<~jeress to fhiW out sever***—
the W hite'll ~ A OQTtteted:;,: -

Mr. Volcker sala-fcwnrea opposes money,
market funds for banks and S&Ls because it;
thinks current Interest rates would Impose
higher costs on thejnstituttons and "bring:
still heavier pressing on the earnings" o#
those banks and S&Ls that are being hurt by
long-term low Interest loans.Tle suggested tt

sue. .

In the meantime, he said, banks should
be given broader powers for offering Invest*,
ment management services,. Alth&ugfi; the
Fed.dkttft propose~Lt*Mr.'Volckersald that
1/Congress "allows ‘banks-to srt~up :Invest-
menfcompanlesj theyshould be. created'as
bank holding .subsidiaries;'vfcarred,, from
charging, sales commissions ‘ahd”so from
using the bank’s name. " .

AMr.j Volcker said th." Fed supports letting
banlaausderwHteihnnicjpal. revenue, bonds.
Mr<,Vplckerilso suggested banks.be permit-
ted to offer, travel'and data processing'ser-
~ces and to sell commercial paper.

‘ The Fed's reservations about giving
banking powers to S&Ls stem partly from a
concern that the thrift's ml/;ht abandon the
housing business they were designed to sup-
port, Mr. Volcker said. He liald some S&L's
mlgM simply convert to commercial banks,
under the provisions in the Senate legisla-
tion. Instead of giving S&Ls such sweeping
banking powers, he suggested they be al
lowed to provide Insurance and trust ser-
vices tot Individuals, as weli as being given
limited powers to offer commercial loans to
small busnessrs. He urged that steps be
taken “wttl'In a broad framework of a con’
cept of (S&.'s) as community, famlly-orl
ented Institutions.”
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ByaW all Sthekt Journal Staff Reporter
¥ NFW YORK-Th.' state banking supertnjj
te"Wuriel.SkjiMt,.sald state-charterecL
banJ”ani,;I™)xonipaiilesi-canldttanlze®
dmnvestment-funds” rjmuttnLfund
subsidiaries. ' , «"~
tie'raling Is significant because It out-,
lines ways banks can operate mutual lunds
without violating the Glass-Steagall Act. the
« federal law that prevents commercial banks
v from doing many brokerage activities, such
as operating a mutual fund. It is limited,
however, because it covers only 56 banks
and trust companies with assets totaling
S16.7 billion operating In New York that
‘ don't have federal charters and excludes the
state's banking giants, such as Citicorp,'
Chare Manhattan Corp. and Manufacturers
Hanover Corp. Citicorp's assets alone are
1115 billion.
Still, the ruling was sufficient to raise the
Ire of the Investment Company Institute, a
Washington D.C.-based trade group. Its offi-
cials view the New York ruling as a weapon
the country's big banks-whlch have loudly
been seeking.to operate money funds to
compete with the likes of Merrill Lynch,
Pierce, Fciincr & Smith Inc.-might usc to
convince Congress to end Glass-Steagall pro-
hibition... ooe 4
“I'm not saying this is some sort of con-
spiracy, but clearly the larger money center
, banks are Interested In overturning Glass-
Steagall. My guess Is that if they could
cause enough confusion on the state level,
Congress may reconsider/' said William
Tartlkoff, counsel for the Institute. "In our
opinion the law isn't .unclear. It's very
clear." 51 > e 1
The b: commissioner's ruling camc.
In response .J an application from a trust
company, which wasn't ldentified, to oper-
ate a mutual fund. To prevent such an oper-
ation from violating the Glass-Steagall act,
the state superintendent said banks and trust
companies must adhere to certain restric-
tions *1 W'
dmongythe*fiEstfAh~
much of - the iftnkWffl ecuritics '(Bifidj* .
Bought for the'tianVv,'customers; Jhe'banlr
and its subsidiaryicairt af ertise or- dffer
~esliterature'drtthe fund LV the public;'thc
furfdmust have a separate address'from the'
|>ahdc; bank,offleersand directors can'Lwork’
eforthef und . """ .
i ggogg X -
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NEW YORK STATE SUPER!KTKKDENT OF 3ANKS MURIEL SIEBERT
DETERMINES THAT NON-PBD-MKKSER
WPATE- CHARTERTD BANKS AuO TRUST CAMFANIEf

hiay ispoj:m ohdanidf advim. di'ek-eed investment funds
Muriel Siobc , Now York State Aaperintendeua of banks,
announced today that a 'l-:-.-"’or;-Sjtaue-ehartered bank or crust company,

which ir. rroc a member bank o: r.hc Federal reserve S estem, could sponsor,
organize and advise mi open-end inve.;twom fund.

The ranking topartnment reach*;d this conclusion ir. response to 2
proposa’ by a N--v-York-Scate -chartered trust company :c *sotup an
open-end inv< s-.m_r.L fund through a separate subsidiary. The fund would be
registered as on investment com; any tinder the Investment Company Act of
1940 and tiie subsieinr. would :e rouistored as an 'investment adviser under
the Investment Advisers Act | 1L.MO.

The Bankin.; Department concluded vrut i! v wmd bepermissible
underthe Rew/ York .nnkiny Law for tho suhsidiary of a bankor trust
company to r.ponsor and orgoni/.e tho lund and, subject to approval by the
shareholderof the find, it :vtse tho rund. Tiie bank or trust company
would agree- l.- :b..'-rv'- certain restrictions. Those include:

Prohibition on directors, officers or employees of

the hard; or its r.u.- ".diary working for \he fund, and on

major si ar.-hoidol's an tlie hank or its subsidiary having

similar control iini; .e«itionr- with, ‘'lie fursl

mere



Certain limitations on the purchase of the fund’s
securities for the accounts of the bank's customers.

Provision that:

1) a majority of the fund's directors will not be
"interested persons™* within the meaning of tho Investment
Company Act of 1940,

2) the;fund»have separate addresses from the bank
and the subsidiary;

3) thqvfaank and-the subsidiary not advertise or *
offer sales literature on the fund to the public.



NEW YORK-Money market fund
kept climbing in the week ended Wednes-
day, indicating that investors are getting the
money for tax-exempt ."all savers" certlfl-
[cates from other sources.'
;' Assets of the 81 "general purpose" funds
geared to Individual Investors rose $520 mil

y « (Monthly)

Souicf Mitiimu Comp*nr niinui#

Illon, to (50.52 billion, for the week, accord-
ing to the Investment Company Institute, a
Washington-based mutual iund trade group.
{That exceeds last weei's asset growth of
$464 million in the genera, purpose funds.

The 28 funds geared to Institutional inves-
tors, however, declined $342 million In assets
mto $28.84 billion, In sharp contrast to last
week’s $1.4 billion climb. The institute
blamed the drop on higher short-term inter-
est rates. e L. e
' Over all, assets of the nation's 14C funds
rose $1.33 billion, to $164.55 billion, the trade
group said. Last week, the funds grew $2.5
billion.

Many analysts had predicted that at least
some sitT)nifi_cant portion of tI* billions of
dollars flowing Into the new all savers
certificates would come from money funds.
Since the beginning of the year, Investors
have turned to money funds In record num-
bers for their high yields and liquidity.

But so far, those expectations haven't
come true. Fund manager] say there has
been little or no drop in assets at any point
since the all saver's program began two
weeks ago. "We're doing as well as we ever
have," said James Benham, chairman of
'éhel_%:apital Preservation Funds of Palo Alto,

alif.

The money funds continued to outpacd
other Investment vuis designed for individ-
ual Investors, even though their own yields
dropped slightly. The average seven-day
yie'l for money'funds declined'to ;15.5%>
from 15.75%, according to William E. Dono*.
ghue's Money'Fund Report of Holllstori.i
Mass. The average 30-day yield also dipped,
to 15.98% from 16.33%. Both-art still higher
than the 13.75%rQiat banks and thrift institu-
tions can pay on six-month money market
certificates...' v .

The decline in assets i the funds geared
to Institutions stemmed from higher Interest
rates. Institutions ean move money over-
night to take quick advantage of a changing
rate situation. Yields of money funds don't
rise as quickly as Interest rates in general,
so big investors have been switching to In-
vestments such as certificates of deposit and
commercial paper, which aren’t within the
financial reach of most Individuals.

The Donoghue 'report confirmed the
money funds' increase in assets, stating that
they rose $L1 billion, to $163.7 billion,"and
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“The fact Is, Ehe(eraud artist h]naor\gs

the system, Str|

and | support it, that Mastercard is a
bank product—.or, more accurately,
a financial institution’s product; the
board will forgo short-term card
growi'h for long-term marketing ad-
vantages.

MNe can doubtlessly pick up a
couple million cardholders but I
don’'t want to be the president of
Mastercard when major retailers be-
come the largest 'Mastercard is-

‘Speaking of retailers
and competition, don't'look beyond
Sears,” Hogg refated. “ It was inter-

moved fa [ beyond thgrr 0 Jgrnal func-
trons as licensors and an gerators
-0f the two natronaI credrt card aﬁ

terns. First camo trcards theni”

s early and

esting that the day we announced
our Money Manager Account, Sears
also annodnced itS intention to form
a money market fund as a major
strateﬁrc direction.

“When you talk apout Sears, the
numbers are astounding. Imagine if
it diverted 10% of itS advertising

udget to help launch this major new
strafegic direction,

“Sears is the second largest adver-
tiser in the U.S. Do you know what
10% o rts advertrsrn budget is?
Justover $60 mijlion! Can you imag-
ine the impact of those numbers on

The core of the plan i ra the Irnka
fa cushomers (celec Ing/ g

rcount with the Fidelit mone mar et

trave'era checks. The latest offering v a above a certain amount (Set dy the
, bank) are swep ton a dallx basrs Into r-foutsrde Investment firm io provrde a'

from the two assocratrons IS money

market funds. " .. - the oney mar ket fund

v -Visa was the first to announce Its ,
Intentbto offer a mone)é market

uct, but Mastercard eat Its est
Coast rival to the punch %announc

ing Its plan eart rn Septembor. That v, tercarci's INET elect
g t\r\}o iy p?Vrsasot?l y *

aka“anead o
“cial annoy. sment at a presa confer-
cence_during-the ABA ational Bank

ntlon.

Deaplto thrs 0no- uosman

ship, tho two plans are rea hé
ned more .as to%ls to help anks

te against qthor mone market
mutﬁ r?r?s rather than %a new

wea ons in the tradrtronal Master- /

calr\I e/}/rsa batrtle " tm rad
ither . pla s time, ha

been ofﬁcre? lly preser?t da to the Secu-
, rtties.and Exchange Commission. So
nerther o anrzatro uId ﬁo Info too
many details Yet, sufficient Informa-
tion ‘waa provided to show that the
two roﬂrams are (ﬂurte drﬁerent tro

each other. A desc rptron of each fot-

lows. v

MMtercard  plan. The MaStercard
H Pereached ana reemen with Fi-
gMana?ement roup, the Bos-
ton-Daaed Investment management
nd discount bro era%e firm, to create
the Mastercard Monoy ana%e
count Ess ntral pI%n c s for
Mastercar rovr e_the link be-
tween customer of participating Mas-

116

onversely,

when the checkrnq account falls be- ' U.SA s proposi

low g certain Ieve funds are drawn
out of the mone){ und to make up the -
difference. The rnka?e uaed Ia as-

onic settlement
*system

Customers do not deal drrectI with

the mone%f und, the transferS are ..

'.made by tho bank actingas agent for
Y tnﬁdcustomer Frdel?ty i mangage the

Optional account*. Be ond thrs basic
arrangement the bank could also ar-
range for the cuatomer S checkrng ac-
count to bo linked to}a rscount [0-
kerage amount whrc Intum could be

linked to a Fr elit margrn ac? unt. .

/h\/Parn the | rn%gr used wou
astercard' system.
Additional tlexrbrlrt¥ allows hanks to
attach their own ackagel 0T Invest-
ment accounts (CDs, ret reﬁos Al-
Savers Certificates, etc.) to the ovor-
all money market/brokerage/check-
Ing account,

ACCess to this multr aceted ac-
count ma be by check, by the Mas-
tercard I debrt carjd ]o gtele hone
transer. Maste card offic| sac now-
Iedget at thelr now plan does not fully
olve the pr oblem of drsrntermedratron

d Bosrs rom hanka to money mar-
ket funds Thex expect part J
money sent to the new Fidelity fund to

c- £main Ina

WWw-

the financial services market?

“The question is, however, wheth-
er the Mastercard membership at
large shares these concerns. Do you
really care whether we arc a 'pire’
bank cart or whether Ch» <nel Lum-
ber markets a Mastercard?’

Powerful toe*. “1 worry about com-

petitors that feel their dominant

market holds being loosened, and try

to make a case that wc are being 100

aggressrve Hogg declared.

vieh | am “not talking about
isa

‘ M astercard Visa have both

lleve the new rt)lan allows banks to re-
rfrvo position as sulop iers
"0f financia servrces rather than oper-

und. Funds In the checking account ating simply as backroom rocessors
‘t‘—‘% ‘q”v“g_UJTMR‘m_th_ Uming fc an

cess to a monez market fund, Vic*'
g tc aet up Its own
'mone tund However Vrsa will bo ad-

< vlaedby Alliance Ca  ml Management
iU Corp., subsrdraryo Donaldson, Luf-

- B%SE I* link. InmolPe]rat(on the Vrsa'

kin, and nratte
Pooling. [Ne Visa fund i designed to
InveBt Prrmar In certificates of de-
Bosrt articipating member
anka.The CDs purchased will reflect .
the amounts of nvestment Inthe fund .
}/ncus Omers o each Instrtutron
S aller banks will participat throug
Poolm arrangement with larger
correspondent members,
Othor features oi the Vlas plan*
» The vield will be tied to the daily
Pen Market rate on 90- day Treasury

. T
« The fund wili cany an Indemnrfrca
Pon feature so customers cannot suf-
er a credit [oss; e, oed'™

?tate Street Bank & Trust, Boston
wil serve as custodran and transfer

plan woula Work tke the Master-
card plan. Funds In a transaction ac-
count over a cerﬁarn amount will be
swept automatically Into the (und. |
Visa's electronrc BASE fystem will
ﬁrovr e the link, Banka will'have the
exipility to aet the terms and pricing
fﬁrtherrcustomers and may comhiné
und with other financial ser'icoa.
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THE LEGISLATURE OF THE STATE OF ALASKA
TWELFTH LEGISLATURE

FISCAL NOTE

REQUEST

Bill/lResolution No. SB 751

T Itle An Act relating to Money Market Mutual Funds

Requested by  Labor and Commerce Dute 2/10/1"?

FISCAL DETAIL

Agency Affected Commerce and Economic Development

Program Category Affected Consumer Protection

BR Pro%ram Or Subprogram(s) Affected Rankln(}; and Spnirifipg

(Note It more than one budget component is affected, separate Tine-item
amounts and funding for each component in the analysis section.)

EXPENDITURES (Thousands of Dollars)
FY =z FY 83 FY 84 FY 85 FY 86 FY 87

PERSONAL SERVICES 0
TRAVEL 0
CONTRACTUAL 0
COMMODITIES 0
EQUIPMENT  * 0
LAND & STRUCTURES

GRANTS,CLAIMSETC. \é

TOTAL

FUNDING (Thousands of Dollars)

GENERAL FUND 0
FEDERAL FUNDS 0
OTHER (Specify Source) 0

POSITIONS
FULL TIME 0
PART TIME
TEMPORARY 8

ANALYSIS (See Fiscal Mote Preparation Instruction, Section [I1)

V. DATE rspruarv IS. 198" PREPARED SY Willi?; F. Kir/sjev'r\ck. Fn~rrnr
. i . NCY— fiani'. I”r;r~ Sec.iri :,u::— Sc Loan;. Ciur.-c.
OriCITit. : FinSHCfe @ﬁ e Spgod e m

Vol r— r-m [ o e e-'-- . rn



JAYS. HAMMOND, GOVERNOR

DEPARTMENT OF COMMERCE A
ECONOMIC DEVELOPMENT oLCH D
OFACE OF THECOMMISStONER JUNEAU. ALASKA 99811

Phone: 465-2500

March 1, 1982

Honorable Bob Mulcahy

Chairman

Senate Labor and Commerce Committee
Pouch V

Juneau, Alaska 99811

Dear Senator Mulcahy:

Re: Senate Bill 751 ,m Act Providing for
Money Market Mutual Fund Accounts

You have asked for the position of the Department of Commerce and Economic
Development on the above subject bill. It is the position of the department
not to oppose Senate Bill 751. The previous Lirec.tor of the Division of
Banking, Securities, Small Loans and Corporations was one of the prime
movers of this idea nationally. This bill sets in place a vehic! by

which State chartered financial institutions could establish a special
uninsured account as a money market mutual fund.

The purpose of the bill 1is to provide a means by which State chartered
financial institutions could compete with the money market mutual funds
being offered in Alaska. It would, of course, be a managementdecision
by the financial institutions whether to offer this account ornot.
Surveys dore in 1980 and 1981 of the state banks have indicated little or
no interest at this time iIn these accounts.

It is our finding that this form of account is presently prohibited by
Federal law. If and when the Federal law should change, Alaska would

have in place a vehicle that would allow the State-chartered financial
institutions to offer these accounts.

Therefore, the Department of Commerce and Economic Development has a
favorable position on this bill based on the attempt to set in place a
vehicle to provide financial institutions a means by which to compete in
financial services.

Sincerely,

Edward W. Ebcch
Deputy Commissioner

EWE/krb 5/5



involving extraordinary circumstances requiring immediate action, the
department may take action without notice and public hearing, but upon
application to rescind the action taken, the department shall promptly
hold a hearing on the application.

(c) Hearings required or authorized under this title are not subject to
AS 44.62.330 — 44.62.630 of the Administrative Procedure Act, except
as required by AS 44.62.560 and 44.62.570.

(d) The department shall adopt regulations, consistent with the
provisions of this title, establishing procedures for hearings held under
this section. The Administrative Procedure Act (AS 44.62) applies to all
regulations adopted or authorized under this title.

(e) For the purpose of hearings, investigations or proceedings under
this title, and except as otherwise provided in this title, the department
or an officer designated by the commissioner may administer oaths and
affirmations, subpoena witnesses, compel their attendance, take
evidence, and require the production of books, papers, correspondence,
memoranda, agreements, or other documents or records which the
department considers relevant or material to the inquiry. (§ 42 ch 169
SLA 1978)

As to facts requiring hearing under Procedure Act, see 1960 Op. Att'y Gen.,
former AS 06.05.010 and AdminislraUve  Nu. 7.

Sec. 06.01.040. Examination policy. It shall be the policy of the
department to conduci, whenever reasonably possible, joint
examinations with the Federal Deposit Insurance Corporation of those
institutions subject to this title whose accounts are insured through that
corporation. (8 42 ch 169 SLA 1978)

Sec. 06.01.050. Definitions. As used in this chapter, unless the
context otherwise requires,

(1) “commissioner” means the commissioner of commerce and
economic development or his designee;

(2) "department” means the Department of Commerce and Economic
Development;

(3) “financial institution” means an institution subject to the
regulation of the department under this title. (§ 42 ch 169 SLA 1978)

Chapter 05. Alaska Banking Code.

Article

1. Powers of the Department of Commerce (8§ 06.05.005 — 06.05.085)

2. Banking Practices (88 06.05.090 — 06.05.280)

3. Organization and Corporate Functions of Banks (& 06.05.300 — 06.05.4631
4. Liquidation, Dissolution and Reorganization (8§ 06.05.465 — 06.05.475)

5. Prohibited Practices and Sanctions (88 06.05.480 — 06.05.525)

6. General Provisions (88 06.05.530 — 0G.05.545)



§ 06.05.525 Banks and Financial Institutions § 06.05.540
Effect of amendment. — The 1978 acorporation” and increar .? the maximum
amendment, in the second sentence, fine from $5,000 to $20,0(h>.

Editor's note. — Section 55, ch. 169, SLA
1978, contains a severability clause.

substituted "conviction of a corporation for
violation of this chapter" for "violation by

Sec. 06.05.525. Injunction. If a state bank fails to comply with the
provisions of this chapter, or the regulations of the department, or is
found by the department to be in an unsafe or unsound condition the
result of which will cause substantial injury to the bank or to its
depositors, creditors or stockholders, the superior court may, upon the
suit of the department, issue an injunction restraining the violation and
may issue an order prohibiting the transaction of all or any part of the
bank’s business until the circumstances upon which the suit is based no
longer exist. (8 3.510 ch 129 SLA 1951; am § 9 ch 63 SLA 1969)

Article 6. General Provisions.

Section
540. General definitions
545. Short title

Section

530. Effect on existing banks

535. Construction with subsequent
islation

leg-

0,

Sec. 06.05.530. Effect on existing banks. Th{g charters of state banks
existing on March 26, 1951, continue in full force and effect. All state
banks and, to the extent applicable, all banks shall thereafter operate
in accordance with this chapter. Any state bank, by filing an application
tor an amendment of its charter or for a merger, consolidation or sale
of all, or substantially all, of its assets or the assets of any department
of th' bank under this chapter and its charter is thereafter subject to
this ;hapter. (§ 1.104 ch 129 SLA 1951)

t)ec. 06.05.535. Construction with subsequent legislation. No part
of this chapter shall be considered to be impliedly repealed by
subsequent legislation not specifically repealing it if that construction
can be avoided. (§ 1.106 B ch 129 SLA 1951)

Effect of BuRineBH Corporation Act. —
This chapter is in no way amended by the
Alaska Business Corporation Act (AS
10.05). 1959 Op. Atty. Gen., No. 17.

On formation of bunking corporation.
— A banking corporation may lawfully be
formed under the Alaska Business

Sec.
the context otherwise requires

(1) "action”

in the sense of a judicial

Corporation Act (AS 10.05). It is equally
certain that a banking corporation may be
formed under this chapter, since it has no;
been repealed in whole or in part by the
Alaska Business Corporation Act. 1959 Op.
Atty. Gen., No, 17.

"5.05.540. General definitions. As used in this chapter unless

proceeding includes any

proceeding in which rights are determined;

(2) "bank" means any person doing a banking business whether
subject to the laws of this or any other jurisdiction;

57



§ 06.05.540 Alaska Statutes § 06.05.540

(3) "banking” means the negotiation for and the discounting of
promissory notes, drafts, bills of exchange and other evidences of
indebtedness; receiving deposits, selling aid buying exchange, coin, and
bullion, and lending money on personal, real and othf security, and
other kindred financial operations;

(4) "branch bank” includes a branch ban):;, branch office, branch
agency, additional office, or any branch place of business located in the
state., at which deposits are received, checks are paid, or money is lent;

(5) "commissioner” means the commissioner of commerce and
economic development or his designee;

(6) “community” means a city, town, unincorporated village, or, in
absence of any one of the foregoing, a trade area;

(7) "court” means a court of competent jurisdiction;

(8) "department" means the Department of Commerce aid Economic
Development;

(9) “domestic bank holding company” means a domestic corporation
that is organized under AS 10.05 and that has control over a bank or
another domestic bank holding company through one of the following:

(A) the company directly or indirectly or acting through one or more
other persons owns, controls, or has power to vote 25 per cent or more
of any class of voting securities of the bank or company;

(B) the company controls in any manner the election of a majority of
the directors or trustees of the bank or company; or

() the department determines, after notice and opportunity for
hearing, that the company directly 0" indirectly exercises a controlling
influ* nee over the management of policies of the b, .nk or company.

(10) “executive officer” when referring to a bank, means the
president, vice president, treasurer, cashier, comptroller and secretary,
or any person who performs the duties appropriate to those offices or
any person designated in the bylaws as an executive officer;

(1) "fiduciary" m \ns trustee, agent, executor, administrator,
committee, guardian or conservator for a minor or other incompetent
person, receiver, trustee in bankruptcy, assignee for creditor;, or any
holder of a similar position of trust;

(12) "good faith” means honesty in fact in the transaction and some
reasonable ground for belief that the transaction is rightful or
authorized;

(13) "item" means any instrument for the payment of money
negotiable or nonnegotiable but does not include money;

@14) "officer” when referring to a bank means any person designated
as an officer in the bylaws and includes, whether or not so designated,
any executive officer, the chairman of the hoard of directors, chairman
of the executive committee, and any trust officer, assistant vice
president, assistant treasurer, assistant cashier, assistant comptroller,
or other person who performs the duties appropriate to those offices;



§ 06.05.545 § 06.05.545

Banks and Financial Institutions

(15) “reason to know” means that upon the information available a
person of ordinary intelligence in the particular business, or of the
superior intelligence or experience which the person in question may
have, would infer that the fact in question exists or that there is a
substantial chance of its existence that, if exercising reasonable care
with reference to the matter in question, conduct would be predicated
upon the assumption of its possible existence;

(16) "state bank” means any bank chartered by this state;

(17) “undivided profits” means the accumulated, undistributed net
profit of a bank, including any residue t*ter

(A) provision for payment of taxes am expenses

(B) transfers to reserves allocated to a particular v
assets,

(C) losses estimated or sustrmed on a particular asset or class of
assets in excess of the amount of reserves allocated for it,

(D) transfers to surplus and capital,

(E) amounts declared as dividends to stockholders;

(18) “company" means any bank, corporation, partnership, joinc stock
company, business trust, association or similar organization, domestic
or foreign. (88 1.102,1.103 ch 120 SLA 1951; § 3.167 ch 129 SLA 1951;
am § 1ch 194 SLA 1959; am § 1 ch 139 SLA 1961; am § 1 ch 5S SLA
1962; am § 7 ch 56 SLA 1971; am § 19 ch 218 SLA 1976; am 88 39,40,
43 ch 169 SLA 1978)

iperations,
or class of

Effect of ."mendmenU. — The 1976 Section 65, eh. 16J, SLA 1978, contains a

amendment bu stituted “"commiBBioner of
commerce and i tonomic development" for
“commiBBioner <f commerce" in paragraph
(6) and "Depu ment of Commerce and
Economic Development" for "Department
of Commerce" in paragraph (8).

The 1978 amendment added "or his
desi)nee” to the end of paiagrnph (s),
rewrote paragraph (), and added
patagraphB (17) and (1s).

Edhor™ notes. — Section 8 ch. SC, SLA
1971, provides: "Any branci or limited
banking facility operating under a charter
from the State of Alaska on January 1,
1971, is a duly chartered branch."

severability clause.

Applicability of Alaska Banking Code
to building Bnd loan associations. — See
American Bldg. & Loan Ass'n, Inc. v. State,
Sup. Ct. Op. No. 112 (File No. 149), 876 P.
(2d) 370.

Commissioner subject to provisions of
Administrative Procedure Act. — The
Administrative Procedure Act (AS 44.62)
provides that tho commissioner shall be
subject to its provisions. 1960 Op. Atty.
Gen., No. 7.

Sec. 06.05.545. Short title. This chapter may be cited as the Alaska
Banking Code. (§ 1.101 ch 129 SLA 1951)

Chapter 10. Model Foreign Bank Loan Act.

Section

35. [Transferred]
40. Definitions
50. Short title

Section

10. Exemption of foreign banks from laws
nnd taxation

20. Authorized activities

80. Filing statement
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DEPARTMENT OF COMMERCE &
ECONOMIC DEVELOPMENT / wycw 0
OFFCEOF THECOMMISSIONER ( JUNEAU. ALASKA 998t]j

Phone: 465-2500

February 26, 1982

Honorable Bob Mulcahy

Chairman

Senate Labor and Commerce
Commi ttee

Pouch V

Juneau, Alaska 99811

Dear Senator Mulcahy:
Re: =Senate Bill 752 an Act Relating to Savings Associations

You have asked for a position from the Department of Commerce and Economic
Development on Senate Bill 752. We are generally in favor of this bill

as it clears up some questions under the Savings and Loan Act, 1i.e.,
qualifying shares of directors and out-of-state loan participations.

The department is opposed, however, to Section 7 of the bill as we feel it
is not needed. It is not clear as to why a savings and loan would wish

to be saddled with a federal investment list. The department could publish
a list of acceptable investments which can include any investments
authorized by the Federal section quoted in the bill. This list can be
updated as rapidly as necessary and could allow for more control and yet be
flexible enough to meet the needs of the industry.

If you have any furtherquestlons concerning our position on Senate Bill
752, you may wish to contact Mr. Kirkpatrick, Director of the Division of
Banking, Securities and Corporations, direct at 465-2521.

Sincerely,

Edward W. Eboch
Deputy Commissioner

EWE/krb 5/4



Sc, 1*2.

James M. Kelly
October 7-, 1981
Page 4

a member, or stockholder, shall
have access to the books and re-
cords or shalllbe furnished ur
shall possess a partial or complete
list of the members or stockholders
except upon express action and au-
thority of the board of directors.

This language closely follows the language of the
Model Act (1979 version); the amendments add reference to
stockholders and delete subsection (c) of AS 06.30.115. Sub-
section (c) is a bad provision for at least three reasons.
First, as the statutes are presently drafted, subsection (c)
contradicts the provisions of AS 06.30.120. Second, it incor-
porates the common law concept of inspection applicable to bus-
iness corporations, see AS 10.05.240, to savings associations,
but without any of the safeguards as to relevancy and proper
purpose. Third, it ignores the difference between business
corporations and financial institutions, the latter being de-
dicated to the public interest (under extensive regulatory con-
trol) and subject to annual (if not more frequent) inspection
by the Director of Banking and the Federal Home Loan Bank
Board.

NK Ten Percent of Assets Limitation on Second Lion
Loans. AS 06.30.555(b)(4) should be repealed. There are no
similar limitations on federal savings and loan associations,
see 12 C.F.R. 88545.6, £t seq., thereby rendering state savings
anc loan associations noncompetitive.

N e 5, Automatic Tie-In with Federal Powers. AS 06.01
.020, as amended by Ch. 63 SLA 1981, gave the commissioner
broad regulatory authority to grant state-chartered financial
institutions powers enjoyed by federally chartered institutions
(and to impose federal limitations on state-chartered institu-
tions). The present administration has indicated a preference
for legislation, as opposed to regulation, in order to effect
any changes in state powers (and limitations); accordingly, the
commissioner has not issued any regulations in the savings and
loan area pursuant to AS C5.01.020, despite request for such
regulations.

| suggest that it was the intent of AS 06.01.020, as
amended, to at least allow state institutions to be competitive
with federal institutions; sue i intent is frustrated if the ad-
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meeting of stockholders shal! detennine any question unless this Act specifically
provides otherwise. ,

SECTION 13. ACCESS TO BOOKS AND RECORDS; COMMUNICATION
WITH MEMBERS OR STOCKHOLDERS
k
g (a) Exclusiveness of Access. Every member or stockholder shall have the right
to inspect such books and records of an association as pertain to his loan, savings ac-
~ .0 count, or the determination of his voting rights. Otherwise, the right of inspection
« W*' C eand examination of the books and records shall be limited (1) to the Commissioner or
his duly authorized representatives as provided in this Act, (2) to persons duly author-
ized to act for the association, and (3) i- any federal or State instrumentality or agency
authorized to inspect or examine the books and records of an insured association.
The books and records pertaining to the accounts, loans and voting rights of savers,
borrowers, members and stockholders shall be kept confidential by the association, its
directors, officers and employees, and by the Commissioner, his examiners and repre-
sentatives, except where disclosure is expressly or impliedly authorized by such per-
son, or where the disclosure shall be compelled pursuant to applicable law or by a
i__court of competent jurisdiction, and no member, stockholder or any other person
shall have access to the books and records or shall be furnished or shall possess a par-
tial or complete list of the members or stockholders except upon express action and
authority of the board of directors, or to the extent that may be authorized and pro-
vided for in the bylaws of the association.

(0) Communication with Members or Stockholders. In the event, however,
that any member, members, stockholder or stockholders desire to communicate with
other mem! jrs or stockholders of the association with reference to any question
pending or to e presented for consideration at a meeting of the members or stock-
holders the association shall furnish upon request a statement of the approximate
numhsr of members or stockholders of the association at the time of such request, and
an estimate of the cost of forwarding such communication. The requesting member,
members, stockholder or stockholders shall then submit the communication, together
with a sworn statement that the proposed communication is not for any reason other
than the business welfare of the association, to the Commissioner who, after examina-
tion of the facts finds it to be appropriate, truthful id in the best interests of the
association and its members or stockholders shall execute a certificate setting out such
facts and such findings, forward the certificate together with the communication to
the association, and direct that the communication be prepared and mailed by the
association to the members or stockholders upon the payment to it by those making
the request of the expenses of such preparation and mailing. If he Commissioner
finds such proposed communication to be inappropriate, untruthful, or contrary to
the best interests of the association and its members or stock! dders, he shall have the
discretion to deny or make other disposition of the request to communicate which he
deems proper and he shall execute a certificate setting out such findings and deliver it
to the party or parties making the request together with his order denying or muking
other disposition of the reques4

JULY 1979 223



©) Applicability of Section to Federal Associations. Insofar as the provisions

of this section are not inconsistent with federal law, such provisions shall apply to
federal tssociations whose home offices are located in this State, and to the members
or stockholders thereof, except that the communication and statement provided for in
subsection (b) shall be tendered to the Federal Home Loan Bank Board, Wash-
ington, D. C., in the case of a federal association and forwarded only upon that
Board’s certificate and direction.

SECTION 14. FINANCIAL STATEMENT. Every association shall prepare and
publish annually in the month following the annual closing of its books in a news-
paper of general circulation in the county in which the home office of such associa-
tion is located, and shall deliver to each member or stockholder upon application
therefor, a statement of its financial condition in tne form prescribed or approved by
the Commissioner.

SECTION 15. DIRECTORS

(@) Association under Direction of Board of Directors. The busine of the
association shall be directed by a board of directors of not less than five (5) nor more
than fifteen (15) adult individuals elected by ballot from among the members or
stockholders by a plurality of the votes of the members present or voting by proxy. If
authorized by vote of the members or stockholders, the directors may elect all direc-
tors. At all times at least two-thirds of the directors shall b* bona fide residents of this
State.

(b) Qualifications Required of Directors. In order to qualify as a director: a
member of a mutual association must hold individually, or jointly with his spouse, a
savings account, the unencumbered withdrawal ‘alue of which is at least $1,000; a
stockholder of a capital stock association must ov/n individually, or jointly with his
spouse, capital stock in the association with a net. unencumbered stated value of at
least S1,000. Except with the written consent of the Commissioner, no member or
stockholder shall be eligible for election or shall serve as a director or officer e( an
associatic i who has been con' icted of a criminal offense involving dishonesty y a
breach of trust. A director shall automatically cease to be a director when he ceases to
be a member, or when he is adjudicated a bankrupt or is convicted of a criminal
offense as herein provided, or when the net equity above loans of all savings accounts
in the association held by him or minimum stock ownership requirement specified
above aggregates less than the minimum required to be eligible for election as a
director, but no action of tire board of directors shall be invalidated through the par-
ticipation of such director in such action; provided, that if a director becomes ineli-
gible under the terms of this subsection by reason of the exercise by the association of
the right of redemption of savings accounts provided for in Section 36, he shall re-
main validly in office until the expiration of his term or until he otherwise hecomes
ineligible, resigns, or is removed, whichever may occur first.

LEGAL BULLETIN
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JAYS. HAMMOND. GOVERNOR

DEPARTMENT OF COMMERCE &
ECONOMIC DEVELOPMENT POUCH D
DIVISION OFBANKING. SECURITIES, SMALL LOANS b CORPORATIONS PHONE: 465 0eay OB

November 18, 1981

Mr. Eddie Turner, President

Peninsula Savings and Loan
Association

Blazy Mall - Sterling Highway

Pouch 1000

Soldotna, Alaska 99667

Dear Mr. Turner:

In reference to Ralph E. Duerre®s letter of October <, 1981 to
James M. Kelly, Administrative Assistant to Senator Pat Rodeyv
are a couple of points that the Division of Banking wishes to discuss.

Regards nationwide leading, the first item addressed by Mr. Duerre

in his letter, the division intends to utilize the "wild-card*"" statute,

AS 06.01.020, to promulgate a regulation which will allow p*ate-

chartereci associations to participate in conventional Ica;.s or pools

of conventional loans secured by a mortgage on a one-to-four family C

residence where the mortgaged property is located outside the state.
cv-Vi-"tptL. The®."contemplated regulation will not provide for direct loan packag-

' ing. This instance seems to be a classic case where the application
0f as 06.01.020 would bring about the desired result, and thereby
eliminate the necessity of seeking statutory change through the
legislature.

Regards AS 06.30.610(9), the seventh point addressed in Mr. Duerre®s
letter, this division is in the process of preparing a list of other
investments. We woula jppreciate your input as to what investments
you think should be placed on the list. .
The division would prefer to place on the list that which Mr. Duerre
suggested as a new subsection (9) of AS 06.30.610. Thus;

"Assets-which qualify"rs liquid assets as defined i> Section
523.10(g), Title 12, Code of Federal Regulations, arid other
assets, except time deposits and bankers®™ acceptances, which



§ 561.37

*

6 %1.37 Audit period.
sttitiog Teard "o GRrvasren &
period (or other period in iliecase of a
change in audit per ,;d) covered-by the
annual audit con®" cted to satisfy
§563.17-1.

(41 FR 35821. Aug. 24, 1976) «

S-561.3S Consumer credilL r

Credit extended to a natural person
for personal, family, or household pur-
poses, including loans secured by liens
on real estate and chattel liens secured
by mobile homes! Provided, the associ-
ation relies substantially upon other
factors,, such as tiie general credit
standing of the borrower, guararties,

Tiile 72 Banks and BQ

(Sec. 5(cX2KB). 48 SUt. 132, as amende

le 01. 20 AR
Igﬁl’wﬂg w%%‘ amende*
U.S.C. 1464(d)); {J 402, 403 ,8 Slat
1257, as ametd2d (12 tse- 1725 170
Reorg. Phart No. 3 of 1947. ® FR '40., -
CFR 1943-48 Comp., p. 107"i 1

(45 FR 76110, Nov. 18, 1G803

PART 562—APPLICATION FOR
INSURANCE Or ACCOUNTS

Sec.

562.1
562.2
562.3

General provisions.
Application form.

Filing and amendment of application
562.4 Processing of application.

562.5 [Reservedl

562.6 . .
Exceptions to the foregoin roc
dures)f ptl going proc»

or seaurity other than the real estate | 5657 Action by Corporation.

or mobile hone, as the prilmary seen-1

|FIY For ae Isam¥ppropriale evidence
Tosagmohi Irate, JusHiMEHAR for such
Blicnce should be retained in an asso-
ciation"s files. Among the types of
credit included within this term are
consumer loans; educational loans; un-
secured loans for real property alter-
ation. repair or improvement, or for
the equipping of real property; loans
in the nature of overdraft protection;
and credit extended in connection
with credit carts.

(Sec. 5(c)(2)(B), 48 Stal. 132, as amended by
Title 1V. { 401, Public Law 96-221, 94 Slat.
151; 15(d), 48 SUI. 132, as amended (12
U.S.C. 1464(d)); H 402, 403, 48 SUt. 1256,
1357, as amended (12 U.S.C. 1725, 1726);
'ueorg. Plan No. 3 of 1947, 12 FR 4981, 3
CFR 1943-48 Comp., p. 10711

I-15FR 76110. Nov. 16. 1980)

5561.39 Open-end consumer eredilL

“Open-end credit-"as defined InR "I~
ulationZ (12 CFR 226.2(X))-

(S-c. 5(c)(2)(B). 48 Stal. 132, as amended by
Tdle IV. S401, Public Law 96-221, 94 SUu.
151; (5(d), 48 Slat. 132. as amended (12
U.S.C. 1464,d»: it 402, 403, 48 Stal. 1256,
1257, as amended (13 O.G.C. 1725, 1720);
Reorg. Plan No. 3 of 1947, 12 FR 4981, 3
CFR 1943-48 Comp., p 1071)

MS FR 76110. Nov. IB, 1980)

§561.4(' Closed-end consumer crediL

Consumer credit other than open-
end consumer credit.

562.8 Costs of examination, audit, and »p.
pralsal.

562.9 Effective date ?f insurance;

premium payment, issuance of ceniii
cate of Insurance.

562.10 Prohibition against advertising pro*.
pecUvc insurance.

Authority; Secs. 402, 403, 48 Sul 1256
1257, as amended; 12 U.S.C. 1725. 172¢c
Reorg. Plan No. 3 of 1947; 3 CFR. 1943-1941
Comp.

SouRcr 32 FR 8125, June 7. 1967. unien
otherwise noted. men

6 562.1 General provisions.

All requests by interested persons
T. : advice or Instructions with respect
to any matter arising under thi- part
shall be addressed to the Corpora”
tion™s Supervisory Agent. As used in
this part, the term *i iy
Agent” means the Presidc» ,1 1T te
Federal home loan bank of L. . Jstricl
in which the Insured institution is o
be located or any other officer or em-
ployee of such bank designated by the
Board as agent of the Corporation as
provided by §501.10 of the general reg-
ulations of the Federal Home Loan
Bank Board (§501.10 of this dhapter).

£562.2 Application form.

An application for insurance of ac-
counts small be submitted in form pre
scribed by the Corporation and sall
be supported in accordance with the
prescribed 'Outline of Information t©
bt Submitted in Support of an Appli-
catlor for Insurance of Accounts or a
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—_— -

0,0P*er ~—Federal Howe lo

uest for a Commitment 1
iflrounts” (hereinafter in thi
""nd to as “Outline of Infon

t 3 Filing and amendment 1

lion.

1y, application for insuran
= intsshall be filedwith the
Inn by delivering four copia

rether with four copies 0;
Porting information, to the
ory Agent. After an gplic
njturance of accounts has t
vith the Corporation, and pr
d*te of advice by the si
At to the applicant &
notice of the filig of the g
pursuant to {562.4, the appl
e additional information i
cf the application and may
sfler the date of such advice
faht may not amend the app
file any additional support
million unless requested 1o
Ihe Supervisory Agent or od
nron behalf of the Corporat

136 FR 13682, July 23.1971)

f562.4 Processing of appiicatic
Processing of an gplicat
hhis part shall foliov the ]
=t forth in {543.2 @). ©,
this chapter.
(Sec. 101. 91 StaL 1147. 12 UJ
irg.. Pub. 95-128 (the Comn
vestment Act of 1977): sec. 5, 48
amended: 12 U.S.C. 1464: secs. 4
408. 48 Stal. 1256, 1257. 1260.
1J U.S.C. 1725. 1726, 1730, 82 St
#0-255,12 U.S.C. 1730a; Reorg. J
1947, 12 FR 4981, 3 CFR. 1%4
1071)
(43 FR 47162, Oil. 12. 1978)

65625 [Reserved.l

6562.6 Exceptions K the fort
dure.

(@ Procedure prior to
State charter. The forcfoM
of this part shall be apph
application submitted to 0”
ance of accounts by person
of organizing a new irnst
who have received a an-
proval of organization fror
but have not yet receiver
except that said organize:
tally submit, in lieu of an



James M. Kelly
October 7, 1981
Page 6

NOT BE LIMITED BY LAW UNLESS THAT
LAW EXPRESSLY REFERS- TO THIS SEC-
TION ] i

In my suggested language, | have deleted reference to
the lim itations imposed on federally chartered institutions on
the theories that automatic imposition of additional restric-
tions/lim itations may upset the state statutory/regulatory
framework and that the commissioner already has authority to
impose such lim itations, see e.g. AS 06.30.025 and 030.

Sb. Director Qualifying Stock. Request is made that
AS 06.30.145(h) be amended to read as follows:

In <4 stock association each direc-
tor sl.?ll owmn individually, or
jointly with his spouse, [IN HIS
OMNN RIGHT] free of any encumbrance
capital stock of the association in
an amount equal to at least $1000
in par value.

This language follows that of the Model Act and is
considered necessary pursuant to matters raised in supervisory
audits of Peninsula Savings and Loan Association.

VI Investment in Securities. AS 06.30.610(9) per-
mits investments in "other stocks, securities or obligations
which the comvaissioner approves and places on a published
list.” Pursuant to an item which showed up on a recent super-
visory audit, Peninsula Savings and Loan Association requested
that bankers' acceptances be placed on the published list of
approved investments. The commissioner candidly pointed out
that the Department has yet (since 1961) to develop such a Ix.st
and, again, indicated a preference for legislative action (a’
opposed to administrat ive). Accordingly, request is made that
AS 06.30.610(9) be redesignated as subsection (10), and that a
new subsection (9) be added to read as follows:

assets which qualify as liquid as-
sets as defined in Section
523.10(g) of Title 12, Code of Fed-
eral Regulations, and other assets,
except time deposits and bankers'
acceptances, which would so qualify



James M. Kelly
October 7, 1981
Page 4

a member, or stockholder, shall
have access to the books and re-
cords or shall be furnished or
shall possess a 'partial or complete
list of the members or stockholders
except upon express action and au-
thority of the board of directors.

This language closely follows the language of the
Model Act (1979 version); the amendments add ref rence to
stockholders and delete subsection (c) of AS 06-.30.115. Sub-
section (c) is a bad provision for at least three reasons.
First, as the statutes are presently drafted, subsection (c)
contradicts the provisions of AS 06.30.120. Second, it incor-
porates the common law concept of inspection applicable to bus-
iness corporations, see AS 10.05.240, to savings associations,
but without any of the safeguards as to relevancy and proper
purpose. Third, it ignores the difference between business
corporations and financial institutions, the latter being de-
dicated to the public interest (under extensive regulatory con-
trol) and subject to annual (if not more frequent) inspection
by the Director of Banking and the Federal Home Loan Bank
Board.

Ten Percent of Assets Limitation on Second Lie..
Loans. AS*06.30 -555(b)(4) should be repealed. There are no
similar limitation”™ on federal savings and loan associations,
see 12 C.F.R. 88545.6, et seq., thereby rendering state savings
and loan associations noncom petitive.

* 5. Automatic Tie-In with Federal Powers. AS 06.01
.020, as amended by Ch. 63 SLA 1981, gave the commissioner
broad regulatory authority to grant state-chartered financial
institutions powers enjoyed by federally chartered institutions
(and to impose federal limitations on state-chartered institu-
tions) . The present administration has indicated a preference
for legislation, as opposed to regulation, in order to effect
any changes in state powers (and lim itations); accordingly, the
commissioner has not issued any regulations in the savings and
loan area pursuant to AS 06.01.020, despite request for such
regulations.

I suggest that it was the intent of AS 06.01.020, as
amended, to at least allow state institutions to be competitive
with federal institutions; such intent is frustrated if the ad-
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Stock Sckscpdjtiox

Subvcriplio u

applicant shall subscribe for
fjet when ita; plies for membership.

t —wb Additional subscription.

.. Lhe end of each calendar year, a
-1k ghall notify any member ifaddi-
fT-al stock subscription is required.

i st.f Adjustmenir in holdings.
i 3Jank may from time to time in*
—'-zse Or decrease the amount of stock

Vior *r\ r»r\nfnrrr I'n ror? inn

ember, the Eank shall pay for each
on its surrender, the va)ue
"tiiereof determined under section 6@>
cfthe act. or. at its election, credit any
part of such payment against the
-~ember’ debt to the Bank. A Bank
niav require amember to give 30 days”
i~;"isn notice of intention to apply for
jrjch 2 decrease, 2nd a member 3 hold-
mp- shall not be reduced to an amount
Jrss than required by section 10(c) of
the act.

*523.7

With Bank approval, a member may
subscribe for stock over the minimum
amount, if the law under which the
member operates so permits.

Excess sc’ scription.

i SP3.H Payment on subscription.

An applicant may, under section 6(d)
n® lhe act, pay in installments for sub-
scribed stock. IF an applicants admis-
sion to membership is substantially rie-
Jayrd following application, and it has
furnished all iriformatior, required and
complied with applicable jaws and
Board e¢“filiatios, it may make its
second payment on admission, and
succeeding payments as prescribed ir
s.—tn 6(d). All other subscriptions
shall be paid in full before stock certi-
-“mates are issued.

LzpuTditt

(334flxjt>crinitiuns for purposes of this

-erlion, 5522.11 and £522.12.

<a@) cash. Cash on hand ?.d un-
z'.--.dfca demand deposits . aBank, an
s:c-.udd bank. or the Eank for Savings

£523.10

anc Loan Associations. Chicago. 111,
but not gold in any form.

Co. insored bardz A commercial > nl:
-whose deposits are insured by the Fed-
eral Deoos* Insurance Corp.. not
under control of any supervisory-au-
thority.

© LiQvidity bcsc. A member s net
withdrawable accounts, or the policy
reserve of a member insurance compa-
ny required by State law. plus the
member " s short-term borrowings.

() Act isivuLrevyablt account:. All
withdrawable accounts less the unpaid
balance of all loans secured by such
accounts, but not including tax and
lean accounts or nste accounts.

(e) Shori-lcrrr. lorrovrinpz. All bor-
rowings payable on demand or in 1
year or less, but no; including tax and
loan accounts or note aem.ur .

() oblipations of ihr UnitcC States.
Evidences of indebtedness issued by
the United States, or issued by an
agency or instrurentality thereof and
fully guaranteed as to principal and
interest by the United States.

The total of cash,
accrued interest on unpledged assets
which qualify as liquio assets under
this subsection or wouki so qualify
except for their maturities, and the
book value of the following unpleo d
assets (including such assets held st>
ject to -epurchas; agreement), as iong
as principal and interest on such
assets are not in cefaul "

(@ Time deposits r. a Bank or the
Eank for Savings and Loan Ass rel-
ations, Chicago, 111;

(@ Except as the Board may o"ner-
wise direct in a specific case, obliga-
tions of the United States maturing in
£ years or les;

(3j Obligations with 5 years or ess
remaining util maturity, issued, or
fully guaranteed as to principal ai.d
interest, by:

@ A Bank(s);

@1 The Federal National Mortgage
Association:

@ii; jthr Government National Mon-

age Association;

(vi A Bankls) for Cooperatives, in-
cluding the Centra) Eank for Coopera-
aves;

() A Federal Lane Sankls);

W) A Federal Intermediate Credit
Eank(s):



t572.11
(iJi The Tennessee Valley Authori-

(iii The Exporl-Impon Bank of
the United States:

() The Commodity Credii Corpora-
ton: or

() The Federal Financing Bar.it:

(@ Time and savings deposits in an
insured banit inducing time deposits
held subject to a repurchase agree-
ment and loans of unsecured cayis)
funds 1o an insured ban): (Federal
funds or similar unsecured loans to In-
sured banks), up to an amount not to
exceed the maximum permissible in-
vestment in such deposits allcwed
under 5562.9-6 of this chapter, if:

@ Except for loans of unsecured
aayts) funds such time deposits are (C©)
negotiable and will mature in 1year or
less. (b) not negotiable and will mature
in 90 days or lss, or (© ot
withdrawable without notice and the
notice periods do not exceed 90 days:

@) Loans oi unsecured cay(s) funds
will mature in 6 months or less; anc

@ii) The priority of claims of a
lender of unsecured C2y(s) funds isnot
subordinate to claims of depositors in
the borrower thereof:
gE5V Bankers” acceptances of an in-
u, -ifbank iIf

@) The total of all such acceptances
of the same bank held by the same
member does not exceed one-fourth of
1 percent of total deposits of such
bank (as shown by its lest published
statement of condition preceding the
cate of acceptance):

(ii) Such acceptances will mature in
6months or les:

®) General obligations (other than
gold-related obligations) of any State,
territory, or possession of the United
States, or political subdivision thereof.
it

(;>Such obllgations continue to be
either io> rated in one of the four
highest grades by ihe most recently
published rating of suc-h obligations by
nationally rec-ogniaed investment
rating service or (di issued by a public
housing agtnty and have the full faith
and credit of the United Stales
pledgee under t14212mt) or ( !42Tiia)
0! Titic 41 cf the United Stales Coot,
as arr,-.ric.ee. and

(iii Sjch obligations will mature ir. 2
years or Itrs. anc

IS T

Titie 12— $Dioirj one Esnking

Shares or certificate? r. <.
open-enc management  investment
company regisierec with the Securi-
2 anc Exchange Commission under
the Investment Company Act of 1940.
while the portfolio of such company
restricted by Its investment policy,
cnangeaole only by vote of the share-
holders, to investments described ii
the other provisions of this paragraph
C))

(hi shorl-lenri  liquid csscLs. The
total of cash, accrued interest or. un-
pledged assets which qualify as liquid
assets under paragraph (Q) of this sec-
tion. or would so qualify except for
their maturities, and the book value G-
the following unpiecgec assets (indue-
ing such assets held subject to repuj.
chase agreement):

@ Time deposits specified in para-
graph (@) of this section:

(@ Obligations specified in para-
graphs (@ (@ and <g> (3> of this sec-
tion. which will mature in 12 months
or iess:

@ Time and savings deposits, -
eluding loans of unsecured dav(>
funds, which qualify as liquid assets
under paragraph (@) (4 of this sectioc
and. in tht case of sucl. time deposits
which are negotiable, will mature in 6
months or less;

(@ 3ankers” acceptances specified n
paragraph (@) (6) of this section which
will mature In 6 months or iess;

G General obligations specified ir
paragraph (@ (6) @) (b) of this senior,
which will mature . 6 months or lesr
and

(®) Shares or certificates of any in-
vestment company qualifying unoer
paragraph ".Q)() of this section, ko thi
extent that :he investment™ of such
company ac- eligible under inis para-
graph (-

(See. 4t*i. 92 Sts; ''l Pul. L Pf-fbt s
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Alaska State Legislature

YO Senate

Offical Business Pouch V
Labor & Commerce Committee juJmS'msu

SB 752 Sectional Analysis:

Section 1) Amends AS 06.30.115 pertaining to access to books and records of a savings
association. Members and stockholders of an association may inspect records pertaining to
his loan, savings account, or voting rights. Retains provision that the commissioner (or
his authorized representative), persons authorized by the association, and federal agencies
authorized, may inspect the books and records of an insured association.

Section 2) Bocks and records pertaining to accounts, loans and voting rights of members,
stockholders, savers and borrowers shall be kept confidential. d

Section 3) In a stock association each director shalx omn capital stock ($1,000', indiv-
idually or jointly with his spouse. Currently "in his oan right".

Section 4) Exempts participation loans authorized under AS 06.30.530 fran the prohibition
against securing loans by mortgages on properties loacted outside the state.

Section 5) amends As 06.30.520 by the addition of language which vrould allow property
improvement and consumer loans bo be secured by liens on real estate and mobile hemes.

Section 6) Adds the National Credit Administrator insured loans and loans approved by the
Department to the list of eligibility for participation loans.

Section 7) allows investments in 7Lquid assets as defined by federal regulation, as well
as assets excluded frcm the definition because of maturity limitations, but not time
deposits and binkersl acceptances.
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§%30115 Banks and Financial Institutions §%30125

charge nay be made against borrowers for defaultc or prepayments.
However, nothing contained in this chapter prevents payment being
mede for the purchase of stock in a stock association. (§ 7 ch 49 SLA
1961; am § 12 ch 164 SLA 1978)

Effect of amendment — The 19v8 second sentences and added the third
amendment substituted "may not charge' sentence,
for “shall not charge" in the first and

Sec. 06.30.115. Access to books and records of association, (@)
Every member may inspect the books and records of an association
which pertain to his loan or savings account

(b) Except as provided in (a) and (c) of this section, the right of
inspection and examination of the books and records is limited to (1) the
commissioner or his authorized representatives as provided in this
chapter, (2) persons authorized to act for the association, and (3) any
federal instrumentality or agency authorized to inspect or examine the
books and records of an insured association.

(© In stock associations every stockholder may inspect 1he >eneral
books and records of the association except a stockholder may not have
access to the loan and savings records of other members. (5 8(a) ch 49
SLA 1961, am § 13 ch 164 SLA 1978)

Effect of amendment. — The 1978
amendment inserted "and (c)" in subsection
(b), and added suosection (c).

Sec. 06.30.120. Books and records pertaining to members
accounts to be kept confidential. The books and records pertaining to
the accounts and loans of members shall be kept confidential by the
association, its directors, officers and employees, and by the
commissioner, his examiners and representatives, except where
disclosure is compelled by a court of competent jurisdiction. No person,
including a member, shall have access to the books and records or shall
be furnished or shall possess a paitial or complete list of the members
except upon express action and authority of ihe board of directors.
(8 8(a) ch 49 SLA 1961)

Sec. 06.30.125. Communication between members. If a member
desires to communicate with another member with reference to a
question pending or to be presented for consideration at a meeting of
the members, the association shall furnish upon request a statement of
the approximate number of members of the association and an estimate
of the cost of forwarding the communication. The requesting member
shall submit the communication to the commissioner who if he finds it
is appropriate, truthful and in the best interests of the association and
its members, shall execute a certificate setting out these findings,
forward the certificate together with the communication to the

109



§ 06.30.130 Alaska Statutes § 06.30.14*

association, and direct the association to prepare the communicationa., 1
mail it to the members upon payment to it by the requesting member
of the expenses of preparation and mailing. (§ 3(b) ch 49 SLA 1961)

Sec. 06.30.130. Application of 88 115—125 of this chapter to
federal savings and loan associations. To the extent that 8§ 115—125
of this chapter are not inconsistent with federal law, they apply to
i “eral savings and loan associations whose home offices are located in
this state, and to the members, except that the communication provided
forin§ 125 of this chapter shall be submitted to the Federal Home Loan
Bank Board, Washington, D.C., and forwarded only upon that board's
certificate and direction. (8 8(c) ch 49 SLA 1961)

Sec. 06.30.135. Association to publish and furnish annual financial
statement Every association shall prepare an annual statement of its
financial condition in the form prescribed or approved by the
commissioner. The staterment shall be published annually each January
in a newspaper of general circulation in the city in which, or in the
immediate vicinity of which, the home office of the association is located.
The association shall deliver a copy of the staterment to each member
upon his request (§ 9 ch 49 SLA 1961)

Sec. 96.30.140. Association under direction of board of directors.
The business of the association is directed by a board of directors of not
less than five or more than 25 as determined and elected by ballot from
among the members by a plurality of the votes of the members present.
If authorized by vote of the members, vacancies on the board of directors
may be filled by a simple majority vote of the remaining directors, and
those persons so appointed may serve only until the next annual meeting
of the association. At all times at !east two-thirds of the directors shall
be bona fide residents of this state. (8§ 10(a) ch 49 SLA 1961, am § 14
ch 164 SLA 1979

Effect of amendment. — The 1978 directors" at the end of the Becond
amendment substituted "25" for "15" in  sentence.
the first sentence and che language CJ.S. reference — 9 CJ.S. Banks and

beginning "vacancies on the board of Banking § 968 et seq.
uirectors” for "the directors may elec. all

Sec. 06.30.145. Qualifications of directors, (@ To qualify as a
director, a member of a mutual association shall hold a savings account
with the association having a withdrawal value of at least $1,000. A
director automatically ceases to be a director when he ceases to be a
member, or when the net equity above loans of all savings accounts in
the association held by him aggregates less than the minimum required
to be eligible for election as a director. However, no action of the board
of directors is invalid through the participation of the director in the
action. If a director becomes ineligible under this section by reason of
the exercise by the association of the right of redemption of savings



§ 06.30.150 Banks and Financial Institutions § 06.30.170

accounts provided forin 8§ 475— 4850fthis chapter, heremains inoffice
until the expiration of his term or until he otherwise hecomes ineligible.

(b) In astock association each director shall own in his own right free
of any encumbrance capital stock of the association in an amountequal
to at least $1,000 in par value.

(c) Each directorshall take an oath thathe will faithfully and honestly
perform the duties of his office and will not violate or permit to be
violated any provisions of this chapter. The oath shall be filed annually
in the office of the department (§ 10(b) ch 49 SLA 1961;am § 15ch 164
SLA 1978)

Effect of amendment. — The 1978 "with the association” in the first sentence,
amendment designated the provisions of and deleted the former second sentence,
this section as subsection (a), and in that which read “If the assets exceed $2.5
subsection, substituted "a mutual asso- million, the withdrawal value of the account
ciation” for “an association” and “$1,000” must be at least $2,000.” The amendment
for "$500" in the first sentence, inserted also added subsections (b) and (c).

Sec. 06.30.150. Classification of directors. At the first annual
meeting, the directors shall by majority vote be divided into three classes
of as nearly equal numbers as possible. The term ox office of directors
of the first class expires at the first annual meeting following the first
election; the term of office of the second class expires one year
thereafter; and the term of office of the third class expires two years
thereafter. Ateach annual election thereafter directors shall be chosen
for a full term of three years to succeed those whose terms expire.
(8 10(c) ch 49 SLA 1961)

Sec. 06.30.155. Number of directors increased only by members.
The number of directors may be subsequently increased only by vote
of the members. (§ 10(d) ch 49 SLA 1961)

Sec. 06.30.160. How vacancy on board of directors caused by
increase in number of directors is to be filled. If the members fail to
electa director to fill each vacancy created by an increase, the directors
may fill the vacancy by electing a director to serve until the nextannual
meeting of the members, at which time a director shall be elected to fill
the vacancy for the unexpired term for the class of director in which the
vacancy exists. (S 10(e) ch 49 SLA 1961)

Sec. 06.30.165. Classification of n»w directors elected to fill
vacancies. Wheneverthe number of directors is changed and vacancies
caused by the change are filled, the directors so elected shall he
classified so that each of the three classes contains numbers as nearly
equal as possible. (§ 10(f) ch 49 SLA 1961)

Sec. 06.30.170. When vacancy on board of directors is to be filled
by directors. A vacancy among directors, notfilled by the members, may
be filled by a majority vote of the remaining directors, though less than
a quorum, by electing a director to serve until the next annual meeting
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successor in interest without notice to the original party, exceptwhere
there is a written agreement to the contrary, and may forbear to sue
ormay extend time forpaymentofthe secured debtor otherwise modify
its terms without discharging or in any way affecting the original
liability of the party upon the debt. (§ 23(f) ch 49 SLA 1961)

Sec. 06.30.520. Property improvement and small loans. An
association may make property improvement loans to property owners
for maintenance, repair, modernization, improvement, and equipment of
their properties. A loan may be made with or without security, except
that a loan without security may notexceed $4,500. An association may
not make property improvement loans exceeding 25 per cent of its
assets. Anassociation may make small loans to members with orwithout
security not exceeding $2,500. However, an association may not make
small loans exceeding 15percentofits assets. The total amountof loans
made under this section may not exceed 25 per cent of the assets of the
association. (8 23(g) ch 49 SLA 1961)

Sec. 06.30.525. Power to purchase loans and to lend upon loans.
The powerto make loans includes (L)the powerto purchase loans of any
type thatthe association may make and (2)the power to make loans upon
I'iitircuvity of loans of any type thatthe association may make. (8 23(h)
ch 49 SLA 1961)

Sec. 06.30.530. Participation loans. An association may participate
with otherlendersinloans of any type thatan association may otherwise
make, if the other lenders are instrumentalities of or corporations owned
wholly orin part by the United States or this state, or are associations
organized under the laws of this state, or are associations or
corporations insured by the Federal Savings and Loan Insurance
Corporation or the Federal Deposit Insurance Corporation, or are life
insurance companies with assets in excess of $100 million, or are
employees’or self-employed persons’trusts qualified and exempt from
federal income tax under the laws of the United States. (8 23(i) ch 49
SLA 1961)

Sec. 06.30.535. Sale of loans. An association may sell without
recourse any loan, including its participating interest in a loan, at any
time, if the total dollaramountofthe loan sold, including the sale, within
the calendar year beginning January limmediately preceding the date
of the sale, does not exceed a sum equal to 25 per cent of the dollar
amount of all loans and participating interests in loans held by the
association at the beginning of the calendar year. However, the
commissioner, upon application of the association showing good cause,
may authorize the sale of a greater amount during a calendar year.
Notwithstanding the limitations of this section, loans may be assigned
with recourse to the Federal Home Loan Bank of which the association
isa member. (§ 23(j) ch 49 SLA 1961)
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Article 9. Investments and Borrowing.

Sect; ,ii Section
610. Investments in securities 616. Investment in service corporation
615. Investments in real estate 620. Power to borrow

Sec. 06.30.610. Investments in securities. An association may invest
in the following securities:

(1) obligations of, or guaranteed as to principal and interest by, the
United States or this state without limitation;

(@ stock of a Federal Home Loan Bank of which it is eligible to he
amember and in obligations or consolidated obligations of any Federal
Home Loan Bank;

(3) stock or obligations of the Federal Savings and Loan Insurance
Corporation;

(4) stock or obligations of a national mortgage association or its
successor;

(5) demand, time, or savings deposits with a bank or trust company
whose deposits are insured by the Federal Deposit Insurance
Corporation; *

(6) stock or obligations of any corporation or agency of the United
States or this state, or in deposits therewith to the extent that the
corporation or agency assists in furthering or facilitating the
association’s purposes or powers;

(7) savings accounts of an association operating under this chapter
and of a federal savings and loan association;

(8) evidence of indebtedness which is a general obligation of a city,
town, village, school district, or other municipal or political subdivision
of this state;

(9) other stocks, securities or obligations which the commissioner
approves and places on a published list. An association investing in
securities listed by the commissioner is not required to dispose of the
securities ifata later time the commissioner removes the securities from
the list. (§ 26(a) ch 49 SLA 1961)

CJ.S. reference. — 9 CJ.S. Bunks and
Blinking! 1008 fit ueq.

Sec. 06.30.615. Investments in real estate, (a) An association may
invest an amount which does not exceed the sum of its capital stock,
surplus, undivided profits and reserve accounts in real estate including
buildings and appurtenances as may be or reasonably anticipated to be
necessary orconvenient for the transaction of its business from portions
of which a revenue may be derived by rentals or otherwise. However,
the commissioner may approve investment of a larger sum.

(b) An association may also invest in:

(1) real estate purchased at any type of sale upon which it has a lien
or claim;
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(B) secured in addition to the amortized mortgage by a savings
account held by the lending institution in an amount equal to 15
percent of the loan or other collateral acceptable to the department.

(3) No investment may be made in at jnventional loan secured by
a mortgage on a one-to-four family residence unless the mortgaged
property is located inside the state.

(4) Repealed by § 15 ch 71 SLA 1981.

(5) The loan may not be made to a director, officer, or employee
except when secured by home property owned and occupied by the
director, officer, or employee.

(6) No investment may be made in a mortgage upon a leasehold
unless

(A) the leasehold has an unexpired term ofnot less than two years
beyond the maturity of the loan;

(B) the principal amount of the mortgage loan is notin excess of 80
per cent of the appraised value of the leasehold; and

(C) provision is made for completed amortization ofthe loan within
an unexpired term by period payments as the department may pre-
scribe.

(7) No investment may be made in a conventional loan secured hy
amortgage ona multiple-family dwelling or improved real estate ifthe
loan exceeds 90 percent of the appraised value of the property or has
amaturity exceeding 40 years from the date the loan is made. (§ 23(c)
ch 49 SLA 1961; am § 27 ch 164 SLA 1978; am §§ 3-6, 15 ch 71 SLA
1981)

Effect of amendments. — The 1981 tuted "40" for "30" preceding "years,"

amendment, in paragraph (1). substituted
"the net worth of the association or an
amount equn) to 10 percent of the savings
liabilities of the association, whichever is
less, except that a mortgage investment in
the aggregate amount of $100,000 or less
may be made notwithstanding the provi-
sions of this paragraph" for "two percent of
the assets of the association at the lime the
investment is made, or $90,000 on a sin-
gle-family dwelling or $90,000 per unit on
a multiple-family dwelling or other
improved realty, whichever is greater, or
other maxima established by the commis-
sioner by rugulntion." In paragraph (2),
the amendment substituted "90" for "two
percent of the assets of the association at
the time the investment i6 made, or as
specified in (110fthis section, whichever is
greater, or more than 80" preceding
"percent of the appraised value,"” substi-

udded "a" preceding "mortgage” and sub-
stituted "insurer authorized to do business
in Alnsku with covcruge in an a .iounl
acceptable to the department” for "insur-
ance in an amount equal to 20 percent of
the loan issued by a mortgage insurer
authorized to do business in Alaska" in
subparagraph (A) and substituted "15" for
"10" preceding "percent" in subpnragrnph
(B>. In paragraph (3), the amendment sub-
stituted "No" for "except as provided in (11
of this section, no" preceding "investment"
and deleted "and the mortgngc has a
maturity not exceeding 30 years from the
date the loan is made" following "inside
the state." The 1981 amendment also
repealed paragraph (4) and added para-
graph (71.

Editor’'s notes. — For limitation on
investments in loans on improved real
estate, see paragraph (71 of this section

Sec. 06.30.505. Other loans, (ai An association may use for loans
other than those specified in AS 06.30.500 an aggregate amount not
exceeding 30 percent of the assets at the time ofuse, ora lurgeramount

o
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ifaloanmade after 30 percentofthe assets ofthe association have heen
used is made with a written commitment by a secondary investor to
purchase the loan within a reasonable time and with the approval of
the commissioner as follows:

(1) home loans, whether direct-reduction or not, which exceed 90
percentofthe appraised value ofthe home property securing the loan;

(21 [repealed]

(3) home loans ofany amount, which are not direct-reduction home
loans, regardless of where the home property securing the loan is situ-
ated;

(4) other real estate loans, whether amortized or unamortized,
regardless of amount or location of real estate securing the loan.

(b) A subsequent reduction of savings liability does not affect
outstanding loans made under this section.

(¢) An association may, subject to regulations adopted by the com-
missioner, invest not to exceed 20 percentofits assets in loans secured
by mobile homes.

(d) The loans referred to in (a) of this section may not exceed 90
percentofappraised value ofthe property securing the loans except as
provided in AS 06.30.500 and 06.30.510. (§ 23(d) ch 49 SLA 1961; am
§§ 28,29 ch 164 SLA 1978,am § 7 ch 71 SLA 1981)

Effect of amendments. — The 1981
amondment, in subsection (a), nddod "if a
loan mado after 30 percent of the assets of
the association hove been used is made
with a written commitment by a secondary’
investor to purchase the loan within u-roa-
sonable time and" preceding "with the
approval” in the introductory language
and in paragraph (1), substituted "90
percent of the uppraised value of for
"$90,000 aoch, regardless of where"
preceding "the home property" and deleted

In subsection fb), the amendment deleted
the former first sentence which read "The
power referred to in (a) of this section is
referred to 06 the '30 percent of uisets
lending power'” and substituted "this sec-
tion" for "the 30 percent of assets lending
power" in the second sentence. In subsec-
tion (c), the amendment substituted "20"
for "10" preceding "percent of its assets”
nnd, in subsection (d), substituted "90" for
"80" preceding "percent of appraiaed
value.”

"is situated" following "securing the loan."

Sec. 06.30.507. Lending standards. An association may not make
a loan unless it has determined that the type, amount, purpose, and
repayment provisions ofthe loan in relation to the resources and credit
standing ofthe borrower support the reasonable beliefthat the loan is
financially sound, will be repaid according to its terms, nnd is lawful.
(8 8 ch 71 SLA 1981)

Sec. 06.30.520. Property improvement und consumer loans.
An association may make property impro- ement loans to property
owners for maintenance, repair, modernization, improvement, and
equipment of their properties. In addition, an association may make
consumer loans. A property improvement or consumer loan may be
made with or without security. An association may not make property
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improvementloans exceeding 25 percent ofits assets orconsumer loans
exceeding 40 percent of its assets. (§ 23(g) ch 49 SLA 1961;am § 9ch

71 SLA 1981)

Effect of amendments. — The 1981
amendment added the present second sen-
tence, added "property improvement or
consumer"” preceding "loan" and deleted
"except that a loan without security may
not exceed $4,500” following "without
security” in the third sentence, deleted "an
association may make small loans to mem-
bers with or without security not
exceeding $2,500. However, an association

may not make” from the end of the third
and beginning ofthe fourth sentences, sub-
stitute! "or consumer" for ‘“small”
pireceding "loans exceeding,” substituted
40" for "15” preceding "percent of its
apgsets” and deleted the former last sen-
tence which read "The total amount of
loans made under this section may not
ekceed 25 percent of the assets of the asso-
ciation.”

Sec. 06.30.535. Sale of loans.
Repealed by § 15ch 71 SLA 1981.

Editor’'s notes. — The repealed Bection
derived from § 23(j), ch. 49, SLA 1961.

Sec. 06,30.540. Servicing loans. An association may service loans.
(S 23(k) ch 49 SLA 1961; am § 10 ch 71 SLA 1981)

second sentence which read "The
maximum principal amount of mortgager
and trust deeds serviced by an association
atany one time Bhail not exceed two-thirds
of the amount ofthe savings liability of the
association."

Effect of amendments. — The 1981
.--eendment  substituted "loans" for
"mortgages and trust deeds made by the
association and later sold subject to
regulations nnd restrictions pre' .ibed by
the commissioner” following service” in
the first sentence and deleted the former

Sec. 06.30.555. Security for real estate loans, (a) Every real
estate loan shall be secured by a mortgage, trust deed, or other
instrument constituting a first lien, or the equivalent of a first lien,
upon the real estate securing the loan, according to lawful or
well-recognized practice best suited to the transaction. The instrument,
constituting a first lien, is referred to in this chapter as a "mortgage."
The mortgage shall provide specifically for full protection to the asso-
ciation for the loan and additional advances and the usual insurance
risks, taxes, assessments, other governmental levies, maintenance,
and repairs. The mortgage may provide for the assignment of rents
which becomes absolute upon the borrower’s default and operative
upon written demand made by the association. The mortgage shall be
recorded in accordance with law.

(b)  An association may, subject to the requirements of this chapter,
make or acquire a loan by a second lien on improved real estate if

(1) payments on the loan secured by the first mortgage are current
and the bank retains in its records a written report of the status and
balance ofthe first lien loan as of the date the second lien loan ismade /
or acquired; o
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(2) the total ofthe balance of the loan secured by the first lien and
the loan secured by the second lien does not exceed the maximum
percentage of appraised value permitted under AS 06.30.500(2);

(3) the second mortgage agreement contains a provision that the
association is entitled to be subrogated to all rights of the bhorrower
under the first mortgage;

(4) the total aggregate amount of such loans outstanding does not
exceed 10percentofthe association’s assets. (§ 24 ch 49 SLA 1961;am
§ 30 ch 164 SLA 1978; am § 11 ch 71 SLA 1981)

Effect of amendments. — The 1981 "AS 06.30.500(2)” for "A'S 06.30.505(d)” in
amendment, in subsection (b), substituted paragraph (2).

Article 9. Investments and Borrowing.
Section

616. Investment in service corporations

Sec. 06.30.616. Investmentin service corporations. An associa-
tion may, subjectto the approval ofthe commissioner, investin capital
stock, obligations, and securities ofany service corporation organized
underthe laws ofthis state if: (1) the entire capital -'tock ofthe service
corporation is available for purchase only by one or more savings and
loan or banking institutions having their home offices in the state; and
(2) substantially all of the activities of the service corporation are
similar orincident to activities which may be engaged in by a service
corporation in which a federal savings and loan association may invest
orsuch otheractivities as the commissioner may approve. Investments
in sendee corporations may not exceed five percent of the assets ofan
association. (§ 33 ch 164 SLA 1978; am § 12 ch 71 SLA 1981)

Effect of amendments — The 1981
umendmant rewrote this section.

Article 11. Conservatorship and Receivership.

Section

665. Commissioner may apply for
appointment of conservator

Sec. 06.30.665. Commissioner may apply for appointment of
conservator. If satisfactory corrective action is not taken within a
reasonable time after the order of the commissioner under AS
06.01.030, the commissioner, ifhe believes that the public interest may
be served by the appointmentofa conservator, may, acting through the
attorney general, apply to the superior court for the appointment of r
conservator. (8 38(hi ch 49 SLA 1961; am § 4 ch 94 SLA 1980)






JAY S. HAMMOND. GOVERNOR

DEPARTMENT OF REVENUE oueks

JUNEAU. ALASKA 99811
OmCE OI’ m cohhissionu PHONE: (907) 465-2300

March 24, 1982

The Honorable Bob Mulcahy

Chairman

Senate Labor and Commerce Committee
Alaska State Legislature

Pouch V

Juneau, AK 99811

Re: SB 756
Dear Senator Mulcahy:

The Department orRevenue would like to propose that the following
amendment be added toSB 756 which is presently in your Committee. The
amendment would allow the Department to promulgate regulations for
multistate financial institutions under Chapter 43.70.

AS 43.70.090. The department may adopt regulations necessary to
determine and collect the fees 1imposed [AND TO ENFORCE] by this
chapter and may promulgate regulations defining the necessary methods
of combination and apportionment  for multistate financial
institutions required to file under this chapter.

Financial institutions are not covered by the corporate income tax
statute  (AS 43.20) in Alaska. They are treated 1instead under
AS 43.70.030(b), the Aaska Business License Act, and the 1.cense fee for
these institutions isseven percent of their net income. Although the
Department feels that it has the authority to promulgate regulations
defining methods of combination and apportionment for multi state finan—
cial institutions, the amendment would clarify that position and that the
treatment for multistate financial institutions is the same as other
multi state corporations for taxing purposes.

The attached fiscal note is for an auditor position to monitor the
new corporations the bill would permit to operate in the state.

Sincerely,

Joseph K. Donohue
Deputy Commissioner, Taxation

JKD:DLC: jas
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Interstate banking
needs close look

An idea that cropped up in a hurry last legislative

y session — interstate banking in Alaska — is back on
the agenda in Juneau. Legislators who Monday took
testimony on proposals to lower vhe barriers against
Outside penetration of Alaska’s banking industry
would do well to study carefully before taking any
action on the matter.

The issues are complex. Competition among finan-
cial institutions; financial resources and services avail-
able to Alaskans; flows of capital into and out of the
stat,e; short- and long-term interests of bank sharehold-
ers; control over important economic resources; bene-
fits or disadvantages to local consumers ... all would
be affected by a major change in state banking law.
Wider political concerns include the desires of major
banks to bivak down interstate banking barriers
nationwide — tnd the resulting concentration of power
and resources that could ensue.

Last year, Ifgislators wisely rejected special It ela-
tion to allow interstate banking here — a proposal
sought by Seattle’s Rainier Bancorporation when it
wanted to acquire Anchorage’s Security National
Bank. The abruptness and reach of the plan troubled
local bankers and politicians alike, and it was tabled
for lai.er consideration. Now the issue is back, and
; Rainier, among others, is still in the market.

Legislators should move cautiously, as any good
banker would do. If Alaskans can benefit by improved
services, increased financial resources and more sophis-
"ticated financing options, the proposal may have real

merit. But state leaders should know well the balance
mf costs and benefits that go with interstate banking
before taking action nn any snrh nlan———————————



and shareholders.
(h) As used in this section "out-of-state bank holding company"
means a company that

(1) is a bank holding company as defined in the Bank Holding
Compan}? Act of 1956, as amended (12 U.S.C. 1841, et seq.);

(2) is registered as a bank holding company with the Board
of Governors of the Federal Reserve System, with the Federal Reserve
Bank of the Federal Reserve District in which the operations of the
bank holding company are principally conducted, or with a Federal
Reserve Bank that the Board of Governors may designate;

(3) maintains its principal office and place ofbusiness
outside the state; and

(4) principally conducts its * [BANKING] operations [THROUGH
OUT-OF-STATE BANKING SUBSIDIARIES], as measured by total deposits held
or controlled by it on the date on which it becomes an out-of-state
bank holding company;

*1 (1) FOR THE PURPOSE OF THIS SECTION, A TRUST COMPANY ORGANIZED
UNDER THE LAWS OF THIS STATE WHICH IS CONDUCTING A BANKING BUSINESS
SHALL BE DEEMED TO BE A STATE BANK.]

*Sec. 5. [THIS ACT TAKES EFFECT IMMEDIATELY IN ACCORDANCE WITH

AS 01.10.070(c).]



JAYS. HAMMOMD. GOVERNOR

ey
DEPARTMENT OF COMMERCE &
ECONOMIC DEVELOPMENT BoUCHD

JUNEAU, ALASKA 99811

OFFICE OF THE COMMISSIONER PHONE: 465-2500

February 18, 1982

Honorable Bob Mulcahy

Chairman

Senate Labor and Commerce
Committee

Pouch V

Juneau, Alaska 99811

Dear Senator Mulcahy:

Thank you for your request for a position statement and fiscal note on
SB 756.

SB 756, an act relating to ownership of financial institutions by out-
of-state bank holding companies, this department and the Division of
Banking, Securities, Small Loans and Corporations, although not necessarily
advocating interstate banking, does support the full legislative process

in determining the needs of the state, its citizens and a sound financial
community. We opposed the special interest activity noted on this

subject during the last legislative session.

SB 756 1is acceptable inasmuch as it is not limited or restrictive co
any size, condition, location, etc., of the bank holding company or
subsidiary bank. We feel 1f interstate banking is going to be a benefit
to the state it should go through the bank holding company structure.
This will tend to preserve the dual banking system and also maintain
some Alaska (community) management control and local interest of the
subsidiary bank.

As to the regulatory scheme toward the proposed legislation, we see no
problem as specifics in public protection are covered under the Alaska
Banking Code and can be implemented by regulations. If, however, restricted
activity or limiting provisions are amended in the bill, there may be
serious problems 1in regulation and enforcement ability by the department.

Sincerely,
CrtliuZz-'uC itl <
Edward W. Eboch

Deputy Commissioner

EHE/wfs 3/3
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Senate

Official Business Pouch V

Lahor & Commerce Committee toeMAISTILsN

Summary SB 756:

Amends the Alaska Banking C'lde (AS 06.05) to allow ownership of "in state"” banks
by out of state bank holding companies. Adds a new subsection to allow an out of state
bank holding company to acquire and owmn all, or a portion of the voting securities
or other capital stock of, or "ill or substantially all of the assets of, one or more
state banks, domestic bank holding companies, or national banks conducting business
in the state unless the national bank is a "recently formed bank”. A recently formed
bank is one that has conducted banking business in the state on or after July 1, 1982,
and that has not been in existence and continuously operating in the state for a period
of three years or more.

Would allow the state to require "out of state” bank holding companies to post a
bond to assure full protection of the public. Provides that when the department considers
it neccessary, an out of state holding company is subject to an examination by the state o
its designee.



Alaska State Legislature

Senate

Official Business Pouch V

: State Capitol
Labor & Commerce Committee Juneau. Alaka 50811

SB 756 Sectional Analysis

Section 1) Amends AS 06.015.235 (a) which essentially removes the prohibition against
a company to own, control, or hold with power to vote 23% or more of a class of voting
securities or other capital stock of one or more state banks or domestic bank holding
companies; inserts the word state before the word bank, and domestic before the
words bank holding company throughout the section. See section 4 which enables the
"out of state bank holding company" to participate in the acquisition of ocmestic
banks, and addresses the criteria for the acquisition of a domestic bank.

Section 2) Section relates to domestic bank holding companies, the bond requirement
and formula for a bond which may be required of a domestic bank holding company, and
the required examination which must be conducted at least once a year.

Section 3) Grants the Alaskan regulator (Department of Commerce and Economic Dev) the
right to adopt regulations for both domestic and out of state bank holding companies.

Section 4) enables out of state bank holding companies to acquire all, or a portion
of the voting securities or other capital stock and assets of one or more state banks,
domestic bank holding companies, or national banks conducting a business in the state.
Defines the bond requirement and formula for the bond, and that when necessary, the
department shall conduct an examination and the out of state bank holding company shall
pay the fee. Further, defines recently formed bank, and the limitations on acquisition
of Alaskan banks. Section also defines "out of state bank holding companies” and lists
the criteria for becoming an out of state bank holding company.

[>7 "™ N)cllly ™M™ K=>£
Section 5) Effective date of July 1st, j982.



Alaska State Legislature

Senate

Official Business Pouch V

I State Capitol
Labor & Commerce Committee Juneau. Al 00611
SB 756 Interstate Banking;
1) Enables interstate banking unless the bank is a "recently formed bank".

2) "Recently formed bank” is defined as a state or national bank conducting
business in the state that commencea that business in the state on or after
July 1st, 1982; and that has not been in existence and continuously operating
in the state for a period of three years.

3) "Recently formed bank” does not include a bank:

a) organized solely for the purpose of facilitating acquisition of a
bank that had been in existence and continuously operating in the
state for a three year period, or conducting business cn or !before
June 30th, 1982.

b) a state bank that was not chartered (directly or indirectly) by an
acquiring bank holding company, and that the department determines
does not have the capacity to conduct business independently in a
manner consistent with the public interest.

c) a national bank that the Board of Governors of the Federal Reserve
or its designee determines was not chartered (directly or indirectly)
by an acquiring bank holding company, and that does not have the cap-
acity to conduct its business independently in a fashion consistent
with the public interest.

4. "Out of state bank holding company" is defined as:

a) a bank holding company as defined in the Bank Holding Company Act
of 1956 (12 USC 1841, et seq.)

b) must be registered as a bank holdingcompany wi dithe Board ofGov-
ernors of the Federal Reserve System, with the Federal Reserve
Bank of the Federal Reserve District in which the operations are
principally conducted, or with a Federal Reserve Bank tlat the
Board of Governors may desiganate.

c) maintain its principal office and place ofbusinessoutside the stave;



d) principally conducts its operations out of the state, as measured
by total deposits held or controlled by it on the date on which it
becomes an out of state bank holding company.
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JAYS. HAMMOUO. BOVERMQR

ECONOMIC DEVELOPMENT i POUCHD

JUNEAU. ALASKA 95871

March 5, 1982

Honorable Bob Mulcahy

Chairman

Senate Labor and Commerce
Committee

Pouch V

Juneau, Alaska 99811

Dear Senator Mulcahy:
Re: Review on Interstate Banking Activity

You have asked the Division of Banking, Securities Small Loans, and
Corporations for some information concerning current activities In
interstate banking. | have enclosed for your consideration a review
of some of the activities that we are aw .re of; please bear in mind,
however, that the review is not meant to be all inclusive.

The review mentions electronic automated teller machines as one current
form of interstate banking. There are other forms like loan production
offices, Edge Act offices, etc. The review also does not include
foreign country banks that have branches in various states. California,
Oregon, and Washington, for example, have foreign banks in their states.
California claims that the Japanese banks in California were one of the
major economic forces in California in the early /0°s in building their
international trade.

If you have any other questions, you may wish to contact Mr. Willis f.
Kirkpatrick, Director of Banking, direct at 465-2521.

Sincerely,
1)}

Edward W. Eboch *
Deputy Commissioner

EWE/krb 4/14

Enclosure
cc: Senator Pat Rodey



Interstate Activity
Review
March 1, 1982

Citizen Savings of San Francisco, California (3.6 billion) merged
with Westside Federal, New York City, New York (2.5 billion) and
Washington Savings, Miami Beach, Florida (1 billion). This amounts
to 88 offices in California, 18 offices in Florida and 30 offices in
New York. The new organization is called First Nationwide Savings.

Glendale Federal of California (5.5 billion) merged with First Fed—
eral of Broward County, Fort Lauderdale, Florida (2.6 billion).
This amounts to 115 offices in California and 35 offices in Florida.

City Federal, Elizabeth, New Jersey (3 billion) merged with Boca
Raton Fedi ~al in Florida (294 million) and Mohawk Savings, Newark,
New Jersey (.8 million). This merger provided for 90 offices in New
Jersey.and Florida.

Home Savings, Los Angeles, California (12.8 billion) merged with =
Security Federal, Sikeston, Missouri (83 million), Harailtoriion Fed—
eral, Ladue, Missouri (236 million) and Southern Federal, Broward
County, Pompano Beach, Florida (612 million). This merger resulted
in 143 offices in California, 16 in Missouri and 13 in Florida.

The above mergers were mainly as a result of regulators looking for
the cheapest way to salvage ailing thrift institutions. There are
additional mergers forthcoming because of continued economic con—
straints for thrift institutions.

Commercial banks appear to be positioning themselves for a time when
interstate banking restrictions fall completely.

Citicorp of New vork invested 12 million dollars in the preferred
stock arid warrants of Central National Bank in Chicago and established
nearly 700 lending offices in 40 states. Also, Citicorp of New York
has moved its credit card center to South Dakota.

Citicorp has launched an all-out effort in California to create legis—
lation which would permit out-of-state banks to branch in California
under the terms of the Douglas Amendment to the Bank Holding Company
Act.

Citicorp has also been interested in Connecticut but a state commis—
sioner has retained a moratorium on interstate banking.



First Bank System®Incorporated of Minneapolis, a multi-state bank
holding company with 92 grandfather banks and trust companies has
agreed to buy banks of lowa, Inc., a ten bank holding company, con—
tingent upon laws changing to permit the purchase.

Northwest Bancorp has agreed to acquire Des Moines based Consumer
Finance Company with 500 offices in 37 states.

Other examples of the limited investment by bank holding companies
and banks across state lines that are being permitted are the acqui—
sition up to five percent of the outstanding common stock of ten =
regional banks by National Detroit Corp. and the $12? million in
capital that Chase Manhattan Corp. has sunk into Equimark Corp., a
Pittsburg bank holding company.

The International Banking Act of 1978 called for a review of geo—
graphic restrictions in banking. Late in the Carter administration,
there was a report done called the McFadden Act Report. The context
of the McFadden Act Report discussed what might the direction be of
geographic deregulation take place in the 1980s.

"First, banking organizations might gain permission to bid for
takeovers of failing banks or thrift cross state lines. Second,
holding companies or their banks might gain permission to expand
or extend their deposits or loan facilities across state lines
within metropolitan areas. These activities, however, might
be restricted initially to deposits through automatic-teller
machines. Third, there might be interstate acquisitions and
contiguous states or within special regions through bilateral
or multilateral changes in state laws (California, New York,
for example) or by changes in the Douglas Amendment to the Bank
Holding Company Act. The report states that as a political
compromise, permission to cross state lines through merger or
acquisitions might be limited to smaller institutions which
would limit large holding companies to de novo entry or perhaps
to operate across state lines only in large metropolitan areas."

The report goes on to state that geographic deregulation will come
eventually, largely because the banking industry already is effec—
tively expanding nationwide (except for direct deposits and loan
facilities) and still 1is losing ground to other industries that can
exparl nationally without restrictions.

Changing technological forces in the banking industry is also a major
factor in promoting interstate banking. Automatic-teller machines
(ATMS) and point of sale terminals already are economically viable

and are proving increasingly popular with consumers. Such technology
will exert further pressure on branching laws and interstate restric—
tions.
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A feature article entitled "Electronic Banking” in Business Week,
January 18, 1982 discusses a meeting held in Chicago by executives
from a dozen of the largest U.S. and Canadian banks to form a joint
venture that would create the first national retail banking network.
If the purpose of the meeting becomes areality, these financial
institutions will share their2,500 automated teller machines so that
customers could obtain cash from any one of them simply by inserting
their proprietary debit cards issued by each bank for the use inits
own automatic teller machines. It will mark the formation of an
electronic network potentially capable of delivering on an nationwide
scale all manner of retail banking services. This network was named
"Cirrus™ and is expected to be in operation by April "82.

The following is a quote from the Business Week article.

"To most participants, the race to form national ATM networks,
represents an opportunity to speed up dramatically their sched—
ules for achieving nationwide banking. These networks are
already conducting some interstate banking, including deposit
taking, in some cases. The politicians and regulators appear to
view the sharing of electronic facilities as a palatable form
of interstate banking and are happy to look the other way. It
now appears that full service, electronic banks will be up and
running nationally by 1985. This is the earliest date that
Congress 1is expected to repeal the 1927 McFadden Acts prohibition
against interstate banking."

In a recent bank conference, there was brought out another ATM net—
work in formation in addition to "Cirrus" which would be approximately
4,000 ATMs in major cities throughout the Untied States and Canada.

Holding companies in Alabama, South Carolina and Georgia have agreed
to merge when and if interstate banking is allowed. The combination,
if put into effect today, would create the largest bank holding
company iIn southeast, with a combined size of 7.8 billion. Each
company has agreed to buy $2 million of nonvoting, preferred stock
of each other until such time that interstate banking restrictions
are lifted.

A North Carolina bank holding company, NCNB Corp., $7.1 billion in
assets, has publicly announced plans to buy a "large” Florida
banking companpy by 1983. Through a loophole in Florida law, NCNB
last year acquired the $21.5 million - deposit First National Bank
of Lake City, Florida.

Florida National Bank of Florida, Inc., one of the state"s largest
holding companies, has reached a merger agreement with Chemical New
York Corp. This agreement is dependent on authorization of inter—
state banking.



In February of 1982, the Florida Banker®s Association voted to en—
dorse the idea of interstate banking. This position is an attempt
to bring some order to an apparently inevitable process.

The new comptroller of currency, C. Todd Conover, testified during
recent senate banking committee hearings, stated that the "time has
come”™ to remove geographic limitations on bank branching.
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SEN. PATRICK RDDEY
« : SEN. TERrw

CHAIRMAN1 SEN. ARLISS STURGULE
(907; -1.B5-3717

Alaska State Legislature
SENATE BANKINI5 COMMITTEE
POUOH V, JtINEAC 0QBII

MEMORANDUM

DATE: March 19, 1982

TO: Members, Senate Special Committee on Banking
Members, House Special Committee on Leans

FROM: Jim Kelly, Administrative Assistant A <

RE: Banking Legislation in Congress \

Please find enclosed a copy of a document prepared by the U.S.
House Committee on Banking dealing with changes in the banking’
industry. The questions presented are basic indeed, and similar
to those we must ask as the Alaska State Legislature considers
amending existing banking statutes.



[COMMITTEE PEDTT 87-8]

FINANCIAL INSTITUTIONS IN A
REVOLUTIONARY ERA

COMMITTEE ON
BANNING, FINANCE AND URBAN AFFAIRS
HOUSE OF REPRESENTATIVES

97th Congress, First Session

OCTOBER 1081

Printed for tlip use of the
Committee on Banking, Finance and Urban Affaire

Thin report bat? not been officially adopted by the Committee on
Banking, Finance und Urbnn Affaire and mny not therefore necessarily
reflect tbe views of Its members

U.S. OOYERNMENT PRINTING OFFItE
WASHINGTON : 1081
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LETTER 0I* TRANSMITTAL

October US, 10SI.

To the Committee on Hanking, Finance ami Urban A/fairs:

The following rloitiiiu'iil, mililloil "Financial Institutions in u
Revolutionary Era”, sols forlh it wide range of issues iiiul proposals
regarding (lie provision of lii.Miiciiil services in this nation. We have
previously imliculetl Iloil we s. pnorl a two tiered approach lo con-
silientl ion of llie major issues in\ olving the financial serviced industry.
This involves separation of en urgency assistance legislation from
long-range issues and proposals.

The liist tier is embodied in [I.1L -ItiOli, (lie Deposit Insurance
Flexibility Act, which passed lie House on October '28, 158l hy a
vote of 271 lo -10. Thai bill provides (he deposit insurance agencies
more ilcxihilily lo deal with financially distressed depository
institutions.

The second tier will include a look at issues revolving around
expanded lending powers, improved delivery of credit and other
finuneial services to consumers and the economy, interstate banking,
the Glass-Slciigall Act, usury amlother statutes alled rug consumer
lending, and questions concerning the competitive balances throughout
the financial community. These matters require a full airing. _
~'I'his discussion document was developed by the staff of the (N)in-
iniltee as a guide for_prOSﬁectlve_ witnesses and the members of the
(Commiltee in discussing the subject of financial institution restruc-
turing. The compilation of questions and proposals is intended to be
suggestive and is not all-inclusive.

Keknand dast (lkhml.in,
Chairmant House Committee on
Hanking, Finance and |<Ami Affairs.

illiam Stanton,

llunktng Iitpublicélri Vl\y!ember_, House Committee on
Hanking, Finance and Urban Ajfairs.
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FINANCIAL INSTITUTIONS IN A REVOLUTIONARY ERA

A lilllc uvc.i" u year and one-half ago, Llic Depository Institutions
Deregulation and Monetary Control Aalnf 1080 was signed into law in
order lo deregulate the deposit (ailing function  financed in.lilulioiis.
Now if appears tint pace of change in Ilie financial murkctph'cu is
so rapid Iliul a substantial portion of flic remaining .statutes governing
flic operation of financial instilidions—-depository and non-deposi-
tory—needs lo lie reviewed. Tluiae laws, many of which were passed
in the wake of the Ureal Depression, established a system of specialized
financial institutions dill'ercntinted by product lines and markets.
Tim result was a system where commercial buius emphasized demand
deposits and commercial and agricultural loans; savings and loan
associations and mutual savings banks emphasized savings deposits
and homo mortgage loans; credit unions provided financial services
for a field of membership based primarily on employment; invest-
ment companies pooled capital ami invested in securities; brokers
and dealers packaged equity and deht oirerings fur sale to investors;
finance companies borrowed funds to make commercial and consumer
loans; and Insurance companies used premiums for all kinds of in-
vestments closely related to actuarial needs.

An elaborate framework of Federal and stale restraints and pro-
tections was created lo maintain this system of specialized financial
institutions. Market entry was restricted, product lines were limited
and the prices of services were controlled. For example, depository
institutions were provided deposit insurance, controls on prices paid
for funds, and restrictions on competition. Securities dealers and
investment firms wore provided with distinct product lines and other
activities which other financial institutions could not oiler, and
they were prohibited from accepting "deposits.”

Today, however, the marketplace is eroding the justification for
this system of specialized financial uslitutions and it > regulatory
framework. Thu tollowing examples ; uiul the depth ami magnitude
of the challenges lo Ibis system. We cil iluim nut because wo consider
thorn impr »per, but because tlioy rollout he changes which are occur-
ring in the market place:

1 Sears, Kouhuck and ?do., a retailer of iuerehaudi.se through
department stores and its tramous catalo%s,_ provides multi-line -
surance through its Allstate insurance subsidiary, operates a major
savings and loan in I California, lias one of the larges’ credit card
operations in the nation, plans to oiler its own money market mutual
fillld, ami is purchasing line 1If the Million's largest real e.ilafo broker-
ages and aim ol the nation's lingest securities hrokerage houses.

2. National .Steel 1 Corporatinn now Inis a savings and loan subsidiary
which reaches both coasts. Its (-nliloriiiii savings and loan ecuuircd
savings and loans in New \urk and Florida, in a recently publicized
ease.

(N
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3. American Express, which operates a travel and entertainment
card system, a multi-line insurance company, and a major inlar-
natiunal bunk, is now linked with one of the largest securities broker-
age houses throu?h its merger with Shoursou Loch Hlioadcs, Inc.
‘Dial iinn recently acquired a trust company in Boston as well,

4. Prudential Insurance Corporation has acquired Buc.he Group,
Inc., anotluir major brokerage house.

5. Banc One in Ohio agreed with Merrill LYnch to assistin the oper-
ation of the lutter’s cash managementaccount. Other doposiLory im tit-
uliuns are considering similar arrangements.

f). Bank holding companies in the West and I, - East have changed
operational modes to position themselves fur possible nationwide
banking. Western Bancoiporation in California (which has sub-
sidiaries in eleven Western stales) changed its name and that of its
subsidiaries to "First Interstate Banks." Financial General (which has
subsidiaries throughout the Washington, 1).C. metropolitan urea)
changed the name of its ba_nking subsidiaries so that each has a
common name— "First American Banks.”

7. Several of the nation’s largest banking linns have been purchasing
shares of banks in various states—up lo the live percent permissible
ngwrl]tmgm anticipation of relaxation of restrictions on interstate

8. At least two firms have used a "loophole” in the Bank Holding
CompanTy Act Loescape llio restrictions on non-ha_nkln% firms ownin
hanks. Those companies— major liiianco companies— have acquire
bunks and divested them of their commercial loan portfolios. The
Uﬁgk%a'ﬁ?"e become consumer banks, dealing in consumer deposits

9. Savings und loan associations in Washington, D.O., and Florida
have unnouncbcd Iplansfto establish a money marketdm utual fulnd. f

10. M ajor banlcing firms Imvo og sal ! roduction oiliccs for
years all (])vor the U%ited States. 09265764 P

11. Federal savings and loans have received regulatory authority
to cslublish electronic fund transfer systems nationwide.

12. Money market mutual funds have continued to expand by
olltring customers the ability to earn bigli rates of return on Lliulr
money with flexible withdrawal capability. These funds move money
by wire and mail, do not relv on deposit insurance as an ullrucliou
for customers, and are not subject lo geographic restrictions on their
operations.

13. The international operations of U.S. banks continue to expand
in response lo the increasing inlcrdep.'udeneo of the international
economy; and foreign hanks continue lo u&pimd into the U.S., in
some eases on moro favorable terms than dot,, islically owned banks.

In largo measure it i»the changing financial .weds of individuals
and corrorations which have led to Ilio increased »omogonizulioii of
financial institutions. Banks, savings and loans, mulu. Isavings hanks
credit unions, mortgage hankers, investment computi "s. «. ! alli-
ance companies are all ollering, in mank cases, similar and computing
services to customers. The abtlity of all these institutions to speak lo
the needs of their customers, however, is limited by the dilloring

regulatory frameworks under which they operate. Thus; Ilui time has
come Lo examine in morn detail the .supervisory and regulatory struc-
ture governing financial institutions. _ _

The nation needs a rational stain lory and regulatory sliuc.ltire for
its financial institutions so that the financial services the.people and
the linns of Iliis country need are. provided fairly and cllicie.ully in
the evolving financial marketplace. Market forces am shaping the
services Lliat me offered now and statutory restrictions keep many
depository institutions fiom providing the services the market de-
mands. lJongress must examine the role of government as it allucts
all customers of financial institutions. The nation’s economy and the
public interest require a system of financial intermediaries which
assures all segments of the population needed services while moving
caprlgal regwd%mgl)ﬁ'idance in examining the financial structure of the
United States, there follows an outline of broad questions and more
spucilic issue areas. The Gommiltee intends lo focus discussions first
on the needs of the economy for financial services and then on llio
nature of the delivery system inquired Lo fulfill those needs. Thus,
rather than first looking at the lending powers of commereial banks,
the focus should boon Ilio demand forcuiumarcial credit. For example,
the rapid development of the commercial paper market in which com-
panies raise short-term funds in llie open niurkulL rather Ilian rely
on hank loans lias implications loi the type of delivery system needed
foi this financial service. This one illustration is ollcrcd merely lo
indicate the breadth of the analysis which must bo undertaken.

While it. is imperative Lo answer the overall policy questions first,
at Ilio same lime wo must direct the Congress attention lo specific
Eroposals, many of which currently exist in legislation now pending

efore tlie Gumiuil leo on Banking, Finance and Urban Allairs. There-
fore, in several of (lie sections ilial follow, specific proposals are lisled
which the (CominiUco should discuss in (he process of addressing Lhe
ovend! public policy issues. . _ _

rim {).'otlwmllcc_on Banking, Finance and Urban Allans will hold
bearings on. Ilmse issues and pi |prosal_s in order (o elicit views from all
affected individuals and groups The issues and(froposals_a_re intended
lo illustrate (lie wide variety A issue:-. Mail need e.vunimilinn ami are

by no means ull-iiielusive.
I. DufFiMTiON otdFinancial Smcviciis

The innovations of [Im lasi decade suggest that flie traditional
perception of financial services is not appropriate. Old distinctions
among types of financial services are being blurred. Tints, several
basic issues need e_xPIoratilon. o
A. What financial services do consumers, husiiirsse., and iiislilu-
lions require.'/ _ _ _
B. Is a deposit different, from a security, and, if so, in what ways?
G. Is a loan to a commercial firm different from an equity security

offered by IhaL commercial firm?
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[I. Tub Role ok Specialized Financial Institutions

Thu changes which have occurred in Iliu financial marketplace
suggest IIinit money Hows rather freely, especially in an inflationary
environment. Structures and protections designed to assure flows of
funds to specialized institutions or to specific areas of the economy
no longer oporalo as designed. Cic_o%raphic and product restrictions
do not stop funds from flowing lo higher rales of ruluru or to alterna-
tive uses. Distinctions amon% institutions, with each type offerlng
some unique services, have heroine blurred by recent events an
statutory changes. The rationale for these distinctions and the need
for their perpetuation, at least in institutional form, require
examination,

A. Should llioro he distinct types of financial institutions which
Prowde services to a defined portion of the economy'/ If so, should
hese types he determined hy statute or by Llio market?

1% Should new tj ocs or institutions with specified powers and pro-
teclions he created f)fill particular needs?

(’. Should existiii) einstitutions_ho given parallel powers lo allow
free competition aming these institutions?

1). Should Federal savings and loan associations ami Federal
mutual savings hanks he authorized to switch freely from mutual lo
f(t;?r%l% cliarLurs and from savings and loan to mutual savings hank

10. Should mutual savings hanks, savings and loans, and credit
unions he authorized to accept demand deposits from any source?

F. Should Federal mutual savings hunks and Federal savings and
loans lie authorized Lo invest in or make loans for a broad range of
purposes— real estate, agriculture, commerce— without restriction?

(1. She ild mutual savings hunks, savings and loans, and commercial
hanks ho authorized to take equity positions in real estate?

}1. Shou\d commerciul hanks have expanded authority to ungngo in
real estate lending?

L Should commercial hank and thrift institution service corpora-
tion investment limitations he liberalized?

J. Should commerciul hank lending and borrowing limitations
applicable to loans Lo one borrower and to iifliliul.es, and applicable
lo bunkers' acceptances, hu liberalized?

Iv. Should Federal credit unions he allowed to make all types of
Icooar}]s?umer loans without restriction as to loan size or purpose of the
. D. Should Federal credit unigns ha provided authority to engage
in expanded real estate lending activities?

M. Should the International hanking Act hu modified in light of
changing market conditions?

N. Should tlio procedures and limitations on insider loans hy
hunks he liberalized ill light of inllalioiiary ollects on loan limits
and should those limitations ha e,.lauded lo other depository in-
stilulions to rolled homogenization of investment ami deposit lafcing
authority?

0.  Should Ilia Itank Holding g'ompany Act and Ilio Savings ami
Janm Ifolding (kimpany Act lie modified to provide parallel treatment
of bunk'and savmgs and loan holding companies and should the
procedures of both ho streamlined?

5

IIl. Tub Distinction Between Dei'ositohy and Nondei'ositouy
Institutions

A substantial portion of hanking statutes was designed to sogregato
hanking and commerce. This segregation was designed to provonl
concentrations of economic power, to minimi: ) conflicts of Interest
involving relationships between the two areas, and to assure "Usafe
and sound banking system, hut it has boon .severely ruptured. Ex-
ceptions allowed in earlier years and bused on a ruliunulo Unit was
meaningful then have becomo major factors affecting potential
competition in a restructured financial marketplace. For example,
savings and loan holding companies exist which combine munulac-
luring and depository Institutions— combinations Precluded under
laws governing hunk holding companies, Nonhank firms now solicit
funds and provide services in direct competition with depository
institutions. The existing distinctions uooil to ho reexamined. =

A. Should existing restrictions on cross-ownership of institutions
oron provision of services ho eliminated? _ _

an the antitrust laws provido adequate protection against
concentration of power involving financial institutions und uonbnuk

irms?
flrr([}S.'Is separation required to provido an ample How of capital lo
firms and governments requirin% funds for their endeavors? If not,
then should all typos of firms bo subject lo the hiiiii

and regulatory requirements? o _

D. .Should "a Presidential Commission ho convened to review und
make recommendations regarding modification or elimination of
the restrictions on corporate investments and underwriting hy de-
pository institutions and on financial/uon-finnncial institution morgors
and ucuuisilions?

E. Suhoud all depository institutions bo permitted to establish
subsidiaries which would he free to ongitgo in securities operations,
provided such subsidiaries are subject to Iho same restrict us as
the securities industry? _ _ S

. SI; ,uld brokerage houses ho permitted to establish subsidiaries
which would ho free to engage in deposit and lending operations,
provided such subsidiaries are subject to the same restrictions us
depository institutions? _ _

(L. Should all depository institutions liavu the authority to sponsor,
sell, or underwrite mutual funds? _

11 "Should all depository iiistilu'.ons have the authority lo under
write municiFaI revenue bonds or all forms of hoods? _

l. Should all depository institutions have the authority to lake
equity positions in_export trading companies?

K.”Should the Depository Institution Management Interlocks Act
mid [lio Qliiss-Slougidl Act interlock restrictions he modified in
light of the changes beindg made in the nature and operation of de-
pository institutions and their holding companies and of non-
dui)_nsilory institutions? _ _ _

I. Should all restrictions on interstate depository operations he
loniiimilcd und, if so, should tIfs lie permitted (I) by holding com-
panies, for example, hy allowing a phased acquisition of depository
Institutions hy out-of-stale depository holding companies unless a
-1..U. dii'Iml 1o Linhibit, such acuui.iiliolls of its institutions, ill which



L'liao liolilint-C companies which conducted their business principally
in that stale wouhl La burred from acquiring institutions in other
blulcs; (2) hy holding _comgany acquisitions in contiguous stales; or
(U) in market areas like Standard Metropolitan Statistical Areas?

M. Should electrgnic fund transfer systems bo authorized'for
nationwide operation?

IV. Tiie Kole ok Govehnment in the Financial Mauketplace

Government now is intimately involvcil in the linancial market-
place. Laws on both the Federal and state levels of government
rovide restrictions, protections, supervision and guidanco for insti-
utions f)row_dlng financial services and for those receiving or buying
financial services. This involvement must be reconsidered.

A. To what extent should the ['ovcrnment continue to provido
mechanisms, whether directly or indirectly, to assure that services are

grovided for such sPecific sectors of the economy as housing, small
usiness, and agriculture?

1. Should the government remove all of its supports for and im-

Pediments to the provision of financial services and allow market
orces to determine tho shape of thu financial system?

C. Should government continue lo provide liquidity for financial

institutions by maintaining o_[)erations which create secondary markets
for products of linancial iiistilntions and by providing sources of funds
lo meet liquidity needs or lo <e«»»e*levéls of business?

9.Should the Federal secondary market institutions have liberalized
Federal charters or should they he allowed to secure charters as non-
hanking lirms do now to allow market forces to dolonnino which
secondary market services are provided?

10.Should all Federal depository institution chartering authority bo
eliminated lo_allow such institutions to choose charters as nonbanlving
lirms do now?

F. Should controls on the price paid for funds, whether as loans,
deposits, or securities, be eliminated and, if so, should protections be
Prowded lo assure Ibat all people and institutions have fair access to
unds? If not, should existing restrielions bo modified to assure that
all linancial instruments are subject to similar price controls?

G.Should Federal law provide a preemption of slate usury ceilings—
on consumer loans and in modified form on business and agricultural
loans— with stales having a time period within which to roimposo
state ceilings, or should a national usury law he enacted?

11 Should the Credit Control Act he modified and extended?

1 Should disclosures and protections on alternative mortgage in-

?]truments ge provided, and should (he option of a fixed rale mortgage
e. required?

<. Should the Home Mortgage Disclosure Act, the Community
Reinvestment Act, the Tnith-in-Le.nding Act, and the F.qiial Credit
Opportunity Act be reviewed to determine bow best to provide dis-
closure of community, mortgage, and loan activities of changed
financial institutions?

K. Should the government establish direct, lending operations to

provide credit and other fimnciul services for the provision of housing
orother nulional needs?

7

V. A Hkgulatoky Sthuotuiie koii a F utuhe Financial System

There is in many ways a "uwildoring assortment of regulatory
agencies with jurisdiction over institutions providing linancral serv-
ices. The Federal Reserve System, the Federal Deposit. Insurance
Corporation, the Federal Home Loan Hunk System, the Federal
National Mortgage Association, the. Federal Home 1aivi Mortgage
COI’fJOI’aIIOH, the National Credit Union Administration, the Comp-
troller of the Currency, the Securities and Exchange Commission, the
Commodity Futures Trading Commission, the Federal Trade Com-
mission, the Depository Institutions Deregulation Committee, and
the Federal Financial institutions Examination Council all regulate
and supervise linancial institutions mid products. In_many cases
the philosophies of the agencies, dilfer significantly. For example,
depository institution regulation is characterized by close supervi-
sion through examination and througih statutory limitations. This
system relies on governmental ollicials for enforcement of statutes
and for maintenance of stability in the industry. Securities regulation
is characterized, on the olhcr hand, hy disclosure to the public and by
supervision that tali is less on government. These distinctions and the
need for these agencies require examination. _ _
A, Should the superviselv and regulatory structure of financial
institutions be reconstituted? If so, should a single agency be created?

11 Should the regulatory stincline bo based on disclosure lo the
public as is the case with tho seen, hies industry or should thu current
system that relics on goveilmienl bo maintained? _

0. Should the deposit insurance system hu broadened lo include all
forms of financial instruments? _ o

D. Should government, continue to provide deposit insurance at
levels which may lend to insulate depository institutions from market
judgments about the riskiness of a depository institution's operations?

E. Does the private market have the capability to develop an
insurance product which would provide deposit insurance and, If so,
is it sullieient lo allow restructuring of thu Federal deposit insurance
programs? , T ,

1 Should the depository institution regulatory agencies he re-
structured to create one agency responsible for insurance, one for
supervisori and promotion! and mie for control of the money supply?

G. Sin old the deposit insurance, funds he consolidated into one
fund will the remaining functions and structures intact? _

H. Should deposit insurance assessments be based on risk as in
other forms of insurance? = . L _

1 .Should the Central Liquidity Facility for credit unions he modi-
fied lo provide more flexibility for its o_Perations? _ _

«f Should the charter of’the Depository Institutions Deregulation
Commitlice mol the regulations promulgated to phase out deposit
ceilings he umdilicd? _ _

It. Can he seen from IIm above that many, if not all, of these issues
are related In each oilier. Aus e*s provided lit one nivu lend to ques-
tions and answers in oilier areas. An examination of these complex
issues, however, can assist in the development of u linancial system
which can lucid the nation’ future needs.

0



JAYS. HAMMOND. GOVERNOR

DEPARTMENT OF COMMERCE &

ECONOMIC DEVELOPMENT POUCHD
JUNEAU, ALASKA 99811
OFFICE OF THE COMMISSIONER PHONE: 465-2500

March 18, 1982

Honorable Bob Mulcahy

Chai rman

Senate Labor and Commerce
Committee

Pouch V

Juneau, Alaska 99811

Dear Senator Mulcahy:

Re: Interstate Banking - Other States

In reponse to your request, the following is a breakdown, by states,
of the restrictions imposed.

Delaware - restrictions

1. may not purchase existing banks -may form new bank;
2. minimum $25 million capital;
3 minimum 100 employees by end of thefirstyear.

Maine - restrictions

1. unlimited but, reciprocity is a requirement. No
other state is as liberal, therefore, no out-of-state
purchases have been made;

2. $5 million minimum capital required.

New York - restrictions (proposed legislation)
1. outright purchase of New York banks or may form bank;
2. limited to New York City;
3 reciprocal with other states.

Rhode Island

1. may purchase existing banks and are subject to banking
laws of state;



Honorable Bob Mulcahy 2 March 18, 1982

2. may not purchase if insured deposits exceed 20% of
deposits located in the state;

must maintain 65% of assets or 85% of deposits in state
4. acquisitioi. must be approved by commissioner.

w

South Dakota - restrictions

1. may acquire an existing bank but minimum capital must
be $25 million or a new bank with capital of $5 million

2. approval of commission required (certain findings must
be made somewhat like needs and convenience).

In addition, | have enclosed for your information, two recent articles
on the subject from The American Banker. If 1 may be of further
assistance, please feel free to call on me at any time.

Sincerely,

Edward W. Eboch
Deputy Commissioner

EWE/saE/38

Enclosure
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\White House
L 00KS t0 Ease
Bank Stafutes

By JAY AOSENSTEIN & » '.»

. WASHINGTON — The Reagan Ad-
conduct an.

ministration plans to
analysis of existing consumer credit
laws and other banking statutes to
determine .whether the burdens on
financial institutions can be reduced.
The White House will review the
rules and record-keeping requirements
of the Truih-in-Lending Act, the Fair
Credit Reporting Act, the Electronic
Funds Transfer Act, the Real Estate
Settlement Procedures Act, and the
Employee Retirement Income Security
Act.-. | >e

The announcement, mao; last week,
said reducing the burdens of the regula-

....... m ** Disclosure: Page 8

INHCE

West Virginia Debates Branddnp' T,
Vfrwj on branch banking were aired in a

hearing on a We bill (o revamp the state's
restrictive banking 1aWs...." ..w.vvsersmsssrsnns 2

Alaska Mutual to Convert

JTlie S244million-asset Alaska Mutual Bank,
Anchorage, has decided to ‘convert from
mutual to stock

Chase RcbulTcd un Suit Data
t federal judge has turned down a lea by’

-hase Manhattan that he seal documents
elating to a suit by a former officer 2

ERISA Critic Secs Hopeful Signs 1
\ critic of the Employees Retirement Income

security Act says he sees sn[ms that some of
lie act's burdens may be lightened 3

lerrick Takes Care of Business

'lie president of Bank of Nr.- York makes
lear his belief that commercial lending rc-
ulns the most important aspect of the
anking  DUSINESS..ovvvvvvrrrrrren 3

oickcr Questioned on Capitol HiD
rinal instalment nf

9\ |

& > N

The Only Daily Banking Newspaper

Wednesday, February 10, 1982

Interstate
Banking Gets
A Florida Yes’

Bankers Association Board
Favors It in Surprise Vote

Special to the American Banker .

TAMPA, Fla. — Directors of the
Florida Bankers Association, in a sur-
prise move, voted here this week to
endorse the idea of interstate banking
as long as it is “on a phased-in basis."

Although the Lsue of interstate bank-
ing is complex and inspires a variety of

NCNB Corp.’s Big Florida Plans, Page 2.

opinions from Florida bankers, they
and their association have generally
opposed the concept. ' 1

As .me Florida banker said after the
vote, taken in a specially called meet-
ing, “I think the (new) position will,
surprise you.” -'

FBA members are being notified by
mail this week of the directors’ vote.

Florida has heen besieged by at-
tempts to cross its borders with trust

“and loan-production offices and out-'

right acquisitions. C. Carl Merlins, the
Pensacola banker who is currently FBA
president, explained the vote as a
response to the "de facto interstate
banking occurring on an accelerated
basis."

A principal complaint of Florida
bankers has been what they call the
"piecemeal” encroachme.it by out-of-
state banks, and their position is an
attempt to brLg some order to an
apparently inevitable process.

The posili* n has five parts:

1 There should be regional reciproci-

ty — in Florida's case among eight
southeastern states — effective Jan. 1,

1984, . _
+ Florida: P.nw* "4
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Feared Reaay 0.1

Rescuers Also Sought for Bit

... * #
i* *o . . [N | L0 o

By ROBERT L NORTON and JOHN MORRIS

NEW YORK — Reports, were
circulating in the financial community
Tuesday about the impending failure of
2$200 million-deposit commercial bank
in Florida and the forced merger of a
billion dollar asset savings and loan

association, the largest state-chartered
thrift in lilinois. m

Talks are continuing in Illinois " !th_

several potential rescuers of Unity Sav-
ings Association, an official of the
Federal Home Loan Bank of Chicago
said. All are thrifts and all are in the
stale. ;, ® “ oD,

In Florida, according to mdustry
sources, the Metropolitan Bank of Tam-
Ea was set to be closed by the state’s

anking department last Friday, but a
last minute paperwork problem set the
timetable back a week.

If the Tampa bank fails, it would be
the largest commercial bank failure
since 1978, when the $208 million-
deposit Drovers National Bank closed
in- Chicago! At yearend 1980, the
Metropolitan Bank listed $214.5 million
in deposits. Depending on its deposit
size at the time of closing, it could be
the largest failure since the 1976 closing
of the Hamilton National Bank of
Chattanoogn, which had deposits of
$400 million. X -

The Federal Deposit Insurance
Corp., the sources said, had solicited
bids from more than a dozen banking
companies to assume certain assets and
the deposit liabilities of Metropolitan.
The bidders were said to include North
Carolina’s NCNB Corp. — which has
said it is looking lo expand further in
Florida — as well as major Florida-
based bank holding companies.

MORE TRAVELERS DINE
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" 1.436

V dui”vom depository ‘sttlitulloni— 3161.751
v~<rusuey rwcurWt}—.———--—-—- —_— 43,001
o! States and political
subdtvisionj.In the Untied Stales — 57,168
On* bonds, nous, and debemures — 2511
FrOrrat Reservi slock and corporals stock 1,090
Federal kinds sold and securities purchased
unde agreements lo resell In domestic offices
ol bank and ol Its Edge and Agreement subsidiaries
40,000
Loans. Total (excluding unearned
Income).
less: Allowance tor possible loan
losses, 5.097
Loans. Het .- 203.853
Lease Imandng receivables. o 6
Bank premises, furniture and natures, and
other assets representing bank premises 2.899
Real Estate owned other than bank premises 40
Customers' liability to this bank on acceptance
outstanding....-,..; 1.436
Orhet assets L I—... 10296
TOTAL ASSETS * — 5944.073
LIABILITIES
Demand deposits ol Individuals, partnerships.
and corporalions $210.789
Time nod savings deposits cl Individuals,
partnerships, and cotporaltcns------------------- 189.377
Deposits ol United Stale Government 621
Deposits ol Stale and political
subdivisions In the Jnrted Stale..—-————- - .— . o 3,537
Deposits ol loeeign governments and me;
otlrcial histltuticnt U . 234
Deposits ol commercial banks. 1.612
Certified and officers' checks—.. 6.496
TOTAL DEPOSITS IN DOMESTIC
OFFICES ____.8412.666
Total demand deposits. - —.220.939 *
Total time and savings deposits ..191,927
TOTAL DEPOSITS IN FOREIGN OFFICES
AND EDGE AND AGREEMENT !
SUBSIDIARIES - 9.870
TOTAL DEPOSITS 5422,736
Federal funds purchased and securities sold
under agreements lo repurchase In drontslic ;
offices ol bank and cl ns Edge and
Agreement subsidiaries—— 30.968
Interest-bearing demand noles (nole
balances) Issued to the U.S. Treasury— : 5.534
Banks liability on acceptances executed ..
and outstanding ... - — 1,436
Other liabilites — — 21— .. — 16.773
70TAL LIABILITIES (excluding subordinated — _
notes and debentures) \_........o —_— 5477.447
eouity capital
Common stock (par value).— 17.926
No. shares authorued = eV 50 526
No. shares outltindutg 356126 ..
Surplus - ... e 18.4)4
Undivided p  ItS....j s 30286
TOTAL EQUITY CAPITAL 6613
TOTAL LIABILITIES AND EOUITY CAPITAL. T544.073
Amounts outstanding as ol upon flats: [ 7.
Standby letteei ol credit: ‘m. »e*
Standby letters o! aedIL total-------- ------ 515.438
to U.S addressees (domicile).............15.438 a
Time certlficales ol deposit in denominations /
ol StOOO000 or more In domeslic offices 116.374
Otlitr lime deposits In amounts ol 5100.000 or
t more In domestic offices.........cccccovereennen. —_— . , 750
Customers' liability or acceptances'
outstanding-
U.S. addressees (domicile)... .i— 1436
Average try 30 calendar days (orcalendar month)
ending wtlh report date:
Cash and due horn depository InstlUJllort! 166.872
*  Federal hinds old and securities purchased
under agreements to resell . 10.613
»  total leans. D v 212.699
Time certthcalrs ot deposit In danomlnahons
o* 5100.000 or more In domestic offices 114,514
Tour deposlti........ccccccc.cuunn. - 367,133
Federal kinds p hased and lecurlllei sold
tnim agreements to repurchase.. 27.329
T«af assess | 507.679
o e Eberie. W » President | Cashier, ol the above named

kerw 00 hereby declare that thle Report ol Condition Is hue

e cwrea Is re bet! of my knowledge and betiet.

—

R VARRYAYN| 57 1 A N o AR

JOHN EBtRLE
January 25. 1982

** eednigned deectors attesl the correctness ol this
and Uabenles. We declare that Hhas been
* N wk ko % % pest  d «jrknowledge and behel la

M camel
THOOO* h silbcrt’ \

* ‘J\l- E 'y‘rkctors..........
L, +AWTKutF.sw rr.n y r. '

Florida . .

Continued from page 1

2. Nationwide reciprocity ~would
cl%EnYe three years later, effective Jan. 1,

3. There would be no de novo
establishment of banks across state lines
at anytime.

4. Expansion would ensye only
througlh mergers and acquisition!”~

5. Eligibility for merger or acquisition
would be limited to banks at least three
years old. "

mThe directors also registered their
opposition to HB 833 before the U.S.

ouse of Representatives and SB 370
before the Senate, both interstate hank-
ing bills, unless they incorporate the
phased-in aspects supported by their
position.* M _ -

Interstate banking as itrelates to
Florida has taken several forms, but has
almost never been out of the headlines
for some five years. Out-of-state banks
have won in the courts the right to
establish trust offices in Florida.

The issue of out-of-state hanks’ loan-
produclion officescaused  abitter
political ~ fight thatled to a
gubernatorial veto of the prohibition
the FBA managed to get passed in the
legislature.

he FBA lormally opposed the recent
acquisition of First National Bank of
Lake City by NCNB Corp., Charlotte,"

Southern Florida has become a focus
for Edge Act offices of out-of-state
banks, and many Florida bankers see
the facilities as just so many brick-and-
mortar trojan horses preE_ared for the
advent of interstate banking.

Chemical New York Co'r_p. has re-
ached an agreement with Florida Na-
tional Banks ./f Florida, Jacksonville, to
merge, though their agreement is hotly
contested in the courts by Southeast
Banking Corp., Miami. _
~ The “competition is over Florida's
industrial growth, its relatively dynamic-
housing market, a pe_r-caﬁna income
chat is the highest in the growing
Southeast, and an affluent retirement
community. .

This week's vote was seen as impor-
tant for its acceptance of the tide of
support for liberalized interstate bank-
ing opportunities, with the FBA no
longer trying to turn back that tide but
resigned to trying to channel it. m
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9% CU Boll cl Sth.Brmgham, .60

13k

12k Central Fidelity Banks Inc., 124

Central Bk 5ys. o>xi*no..«n ir

Central Card Bk d NC. .96 14

7k Central Jersey B&T, Ftetffid, .801 6
3% Central Nall Chicago Cp 3k

19 Central Pacific Cp. Bakcrsfnld..64 25
11k Central Penn Nall Corp. 141le 16%.
15k Cenirar. Corp. Cleveland. .40 19%
8k Century Banls Inc.. Fla. .48 13%
7% Cnaner Co., Jacksonville. 1.00 7k
42% Chase Man Corp. NVC, 340 58k
42  Cnermcal New Vork Corp. 3.84 49k
21k CAS Corp. Charlesion. 1.60 22k
7% C&S Georgia Corp.. Allanu .48 8%
20k Ctlicoip. New York. 1.56 24k
17% Cmaens Fidelity Corp. Ky. 1.08s 18k
22  City N Corp., Beverly Hills, .80 32k
12% Citytiust Bcp. Inc.. Bridgeport.1.24 21k
6k Colonial Am Bkshs. Roanoke. .80 7k
15 Colonial Bcp., Waieroury. 1.80 18k
20  Colo N Bksnrs. Denver. 1.00s 22k
22 Commerce Bcsh, Kansas C. 1.68 26 ow*.
5 Commeice S'west Inc.. Dallas, .20 7k

14% Commerce é>en inc., pro.
- Commercial Bancorp ol Colo. -

22%

18

>«< Int. pin.. .75

e M.

14% Comm! Trust. Jersey City, 1.60 15%
Commonwealth NB, Pa., 2.32 30
Conn N8, Bridgeport. 1.76 28%

21k Cont'l Bank. Norristown. 2.04s 33%

21%

7 Crocker Natl Corp.. S.F.. 2.40 16k
25  Cullen Frort Bxrs.. San Ant 84s 25k
28% Dauphin Dep. Corp.. Pa. 3.00s 45%
24k  Dep. Guar Cp.. 170 25
23% Depositors Corp., Augusta. 2.32 36%
19k Ucn—iMiix -7*0., 2-00 22%
13 Dominion Bksh., Roanoke, 1.00s 12%
EF
5k Ellis Bkg Co, Bradntn. '40i" t'g/-
4% Equimark Co. PlltsDurgh 0
11 Eaultable Banc, Baltimore. .76* 21k’
9% Exchange Banc, Tampa, .60s 16k
8% Fidelcor Inc.. Phila, Pa. 1.00 24%
23% Fidelity Union. Newark; N.J. 2.80 23k
17 First Ala Bcsh, Mntgomery. 1.68 26%
11% 1st Amer. Bk. Cp.. Kalamaroo. 1.32 15%
7% Fits! American Cp.. Nashville. .90 12k
15 First 6 Merch., fiidimond. 1.00s 15k
Bk First Ark. Bkslock. LR. ,50s 16%
10%  First Atlanta Corp.. Allanu, .84s 17
13 First 8ancgroup. Ala.. 1.12 17%
16% FirslBarrcorp Inc.. New Haven, 1.60 28%
16k Firsl Besh. ol Louisiana. .80 2%

Conl'l lllinois Cp., Chicago." 2.00 34

14%isl Bksh Cp ol Fla, Pmpo. 8, 1.0015
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14
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5
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11k
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3
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13%
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25%

First Bksh. Columbia. S.C.. 1.40 21k
1st Bank System. Mnpls 2.44r « 32k
Firsl Chicago Corp.. 1.20 1B

First City Banc. Houston, -1.06s
First Comm Cp. New Orleans. 1.20s 29
Firsl Conn Bancorp. 1.92 39

1st Empire Stale. Buttalo, .80 16k
1st Fla Bks Inc. Tampa, .36 8%
in Hawaiian Inc. Honolulu, 2.40s 27 ¢
Firsl lllinois Cp.. 1.00 ' 13k’
Firsl Imersialt Bancorp.. LA . 204 30k
1st Jersey Hall Corp. JC, 1.60 13k
isl Ky Nall Cp. Louisville. 2.36 31k
Firsl Marine Banks, Inc. .34 14%
Firsl Maryland Bncp, Ball. 1.40 19k
First Nall Bcp, Oenvtr. 140 27k

Fust Nal |l Bcsh. Little Rocx, 200 32 .

First Nall Bk, Midland. Tex. 1.20s 75
1st Nall Bk ol NJ. lotowa, 1.60 14k
Firsl Nall Boston Coip. 2 88 40%
Isl Nall Charter, KC, Mo., 1.88 28%
m 1st Nall Cincinnati Corp.. 2 40s 25k

Firsl Nall Coip, Appleton, WIls.. 1.1215
Fust N Stale Bcp. Newark. 2.20s  24%
1st NM. Bksh., Alberquerque, 1.04 16k

Fust Okla ‘incp.. Okla. City. .60  22%
Fust Penn Corp. Pfilla. . \ 2%
First Penn Coip. Wts = k
First Peoples Bank ol NJ.1.32 10
First RR 4 Bkg Co of Ga. .60 10k
Isl Security Cp. Sail '-ke, 100 16%

Fust Tenn Natl Cp,M. ~lis. 1.06 14%
Fust Tuisa Bancorp Inc., 1.50s 338

Firsl Union Corp. 112 21%
Firsl United Banc, FI Worth, 1.12s 29k
1st Va Bks Inc., Falls Church, ,60 %
First Wis Corp. Milwaukee. 2.00 27k
Flagship Hanks. Fla 1.00 22%
Florida Coast Banks Inc, .32 10k
Florida Coast Banks pld, 1.00 10k
Florida Commercial Banks, 1.00 23%
Florida Nall Bks ol FlIl .60 28k
Fourth Find Com. Kin, 1.3Ct 28
CM I -

Gen al Baicsh, Si Louis. 68 17%
Gir. d Co, Phili. 2.24 29k
Great Amsr Bank;. Inc., Miami 6%

Gieal Am Cp. Baton Rouge. .65 14
Greaiti J Banc. W.Paterson, 1.60 21
Guarantee Bx, Atlantic Cny, 20
GultsUcam Banks. Inc., Fla .32
Harris Banktdp, Chicnno, 2.20
MirttC'd Nall Crop, 160

Hawkeyc Bcp. OMdnes, lowa, 96s
llentagr Bcp., (nerry Hill. 144 »5
Henugi Wisconsin Corp., .60 1
Hiberma Cp, New Oileans, 1.20"™
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Delaware Officials Now Look to Attract Foreign Banks

Spedil to the American Banker *

WILMINGTON, Del. — Delaware, ,

the state that Jumped the gi_un on
interstate banking, is now tackling In-
ternational banking.. *

While the effort to attract overseas"

business is not expected to have as big
an impact on the local economy as the
banks, state officials expect to Introduce
new legislation welcoming Interna-
tional ban_king In late March.

Since mid-De

cember, a draft of pro-

posed legislation has been circulating-

among the legal and banking com-

munities for comment.

The "foreign hank developmént act' 'so
Is an effort to find "the mother lode” 1

said David Singleton, administrative
assistant _to  Wilmington's muyor,
William T. McLaughlin. "The draft
legislation Is an effort to crystallize the
possibilities.” _

The most controversial among several
proposals in the legislation Is one to

Bank Stocks .

LA Al
. "H i ‘ 'J'W-C-"I..r\vA-_‘,l-.-l vV
allow foreign and U.S. banks to form * edid. .Tax rates would range from-a
new subsidiaries with looser require-."  maximum of 8.7% for banks and trust'
ments for capital and numbers of, companies earning up to $20 million In
employees.; than set,, forth in* the-  net income to 2.7% for those with net
landmark 1981 Financial Center De-" - Income of more than $100 million.'
velopment Act. _ ..

That law, welcoming out-of-state- ‘- Revisions Are Possible . V

bonks and lifting usury ceilings‘on , .
Interest rates, established a capitalize-, Glenn C. Kenton', secretary ofistate
b said he thought the draft would Le

lion flo~r of $25 million and minimum, > 1 e dlall Would -
subject to "substantial” revisions. "1’ve

employ.r-"nt of 100 Jobs per bank. Last .
week,” Chemical Bank of New York  heard a lot of suggestions and qucs-

announced plans to open a . ew bank -~ fions,” he suld.,"In my Judgement, it's
here, the 10th out-of-stute bank to do ?omg to take several weeks to distill the .
* ssues. ’

1 hd 1
Investment companies;- by ! com-’
parison, could maintain a minimum
capital stock and paid-in surplus of $2!
million and employ a minimum of 10
persons. :

The proposed law also would extend
favorable tax rates to new foreign
banks, Just us last yeur's banking law /v r

4 oo \hi1

~ One issue, he said, is "to what extent’ A
I, arc quasi-banks going to he subject to
capital andemployment .regune—,
/emerits.” He noted that they couldn't be
called banks because they would not.
muke loans nor take c'lepos.’j.
Under the druft legislation, the new

«+ Debwarei Page 21
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Frankfort

Continued from page 2 "

“outsiders seizing control of deposits in
your local bank." .
Key members of the Progressive
Bankers Association of Kentucky, an
organization formed last fall to J“.JSh
multibank legislation, began huddling
minutes after the House vote in order
lo map its next move. .
Similar  legislation could hbe in-
troduced inthe Kentucky Senate,
although House members originally
were considered to be more receptive.

Kentucky BA Opposed Measure

Thomas R. Brumley, rresident of the
$62.2 million-deposit First State Bunk
in Greenville and of the Progressive
Bankers %roup, said proponents of the
multibank measure failed to overcome
the opposition of the slate’s Farm
Bureau und of the Kentucky Bankers
Association. _

Apoll vipth®e Kentucky BA just before
the general assembly OFened in early
January found that nearly lwo-tblrds of
the group’s member banks opposed

American Banker

multibank formation. The results were
similar to an earlier poll conducted by
the legislative research commission for
an interim House-Senatc panel.

C.  Mcrwin Grayson Jr., president of

the $95.7 million-deposit Covington
Trust It Bnnking Co. and n member of
the Progressive Bankers group, said,
"we don’t consider it (the multibank
issue] dead.” _

But getting the bill back for another
House vote will be difficult. A motion
lo table the measure passed, -17-3. It
would take a majority oi the full House,
51 members, rather than a simple ma-
jority of those present, to reconsider (he
measure. _

[1B 191 would have permitcd n bank
bolding company to buy up to three
banks a year, as Iong as It did not
ucquire more than 20% of the overall
deposits In the state. Banks in existence
for less than five years could not have
been purchased.

Kentuckﬁ isone of only 10stntes that
docs not have some type of law to

permit banks to breach county Iinels:.|

Delaware

Continued Ironi page 2' T' -

bank subsidiaries would accept no
domestic deposits other than
certificates of deposit of at least
$100,000. from non-individuals. The
draft also proposed changes to the state
banking code to permit International
bnnking facilities to locate here.

Pennsylvania .7. .

C({ntinued from page 2 ikx ., [f; . i
onc-linlf of their deposits for uso In (heir
home communities. -

The other House change would bar
the slate from keeping deposits in banks
that sought to circumvent Pennsylvania
intcrest-rntc — ceilings -on _ consumer
|oans.

This was amended by the Senate
committee to apply to banks that "un-
lawfully*' charge more than the ccll-

'nt?ﬁe bill would:allow bank _bc_)l_din'g(.
companies, to make acquisitions

agywhere in_the state. There Is a limit

Iment and trust compnnics — one %TOUD

2
it "A

 Nathan Hayward 3d, actin?_director
of the stale's development office, said
lie thinks that lImitcd-purpose invest-

of financial institutions dealt with un-
der the proposed law — "may have a

, great deal more application for us” than

some of the other financial activities

econtemplated In the draft.

The legislation should he constructed

mo attract outsiders while providing

"adequate protection to Delaware’s ex-
isting institutions,” Mr. Hayward said.
Recent efforts hy E.F. Hutton & Co.,

Inc®, to set.up. a trust compan)r in
Delaware were thwarted hy Tlocal
bankers, But the New York firm Is said,,
to be ne?otwtmg with politicians and
hnnkcrs tor another try.

Mr. Hayward said that the state bad
bad "serious inquiries” from two over- .
seas banks nnd Is meeting with another
two. lie declined to name the bnnks,

1
Dank Call Notice

mtTfn firpnnr nr rn,,niTim nr



Alaska Statutes

Title 6. Banks and Financial Institutions.

Chapter

01. Administration (88 06.01.010 — 06.01.050)

05. Alaska Banking Coda (88 06.05.005 — 06.05.545)

10. Model Foreign Bank Loan Act (88 06.10.010 — 06.10.050)

15. Mutual Savings Bank Act (88 06.15.010 — 06.15.380)

20. Alaska Small Loans Act (88 06.20.010 — 06.20.920)

25. Trust Companies (8§ 06.25.010 — 06.25.350)

30. Alaska Savings Association Act (88 06.30.005 — 06.30.915)
35. Uniform Common Trust Fund Act (88 06.35.010 — 06.35.050)
40. Premium Financing Act (88 06.40.010 — 06.40.190)

Chapter OL Administration.

Section Section
10. Examination fees and assessments 40. Examination policy
20. General powers of department SO. Definitions

30. Orders and injunctions; notice and
hearings; regulations

Editor's note. — Section 55, ch. 169, SLA
1978, contains a severability clause.

Sec. 06.01.010. Examination fees and assessments, (a) The expenses
of the department reasonably incurred in the examination or
investigation of all financial institutions or applications to establish
financial institutions regulated by the department under this title shall
be charged to and paid by each financial institution us provided in (b)
of this section.

()  The commissioner shall assess every financial institution, and
every applicant to establish a financial institution, a fee for the actual
expenses incurred by the department in connection with any
examination or investigation, whether regular or special. The fee shall
include the proportionate part of the salaries and cost of employee
benefits of the examiners while conducting examinations or
investigations and while preparing reports of them, and transportation
costs and per diem of each examiner while away from his duty station.
However, the cost to the financial institution in connection with an
examination may not exceed $7,500 per examination. The assessment
shall be made by the commissioner as soon as feasible after the
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examination or investigation has been completed. All assessments shall
be paid to and received by the department by each institution within 30
days after receipt of notice of the assessment.

(¢  Any financial institution which fails to make the payments
required by the commissioner under () and (b) of this section within the
time specified is subject to a penalty of not more than $100 each day it
is late. The penalty, together with the amount due under (a) of this
section, may be recovered in a civil action brought by the department
(8 42 ch 169 SLA 1978)

Sec. 06.01.020. General powers of department The commissioner
may by regulation authorize financial institutions, except licensees
subject to ch. 20 of this title, to exercise any of the powers conferred m
upon a federally chartered bank, trust company, savings association, or
other federally chartered institution doing business in this state which
is subject to the regulations of the United States Comptroller of the
Currency, the Federal Reserve Board, the Federal Home Loan Bank
Board, the Federal Deposit Insurance Corporation or the successor or
successors of them, if the commissioner finds that the exercise of the
power both:

(1) serves the public convenience and advantage; and

(2 equalizes and maintains the quality of competition hetween
state-chartered financial institutions and corresponding federally
chartered financial institutions. (§ 42 ch 169 SLA 1978)

Sec. 06.01.030. Orders and injunctions; notice and hearings;
regulations, (a) Whenever itappears to the commissioner that a person
has engaged in an act or practice in violation of any provision of this
title or of a regulation adopted under it, the commissioner may

(1) if he considers it to be in the public interest, issue an order

directing the person to stop the act or practice; reasonable notice and Sec.
an opportunity for a hearing must be given before issuing the order; context
however, the commissioner may issue a temporary order pending the @11

hearing which remains in effect until 10 days after the hearing is held
and which becomes final if the person to whom the notice is addressed
does not requesta hearing within 15 days after receipt of the notice; or
(2) bring an action in the superior court to enjoin the acts or practices (9
and to enforce compliance with this title or a requlation adopted under
it; upon a proper showing, the departmentis entitled to the appropriate
remedy, and a receiver or conservator may be appointed for the
defendant or the defendant's assets; the commissioner is not required
to post a bond. 17800

() Exceptasprovided in (a) of this section, the department shall give ) Lngkelrns
public notice of each proposed action, but it is not required to hold a 3. Organi;
hearing before taking the action unless it receives written opposition to g ;'r?);‘]'l‘;f
the proposed action. Written opposition must be filed with the 6 Genera

department within the time specified by the department. In cases
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(&) The term “bank service corporation” means a corporation
organized to perform bank services fortwo or more banks, each of which
owns part of the capital stock of the corporation. (§ 8 ch 157 SLA 1970)

Legislative committee report. — For  (Judiciary)), see 1970 House Journal, p.
report on eft. 157, SLA 1970 (CSHB 643  1085.

Sec. 06.05.232. Leasing of real and personal property, (a) The
department may authorize a bank to become the ownerand lessor of real
or personal property acquired upon the specific request of and for the
use of a customer, if

(1) the original lease is executed in writing before acquisition of the
property to be leased;

(2 the terms of the lease require payment to the bank during the
minimum period of the lease of an amount of money that will exceed
the total expenditure by the bank for acquisition, ownership,
maintenance and protection of the property;

(3) the total of the expenditures by the bank for acquisition,
ownership, maintenance and protection of the leased property and other
loans to any one lessee by the bank do not exceed the limits on loans
to one borrower under § 205 of this chapter;

(@) in the case of real property, the lease agreement provides that
upon nts expiration the lessee will become owner of the property;

(5) Bepealed by €4 ch 56 SLA 1971.

(b) The aggregate investment in property under this section and
8§ 23t0(l) and 231 of this chapter may not exceed the bank's combined
capita.], surplus and undivided profits.

(c) Payments by a lessee to a bank for property leased under this
section are considered rent rather than interest.

(d) Peal property retained by a bank upon termination of a lease
authorized under this section, as the resultofdefault by the lessee, shall
be utilized or disposed of as provided by regulation of the department.
(8§ 9dh 157 SLA 1970; am § 4 ch 56 SLA 1971)

Legislative committee report. — For (Judiciarv)}, see 1970 House Journal, p.
report on ch. 157, SLA 1970 iCSHB 643 1085.

Sec. 06.05.235. Bank holding companies, (a) It is unlawful for a
company to own. control or hold with power to vote 25 per cent or more
of the- capital stock of one or more state banks or state bank holding
companies subject to regulation under this chapter. Nothing in this
subsection prohibits a company from qualifying as a bank holding
company under (b»of this section. However,when itbecomes a bona fide
necessity-to avoid loss for a creditor to accept shares of stock, in one or
more hanks or bank holding companies constituting more than 25 per
cent ed the ownership or control of a bank or bank holding company in
payment of indebtedness owing to tne creditor, shares of stock may be

24
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accepted, but the shares of the one or more banks or bank holding
companies exceeding that 25 per cent shall be promptly disposed of
under the supervision of the department.

th) A domestic bank holding company, as defined in § 540 of this
chapter and organized under AS 10.05, which maintains its principal
office and place of business in the state and conducts its principal
operations in the state, may acquire and own all or any portion of the
voting shares or other capital stock of, or all or substantially all of the
assets of, one ormore banks orbank holding companies. The department
may require a holding company to posta bond with the department in
an amount equal to the paid-in capital and paid-in surplus represented
by the proportion of bank stock directly or indirectly owned, held, or
controlled by itunder conditions the department may prescribe to assure
full protection of the public. The holding company is subject to an
examination by the departmentora competentperson designated by the
department when the department considers it necessary, but not less
than once each year. The holding company shah pay an examination fee
in accordance with AS 06.01.010.

(c) The department may adopt regulations for bank holding
companies to assure financially sound banking organization and
practice.

(d) A person, oran officer, director, agent, oremployee of the person,
who violates a regulation adopted under (c) of this section is guilty of
a misdemeanor, and upon conviction is punishable by t\ fine of not more
than $5,000, or by imprisonment for not more than one year, or by both;
and in the case of a' corporation, by a fine of not more than $10,000.
(8 3.167 ch 129 SLA 1951; am § 1ch 194 SLA 1959; am & 1ch 139 SLA
1961; am § 1ch 53 SLA 1962; am § 1ch 124 SLA 1966; am § 18 ch 218
SLA 1976; am § 16 ch 169 SLA 1978)

Effect of amendments. — The 197G The 1978 amendment rewrote this
amendment, in this section as it existed section.
prior to the 1978 amendment, deleted "of Editor's note. — Section 55, eh. 169, SLA

commerce" following "commissioner" at 1978, contains a severability clause.
the end of the third sentence of subsection

(a), in the first, second, and third sentences

of subsection (b), and in subsection (c).

Sec. 06.05.238. Required directors’meetings and statements to the
department. The department may require a meeting of the board of
directors of a state bank to be held in the manner and at the time and
place it directs, when, in the judgment of the department, a serious
violation of this chapter is involved. Any report of an examination
required or allowed by this chapter, any conclusions drawn from sucn
an examination by the department, any recommendations made by the
department relative to it, and any other matters concerning the
operation and condition of the bank may be presented to the board of
directors by the department. Each member of the board of directors



§ 06.05.525
Effect of amendment — The 1978
amendment, in the second sentence,

substituted “conviction of a corporation for
violation of this chapter" for "violation by

Banks and Financial Institutions

§ 06.05.540

a corporation” and increased the maximum
fine from 55,000 to $20,000.

Editor’'s note. — Section 55, ch. 169, SLA
1978, contains a severability clause.

Sec. 06.05.525. Injunction. If a state bank fails to comply with the
provisions of this chapter, or the regulations of the department, or is
found by the department to be in an unsafe or unsound condition the
result of which will cause substantial injury to the bank or to its
depositors, creditors or stockholders, the superior court may, upon the
suit of the department, issue an injunction restraining the violation and
may issue an order prohibiting the transaction of all or any part of the
bank’s business until the circumstances upon which the suit is based no
longer exist. (8 3.510 ch 129 SLA 1951; am § 9 ch 63 SLA 1969)

Article 6. General Provisions.

Section
530. Effect on existing banks
535. Construction with subsequent leg-

Section
540. General definitions
545. Short title

islation

Sec. 06.05.530. Effecton existing banks. The charters of state banks
existing on March 26, 1951, continue in full force and effect. All state
banks and, to the extent applicable, all banks sh' Wthereafter operate
inaccordance with this chapter. Any state bank, by filing an application
for an amendment of its charter or for a merger, consolidation or sale
of all, or substantially all, of its assets or the assets of any department
of the bank under this chapter and its charter is thereafter subject to
this chapter. (8§ 1.104 ch 129 SLA 1951)

Sec. 06.05.535. Construction with subsequent legislation. No part
of this chapter shall be considered to be impliedly repealed by
subsequent legislation not specifically repealing it if that construction
can be avoided. (8 1.106 B ch 129 SLA 1951)

Effect of Business Corporation Act. —
This chapter is in no way amended by the
Alaska Business Corporation Act (AS
10.05). 1959 Op. Atty. Gen., No. 17.

On formation of banking corporation.
— A banking corporation may lawfully be
formed under the Alaska Business

Corporation Act (AS 10.05). It is equally
certain that a banking corporation may he
formed under this' chapter, since it has not
been repealed in vhole or in part by the
Alaska Business Corporation Act. 1959 Op.
Atty. Gen., No. 17.

Sec. 06.05.540. Generul definitions. As used in this chapter unless

the context otherwise requires

(1) "action” in the sense of a judicial proceeding includes any
proceeding in which rights are determined,;

(2 "bank™ means any person doing a banking business whether
subject to the laws of this or any other jurisdiction;
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(3) “banking” means the negotiation for and the discot ating of
promissory notes, drafts, bills of exchange and other evidences of
indebtedness; receiving deposits, selling and buying exchange, coin, und
bullion, and lending money on personal, real and other security, and
other kindred financial operations;

(4 “branch bank™ includes a branch bank, branch office, branch
agency, additional office, orany branch place of business located in tho
state, at which deposits are received, checks are paid, or money is lent;

() "commissioner” means the commissioner of commerce and
economic development or his designee;

t6) “community” means a city, town, unincorporated village, or, in
absence of any one of the foregoing, a trade area;

(7) “court” means a court of competent jurisdiction;

(8) "department” means the Departmentof Commerce and Economic
Development;

(9 "domestic bank holding company” means a domestic corporation
that is organized under AS 10.05 and that has control over a bank or
another domestic bank holding company through one of the following:

(A) the company directly or indirectly or actin" through one or more
other persons owns, controls, or has power to vote 25 per centor more
of any class of voting securities of the bank or company;

(B) the company controls in any manner the election of a majority of
the directors or trustees of the bank jr company; or

(C) the department determines, after notice and opportunity for
hearing, that the company directly or indirectly exercises a controlling
influence over the management of policies of the bank or company.

(10) “executive office*™ when referring to a bank, means the
president, vice president, treasurer, cashier, comptroller and secretary,
or any person who performs the duties appropriate to those offices or
any person designated in the bylaws as an executive officer;

(12) "fiduciary™ means trustee, agent, executor, administrator,
committee, guardian or conservator for a minor or other incompetent
person, receiver, trustee in bankruptcy, assignee for creditors or any
holder of a similar position of trust;

(12) "good faith” means honesty in fact in the transaction and some
reasonable ground for belief that the transaction is rightful or
authorized;

(13) "item™ means any instrument for the payment of money
negotiable or nonnegotnble but does not include money;

(14) “officer” when referring to a bank means any person designated
as an officer in the bylaws and includes, whether or not so designated,
any executive officer, the chairman of the board of directors, chairman
of the executive committee, and any trust officer, assistant vice
president, assistant treasurer, assistant cashier, assistant comptroller,
or other person who performs the duties appropriate to those offices;

58

C%

§ 0605545

(15) "rea
person of
superior in
have, wou
substantia
with refer*
upon the a

'(16) “s-a

(7 "un
profit of a

(A) prov

(B) tran
assets,

(C) lossq
assets ine

(D) tran

(E) amo

(18) "coi
company,
or foreign
am § 1 chi
1962; am 8
43 ch i6S

Effect of
amendment
cjmmerce ar
"commission
(6) and "De
Economic Dx
of Commercf

The 1978
designee" K
rewrote pi
paragraphs (

Editor's n
1971, nroviti
banking n.
from the St
1971, is a du

Soc. 06.
Banking (

Section

10. Exempli
and

20. Authorii

80. Filing st



§ 06.05.545 Banks and Financial Institutions § 06.05.545

(15) "reason to know means that upon the information available a
person of ordinary intelligence in the particular business, or of the
superior intelligence or experience which the person in question may
have, would infer that the fact in question exists or that there is a
substantial chance of its existence that, if exercising reasonable care
with reference to the matter in question, conduct would be predicated
upon thn assumption of its possible existence;

(16) “state bark”means any bank chartered by this state;

(17) “undivided profits” means the accumulated, undistributed net
profit of a bank, including any residue after

(A) provision for payment of taxes and expenses of operations,

(B) transfers to reserves allocated to a particular asset or class of
assets,

(C) losses estimated or sustained on a particular asset or class of
assets in excess of the amount of reserves allocated for it

(D) transfers to surplus and capital,

(E amounts declared as dividends to stockholders;

(18) "company” means any bank, corporation, partnership, joint stock
company, business trust, association or similar organization, domestic
or foreign. (88 1.102, 1.103 ch 129 SLA 1951; § 3.167 ch 129 SLA 1951;
am § 1ch 194 SLA 1959; am § 1ch 139 SLA 1961; am § 1ch 53 SLA
1962; am § 7ch 56 SLA 1971; am § 19ch 218 SLA 1976; am §§ 39, 40,
43 ch 169 SLA 1978)

Effect of amendment*. — The 1976 Section 55, 169, SLA 1978, contains a
amendment substituted “commissioner of  severability’ clause.
commerce and economic development" for Applicability of Alaska lInnking Code
"commissioner of commerce" in paragraph  to building and loan associations. — See
(6) and "Department of Commerce and American Bldg. & Loan Abs'u, Inc. v. State,
Economic Development" for "Department  Sup, Ct. Op. No. 112 (File No. 149), 376 P.

of Commerce" in paragraph (8), (2d) 870.

The 1978 amendment added "or his .ommissloner subject to provisions of
designee” to the end of paragraph (5), Adminlst-ative Procedure Act. — The
rewrote paragraph (9), and added Administ itive Procedure Act (AS 44.62)
paragraphs (17) and (18). provide that the commissioner shall be

Edltor'a notes. — Section 8, ch. 66, SLA  subjPwi to its provisions. 1960 Op. Atty.
1971, provides: "Any branch or limited Gen., No. 7.
banking facility operating under a charter
from the Suite of Alas; i on January 1,
1971, is a duly chartered branch."

Sec. 06.05.545. Short title. This chapter may be cited as the Alaska
Banking Code. (8 1.101 ch 129 SLA " 1)

Chapter 10. Model Foreign Bank Loan Act.

Section Section

10. Exemption of forim banks from laws 35, [Transferred]
and uixation 40. Definitions

20. Authorized activities 50. Short title

30. Filing statement
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TWELFTH LEGISLATURE

FISCAL NOTE

REPUEST _
Bill/Resolution Nc __ SB 756
Title An Act relating to the ownership of financial institutions

Requested by lahnr and Cnmmprrp-------———————————— Date 2/18/82
|1, FISCAL FTAIL
gency Affected  Commerce and Economic Development

Prquram Categor Affected  Consumer Protection
Pro ram, Subgrogramé } Affected Bankjpg and Securities

Note: more than component is affected, separate Tine-item
amounts and funding for each component in the analysis section.)

EXPENDITURES  (Thousands of Dollars)
> sg FY 83 FY 84 FY 8 FY 8 FY 8

100 PERSONAL SERVICES o 0
200 TRAVEL 0 .
300 CONTRACTUAL 0
100 COMMODITIES i g
500 ERUIPMENT A
000 LAND & STRUCTURES . 0
700 GRANTS,CLAIMS,ETC. A .
FUNDING (Thousands of Dollars)
GENERAL FUND 0 0
FEDERAL FUNDS 0 0
OTHER (Specify Source) 0 0
POSITIONS
FULL TIME m 0 0
PART TIME 0 0
TEMPORARY 0 0

[11. ANALYSIS (See Fiscal Note Preparation Instruction, Section II1)

IV. date February 1C. 1982  PREPARED BY ~ Willis F. Kirk t*d-~Director

banking. Securities. Sm. Loans, f Cnr
E)Cr.iginal Leglslatlve Finance _ PHONE’ 1 P

et and Manalgemen

Prlme E)onsor (First Legislator Named)
33-001 (Rev. 1L/8







1Business Pouch V

Labor & Commerce Committee e e a1
SUNSET PROCEDURES;

Boards and commissions expire on the date set out in statute, however, upon
termination, a beard or commission shall continue its existence until June 30th
of the succeeding year for the purpose of concluding its affairs.

1) Before termination, continuation, or re-establishment of a board:

A. Committee of reference of each house shall hold one or more
hearings with attendance by:
1. Commissioner of the Dept having administrative responsibility
2. Members of the board
3. Interested public

B. Not later than the 60th day (11 March 1982) of the legislative
session, the committee of reference shall submit a report to the
presiding officer of the house. The report shall contain:

1. A summary of the findings of the committee
2. The recommendations of the committee

C. Tne committee of reference may introduce a b ill for the contin-
uation cr reorganization of the board or ccnmission. Only one
board nmay be addressed in each b ill, and the term of continuation
may not exceed 4 years.
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Official Business Pouch V

Labor & Commerce Committee et

SUNSET REPORTS:

A summary of the findings and recommendations of the canruttee stall be
submitted to the presiding officer of the house by the 60th day of the legis-
lative session. The report shall contain the following:

1) The extent to which the board has operated in the public interest

2) The extent to which the operation of the board has been impeded or
enhanced by exisitng statutes, procedures, and practices adopted.

3) The extent to /hich the board has recaitnended statutory changes in the
public interest

4) Tne extent to which the board has encouraged interested persons to
report to it, concerning the effects of its regulationsand decisions.

5) The extent to which the board has encouraged public participation in making
its decisions and regulations.

6) The efficiency with which the board has handled public inquiries or cmplaints.

7) Tne extent to which the board regulating occupational entry has presented
qualified applicants to the public.

8) Tne extent to which State personnel practices have beer complied with

9 Tne extent to which statutory, budgetary, or regulator; changes are nec-

essar-to best ser.’e tne public.
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SUNSET REPORTS (continued):

3)

4)

5)

6)

7)

8)

An identification of other boards having duplicate objectives

An assessment of alternative methods for achieving the purposes
of the board

An assessment of the consequences of eliminating the board

A justification for the continuation of the board

Any information, which in the judgement of the ccrrmittee, would improve
the performance of the board

The ccrrmittee may introduce a b ill to effect the continuation or reorgan-
ization of the board.



