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Report of the Joint Subcommittee Studying The
Revision of The Savings and Loan Laws and Interest

Rate Laws of the Commonwealth and the Issue

of Interstate Banking

TO: Honorable Charles S. Robb, Governor of Virginia
and
The General Assembly of Virginia

January, 1985

INTRODUCTION

The joint subcommittee studying the revision of the savings and loan laws and interest rate
laws of the Commonwealth and the issue of interstate banking was established pursuant to House
Joint Resolution No. 30 of the: 1984 General Assembly. That resolution reads as follows:

HOUSE JOINT RESOLUTION No. 30

Requesting the House Committee on Corporations, Insurance and Banking and the Senate
Committee on Commerce and Labor to establish a joint subcommittee to study the laws of
the Commonwealth of Virginia dealing with savings and loan associations and to make
recommendations for a revision of the Virginia Savings and Loan Act.

WHEREAS, the savings and loan industry plays a vital role in the economic well-being of the
Commonwealth and provides essential depository and lending services for the citizens of the
Commonwealth; and

WHEREAS, there has long existed in the Commonwealth a dual system of federally
chartered and state-chartered savings and loan associations; and

WHEREAS, it is desirable to continue this system of federally charterd and state-chartered
savings and loan associations in order to encourage the continuing evolution of a strong,
financially stable savings and loan industry in the Commonwealth; and

WHEREAS, during the last three years, significant federal legislation has been passed by
Congress which has greatly changed the manner in Which federally chartered savings and loan
associations conduct their operations and business and which has also changed the manner in
which the savings and loan industry is regulated; and

WHEREAS, other significant legislation affecting the savings and loan industry is currently
pending in Congress, with likely enactment during the year 1984; and

WHEREAS, it is highly desirable that the laws of the Commonwealth dealing with the savings
and loan associations be updated and clarified so- that the state-chartered savings and loan
associations will be able to effectively compete with their federally chartered counterparts; and

WHEREAS, it is also desirable to ensure that the agencies of the Commonwealth will
continue to effectively regulate the savings and loan industry in the interest of depositors,
borrowers and the general public: and
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WHEREAS, the Congress of the United States has enacted laws that substantially alter many
of the Commonwealth's laws that pertain to interest rates; and

WHEREAS, developments in other parts of the United States, proposals and actions by other
state legislatures, and proposals in Congress make it prudent that the question of operation of
financial institutions on an interstate basis, including savings and loan assocaitions, banks and
credit unions, be reviewed; and

WHEREAS, because of the aforementioned federal enactments it will be beneficial to the
citizens of the Commonwealth for the laws. that relate to interest rates' to be stated in a clear
manner; now, therefore, be it

RESOLVED by the House of Delegates, the Senate concurring, that the House Committee on
Corporations, Insurance and Banking and the Senate Committee on Commerce and Labor are
requested to establish a joint subcommittee to study the present laws of the Commonwealth
dealing with savings and loan associations, to analyze recently enacted and proposed future
legislation and regulations, and to make recommendations to the General Assembly for a revision
of the Virginia Savings and Loan Act ana"such'bther -laws as the joint subcommittee may believe
are appropriate to aid the savings and loan industry in the public interest; and, be it

RESOLVED further, That the joint subcommittee shall review the developments in other
states and the United States and conditions Which bear upon interstate operations of financial
institutions and the possible effects on the Commonwealth, its economy, its citizens, and its
financial institutions, and report thereon; and, be it

RESOLVED FINALLY, That the joint subcommittee shall clarify and consolidate the interest
rate laws of the Commonwealth.

The joint subcommittee shall consist of eleven members. Seven members shall be appointed
by the Speaker of the House, four of whom shall be members of the House Committee on
Corporations Insurance and Banking; and four members shall be appointed by the Senate
Committee on Privileges and Elections, three of whom shall be· from the membership of the
Senate Committee on Commerce and Labor.

All agencies of the Commonwealth shall assist the joint subcommittee in its study.

The joint subcommittee shall complete its work in time to submit recommendations to the
1985 Session of the General Assembly.

All direct and indirect costs of conducting this study are estimated to be $16,500.

Delegate George H. Heilig, Jr., of Norfolk was elected chairman of the Subcommittee. Other
members of the House of Delegates appointed to serve were: William T. Wilson of Covington,
Alson H. Smith, Jr. of Winchester, Franklin P. Hall of Richmond and Vincent F. callahan, Jr., of
McLean.

Senator William F. Parkerson, Jr. of Henrico was elected Vice-Chairman of the
Subcommittee. Other Senate members appointed to serve were: Edward E. Willey of Richmond,
Peter K. Babalas of Norfolk and Richard J. Holland of Windsor.

Two citizen members were appointed to serve on the Subcommittee: John B. Bernhardt,
Vice-charirman of the Board of Sovran Bank and Edwin B. Brooks, Jr., President of Virginia
Federal Savings and Loan Associatlon.

c. William Cramme', III, Senior Attorney and Terry Mapp, Research Associate of the Virginia
Division of Legislative Services served as legal and research staff for the Subcommittee. Ann
Howard and Barbara Hanback of the House Clerk's Office provided administrative and clerical
staff assistance for the Subcommittee.
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WORK OF THE SUBCOMMI1TEE

The full Joint Subcommittee held meetings on June 25, September 18 and December 18.
During its meetings the Subcommittee heard a great deal of oral testimony. The staff and
interested parties offered the study group voluminous amounts of written materials during and
between meetings.

Prior to the Subcommittee's first meeting, its staff furnished each member with a copy of a
synopsis of the various states' on the issue of interstate banking and copies of the enacted or
proposed legislation of those states listed in the synopsis. Also, the members received many
articles which discussed and analyzed the issue of interstate banking.

The Subcommittee's first meeting, which was held on June 25, was mainly an organizational
meeting in which the study group elected its chairman and vice-chairman and adopted a
timetable for the study. During that meeting because Mr. Heilig had asked representatives of the
various industries to brief the Subcommittee on the three issues which the Subcommittee was
charged with reviewing. the Subcommittee heard testimony from the Virginia League of Savings
Institutions, the Virginia Bankers Association, the Bureau of Financial Institutions, the Virginia
Credit Union League and the Independent Bankers Association of Virginia. The SUbcommittee
heard brief testimony from the representatives of the groups which centered on their thoughts
with regard to the three areas of the study. In discussing the work schedule and future meetings
of the Subcommittee, the SUbcommittee agreed that draft legislation should be developed in the
three areas with which the subcommittee was charged to study. They decided that once this
legislation had been prepared' the Subcommittee could hold another meeting in order to elicit
comments on that legislation.

During the month of July, August and early September Counsel for the Virginia League of
savings Institutions prepared draft legislation to revise the savings and loan laws. Also, during
that time period the Subcommittee's staff prepared legislation to revise the interest rate laws
and to effect interstate banking in Virginia.

At the September 18 meeting of the full Joint SUbcommittee, the Subcommittee received
testimony on the savings and loan draft, the interest rate draft, and tbe interstate banking draft.
The Subcommittee decided to establish three subcommittees to hold meetings on the particular
draft legislation. It was decided that a Savings and Loan Subcommittee, an Interstate
Subcommittee and an Interest Rate Subcommittee be established in order to hold hearings for a
line by line review of the particular draft legislation. The full Joint Subcommittee decided that
the establishing of tke three subcommittees would provide the best method for an exnedittous
handling of the SUbjects with which the Subcommittee was charged to study. The men.c .~~hip of
those Subcommittees were as follows:

Interest Rate

Subconunittee

Babalas

Holland

Callahan

Savings and Loan Interstate

Loan Subcommittee Subcommittee

Heilig Parkerson

Willey Smith

Hall Wilson

Brooks Bernhardt

Brooks

During the same meeting the Subcommittee heard testimony Counsel highlighted the savings
and loan draft. The Virginia Bankers Association presented the interstate banking draft and
written testimony on the interstate banking issue. Also, at this meeting the Subcommittee
considered the possibility of the banks, savings and loan associations and the credit unions
having their own bill dealing with the interstate issue since the banks were leaning toward a

4



regional approach, and the savings and loan associations and credit unions were leaning toward
a national approach.

The Subcommittee decided the three subcommittees established should meet as soon as
possible and as many times as necessary in order that the draft legislation may be discussed
and fine tuned, and in order that a report of the subcommittees' work may be presented at the
next meeting of the full Joint Subcommittee.. The Subcommittee decided that the subcommittees'
reports should be '-eceived by the full Joint Subcommittee in time that full Joint Subcommittee
may make its recommendations at a meeting in December.

All three subcommittees met twice. The Savings and Loan Subcommittee met on October 22
and December 7; the Interstate Banking SUbcommittee met on October 16 and December 10; and
the Interest Rate Subcommittee met on October 16 and December 7. At all of the. meetings of
the subcommittees draft legislation was discussed section by section and many changes were
recommended to the drafts.

At all three of the subcommittees' meetings the representatives of the Virginia Bankers
Associatton, the Virginia League of Savings Institutions, the Virginia Independent Bankers'
Association and the Bureau of Financial Institutions gave testimony concerning the particular
draft under study. During the meetings of the Interest Rate SUbcommittee, the subcommittee also
heard testimony from representatives of the Virginia Consumer Finance Association who took a
strong interest in this particular portion of the study. During the meetings of the Interstate
Banking SUbcommittee, the subcommittee heard testimony from representatives from the First
National Bank of Maryland and its Counsel, representatives from Citicorp Bank in New York,
and the Virginia Credit Union League on Senate Bill No. 148 which was carried over by the
1984 Session of the General Assembly. Other participants in the meetings of the Savings and
Loan Subcommittee were the Virginia Realtors Association and the Virginia Home Builders
Association. At its final meeting on December 18, the full Joint Subcommittee received the
reports of the three subcommittees. Senator Babalas, Chairman of the Interest Rate
Subcommittee, briefly stated the work of his subcommittee and asked that that portion of the
study dealing with interest rates be continued for another year. Senator Parkerson, Chairman of
the Interstate Banking Subcommittee, asked the staff of the f1:111 subcommittee, Bill Cramme' to
present the interstate banking bill and report to the full Joint Subcommittee. During the report
of the Interstate Banking Subcommittee, the full Subcommittee heard testimony from the First
National Bank of Maryland and its Counsel, Piper and Marbury of Maryland, the Bureau of
Financial Institutions and the Virginia Bankers Association. Senator Parkerson called on the
Virginia Credit Union League to present Senate Bill No. 148 of the 1984 General Assembly
Session that address the interstate issue with regards to credit unions. Delegate Heilig, Chairman
of the Savings and Loan Subcommittee, called on the Virginia League of savings Institutions and
its Counsel, the law firm of Thomas and Fiske, to present the savings and loan draft to the
Subcommittee. The full Subcommittee also heard from the Virginia Bankers Association, the
Virginia Independent Bankers Association, and the Bureau of Financial Institutions during the
report of the Savings and Loan Subcommittee. I

Having heard testimony from all of the interested parties, the Subcommittee thoroughly
discussed and carefully considered which recommendations to make to the 1985 General
Assembly. Some of the recommendations were not made by a unanimous vote of the members
of the full Joint Subcommittee and some were made with conditions that further testimony
should be heard by the General Assembly on various items within particular drafts..

RECOMMENDATIONS

The subcommittee offers the followmg recommendations to the General Assembly:
.- .

I. THAT THE GENERAL ASSEMBLY SHOULD PASS A BILL, AS OFFERED BY THE JOINT
SUBCOMMITTEE, TO REVISE THE SAVINGS AND LOAN LAWS OF THE COMMONWEALTH..
THAT THE BILL SHOULD ALLOW FOR THE INTERSTATE BRANCHING OF SAVINGS AND
LOAN ASSOCIATIONS ON A REGIONAL RECIPROCAL BASIS. THAT THE BILL SHOULD
PLACE AN AGGREGATE CAP ON THE TOTAL PERCENTAGE OF ASSETS THAT A SAVINGS
AND LOAN ASSOCIATION MAY INVEST IN ITS SERVICE CORPORATION AND DIRECTLY IN
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REAL ESTATE AND THAT THAT CAP SHOULD PROVIDE PARITY BETWEEN THE
FEDERALLY CHARTERED AND STATE CHARTERED SAVINGS AND LOAN ASSOCIATIONS.
THAT THE BILL'S PROVISION DEALING WITH THE AUTHORITY TO OFFER CHECKING
ACCOUNTS SHOULD REMAIN A SUBJECT FOR FURTHER DISCUSSION BY THE
COMMITTEES IN THE GENERAL ASSEMBLY. THAT THE BILL'S PROVISIONS SETTING
FORTH THE APPLICATION PROCESS AND INVESTIGATION PROCESS FOR INTERSTATE
BRANCHING SHOULD CONFORM AS CLOSELY AS POSSIBLE TO THOSE SAME PROVISIONS
IN THE INTERSTATE BANKING BILL.

II. THAT THE GENERAL ASSEMBLY SHOULD PASS A BILL, AS OFFERED BY THE JOINT
SUBCOMMITTEE, THAT WOULD ALLOW REGIONAL RECIPROCAL INTERSTATE BANKING
THROUGH THE HOLDING COMPANY PROCESS. THAT THE FOREIGN EXCLUSION CLAUSE
PROVISION IN THE BILL SHOULD REMAIN A SUBJECT FOR FURTHER DISCUSSION AND
TESTIMONY IN THE APPROPRIATE COMMITTEES IN THE GENERAL ASSEMBLY. THAT BY
INTRODUCTION OF A COMPANION BILL TO THE INTERSTATE BANKING BILL, THE
NONBANK BANK ISSUE SHOULD BE RESOLVED.

III. THAT SENATE BILL 148, CARRIED OVER BY THE 1984 SESSION OF THE GENERAL
ASSEMBLY, AS AMENDED BY THE FULL JOINT SUBCOMMITTEE, SHOULD BE PASSED BY
THE GENERAL ASSEMBLY IN ITS 1985 SESSION. THAT A PROVISION SHOULD BE ADDED
TO SENATE BILL 148 PROVIDING FOR THE STATE CORPORATON COMMISSION TO HAVE
THE AUTORITY TO CORRECT THE SITUATION OF NONCOMPLYING OUT-OF-STATE CREDIT
UNIONS DOING BUSINESS I~ :VIRGINIA.

IV. THAT A JOINT RESOLUTION CONTINUING THIS STUDY SHOULD BE PASSED BY
THE 1985 SESSION OF THE GENERAL ASSEMBLY. THAT THE RESOLUTION SHOULD
PROVIDE THAT THE JOINT SUBCOMMITTEE SHOULD CONTINUE TO WORK ON THE
REVISION OF THE INTEREST RATE LAWS OF THE COMMONWEALTH AND SHOULD
MONITOR FEDERAL ACTIVITY IN THE AREAS OF SAVINGS AND LOAN LAWS AND
INTERSTATE BANKING.

REASONS FOR RECOMMENDATIONS

I. THAT THE GENERAL ASSEMBLY SHOULD PASS A BILL, AS OFFERED BY THE JOINT
SUBCOMMITTEE, TO REVISE THE SAVINGS AND LOAN LAWS OF THE COMMONWEALTH.
THAT THE BILL SHOULD ALLOW FOR THE INTERSTATE BRANCHING OF SAVINGS AND
LOAN ASSOCIATIONS ON A REGIONAL RECIPROCAL BASIS. THAT THE BILL SHOULD
PLACE AN AGGREGATE CAP ON .THE TOTAL PERCENTAGE OF ASSETS THAT A SAVINGS
AND LOAN ASSOCIATION MAY INVEST IN ITS SERVICE CORPORATION AND DIRECTLY IN
REAL ESTATE AND THAT THAT CAP SHOULD PROVIDE· PARITY BETWEEN THE
FEDERALLY CHARTERED AND STATE CHARTERED SAVINGS AND LOAN ASSOCIATIONS.
THAT THE BILL'S PROVISION DEALING WITH THE AUTHORITY TO OFFER CHECKING
ACCOUNTS SHOULD REMAIN A SUBJECT FOR FURTHER DISCUSSION BY THE
COMMITTEES IN THE GENERAL ASSEMBLY. THAT THE BILL'S PROVISIONS SETTING
FORTH THE APPLICATION PROCESS AND INVESTIGATION PROCESS FOR INTERSTATE
BRANCHING SHOULD CONFORM AS CLOSELY AS POSSIBLE TO THOSE SAME PROVISIONS
IN THE INTERSTATE BANKING BILL.

In making this recommendation, the Subcommittee found that there was a need for providing
a new order in the Savings and Loan Act and a need to remove archaic language, to update the
Act and to add provisions new to the Virginia Act. The Subcommittee found that it was
necessary to have Virginia continue to be a leader in the savings and loan laws area.

The Subcommittee heard testimony from the Virginia League of Savings Institutions that this
revision was needed for several reasons. The League 'pointed out that during the last five years,
significant changes have occurred in the federal law and the laws of various other states with
regard to the operation of savings and loan institutions. He pointed out that Congress had
substantially revised the federal law regulating saving institutions when it enacted the Depository
Insitutions Deregulation Act of 1980, P.L.96-221 and the Gam-St.Germain Depository Institutions
Act of 1982, P.L.97-320.
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The Subcommittee found that the 1980 Federal Act began the process of deregulating the
interest rates which depository institutions are permitted to charge. They found that the 1982
Federal Act further deregulated the activities of savings institutions by granting them a number
of powers previously possessed only by commercial banks and authorized depository institutions
to offer fully insured money market deposit accounts and granted authority to the Federal Home
Loan Bank Board to permit interstate mergers and acquisitions in certain circumstances. The
Subcommittee found that even prior to the enactment of those two federal acts, the Federal
Home Loan Bank Board adopted regulations significantly changing the manner in which federal
savings and loan associations and federally-insured state savings institutions were permitted to
conduct their business activities. They found that as a result of the enactment of these
regulations and laws, that a number of amendments have been made to the Virginia statutes
governing savings and loan associations. The Subcommittee decided that these amendments were
made in an effort to keep pace with changes in the federal law and the laws of other states.
Because of the patchwork nature of these amendments, the Subcommittee decided that it has
become apparent that a total revision of the Virginia Savings and Loan Act was necessary in
order to consolidate them and more concisely set forth Virginia's savings and loan laws. The
Subcommittee also found that additional changes were being suggested to the Savings and Loan
Act in order to enable state-chartered savings and loan associations to successfully compete with
other segments of the financial institutiofis· industry.

A portion of the savings and loan draft which the Subcommittee reviewed, authorized
Virginia Savings and Loan Associations, for the first time, to participate in interstate branching
on a national basis. That portion of the bill will allow an out-of-state savings and loan association
to do business in Virginia as long as the state from which that out-of-state association is coming
would reciprocate and allow Virginia institutions to do business in that state. The Subcommittee
found that the bill provided .sufficient regulatory authority to the State Corporation Commission
to continually examine and supervise these out of state savings institutions coming into Virginia.

During the discussion of the interstate branching issue, the Virginia Bankers Association
pointed out that their association was concerned with the national approach taken by the savings
and loan associations because money center banks may circumvent the newly proposed interstate
banking statutes by using this national branching approach in the new savings and loan statute.
They stated that they favored a regional approach presently for banks and savings and loan
associations in Virginia. The Subcommittee decided that the savings and loan draft should be
amended to eliminate the national approach and incorporate the regional approach for interstate
branching for savings and loan associations. The Subcommittee also decided that the savings and
loan associations should be allowed to cross state lines through the holding company acquisition
method, through merger or by branching. It was pointed out that they should be allowed to
branch since some of the savings and loan associations are non-stock corporations or, as
commonly refered to mutuals. The Virginia Bankers Association stated that their reasons for
favoring a regional approach was that it allows the institutions within the region to grow so that
they may compete with the money center financial institutions.

The Subcommittee also found that there are no branching limitations in the federal
regulations or statutes and that if state law allows interstate branching for state savings and loan
associations then the federal savings and loan association within that state can also branch
interstate. Testimony from the Virginia League of savings Institutions revealed that federal
savings and loan associations in Virginia do not oppose this legislative revision and are
encouraging a move to this new area. It was explained that this feature will in no way affect
the parity between the federally-chartered associations and the state-chartered associations. The
League also pointed out that in this regard there was a need and desire to update the savings
and loan laws to provide state-chartered associations with an attractive regulatory environment
so that they would want to remain state-chartered associations.

The Virginia Independent Bankers Association presented written and oral testimony stating
their opposition to the General Assembly allowing any form of interstate branching merging or
acquisition. --A copy of that testimony may be found rn Appendix I of this report.

Another provision in the savings and loan draft on which the Subcommittee spent a
considerable amount of time discussing and carefully studying, is the section of the draft, §
6.1-194.69, that sets forth the general investment authority of state-chartered savings and loan
associations. The initial draft has increased an association's authority to invest a percentage of
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its assets in its service corporation. Current law allows an association to invest up to 5% of its
total assets in its service corporation, and the initial draft would have increased that amount to
allow an association to invest up to 10% of its total assets in its service corporation.
Additionally, the initial draft would have allowed an association to invest up to another 10% of
its total assets directly into real estate. The Virginia League of Institutions testified that the need
for these changes was to create an attractive regulatory environment in Virginia by allowing the
association some flexibility of investing their assets. They stated that the additional authority of
allowing an association to invest up to 10% of its assets directly into real estate would be for
the purposes of development, leasing and other profit making activities. He pointed out that the
laws of a number of other states currently grant this authority to state-chartered associations and
that the average percentage allowed in those states was 10%.

The Subcommittee heard testimony from the Home Builders Association of Virginia and the
Virginia Association of Realtors in opposition to increasing the savings and loan associations'
investment autnortty. The Home Builders pointed out that when you add together the two new
proposals, a total of 20% could be invested in real estate by a savings and loan and thus puts it
directly into competition with the home builders. The Builders Association also pointed out that
although this increase investment authority could allow a savings and loan association to joint
venture with a smaller builder in order that that smaller builder may compete with with the
larger builders, this increased authority could create an unfair and distinct advantage for those
builders venturing with a savings and loan. The advantage may come in the area of points and
other loan arrangements and the providing of a ready source of buyers to the builders. The
Home Builders also pointed out that there is a considerable risk in the construction and
development of buildings and': that savings and loan associations were taking a great risk in
getting into this area of business. They stated that there is a great potential in this type of real
estate investment for those investments to go sour. They emphasized that the Builders
Associations need the savings and loan associations to be strong in order that they may borrow
from them. The League of Savings Institutions reminded the committee that given this authority,
the savings and loan associations would be just as judicious in their decision-making process of
whether to make this type of investment in real estate as they would with any other investment
decision they would have to make. They pointed out that the proposed changes to the present
law which are being discussed would allow a profit center for a savings and loan association to
make money in order to loan money to builders and other potential borrowers.

The Virginia Association of Realtors stated that their concern with the changes being
proposed is that the savings and loan associations would not only be moving into the real estate
market business but more particutarty into the real estate brokerage business and all the time
using a more favorable tax treatment and interest rates to compete with the realtors. The
realtors provided the Subcommittee with their statement of opposition to allowing savings and
loan associations' increased authority in the area of investments. A copy of that statement is
attached as Appendix II.

The Subcommittee found that under current federal law a total of 3% of the total assets of
a federally-chartered savings and loan may be invested in the service corporation, 1% of which
was limited to Community Reinvestment Act Activity and that current federal law does not allow
a federal association to invest directly into real estate. The Subcommittee learned that presently
the Federal Home Loan Bank Board is considering a change to that regulation which will allow
federal associations to invest in the aggregate of up to 10% of its total assets in its service
corporation and directly into real estate. The Subcommittee learned that that proposed regulation
is still out for comment and the comment period will end January 16, 1985. In the final draft of
the revision of the Savings and Loan Act which the subcommittee reviewed, the Subcommittee
agreed to a revision that would allow a state association to invest not more than 10% in the
aggregate, of its total assets if} its service corporation and directly into real estate. The
Subcommittee agreed to this provision placing a 10% cap in order to maintain parity with "the
federally-chartered savings and loan associations. The agreement came with the condition that
the new federal proposed regulation would be monitored and that this provision in the Savings
and Loan A_~t would be changed in the legislative process accordingty. The Subcommittee also
agreed to language which would prohibit savings and loan associations from entering into third
party real estate brokerage business.

Another provision in the draft which the Subcommittee received a great amout of testimony
involved §§ 6.1-194.7 and 6.1-19~.49 which would place checking accounts offered by savings and
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loan associations under the Uniform Commercial Code and which would permit savings and loan
associations to offer checking account services to customers with whom they need not have a
loan or credit relationship. The draft would allow the savings and loan association's board of
directors to authorize the association to offer checking accounts and to pay interest on those
checking accounts as allowed by federal or state law. The Virginia League of Savings Institutions
testified that this new provision would make it clear that the Uniform Commercial Code would
apply to checking account activities of state chartered savings and loan associations. They noted
that rather than developing another body of law to determine how these accounts would be
controlled, this new section would merely state that the Uniform Commercial Code would
control. It was explained that the Uniform Commercia! Code is an established and well tested
body of law in this area. The League also stated that this provision will conform to the present
trend to do away with artificial distinctions between deposit accounts offered by state
associations and by banks. The League emphasized that the accounts, presently being offered by
state associations for all practical purposes, are checking accounts, and that they may be
advertised as checking accounts. The League stated that the provision being added to the Savings
and Loan Act would recognize these accounts as checking accounts and would provide protection
to the public and the depositors.

The Subcommittee beard testimony' 'that a state association presently must have a potential
line of credit or a loan relationship with the customer in order to offer checking services to the
customer. Under this bill, the need for a potential line of credit or a loan relationship would no
longer be necessary when dealing with the state chartered savings and loan # association. The
Subcommittee also found that Jbe although this draft eliminates the need for a potential line of
credit or loan relationship between the state association and its customer, federally-chartered
associations (because of existing federal regulations) will still need to have a line of credit or
loan relationship witb its customer before offering checking services. The subcommittee learned,
however. that Congress is considering taking off this limitation for federally-chartered savings
and loan associations.

The Virginia Bankers Association stated their opposition to this new provision by pointing out
that their concern is that historically Virginia has drawn a distinction between banks and savings
and loan associations. They stated that in recent years state associations have been given more
and more powers that traditionally have been banks', and that by allowing them to offer
checking accounts to their customers would be giving the savmgs and loan associations another
power that all along bas been the banks'. They pointed out that although Congress may be
considering eliminating these limitations for federally-chartered associations they don't necessartly
agree with that stance. They stated that their association thinks that present federal law goes far
enough and that there is no reason to go any further. They noted that should the General
Assembly pass this draft with this particular provision in it the parity which the General
Assembly has always tried to maintain between the federal associations and the state associations
may be disrupted. The association stated that their basic concern is, on the one hand, the
lessening of the distinction between a savings and loan association and bank by the product and
services that they are authorized to offer, but on the other hand there still remains a large
difference in bow they are regulated and taxed.

Further testimony received from the Bankers Assocaition pointed out that generally one of
the theories behind not allowing a savings and loan association to offer checking accounts was
that balances of those accounts often tend to fluctuate greatly and that this fluctuation could
cause a problem in the long term loans made by an association. They pointed out that the same
was not true for banks since they are not involved in as many long term loans. The Virginia
League of Savings Institutions reminded the Subcommittee that due to deregulatton under
Regulation D and Regulation Z, the portfolios of savings and loan associations are vastly
changing and that that theory was not true anymore. The Virginia Independent Bankers
Association noted their concern in allowing savings and loan associations to offer checking
accounts when such associations are not playing on the same regulatory field as the banks.

The Subcommittee decided to leave this provision in the draft revision of the Savings and
Loan Act with the condition that the provision should remain SUbject to discussion as the bill
goes through the General Assembly and that appropriate changes will be made if action was
taken in Congress.

The Subcommittee also decided that the draft's provisions relating to the State Corporation
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Commission's reviewing of an investigation of applications for interstate branching should as
closely as possible parallel and conform to those similar provisions found in the interstate
banking proposal.

A copy of a summary of the revision of the savings and loan act and a copy of the draft
revision are found in Appendix III and IV, respectively, of this report.

Regarding the entire draft revision of the Savings and Loan Act, the Bureau of Financial
Institutions respectfully requested the right to reserve comment on and the right to address some
of the regulatory aspects of the draft. The Subcommittee noted that the Bureau of Financial
Institutions would certainly have that right.

For the reasons cited above, the Subcommittee recommends that a revision of the Savmgs
and Loan Act be passed by the 1985 General Assembly.

II. THAT THE GENERAL ASSEMBLY SHOULD PASS A BILL, AS OFFERED BY THE JOINT
SUBCOMMITTEE, THAT WOULD ALLOW REGIONAL RECIPROCAL INTERSTATE BANKING
THROUGH THE HOLDING COMPANY PROCESS. THAT THE FOREIGN EXCLUSION CLAUSE
PROVISION IN THE BILL SHOULD REMAIN A SUBJECT FOR FURTHER DISCUSSION AND
TESTIMONY IN THE APPROPRIATE COMMITTEES IN THE GENERAL ASSEMBLY. THAT, BY
INTRODUCTION OF A COMPANION BILL TO THE INTERSTATE BANKING BILL, THE
NONBANK BANK ISSUE SHOULD BE RESOLVED.

The Subcommittee found -. that the purpose of the interstate banking legislation was to
establish a framework for permitting interstate banking on a reciprocal basis within a defined
region composed of states in the Fifth and Sixth Federal Reserve Districts and Kentucky and the
District of Columbia. The rationale is that by permitting the expansion of banking activities
within the Region, regionally oriented banks will have an opportunity to develop within their
natural geographic, cultural and economic region in order that they may be able to grow and
compete with the larger money center banks of the Northeast. The Subcommittee learned that
the draft legislation effects a relaxation of the restrictions imposed by the Douglas Amendment
to the Federal Bank Holding Company Act (12U.S.C. § 1842(b», in that it permits qualifying
holding companies to engage in acqutsitions involving banks, or bank holding companies across
state lines. The legislation does not, however, effect a relaxation of the McFadden Act .and,
consequently, interstate branching will continue to be prohibited. In order to participate in the
regional framework, a holding company structure is necessary. From a legal point of view, this
approach is viewed desirable since states may permissible regulate the activities of holding
companies, whereas their ability to regulate the activities of national banks is limited. By
requiring a holding company framework, a state can monitor the entry of out-of-state institutions
into their particular state.

The Virginia Bankers' Association submitted extensive oral and written testimony to the
Subcommittee during its hearing. A copy of the written testimony submitted by the Bankers'
Association may be found in Appendix V of this report. A copy of a synopsis of states' laws or
proposed state laws are enclosed as Appendix VI of this report.

The Subcommittee found that the draft bill establishes various criteria which the out-of-state
bank holding company must meet in order to acquire a bank or bank holding company in
Virginia. The out-of-state bank holding company must have its principal place of business in one
of the states in the defined region. The region consists of the states of Alabama, Florida,
Georgia, Kentucky, Louisiana, Maryland, Mississippi, North Carolina, South Carolina, Tennessee,
Virginia, West Virginia and the District of Columbia. The out-of-state or regional bank holding
company must have within the region 80% of its total deposits held by all of its bank
subsidiaries, other than bank subsidiaries (i) which had been acquired under the failing
institutions statutes, (ii) which were acquired in accordance with regular business conduct of
securing or collecting debts or (iii) which are "Edge Act" banks. The state from which the
applicant bank holding company is coming must allow Virginia bank holding companies to come
into that state and acquire that states' banks or bank holding companies. The applicant bank
holding company coming into Virginia must be eligible to be accquired by the Virginia bank
holding company that it seeks to acquire. The Virginia bank or all the subsidiaries of the
Virginia bank holding company which the asking bank seeks to acquire must have been in
existance for five years or mor.e.
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In addition to meeting these criteria, the State Corporation Commission in its investigative
findings of the application must find that the proposed acquisition would not be detrimental to
the safety and soundness of the applicant or of the Virginia bank or bank holding company
which the applicant seeks to control. The Commission must also find that the acquiring applicant
is qualified by character, experience and financial responsibility. The Commission must find that
the proposed acquisition would not be prejudicial to the interest of the depositors, creditors or
shareholders of the applicant or the Virginia bank or bank holding company and that the
acquisiton is in the public interest. Finally, the applicant bank holding company must not be
controlled by nor be a foreign bank as defined in the International Banking Act of 1978
(12U.S.C. §301(7». This last requirement is known as the Foreign Exclusion Clause.

A good deal of time and effort was spent by the Subcommittee on the Foreign Exclusion
Clause. The Subcommittee learned that prior to 1978 foreign banks could establish. branches in
any state in the United States. In 1978 Congress, in addressing the concern of the national
domestic banks, changed this type of activity in the International Banking Act of 1978 by
requiring a foreign bank to use a "home state" approach. This approach required the foreign
bank or foreign controlled bank to designate one state in the United States as a "home state"
and be subjected to tbe laws of that state, .the same. as any domestic state chartered bank of
that state. A foreign controlled bank woUld be one in which 25% or more of its stock is owned
and controlled by foreign interests outside of the United States.

The Subcommittee heard extensive testimony from representatives of the First National Bank
of Maryland, 43% of whose stock is owned by the Allied Irish Bank in Dublin, Ireland. Those
representatives were requesting that the Foreign Exclusion Clause be removed from the draft.
They offered, however, as an alternative to removing the Foreign Exclusion Clause, language
which would exempt a "home state" foreign controlled bank that had chosen one of the states in
the region as its "home state". The Maryland bank emphasized that the Foreign Exclusion
Clause does not exclude foreign investors from investing in banks within the region, but it
merely prevents foreign controlled bank holding companies from making interstate acquisition.
The Maryland bank representatives also pointed out that the home state has the same control
and authority over such foreign controlled banks as it bas over its domestic banks and bank
bolding companies. They added that the "home state" designation was an irrevocable
commitment.

The Subcommittee beard testimony regarding a constitutional argument challenging the
Foreign Exclusion Clause. The argument states that under the current version of the proposed
legislation, a bank holding company that has its principal place of business within the region, but
which is controlled by a foreign bank holding company, will not qualify as a "regional bank
holding company." Such an institution will, therefore, not be permitted to acquire a Virginia
bank or bank holding company. The bill in its present form defines "regional bank holding
company" to exclude (1) any bank holding company that is controlled by a bank holding
company other than a regional bank holding company and (2) any bank holding company that
either is controlled by or is a foreign bank as defined in the International Banking Act of 1978.
The latter "foreign bank" exclusion (and the former exclusion as well in so far as it operates to
exclude foreign banks) very likely connicts with the Foreign Commerce Clause of the United
States Constitution.

Under the Foreign Commerce Clause no state may regulate foreign commerce unless
specifically authorized to do so by Congress. Since Congress has not authorized the states to
prohibit direct investments in financial institutions by foreign banks, Virginia could not
constitutionally enact a law flatly prohibiting foreign banks from investing directly into Virginia
financial institutions. Congress has authorized states to regulate the acquisition of interest in
domestic financial institutions by foreign banks in § 5 of the International Banking Act of 1928,
12U.S.C. § 3103(a) (5). Under this provision, which applies only ·to foreign banks that have
established branches or agencies in the United States" Virginia can prohibit a foreign bank from
acquiring interest in Virginia ,financial institutions only to the same degree that a bank holding
company organized in the foreign bank's "home staten would be prohibited under Virginia law
from acquiring such an interest. ThUS, Virginia cannot, constitutionally, prohibit a foreign
controlled institution that has its "home state" in one of the states within the region from
acquiring interest in Virginia financial institutions if the foreign controlled institution would
otherwise qualify as a regional bank holding company.
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The Subcommittee received amendatory language from the representatives of the First
National Bank of Maryland which would be added at the end of paragraph 4 in the definition of
"Regional bank holding company" and which would exempt from the foreign exclusion "home
state" foreign controlled banks within the region. The language that was offered is as follows:
"other than a foreign bank which has designated a state within the region or the District of
Columbia as its home state pursuant to 12U.S.C. 3103(c)." It was stated that the proposed
amendment to the definition of "Regional bank holding company" would bring the bill into
accordance with these constitutional requirements. Finally, it was pointed out that because of the
draft's Nonseverability Clause, if there were a successful challenge of the Foreign Exclusion
Clause in its present form, the entire Interstate Banking Act would be declared null and void.

The Subcommittee heard from the Bureau of Financial Institutions regarding the Foreign
Exclusion Clause. Tbe Bureau explained that if a Virginia Bank or bank holding company is
acquired by an out-of-state bank holding company their first concern is over the soundness of
that acquiring institution. They stated that in the example of tbe First National Bank of
Maryland it would be difficult to get behind the Maryland entity to determine whether the bank
was sound or not. They stated that the availability of a means of determining the safety and
soundness of an institution such as First National Bank of Maryland is limited because it is
owned by an Irish bank. The Bureau also pointed out that it is a question of control of financial
resources of a major bank in Maryland wbich is beyond the reach of the Maryland authorities.
The Bureau stated that they knew why the Foreign Exclusion Clause was in the North carolina
and Florida statutes, and that was because the control of certain banks was beyond the reach of
those regulating the safety and soundness of financial institutions. They emphasized that in this
area of foreign exclusion it is· a guid pro guo situation wherein a certain amount of capital is
brought into a state but control is taken away. The Bureau noted another concern which is the
effect tbe ultimate owners have upon the bank since they can control the election of the Board
of Directors of the bank who in turn lend money all around the world. Further testimony
pointed out that it would be difficult to prohibit, through the definition of "Region", a New York
money center bank from participating under this bill but not to prohibit a foreign owned bank.
In response to this last testimony representatives from the First National Bank of Maryland
stated that their bank had irrevocably chosen Maryland as its home state under the International
Banking Act, and that it was an inaccurate understanding of federal law to espouse that if you
let in foreign controlled bank holding companies then you should let in New York state bank
bolding companies. Finally, the Bureau pointed out that in their opinion it would be best to
restrict the opportunity to own a Virginia bank or bank holding company to bank holding
companies in the defined region.

The Virginia Bankers' Association, when asked by members of the Subcommittee, stated that
with regard to the Foreign Exclusion Clause the Association feels that there ought tc be some
kind of exclusion but that it has no particular feeling as to which form the exclusion should
take. They stated that their association was not sure whether the state could tell a domestic
bank that it could participate but not allow foreign controlled banks designating that state as its
"home state", to participate. They stated that although the Association has no strong feelings
with regard to the form of the exclusion, the position offered by the First National Bank of
Maryland through its amendment may be a good compromise between two extreme positions.
The Bankers' 'Association noted the constitutional argument that was made with regard to the
Foreign Exclusion Clause.

Because of the large amount of testimony received by the Subcommittee on the Foreign
Exclusion Clause issue, they decided to leave the Foreign Exclusion Clause in the bill as drafted
with the condition that it should remain SUbject to further discussion once the bill was assigned
to the various committees in the General Assembly. The Subcommittee did direct the staff to
rewrite the nonseverability provision of the draft in order to exempt successful challenges to the
Foreign Exclusion Clause.

The Virginia Independent Bankers' Association testified that they were against any form of
interstate banking. They stated that in the event -tnat an interstate banking bill should be
successful in the General Assembly they would like to have a provision placed in the bill that
would put a cap on the total percentage of deposits that a bank holding company may have
control over in Virginia. They stated that Kentucky and Tennessee have added this provision to
their statutes. The Virginia Bankers' Association cautioned the Subcommittee in adding this
limitation. They stated that, depending on the percentage of the cap, presently existing bank
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holding companies in Virginia may be eliminated from operating under the bill's provisions, A
copy of written testimony offered to the subcommittee appears as' Appendix I to this report.

In general, the Bureau of Financial Institutions testified to what it thought were some
positive and negative aspects of interstate banking. The Bureau stated that some of the positive
aspects that may result from interstate banking may be a more competitive market and a more
efficient allocation of credit. They noted that there is no indication that the entry of large banks
has impaired small banks, but that small banks tend to prosper when a large bank comes into
the same market. They pointed out that the regional approach would allow banks to develop in
a natural geographic and economic region witbout the fear of encroachment of money center
banks. They added that it would be better to have the ultimate control of the assets lying in the
Southeast ratber than the Northeast of' the country.

With regards to negative aspects of the regional approach, the Bureau pointed 'out that the
operating expenses of the larger banks are more than the small banks and thus interstate
banking would not promote operating efficiency. 'They stated that the smaller banks are more
profitable, better capitalized and more sound. They stated that less competition among
institutions may result due to a small. number of institutions in a market area. The Bureau
emphasized that control of assets in tb~··loeal marketplace may suffer by moving the control to
another area. Such a bill may reduce the sensitivity to the local community needed for financial
services.

The subcommittee received: written testimony from Citicorp on its position on interstate
banking. Citicorp stated to the subcommittee that it favors a national approach to interstate
banking. A copy of Citicorpts position paper is included as Appendix VII to this report.

The final draft of the interstate banking bill as agreed to by the Subcommittee appears as
AppendiX VIII to this report.

For the reasons cited above, the Subcommittee recommends that a regional reciprocal
interstate banking bill providing for holding company acquisition be passed by the 1985 Session
of the General Assembly.

During the SUbcommittee's deliberation of the interstate issue, °it heard testimony concerning
the nonbank bank issue. The Subcommittee found that the nonbank bank is an entity that takes
advantage of a loophole as provided in the Federal Banking Act wherein the term "bank" is
defined as an institution that accepts deposits and makes commercial loans. The nonbank bank
does one or the other but not both and thereby escapes regulation.' As part of its
recommendation, the Subcommittee decided that legislation should be introduced to regulate
nonbank banks doing business in Virginia and to eliminate the possibility that they may
participate in interstate banking. A copy of the legislation that carries out this mandate appears
as Appendix IX to this report.

III. THAT SENATE BILL 148, CARRIED OVER BY THE 1984 SESSION OF THE GENERAL
ASSEMBLY AND AS AMENDED BY THE FULL JOINT SUBCOMMITTEE, SHOULD BE PASSED
BY THE GENERAL ASSEMBLY IN ITS 1985 SESSION. THAT A PROVISION SHOULD BE
ADDED TO SENATE BILL 148 PROVIDING FOR THE STATE CORPORATION COMMISSION TO
HAVE THE AUTHORITY TO CORRECT THE SITUATION OF NONCOMPLYING OUT-OF-STATE
CREDIT UNIONS DOING BUSINESS IN VIRGINIA.

As part of its study, the Subcommittee reviewed Senate Bill No. 148 of the 1984 Session of
the General Assembly which was carried over by the Senate. The bill allows for interstate
branching of credit unions through the national approach. The bill was carried over by the 1984
General Assembly in order to allow this study to be completed.

The Virginia Credit Union League stated that credit unions are different from banks and
savings and "toan associations In their desire to cross state lines. Credit unions expand into a
state when an industry moves to or is incorporated in that state. He stated that they do not want
to cross state lines for competitive reasons, but they do so to serve the financial needs of the
employees of the industry. The League pointed out that in reviewing other states' laws, before
initially drafting Senate Bill 148, all of the other states have the same basic requirements in
their statutes. They stated that those basic requirements are found in this bill and are: (1) share
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insurance for members, (2) a need for services in the house state, (3) exchange of supervisory
reports and examinations, (4) compliance with the house state lending laws and regulations and
(5) designation of a registered agent. The League emphasized that the draft that the
Subcommittee was reviewing was in the same form as that carried over by the General
Assembly in its 1984 Session with one exception which is the addition of paragraph 5 to
subsection B. They stated that that paragraph was added at the request of the Virginia Bankers'
Association. Paragraph 5 requires the out- of-state credit union desiring to come into Virginia to
have any insurer of shares designate an agent for service of process or in absence of such
designation to agree that the Clerk of the Commission be served. The League explained that this
addition takes into account those insurance-of- accounts funds operated by states.

The SUbcommittee learned from testimony that presently there are no prohibitions on
federally chartered credit unions from branching across state lines. They also learned that an
out-of-state credit union doing business in Virginia is not controlled by our Commissioner of
Financial Institutions but by the' home state regulatory authority. Further, the Subcommittee
learned that should the out-of-state credit union be failing, the present draft bill will not provide
for Virginia regulators to attempt to correct the situation.

A copy of the draft legislation to which the subcommittee conditionally agreed is attached as
Appendix X to this report. The Subcommittee conditioned its approval of the draft upon the
amending of the draft to provide for a State Corporation Commission having authority to control
a noncomplying out-of-state credit union's authority to do business in Virginia. A copy of
suggested amendatory language appears in Appendix X of this report.

For the reasons cited above, the Subcommittee recommends that Senate Bill No. 148, as
amended, be passed by the 1-985 Session of the General Assembly.

IV. THAT A JOINT RESOLUTION CONTINUING THIS STUDY SHOULD BE PASSED BY
THE 1985 SESSION OF THE GENERAL ASSEMBLY. THAT THE RESOLUTION SHOULD
PROVIDE THAT THE JOINT SUBCOMMITTEE SHOULD CONTINUE TO WORK ON THE
REVISION OF THE INTEREST RATE LAWS OF THE COMMONWEALTH AND SHOULD
MONITOR FEDERAL ACTIVITY IN THE AREAS OF SAVINGS AND LOAN LAWS AND
INTERSTATE BANKING.

The Subcommittee found in its careful deliberations and study of the issues that there
remains a need to continue the study. Throughout its study, the Subcommittee found that the
laws relating to interstate banking, savings and loan associations and interest rates have been
subject to continual change in recent years. They found that further changes may be made in
these areas within the next year. The Subcommittee decided to continue its study in order that
it may monitor the federal activities in the areas of savings and loan laws and interstate
banking. They decided also to continue the study in order that more deliberations and
consideration be given to the revision of the interest rate laws of the Commonwealth.

For the reasons cited above the Subcommittee recommends that a resolution be introduced
and passed by the 1985 Session of the General Assembly to continue the Subcommittee's study, A
copy of that resolution is attached as Appendix XI to this report.

CONCLUSION

The Subcommittee expresses its appreciation to all parties who particiapted in its study. The
Subcommittee expresses its desire that all the parties who participated will continue to
participate in its future study of the issues. The study group's recommendations have been
offered only after carefully and thoroughly studying the data and information it received. The
Subcommittee- believes that its recommendations are ---in the best interest of the Commonwealth
and it encourages the General Assembly to adopt those recommendations.

Respectfully SUbmitted,
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George H. Heilig, Jr., Chairman

William F. Parkerson, Jr., Vice-Chairman

William T. Wilson

Alson H. Smith, Jr.

Franklin P. Hall

Vincent F.. callahan, Jr.

Edward E. Willey

Peter K. Babalas

Richard J. Holland

John B. Bernhardt
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Independent
3ankers

Associationof _
Virginia

Serving Virginia's Independent Banks

~..~utual Buuornc. SUite 221
9th .~t. Main Streets
PO. Box 973
Ricnrnond. 'Jirq!nla 23207
804·6 ..13·4569

June 18, 1984

The Honorable Richard J. Holland
The Honorable William F. Parkerson t Jr.
Mr. John B. Bernhardt, Vice Chairman of

the Board, Sovran Bank
Mr. Edwin Brooks, President, Security

Federal Savings & Loan Association

TO: MEMBERS OF THE COm1ITTEE STUDYING HJR 30: SAVINGS & LOAN LAW,
INTEREST RATE AND INTERSTATE BANKING STUDY.

RE: POSITION ON 'INTERSTATE BANKING

Enclosed please find a Resolution and supporting remarks regarding

our position on Interstat~ Banking.

I hope you will have time to peruse it before the meeting and wel-

come the opportunity to discuss any questions which you might have.

Respec;.fully ,

~
'/ / ~y(

" -. "1' .I, ~ .
$tI ht J.?'f/t:

( Sue M. Gift ~

Executive Vice President

EncLoaure

TIle Honorable George H. Heilig, Jr. (Chairman)
The Honorable Vincent F. Callahan, Jr.
The Honorable Franklin P. Hall
The Honorable William T. Wilson
The Honorable Edward E. Willey
The Honorable Peter K. Babalas
The Honorable Alson H. Smith, Jr.
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INDEPENDENT BANKERS ASSOCIATION OF VIRGINIA

INTERSTATE BANKING POSITION

The Independent Bankers Association of Virginia passed a Resolution at

their annual convention against any action by the Virginia General Assembly

to open the door for interstate banking. The Resolution reads:

WHEREAS, the Independent Bankers Association of
Virginia believes that the best interests of Virginia's
businesses and borrowers can best be served by dealing
with local financial institutions; and

:~~EP~AS, we believe t~at i~te~state bank o~~e~ship

will force businesses and borrowers to deal with institu
tions headquartered outside their community and state; and

WHEREAS, we believe that interstate banking would
further stifle competition and foster the development of
monopolies, we

THEREFORE urge the members of the Virginia General
Assembly to vote': against a : -r legislation which wou Ld open
the door to national or re _onal interstate banking in Virginia.

We firmly believe that while a few Virginia banks would enjoy short-term

advantages from interstate banking, the concentration of bank ownership and

deposits is a potential danger to Virginia consumers, small businesses, and

the banking economy in general. We would ask the committee members to consider

the following issues regarding this matter:

IS INTERSTATE B&~KING ALREADY HERE? Not really. Yes, we have interstate bank
ing in the form of mortgage banking, finance companies, credit cards, factor-
ing industrial banks, loan production offices, loan servicing, trust companies~

financial advisors, leasing, data processing, insurance agents, management con
sultants, etc. but thi~ :ts no t :he "I!lt.~rstate Banking" issues vIe are really
considering for Virginia. what we're talking about is INTERSTATE DEPOSIT TAKING
AND INTERSTATE BANK OWNERSHIP. Current laws prohibit. moving deposits from one
state to another. National interstate banking would allow banks to play "merger
monopoly" across state lines anywhere in the United States and regional reciprocal
interstate banking would allow the same at a regional level. We firmly believe
that funds generated in the local communities should be available for recycling
within the community -- decisions on who can build houses or establish businesses
or operate farms simply cannot be delegated to occupants of board rooms in New
York, Chicago, etc.

INTERSTATE DEPOSIT TAKING AND INTERSTATE BANK O\iNERSHIP IS BUT A TOOL FOR
ACQUIRING ECONOMIC &~D POLITICAL POWER. CONCENTRATION OF ASSETS IN MONEY
CENTER BANK HOLDING COMPANIES WILL GIVE THEM THE POWER TO DETER}1INE ~~O LIVES
AND DIES.

WILL INTERSTATE BANKING BRING NEW JOBS, MORE CAPITAL, OR NEW & BETTER SERVICES? NO

NEW JOBS -- According to surveys made by the Small Business Association, the bulk
of new jobs are in small businesses. Also, small business loans were made mostl'
by local community banks. Bank holding companies have a history of expansion by
merger, not new creation. For example, between 1968 and 1979, bank holding com-
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panies purchased 1,700 banks; during the same years, they organized only 79 new
banks. Further consider that banks in New York and Philadelphia are closing
branches in poor neighborhoods, denying banking services to the less affluent.

MORE CAPITAL -- Studies by the Federal Reserve Bank of Philadelphia found that
the banking structure of a particular state is not associated with the economic
development of the state. Banking structure has much less influence on economic
growth than such factors as the labor supply, the resources available in the
state and their cost, transportation facilities, and relative tax rates. Cases
in point are California, which has high per capita income and state,wide branch
ing, and Illinois, which also has high per capita income but has unit banking.

NEW AND BETTER SERVICES -- A number of studies have proven that increases in mar
ket concentration lead to higher prices· for s·ervice·s and loans. If the consumer
has few or not alternative sources for his banking services, he is forced to pay
"the going rate". ..;150, as bankd.ng marke t s become mere ~ighly ccncentr a t ed , afelJ
entrenched firms which confront each other in a number of local markets are likely
to pursue a policy of interdependence and "follow parallel pricing practices just
short of overt collusion.~: As Stephen A. Rhoades, Senior Economist of the Federal
Reserve wrote in his indepen-ent study entitled Power, Empire Building and Mergers
(published 1983)

The results of my studies dealing with bank-holding companies' participation
in the mortgage-banking, consumeT-finance, and leasing industries reveal
that, if anything, after companies are acquired they are less efficient than
independent firms in these industries •••

Compare the transportation industries: airline deregulation has led to fewer
flights and higher fares for travel between "less affluent" cities; since 1980
the deregulated freight railroads have abandoned over'7,OOO miles of track in
41 states, and since the "deregulation" of passenger bus service, 390 communities
in 21 states have lsot bus service and another 227 communities in 15 states have
lost at least 50% of their service.

DO WE NEED INTERSTATE BANKING TO COMPETE WITH NEW NATION-WIDE PROVIDERS OF FINAN
CIAL SERVICES? No. Banks need the products which are competitive in quality
and price to meet the products offered by Sears and other non-financial competi
tors. An example would be the experience with the money market mutual funds.
When we were allowed to compete we did so and beat the competition at its own
game , Giv'en the chc Lce b€t·r~een equal produc t s ~ cos tomers will almost always
choose a local source over a national firm. We also need the "level playing H

field so often referred to -- all institutions which receive funds as deposits
or near-deposits should be treated alike, and regulated as banks •

•••The economy is moving away from competitive capitalism to monolithic
capitalism--a system dominated b¥ relatively few large, diversified com-
panies. The long-run effects of this tendency on the economic and socio
political systems will be profound and in my opinion unattractive to most
citizens. Some who support the move toward monolithic capitalism claim
that .~t is inevitable, that technological requirements of modern industry
dictate large, diversified firms with few competitors. The evidence, -how
ever, does not support that view. (Stephen A. Rhoades, Power, Empire
Building and Mergers
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CONCLUSION -- We strongly feel that Virginia has a unique and sound financial
market place. While we would gain little by expansion into surrounding areas,
other states are anxious to expand into ours.

We are very concerned about the safety and soundness of our financial
institutions and feel the regulatory agencies need to establish strong guide
lines before we should consider allowing out of state deposit taking and owner
ship which will result in mega banks and lack of any local control. Continental
Illinois brought this to our attention.

Two of our U. S. Congressmen recently discussed interstate banking and ex
pressed their concerns. I feel their concluding statements are worth repeating:

•••Our greatest task today is to protect the God-made man from the man
made giant. The God-made man has natural rights; the corporate giant has
no rights except those conferred by the law. (William Jennings Bryon,
1919, reiterated in a speech by the Honorable Byron L.Dorgan April, 1984
before the U.S. Committee on Banking, Finance and Urban Affairs)

••• We must retain diversity in the financial community--in this economy
there has been and continues to be a need for large, medium and small banks.
One size does not fit all in this economy. (The Honorable Fernand J. St.
Germain, Chairman, Committee on Banking, Finance and Urban Affairs, May, 19B/- '

Raymond B. Cavedo, Jr., President
INDEPENDENT BANKERS ASSOCIATION OF VIRGINIA

Sue M. Gift, Executive Vice President
INDEPENDENT BANKERS ASSOCIATION OF VIRGINIA
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APPENDIX 2

STATEMENT

OF

THE LEGISLATIVE COMMITTEE

OF THE

VIRGINIA ASSOCIATION OF REALTORS

BEFORE THE

SAVINGS AND LOAN SUBCOMMITTEE

OF THE

HJR 30 JOINT SUBCOMMITTEE

October 8, 1984

The Virginia Association of REALTORS represents

approximately 19,000 licensed real estate brokers and agents

throughout the Commonwealth. As such, the Association is

interested in all legislation affecting the provision of

mortgage financing in the Commonwealth. The Legislative

Committee of the Association offers several comments on the

proposed Virginia Savings Institutions Act of 1985. While a

section by section comparison of the existing statute with

the proposed Act may produce additional specific comments,

the Committee has several more general concerns to raise at

this time.

It is the position of the Legislative Committee of

the Association that:

1. The need to increase the amount a state-

chartered savings institution can invest in a service

~orporation from 5% to 10% has not been demonstrated;
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2. The need to increase the amount a

state-chartered savings institution can invest in real

estate from 3% to 10% has not been demonstrated;

3. Neither current law nor the proposed new Act

define the kinds of activities in which service corporations

owned by state-chartered savings institutions can engage.

It is the Committee's view that such service corporations

should be restricted to activities incidental to toe

functions of the savings institution in a manner comparable

to service corporations owned by federally-chartered savings

institutions.

4. The Committee believes that neither

federally-chartered nor state-chartered depository

institutions should have the authority to engage in third

party real estate brokerage. The absence' of statutory

purposes for service corporations owned by state chartered

savings institutions appears to permit such corporations to

engage, directly or indirectly, in third party real estate

brokerage.

We start from the view that savings institutions

were created to provide a pool of long-term mortgage

financing to support residential home-ownership nationwide.

While we do not argue that such institutions should not be

permitted to expand their range 'of financial services and

- 2 -
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methods of operation to remain competitive with other forms

of financial service companies, we believe the General

Assembly should keep in mind the principal reason for having

savings institutions. Thus, we believe efforts by

state-chartered savings institutions to diversify should be

reasonably related to the provision of home mortgage

financing or should be designed to strengthen the

institutions and not simply to permit them to engage in any

other line of business.

Since' Virginia law does not, to our knowledge,

circumscribe the limits of service corporation activities,

such corporations appear to have the inherent power to

engage in any line of business, including, for example,

third party real estate brokerage. Thus, our opposition to

the increase in the level of investment in such a

corporation from 5% of the parent's assets to 10% stems

principally from the absence of restrictions of the

activities of service corporations. We are opposed to such

corporations engaging in activities not reasonably related

to the provision of real estate mortgage financing and to

such corporations engaging, directly or indirectly, in third

party real estate brokerage.

We also note that the proposed 10% limit relates

only .co an investment on the part of the parent in the

- 3 -
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subsidiary service corporation and is not a limitation on

the sizg of the service corporation itself. Thus, the 10%

investment can be leveraged with service corporation debt

and retained earnings can accumulate without limit.

We have seen no discussion of the need to increase

the service corporation investment limit from 5% to 10%. We

note that federally-chartered savings institutions are

limited to 3% investments in serv~ce corporations. #We

believe the proponents of the new Act should be required to

demonstrate why the current limits on service corporation

investment and direct investment in real estate should be

increased. We also believe the justifications for each

increase should be reasonably related to the purposes for

which savings institutions were created.

Although there is nothing in the proposed Act that

addresses the subject of real estate brokerage, we want the

Subcommittee to be aware of the problems created by recent

efforts on the part of savings institutions to expand into

third party real estate brokerage. Attached for your

information a copy of the statement of the President of the

National Association of REALTORS to the Senate Committee on

Banking, Housing, and Urban Affairs. The statement gives

examples of savings institutions engaging in third party

real estate brokerage and identif-ies the problems such

- 4 -
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relationships create. Given the enormous range of financial

services and the economic power of many savings

institutions, the potential for anti-competitive conduct is

great. We note that the regulations governing service

corporations owned by federally-chartered savings

institutions contain a laundry-list of permitted service

corporation activities. Conspicuously absent is third party

real estate brokerage. In fact, we believe the legislative

history of the Garn-St. Germain Depository Institutions Act

of 1982 will reveal that third party real estate brokerage

was intentionally omitted. Thus,- it is clear that Congress

does not want federally-chartered savings institutions

involved in third party real estate brokerage.

We bring this to your attention because there is

no comparable list of permitted activities for service

corporations formed by state-chartered savings institutions.

We would prefer that the Act be more descriptive, by way of

limitation, on the activities in which such corporation may

engage. We would urge that third party real estate

brokerage not be such a permitted activity.

We appreciate the opportunity to present these

comments to the Subcommittee on behalf of the 19,000+

REALTORS of the Commonwealth. Our members share many common

interests with savings institutions and they stand ready to

suppo~t legislative efforts that.~·address our mutual

interests.

5 -
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STATEMENT

of Donald R. Treadwell

on behalf of the

NATIONAL ASSOCIATION OF REALTORS.

before the

Senate Committee on Banking, Housing

and Urban Affairs

Mr. Chairman, my name is Donald Treadwell and I am a REALTOR- from Detroit,

Michigan and am President of the Association. t am here on behalf of over

600,000 members of the NATIONAL ASSOCIATION OF REALTORS. involved in every

facet of real estate. I would- like to thank you for this opportunity to

comment on legislative proposals which would authorize depository institutions

involvement in third"party real estate brokerage. For several reasons which I

will elaborate on during my testimony, it is the position of the NATIONAL

ASSOCIATION OP REALTORS- that depository institutions should not be granted

the authority to engage in third party real estate brokerage.

There are ewa issues I would like to address in my opening remarks. First,

I would like to explain the functions performed by real estate brokers in the

marketplace and second, I will dispel the misnomer that real estate brokers

are in the "banking" business.
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Real estate brokers perform three basic functions for the public: a

marketing function to find buyers for sellers; a technical function to lead

buyers and sellers through the intricacies of transferring interest in real

property; and, an advisory function to assist buyers in determining the

availability of funds to close the transaction.

It is this third function of assisting buyers in their efforts to secure

mortgage financing t Mt 1m.ve led some in t he banking industry to mis-

understand that real e~~ate brokeTs are now in the banking buSiness. They

contend that real estate brokerage fi~s which offer mortgage finance

assistance to clients through either computerized programs such as the

NATIONAL ASSOCIATION OF REALTORS. NATIONAL MORTGAGE ACCESS (RNHA) system·or

through mortgage companies have entered the banking business. It is indeed a

misnomer to suggest that because the real estate industry has found a better

way to market its product that this translates into real estate brokers being

in the" banking business.

,
REALTORS. using systems like R.NMA are not banks lor S & La. These computer

systems do not require REALTORS- to assume any of the risk associated with the

mortgage instrument selected by the buyer. Rather, the computerized sources

of information on available mortgage instruments is like a public utility. it

merely allows those participating in the service to tie into financing that is

available. The actual risk associated with the extension of mortgage credit is

shoulde~ed by the lenders who ultimately 'provide the financing.
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While it is true that some realty companies have opened mortgage company

subsidiaries, it is also true that there are significant differences between

mortgage banks on the one hand, and commercial banks and S & L8 on the

other. A mortgage company is neither chartered by the federal government nor

a state government and therefore does not enjoy the benefits of banks and

savings and loans. When a mortgage company needs funds, it goes to the

marketplace for them. It does not use FDIC or FSLIC insurance to attract

capital. Further, mortgage banking companies do not have access to Federal

Home Loan Bank Board advances or t he FED discount window. Thus, to suggest

that real estate brokers have entered the banking business is a fallacy.

While realty firms may own and operate mortgage companies, it is also ·true

that bank holding companies have authority to own and operate mortgage bank1r

companies, and many do. In this regard, we would bring to your attention a

case decided by the·Federal Reserve Board in March 1972. Boatmen's

Banks hares , Inc., a bank holding company, applied to the FED for approval to

acquire Williams, Kurrus Company, a mortgage banking firm. In approving the

acquisition, the Board required Williams, Kurrus to' terminate its third party

real estate brokerage ac~1vit1es reasoning that: "Real estate brokerage is

not an activity that the Board bas determined to be so closely related to

banking or mananging or controlling banks as to be a proper incident

thereto." Th1s reasoning appears to be predicated on the concept that to
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achieve safety and soundness, the regulatory system must keep banks in

familiar territ9ry. In Boatmen's, the Board went on to state that: nor has

the applicant demonstrated that its ·aetivites in the real estate brokerage

field are so closely related to banking or managing or controlling banks as to

be a proper incident· thereto.

In approving an application in September 1982 submitted by Bank America

Corporation to engage in the activity of arranging equity financing through a

subsidiary (BAMIRCO), the Board reaffirmed its position that third party real
~:

estate brokerage is not a permissible activity for bank holding companies

explicitly stating that "because the particular expertise and analysis

required for equity financing are not involved in general real estate

. brokerage, the Board's conclusion with respect to BAHIRCO's proposed

activities does not represent a departure from the Board's position concerning

the impermissibility of general real estate brokerage." These two cases

clearly indicate that third party real estate brokerage are neither closely

related to banking nor a proper" incident thereto.

In light of ~he financial risk to the public, third party real estate

brokerage firms, unlike most ot·her commercial entities, are subject to a maze

of state laws and regulations. For example, under state law, real estate

brokers must meet various licensing and education standards and remain subject

to public gr1evan~e procedures. Further, brokers must act in compliance ~th

relevant state agency laws.
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SAFETY AND SOUNDNESS

The reasons Congress enacted the Glass-Steagall and Bank Holding Company

Acts are fundamental in a debate regarding financial institution deregulation,

and in our view, remain valid today. The Glass-Steagall Act was enacted for

the purpose of separating investment banking from commercial banking and the

purpose of the Bank Holding Company Act 1s to require that any activities

performed by a bank holding company be closely related to banking. Together,

these two bodies of law effectually enforce a separation between banking and

other kinds of financial and commercial activity and have served for over

fifty years to maintain and promote the safety and soundness of financial

institutions.

Now, in light of activities occurring in the marketplace provoked by

various financial services companies, some members of Congress appear willing

to abandon these laws and dismantle a system that has served our nation so

well for the past fifty years. A system that has ably met this country's

diverse needs including: The fostering "of home ownership at levels unmatched

by any other natioD; access and ava11ibility of credit throughout the country

that has made small business the bulwark of our economy; and a secure, sound

financial system which has regained the public confidence lost amid the

di2ruption of the market in the 19208.

In recognition of the fact that the failure of depository institutions is

different than the failure of other business, Congress some fifty years ago
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enacted important,legislat1on intended to promote a safe and sound banking

system, reduce the potential for conflicts of interest, prevent the

concentration of economic power in the hands of a few and avoid the extension

of credit being tied to acceptance of other services. This rationale remains

valid today as no one believes that human nature has changed, or that the

gro~h of the expertise of regulators has been faster than the innovations and

techniques of modern financial entrepeneurs. A review of the recent record

supports this: The Penn Square failure; the collapse of the Butcher Banks in

Tennessee; and the Cha~e Manhattan/Drysdale securities debacr~. Further, the

recent $8.4 billion IMP authorization was necessary because neither federal

regulation nor bank management was sufficient to keep leading banks from over

extending in foreign debt.

The most recent threat to the safety and soundness of the system stems from

money-market brokers whose brokered deposits seem to be ending up in failed

institutions. This is another example of the failure of the regulatory

structure to keep up With events in the market. Depository institutions are

getting into trouble in this area too quickly for regulators to be aware of

it, and the possibility exists that providing a warning signal could by itself

push a marginal institution into failure.

We believe that the brokered deposit problem is symptomatic of the need for

a broader and open-minded look at the issue of depository institution

deregul~~ion and its consequences for the safety and soundness of the banking

system. Thus, we would urge Congress not to make decisions based solely on
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events occurring in the market, but rather, examine with scrutiny the level c.

the system's sa;ety and soundness, as measured by whether our capital markets

are orderly and· the saving public is protected. We should not permit

innovations in the marketplace to jeopardize depositor's savings as this is

essential if we are to avoid a loss of public confidence and if the nation's

pool of savings is to be tapped and converted to the long term credit on which

our nation's businesses depend.

Let us not forget that current laws were enacted to keep depository

institutions out of areas not closely related to banking because when

depository institutions make bad decisions, the public and the economy suffer

the consequences. The measure of whether the current system is working is not

the number of banks nor their profitability; For Congress, the measure must br

the level of the system's safety and soundness. Further. in response to those

who reason tha~ expanded powers including real estate brokerage, are necessary

to promote the safety and soundness of depository institutions, we would

remind them that third party brokerage is a cyclical business. Thus, during

recess10nary or high interest periods the ability to offer third party

brokerage will do nothing to stabilize their earnings or help 'them maintain

their market share.

SEPARATE AFFILIATE STRUCTURE

The NATIONAL ASSOCIATION OF REALTORS~. strongly disagrees with those who

argue that the separate affiliate structure alleviates anti-competitive and
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safety and soundness concerns. Although legal separation of parts of the

holding company. may be desirable to assist appropriate functional regulation

and to help contain the elements of risk and conflicts of interest, it cannot

prevent them. The combination of banking and real estate brokerage in one

holding company makes it more likely that these products will be purchased in

the same place, thereby greatly increasing the incentive and opportunity for

tying arrangements. While it may be possible to cross-sell products without

prima facie violations of ant1~tying provisions (12 U.S.C. § 1972 and § 12

U.S.C. 1464 (q», it will be most difficult to avoid violating"ehe spirit of

the law.

The potential riskiness of non-banking activities is relevant to the

.public's perception of the safety and soundness of the depository institution

itself. This is so because of the inevitable linking of a bank's regulation

to that of its affiliates as the holding companies themselves, the securities

markets and the general public look upon the holding company and its

subsidiaries as one consolidated eorporate entity.

This can be illustrated by the experiences of banks as real estate lenders

in the tDid-7'Os including the problems related to their REIT affiliations.

• In September 1974, American Bank and Trust of Orangeburg, South

Carolina, was declared insolvent as a result of loan defaults by several

large land developers.
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• In February~of 1976, the $400 million Hamilton National Bank failed as

result of. the impact of the 1973~74 recession upon real estate loans

acquired from the parent holding company and nonbank subsidiary

(Hamilton Mortgage Company). Many of the loans were in default

precluding the possibility of their sale. Additionally, since many of

the loans were to the development projects and required the banks to

lend additional funds, Hamilton National could only provide more funds

to the projects or refuse to honor written commitments and face legal

action.

• Although they apparently had no legal obligation to do so, Chase

Manhattan eventually acquired 5235 million in troubled loans from its

affiliated REIT, of which more than $130 million was nonearn1ng;

• First Wisconsin National Bank purchased nearly 515 million in loans from

its affiliated REIT's and reimbursed the trust $5.5 million for·losses

in other loans;

• Continental Illinois purchased $61 million of loans from its namesake.

It is also possible that the public may confuse the name and identity of a

risky affiliate with the bank, resulting in problems for the bank.
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• In 1974, Beverly Hills Bank Corp., a one..bank holding company, found

itself in trouble when a real estate developer defaulted on a

substantial loan. As a result of the news accounts of the default,

customers quickly withdrew 15 percent of deposits in the affiliated

bank. The Federal Reserve intervened to halt the deposit run and the

solvent bank was ultimately sold to Wells FaTgo.

CROSS-SUBSIDY

Additionally, depo~1tory institutions argue that Section 23A of the Federal

Reserve Act limits the ability of banks to make loans to their affiliates.

Loans of an insured bank to an individual nonbank affiliate may not exceed 10

percent, and loans to all nonbank affiliates combined 20 percent of the bank's

capital and surplus. The bankers statement that this limits the ability to

loan money to affiliates is correct, however, the law explicitly authorizes

such loans. Real estate brokerage is a labor intensive industry, not a

capital intensive industry and therefore, allowing a captive brokerage firm to

borrow up to 10 percent of a bank's capital and surplus would permit a captive

brokerage firm to r1de~out recessionary and high interest rate cycles in the

economy, while their independent ~rokerage competitors would be forced to

close down. Further, certain labor and administrative costs associated with

the brokerage firm could be absorbed within the bank's overhead structure.
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COMPETITIVE ADVANTAGES ENJOYED BY FEDERALLY INSURED AND F~DER4LLY SUPPORTED

INSTITUTIONS

Banks and thrifts serve many important public needs but do so with

tremendous competitive advantages over other business entities. Thus,

Congress must be cognizant of the fact that if a vast array of expanded powers

is enacted for depository institutions, this will make depository institutions

competitors, rather than resources for the commerce of this nation. Thus, we

urge this Committee to carefully examine and consider what impact such

deregulation will have on the long range availib11ity of credit to individuals

and businesses of all sizes and kinds in all parts of the country. We cannot

over~emphasize the fact that availability and access to credit are the heart

and soul of our industry, and that depository institutions playa keyrole in

providing the credit necessary to keep ours and other lines of commerce alive.

1. Federal Deposit Insurance

When a business needs capital, it must borrow'these funds. Financial

institutions borrow funds from depositors. These funds are in large

part available because of federal deposit insurance. A cursory review

of current adver~1sements for the Money Market Deposit Accounts and the

proliferation of "non-bank banks" underscores the important advantgage

of federal deposit insurance as a means of attracting depositors.
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2. Favorable Tax Treatment

The tax treatment of federally chartered financial institutions also

provides strong federal tax support that regular businesses do not

enjoy. The bad debt reserve enables banks and thrifts institutions to

deduct additions to bad debt reserves over and above actual loan

losses. Banks can deduct interest on obligations incurred to purchase

tax-exempt securities, sasething regular taxpayers cannot do. Banks

also pay little or..no tax on foreign activities. Other preferential tax

treatment includes special rules for loss carryovers and carrybacks,

exemptions from restriction on com=odity tax straddles, and special

rules for loan foreclosures. T'hese tax adventages can help explain why

the effective u.s. tax rate on U.S. income for commercial banks in 1981

was 2.3 percent while the retailing industry tax rate was 22.7 percent.

The nature of the relationship between a commercial enterprise and a

financial institution could create anti-competitive situations. For

example, service corporations are very effect±ve tax management tools

for their parent association that could lead to cross subsidies wrought

by federal tax law. According to a "Special Management Bulletin"

published by the U.S. League of Savings Associations on August 14, 1981,

"The association's marginal tax rate is usually about 29%, whereas a

service corporation's marginal tax rate is 46%. ."Mr. Chairman, the

Bulletin then describes to thrifts ~w they can use this uneven tax

treatment to their advantage. It says: "Service Corporations thus
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should undertake activities that will reduce parent expenses or generate

income otherwise not available to the association." Further, this would

seemingly allow service corporations to minimize profit margins to maximize

the lower taxed parent institution's profit. This could create the situation

where an independent small business could not compete with a service

corporation that accepts lower profits due to the beneficial taxation of the

parent institution, rather than any inherent efficiencies. There are no

inherent advantages in claiming efficiencies when in reality these

"efficiencies" are only another loophole in the tax law.

3. Access to Special Credit

Access to credit from federal regulatory agencies such as advances from

the Federal Home Loan Banks and the Federal Reserve's discount window

also give financial institutions an important tool not available to

other businesses. These federally supported· benefits for depository

institutions are very important to assure this nation of a stable and

secure system of depository institutions. However, these benefits put

them in a special class. Any changes to make these institutions

competitors rather than resources for the commerce of this nation must

take into account these benefits and a likelihood that they would

provide unequal and unfair competition.
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In its testimony presented to this Committee on February 22, 1984, the

American Banke~s Association went to great length in attempting to explain

that the aforementioned benefits do not provide depository institutions with

any competitive advantages. Rowever, on page 6 of that testimony, the ABA

stated:

"Recent history, including the well publicized problems of

some banks with Real Estate Investment Trusts in the mid 1910s

and the problems of the trif·t industry in 1981-82, indicates that

federal deposit insurance programs and federal agencies as

lenders of last resort are sufficient to maintain public

confidence."

Further, in the Chase/Waage study submitted by the. ABA, page 19, the authors

state:

"If a bank is properly managed and supervised, it o,ught to be

able to handle any liquidity problems that might arise because

of trouble in affiliates through access to the FED'S discount

window."

These two excerpts clearly indicate access to these federal benefits

permits companies which might otherwise have failed to remain viable

competitors, a benefit enjoyed by no other type of corporate entity.
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TYING ARRANGEMENTS AND CONFLICTS OF INTEREST

The banking industry argues that tie-in sales are prohibited by current law

and that no evidence exists that banks have been able to evade this law. The

following cases brought to our attention by the Iowa State Association of

REALTORS-, where state chartered institutions are permitted to broker real

estate, highlight t1e~1n abuses and provide the foundation for our opposition

to entry into real estate brokerage by federally insured and supported

depository institutions!

• A broker in a western Iowa metropolitan board made several visits to

southwest Iowa to assist one of his sales persons in listing a

property. The client wanted to list, but informed the salesperson that

a banker 111 the community was also licensed, and the banker had informed

the prospective client that financing would not be available if they

listed with someone other than him.

• A sales person with a firm in a western Iowa metropolitan board took a

client into a Savings and Loan for a loan application. A vice president

of the S & L called the buyer later in the day and said that before they

could proceed on that part1culart house, that their trust department had

some properties to show them.
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o A Waterloo -REALTOR- had a house listed for several months. The sellers

were several months behind in payments and could not come up with the

money. While the listing was still in effect, the S & L who held the

mortgage called on the sellers and said they were going to foreclose.

However, they said they would give them an additional three months if

they would list the property with them. The listing firm, not wanting

to place the sellers in jeopardy, released them from the listing.

These abuses clearly. indicate that the net comDdssion from'third party real

estate brokerage provides depository institutions strong incentive to use

mortgage credit to secure broker listings and sales. ~le these examples are

indicative of violations of current anti-tying laws, we would suggest to the

Committee that the same results could be accomplished through more subtle

practices by depository institutions.

Further, when a depository institution as lender has a monetary incentive

to make the loan over and above what it expects to collect in interest, it is

put in a position where exercise of its independent judgment may be

difficult. To authoriz~ real estate brokerage affiliations may tempt the bank

or savings and loans to make loans it does not consider safe and sound because

of the extra inducement of aiding a business in which it has a direct

financial interest. Where the institution's renumeration is a percentage of

commissions, the institution has a direct as well as an indirect interest in

making ~?ans to customers of the affiliated brokerage irrespective of whether

such loans represent a sound investment.
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In addition, w~ere, as is often the case in small communities, banks or

savings and loa~s decision makers such as officers, directors, and loan

committee members are also real estate brokers, it is even less likely that

impartial judgments on the merits of each loan application could be made. If

such individuals are participants in the institution's franchise operation,

they have a personal incentive to approve loans to customers of the franchise;

~here they are in competition with the franchise, they may find it difficult

to consider objectively loans to the customers of their competitors. The

result, at best, will be decisions not entirely based on the objective

criteria the institution has selected.

The potential for abuse is not· limited to outright ownership. The NATIONAL

ASSOCIATION OF REALTORS. has been writing the FHLBB about a federal savings

and loan in Lincoln, Nebraska that, without seeking prior FHLBB approval,

entered into a contractual arrangement with a real estate brokerage firm.

Hore recently, we have read about another federally chartered savings and

loan, Glendale Federal Savings and Loan Association's purchase of the southern

California franchising license of Realty World. While Congress deliberates on

this issue, de facto, fed~rally chartered institutions are engaging in third

party real estate brokerage, despite the fact that approximately two years

ago, the Board withdrew proposed regulations which would have made third party

brokerage a pre-approved activity for savings and loan service corporations.

We have attached for your review copies of local newspaper ads which

clearly show that First Federal ofL1ncoln, Nebraska and MidAmerica Partners

are affiliated. These ads also suggest that preferential lending rates are

av~ilable for MldAmerica customers through First Federal of Lincoln.
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UNDUE CONCENTRATION OF RESOURCES

While the banking industry appears to wear one face on the issue of

expanded powers, there is great divisiveness amongst large and small banks on

the issue of geographic deregulation. In response to Chairman Ga~uts question

on February 22nd regarding regional interstate banking, Jack King, the witness

for IBAA responded in the following manner:

This 1s no good~concentrat1on of assets and powers is no

good--regional banks want their hunting grounds improved

but want protection against New York bank predators.

This response clearly indicates that depository institutions want authority

to compete in industries which they could dominate,_ but do not want to have to

compete against each other. The NATIONAL ASSOCIATION OF REALTORS. is of the

belief that allowing depository institutions to expand into new areas when

coupled with the federal benefits they enjoy will permit banks to wield

excessive power and drive out smaller independent competitors. In its

testimony submitted to this Committee on February 22, 1984, the American

Bankers Association notes that two of the markets which the proposed

legislation would permit banks to enter, securities and insurance, are more

concentrated than commercial banking. The American Bankers Association makes

no such claim regarding the real estate brokerage industry.

~hile one may find. some market areas around the country served by only one

depository institution, to our knowledge, there exists no market area where

you will find only one real estate brokerage company.
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In conclusiout~Mr. Chairman, we would reiterate the need for Congress to

take a broad an~ open-minded look at the issue of additional depository

institution deregulation. Both the banking industry and the public are still

adjusting to the deregulation initiatives enacted in 1980 and 1982. Further,

the record is unclear as to what, if any benefits the concept of a financial

supermarket may bring to consumers. We leave you with one last thought, Mr.

Chairman • • • the public can not afford banks to be the losers in commercial

competitive markets.

Mr. Chairman, t thank the ComDdttee for this opportunity to present the

NATIONAL ASSOCIATION OF REALTORS. views and will be pleased to respond to your

questions and comments.
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MEr~ORANDUM

TO: Members of the Joint Study Committee
on Savings & Loan Laws

FROM: Thomas & Fiske, p.e.

DATE: January 15, 1985

SUBJECT: New Savings Institutions Act

This Memorandum will serve to summarize the provisions of
the new Virginia Savings Institutions Act, wbich is intended to
replace the Virginia Savings & Loan Act of 1972 (Chapter 3.1 of
Title 6.1 of the Code of Virginia). Also, the drafting of the
Act will be discussed and significant changes will be high
lighted.

Background and Development
of the New Act

During the last five years, significant changes have occurred
in the federal law and the laws of various other states with
regard to the operations of savings institutions (i.e., savings
and loan associations, building and loan associations and savings
banks). During this period, a large number of states have com
pletely rewritten their savings institutions laws.

Spurred by the difficulties encountered by the savings
industry in the late 1970's, Congress sUbstantially revised the
federa~ law regulating savings institutions when it enacted the
Depository Institutions DeregUlation Act of 1980, Public Law
96-221, and the Garn-St. Germain Depository Institutions Act of
1982, Public Law 97-320.
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The 1980 federal Act established the Depository Institutions
Deregulation Committee and began the process of deregulating the

lterest rates which depository institutions are permitted to
._harge. The 1980 Act also preempted State usery laws, substan
tially expanded savings institutions' ability to make real estate
loans, and granted savings institutions the authority to offer
negotiable order of withdrawal (NOW) accounts.

The 1982 federa~:Act further deregulated the activities of
savings institutions by granting them a number of powers pre
viously possessed only by commercial banks, authorized depository
institutions to offer fUlly insured money market deposit accounts,
and granted authority to the Federal Home Loan Bank Board to per
mit interstate mergers and acquisitions in certain circumstances.
See, Restructuring the Thrift Industry in the 80's -- the Garn-
St. Germain Act and Related Changes in Virginia Law, The Virginia
Bar Association Journal (Vol. IX, No.4, Fall, 1983), copy attached

However, even prior to the enactment of the Depository Insti
tutions Deregulation Act and the Garn-St. Germain Act, the
Federal Home Loan Bank Board adopted regulations significantly
changing the manner in which federal savings and loan associa
tions and federally-insured state savings institutions were per
mitted to conduct their business activities.

In the past three years, a number of amendments have been
made to the Virginia statutes governing savings and loan asso
ciations. These amendments were made in an effort to keep pace
with changes in the federal law and in the laws of other states.
However, because of the patchwork nature of these amendments, it
has become apparent that a total revision of the Virginia Savings
& Loan Act is necessary in order to consolidate and more con
cisely set forth Virginia's savings and loan laws. It was also
felt by members of the savings and loan industry that additional
changes in the Virginia law were necessary in order to enable
State associations to effectively COlnpete with other segments of
the financial institutions industry. As a result, Delegate
George Heilig agreed to introduce House Joint Resolution No. 30
for purposes of establishing a Joint Subcommittee to study the
revision of Virginia's savings and loan laws.
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The Drafting of the
Proposed New Act

At the request of the Virginia League of Savings Institutions,
Thomas & Fiske, p.e., the League's legislative counsel, undertook
to draft a new Act for submittal to the Joint Subcommittee as the
League's proposal for legislation to replace the present Virginia
Savings & Loan Act~:

The first step in the drafting process was to collect and
review the statutes and published regulations of all of the other
states of the United States in order to identify those statutory
provisions which differed from the present Virginia Act. These
provisions were then reviewed for purposes of determining their
usefulness for incorporation in the new Virginia Act. The Model
Savings Association Act pUblished by the United States League of
Savings Associations was also reviewed and a number of useful
provisions were found in the Model Act. Finally, all of the
current federal statutes and regulations were reviewed for pur
poses of identifying any additional provisions which might serve
as a basis for the revision of the present Virginia law.

In reviewing these various sources of legislative materials,
it was found that a number of provisions currently found in the
Virginia law also appear in the statutes of other states, as well
as in the federal statutes and regulations. I Therefore, the new
proposed Act was drafted on the premise that, wherever possible, .
provisions appearing in the present Virgi~ia law would be con
tinued in the new Act. However, if a provision from the statutes
and regulations of another state, or from the federal law,
appeared to be better than the present Virginia law, the Virginia
provision was either replaced or revised to incorporate the con
cepts contained in the law of the other jurisdiction. In some
instances, the laws of other jurisdictions contained provisions
which have no counterpart in the present Virginia law, which were
included because it was felt that such provisions were desirable
for the new Virginia Act.

A ,first draft w~s prepared by League counsel and submitted to
a special drafting committee of the League composed of savings
and loan executives frrnn across the State. This special committee
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reviewed the Act and suggested a number of revisions which were
incorporated in a second draft.

The second draft was then submitted to the Commissioner of
Financial Institutions and his staff for review. A number of
suggestions made by the Commissioner were incorporated to revise
the second draft into a third and final draft for presentation to
the Joint Subcommittee.

As a result of tlle hearings held before tl1e Joint subcommdt.cee
and comments received from the various parties who appeared at
the Subcommittee's hearings, additional changes in the proposed
Act have been made. This Memorandum will serve to summarize the
new Act, including all changes made as a result of the hearings
of the Joint Subcommittee.

Highlights of the Proposed Act

Reorganization. Because of the many amendments ~hich have
been made to the 1972 Act, various provi~ions relating to the
same sUbject mat.t.e.r are found scattered througl1out the present
statutes. The new Act,has been organized into eleven separate
articles, so that the statutory provisions within each article
deal with the same sUbject matter. ~les~ eleven articles are as
follows:

Article 1 - General Provisions and Definitions
Article 2 - Incorporation: Certificate of ~uthoritYi

Corporate Adrninistr~tion

Article 3 - Main Office, Branches, and Other Offices
and Facilities

Article 4 - Change in Corporate Forlni Conversions
Article 5 - Foreign Savings Institutions
Article 6 - Accounts
Article 7 - Real Estate Loans
Article 8 - Other Loans and Invf~st;!lents

Article 9 - Supervision ;'
Article 10 - r1iscellaneous
Article 11 - Acquisitions by Out-of-State Savings

Institutions or Out-af-State Savings
Lns t.Lcut.Lon HoLd i.nq Companies
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Included within these eleven articles are a total of' 106
separate sections, numbered §§ 6.1-194.1 through 6.1-194.106.

Accounts. At present, savings and loan associations offer
negotiable order of withdrawal (NOW) accounts rather than
checking accounts. There are only minor technical distinctions
between NOW accounts and checking accounts and the general public
perceives the two types of accounts as being one and the sarne.
However, it is not ~~ear under present law that the protections
provided to the general pUblic by the Virginia Uniform Commercial
Code for bank checking accounts also apply to savings and loan
"checking" accounts. Therefore, the new proposed Act eliminates
these minor distinctions and, for purposes of the depository
activities of savings and loan associations, incorporates the
provisions of Article 3 and 4 of the Virginia Uniform Commercial
Code. This change is designed to eliminate the artificial
distinctions between the depository activites of banks and
savings institutions so that the law with respect to both types
of financial institutions will be uniform throughout.

Real Estate Loans. Virginia law dealing with real estate
loans made by savings and loan associations has been consolidated
and simplified so as to be more understandable. Rather than have
a number of special categories of real estate loans, all real
estate loans are simply treated the same. However, there are
still some special provisions dealing with home loans. As in the
present law, State-chartered associations will continue to be
required to invest at least 60% of their assets in real estate
loans.

Other Types of Investments. Some changes have been made in
the types of investments which State-chartered associations can
make. For example, the new Act permits an increased amount of an
association's assets to be invested in service corporations.
Also, for the first time, State associations will be permitted to
invest their assets directly in real estate for purposes of deve
lopment, leasing, and other profit-making activities. Investment
in service corporations and real estate is li~ited to an aggre
gate amount of 10% of the association's assets. This limitation
corresponds to the limit established in a pending regulation of
the Federal Savings ·and Loan Insurance Corporation which will
apply to all federally-insured savings and loan associations.
The ability to rnake certain other investments has been clarified.
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Foreign Savings Institutions. The proposed Act provides for
interstate operations on a "regional reciprocal" basis. This
.leans that, first of all, the principal place of business of the
foreign institution would have to be located in the southeast
region of the United States (i.e., Alabama, Florida, Georgia,
Kentucky, Louisiana, Maryland; Mississippi, North Carolina, South
Carolina, Tennessee, West Virginia, or the District of Columbia)
and, secondly, the hOlne state of the institation would have to
permit Virginia savings institutions to operate in the foreign
institution' s home state on tlle aame basis as the foreign insti
tution is permitted to operace Ln Virgillia. The proposed region
is the same region as is proposed by ~le interstate banking bill
to be Lrrt.roduced in the 1985 s eesi.on of tIle General Assernbly.

Under the provisions of tile proposed Act, a foreign savings
institution or savings institution holding c~~any could enter
Virginia in three ways. First, a foreign savings institution
holding company could acquire an existing Virgil1ia sevLnqs insti
tution. Seco.[ldly, a foreign stock savings institution could
merge or consolidate with an existing Virginia savings institu
tion. Finally, a foreign mutual savings institution (i.e., non
stock savings institution) could branch into Virginia.- In all
three cases, the approval of tlle State Corporation Comtnission is
required, and t.he Bureau of Financial Instittltions is empowered
to supervise and regulate the activities of the foreign institu
tion.

Summary of Individual
Sections of the New Act

The following is a brief summary ()£ ·tlle sections of the new
Act, in the order in «hien ~ley appear in the Act. Any signifi
cant cl1allges f r om present Virginia law are pointed out.

Article 1 - General Provisions and Definitions

§ 6.1-194.1. Short Title.

§ 6.1-194.2. Definitions.
the new Act appear in the old ~ct.
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provisions have been simplified, a number of the definitions in
the old Act distinguishing between various types of real estate
loans have been elimianted. Conversely, because of the inter
state operation aspects of the new Act, several new definitions
dealing with foreign savings institutions have been added. For
ease of reference, all of the definitions are placed in alphabe
tical order.

§ 6.1-194.3. Membership in Federal Home Loan Bank and
Federal Savings and Loan Insurance Corporation. -- Permits mem
bership in FHLB and FSLIC. This is present Code § 6.1-196.20
without substantial revision.

§ 6.1-194.4. Facilitating organizations or instrumentali
ties. -- This section comes from the Model Act and allows State
associations to join organizations, such as clearing houses and
trade groups, in order to further their business purposes.

§ 6.1-194.5. State Association May Purchase, Conveyor
Manage Property in Which it Has a Security Interest: Time Limi
tation. -- This section comes from Missouri law ·and designates
what a State association can do to reduce or eliminate a loss to
the association where the association has to acquire and manage
property which has served as security for a loan on which there
has been a default.

§ 6.1-194.6. Rate of Interest Chargeable by Savings Institu
tions. -- This is present Code § 6.1-195.3:1 which is subtan
tially unchanged.

§ 6.1-194.7. Applicability of Virginia Uniform Commercial
Code to commercial paper and depository activities of savings
institutions. -- This section makes it clear that the Uniform
Commercial Code will apply to the checking account activities of
State-chartered S&Ls.

Article 2 - Incorporation: Certificate pf Authority;
Corporate Administration

§ 6.1-194.8. Application of Virginia Stock Corporation Act
and Virginia Nonstock Corporation ~ct. -- This is present Code
§ 6.1-195.5 without substantial change.
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§ 6.1-194.9. Formation of State savings and loan associa
tion. -- This is present Code § 6.1-195.7 witllout substantial
change.

§ 6.1-194.10. Corporation name. -- This is present Code
§ 6.1-195.8 without substantial chanqe ,

§ 6.1-194.11. Par value of shares; payment of shares; reac
quisition of shares br acceptance thereof as security: how
SUbscriptions to stock to be paid; disposition of money received
before institution opensi stock option plans. -- This section
represents a substantial revision of present Code § 6.1-195.11.
Portions of § 6.1-14 of the Virginia Banking Act have been incor
porated in subsections Band C of this Section to provide for the
bonding of incorporators of a new stock association who are
entrusted with the funds of investors in t.he new association.
However, the language from the Banking ~ct hdS been modified to
further clarify tlle bonding and repayment requiremetlts.

§ 6.1-194.12. Certificate of authority to do business.
This is present Code § 6.1-195.47 with minor modifications
adopted from the Virginia Banking Act.

§ 6.1-194.13. Com~issions, fees, etc., for sale of stock not
permitted. -- This is present Code § 6.1-195.11:1 to which a
second sentence has been added for clarification.

§ 6.1-194.14. Board of directors generally. - This is pre
sent Code § 6.1-195.41, essentially unchanged.

§ 6.1-194.15. Meetings of board of directors. -- § 6.1-52 of
the Virginia Banking Act has been adopt.ed , Iiowever, tllat provi
sion has been changed to allow the stockholders or membe r s of the
association to designate the number of directors which constitute
a quorum ,

§ 6.1-194.16. Notice of meetings of members; deteEmining
members entitled to notice or to vote. -- This is present Code
§ 6.1-19..5. 45 without substantial change.

§ 6.1-194.17. Voting rights; proxies. -- Present Code
§ 6.1-195.10 has been modified by adding certain provisions from
§ 11 of the Model Act t.o more clearly identify the manner Ln
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which voting rights of members of a mutual association may be
exercised.

§ 6.1-194.18. Access to books and records; communication
with members. -- This section is a modification of present Code
§ 6.1-195.46. The privacy protection portions of the statute
have been strengthened.

§ 6.1-194.19. ~Qdit of association; report.
sent Code § 6.1-195.44, essentially unchanged.

This is pre-

§ 6.1-194.20. Bonds of officers and employees. -- This is
present Code § 6.1-195.43, essentially unchanged.

§ 6.1-194.21. Loans to Officers, Directors or Employees. -
This is present Code § 6.1-195.40:1, without substantial change.

§ 6.1-194.22. Overdrafts by savings institution officers,
directors or employees. This is present Code § 6.1-195.40.2,
without substantial change.

§ 6.1-194.23. Reserves; surplus and undivided profits. -
Present Code § 6.1-195.33 has been substantially modified by
including provisions from § 22 of the Model Act. The present
Virginia statute is unclear and not realistic in light of present
practices in the industry. Therefore, the new section clarifies
the manner in which the reserve requirement is calculated and
sets the reserve at a minimum of 5% of deposits. However, as a
practical matter, the reserve requirement for State associations
in Virginia will continue to be prescribed by the regulations of
the FSLIC.

§ 6.1-194.24. Liability of members of mutual savings insti
tution. -- This section has been adopted from § 24 of the Model
Act and provides that the liability of a member of a mutual asso
ciation to creditors of the association is limited to the amount
of the member's savings deposits. That is, the liability of a
member is limited to the amount of his or her investment in the
association in the same manner as applies to stockholders of a
corporation.

§ 6.1-194.25. Mutual capital certificates. -- This section
permits mutual savings and loan associations to raise capital in
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the same manner as stock associations do when they issue deben
tures. The language of this section comes from § 23(e) of the
~odel Act.

Article 3 - Main Office, Branches, and Other
Offices and Facilities

§ 6.1-194.26. Offices and other facilities of State asso
ciations and foreign savings institutionsi approval of branch
offices required. -- This is a new section which simplifies the
manner in which State associations are permitted to open and
close their offices. Under this Section, a State association
need not obtain the prior approval of the sec before opening a
new office, so long as the new office does not accept deposits.
This is because, from a supervisory and public interest point of
view, only the locating and relocating of depository offices
should be regulated. It is not necessary to strictly regulate
the locating of other types of offices, such as administrative
offices and loan origination offices.

§ 6.1-194.27. Facilities Associated with Home or Branch
Office. -- This section is based on a federal regulation and
allows a State association to have a drive-in teller window.

§ 6.1-194.28. Change of Branch Office Location. -- This sec
tion incorporates the principles contained in present Code
§ 6.1-195.48. However, as is the case with federal savings and
loans, the new section permits short distance relocations without
the necessity of obtaining the approval of the sec.

§ 6.1-194.29. Remote Service Units. -- This is a new section
and is essentially the s~~e as the federal regulation on reJnote
service units.

§ 6.1-194.30. Home Financial Services. -- This is a new sec
tion pa,tterned after the corresponding federal regulation.

§ 6;1-194.31. Suspension of Bdsiness During Actual or
Threatened Emergency. - This section is essentially the same as
present Code § 6.1-195.75.
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Article 4 - Change in Corporate Formi Conversions

§§ 6.1-194.32 through 6.1-194.40. These sections are essen
tially unchanged from the corresponding sections presently found
in the Virginia Code, which sections are §§ 6.1-195.51 through
6.1-195.57:2.

Article 5 - Foreign Savings Institutions

§ 6.1-194.41. Foreign savings institutionSi certificate of
authority. -- This section indicates the steps which must be
taken before a foreign savings institution can obtain a cer
tificate of authority to do business in Virginia. These provi
sions are essentially the same as similar provisions in the
Oregon Code. Subsection E of this section a.llows only foreign
savings institutions located in the southeast region to operate
in Virginia. (Additional limitations on interstate operations
are contained in Article 11.)

§ 6.1-194.42. When operation of foreign savings institution
in the Commonwealth is prohibited. -- This section requires
reciprocity before a foreign savings institution can be permitted
to do business in Virginia.

§ 6.1-194.43. Applicability of Virginia Stock and Nonstock
Corporation Acts. -- This section applies the same requirements
to foreign savings institutions coming into Virginia as are
applied to other types of foreign corporations doing business in
the Commonwealth, ~.~., appointment of a registered agent, filing
copy of charter with the SCC, etc.

§ 6.1-194.44. Law applicable to contracts of foreign savings
institutions. -- This section is derived from Oregon Code
§ 722.508 and provides that contracts made by foreign savings
institutions in Virginia shall be interpreted .under Virginia law.

§ 6.-1-194.45. E,xamination and -superv i s Lon of foreign savings
institutions. -- This section incorporates features of the Model
~ct and some of the regional interstate compact acts, and
explains the responsibilities of the Commissioner of Financial
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Institutions with regard to foreign savings institutions admitted
into Virginia.

§ 6.1-194.46. Revocation of certificate of authority of
foreign savings institution. -- This section is derived from
Oregon Code § 722.516 and includes a provision which, as a prac
tical matter, requires continuing reciprocity once the savings
institutions of another state have been admitted into Virginia.

§ 6.1-194.47. Unapproved foreign savings institutions.
--This section is derived f r om the Model Act and authorizes the
Commissioner to act against foreign savings institutions which
attempt to do business in Virginia without authority.

§ 6.1-194.48. Activities which are not considered "doing
business." -- This section is essentially the same as § 59(£) of
the Model Act.

Article 6 - Accounts

§ 6.1-194.49. Accounts of State associations. -- This sec
tion is new and permits the board of directors of an S&L to
determine ·what accounts· will be offered by ~le association, sub
ject to any limitations on the payment of interest which are con
tained in either the federal or state law. This section conforrns
with the present trend to do away with artificial distinctions
between deposit accounts offered by S&Ls and by banks.

§ 6.1-194.50. Rules governing withdrawal. -- This is essen
tially the same as present Code § 6.1-195.21.

§ 6.1-194.51. Redempt.Lon ,
present Code § 6.1-195.15.

This is essentially the same as

§ 6.1-194.52. Accounts of savings institutions as legal
Lnves tmerrt s and as security. -- This is essentially the sarne as
present Code § 6.1-195.50, except that language has been added to
further--clarify tllat pubLic funds can be depos i.t.ed ill savings
institutions.

58



Members of the Joint Study Committee
on Savings and Loan Laws

January 15, 1985
Page 13

§ 6.1-194.53. Deposits of federal taxes and United States
Treasury tax and loan accounts. -- This is the same as present
Code § 6.1-195.22:2, with some archaic language deleted.

§ 6.1-194.54. Accounts under Federal Self-Employed
Individuals Tax Retirement Act and Federal Employee Retirement
Security Act of 1974. - This section combines present Code
§§ 6.1-195.49 and 6.1-195.49:1.

§ 6.1-194.55. Accounts issued in nane of minor. - This sec
tion is new and is derived from § 28 of the Model Act. It allows
minors to have control over funds deposited by them in S&Ls.

§ 6.1-194.56. Powers of attorney on accounts. -- This sec
tion is essentially the same as present § 6.1-195.27, with minor
modifications.

§ 6.1-194.57. Accounts. of deceased or incompetent persons.
This is similar to present § 6.1-195.28 except for the inclu

sion of certain provisions from § 32 of the Model Act which
clarify the responsibilities of S&Ls with regard to such
accounts.

§ 6.1-194.58. Payment of small balances to next of kin of
decedent. -- Present § 6.1-195.29, substantially unchanged.

§ 6.1-194.59. Accounts of fiduciaries. ~- This section is
derived from § 31 of the Model Act. It is designed to limit the
liability of an association which acts in good faith in paying
out fiduciary funds.

§ 6.1-194.60. Savings institution need not inquire as to
fiduciary funds deposited in fiduciary's personal account.
Persent § 6.1-195.27:1, with minor changes.

§ 6.1-194.61. Accounts held by various trustees for same
benefi~iary. -- Present § 6.1-195.24, unchanged.

Article 7 - Real Estate Loans

§ 6.1-194.62. Real Estate Loans; Required Investlnent. -- This
section states in concise terms a State-chartered association's
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authority to JMke real. estate loans. As in the present law, a
State association is required to invest at least 60% of its
assets in real estate loans. The section also identifies certain
types of Lnvescment,s which are to be considered real estate loans
for meeting the 60% requirement.

§ 6.1-194.63. Appraisals; Loan-to-Value Ratios. -- This, sec
tion is adopted from two federal regulations. Present Virginia
law limits the amount of a real estate loan to 95% of appraised
value. Federal law and the laws of most other states now permit
a 100% loan-to-value ratio, with the furtller provision tl1at,
where the principal amount of the loan is increased due to nega
tive amortization, the loan-to-value ratio may go over 100%.
These concepts are incorporated in this new section.

§ 6.1-194.64. Initial Repayments on Real Estate Loans. -
This section is derived from a federal regulation and states loan
repayment requirements.

§ 6.1-194.65. Adjustable Real ~state Loans. -- This section
indicates the authority of State associations to make adjustable
real estate loans so that the interest rate, term, and other
features can be adjusted during the life of the loan.

§ 6.1-194.66. Special Provisions for Home Loans. -- This is
a special provision pertaining to home loans which essentially
r equ t r es repayment in not moze than 40 years.

§ 6.1-194.67. Dealing With Successors in Interest. -- This
section is the same as present Code § 6.1-195.38.

§ 6.1-194.68. Trustees on loans secured by deed of t.rus t , -
Present Code § 68.1-195.18, Wi~]l mi.nor chanqes ,

Article 8 - Other Loans and Investments

§ 6.1-194.69. General Investment Authority. -- This section
is very-~imilar to present Code § 6:1-195.34. Subsections (b),
(c) and (d) permit up to 10% of the assets of a State association
to be invested in service corporations and real estate. The
r emeLn i.nq subsections are sUbstantially t.he same as in the pre sent,
Code and sec regUlations.
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§ 6.1-194.70. Effect of Repeal or Amendment of Statute or
Regulation on Existing Loan or Investment. This provision is
pre~ently contained in § 6.1-195.35.

§ 6.1-194.71. Limitation on Liability of Savings Institu
tions Making Loans for Certain Purposes. -- This section is
essentially the same as present § 6.1-195.6, except that the
limitation on liability has been extended to also include loans
made for the purcha~e of property as well as for the design,
manufacture, construction, etc. of property.

§ 6.1-194.72. Perfection of Certain Security Interests. -
Present § 6.1-195.22:3, with minor changes.

Article 9 - Supervision

§ 6.1-194.73. General Supervisory Powers of Commissioner.
This section is derived from § 51 of the Model Act.

§ 6.1-194.74. Regulations of Commission. -- These provisions
are derived from present Code § 6.1-195.35. The last sentence of
the first paragraph has been added for clarification.

§ 6.1-194.75. Regulations to permit State associations to
have powers comparable to federal savings institutions. -- This
section is also derived from Present § 6.1-195.35.

§ 6.1-194.76. Publication of Regulations. -- Present
§ 6.1-195.72, with minor changes.

§ 6.1-194.77. Statements to be furnished by Cornmission to
directors of savings institutions. -- Essentially the same as
present Code § 6.1-195.69.

§ 6.1-194.78.
ments and reports.
§ 6.1-195.67.

State associations to furnish financial state
Essentially the same a~ present Code

/

§ 6.1-194.79. Examination of Savings Institutions by Commis
sioner; Report of Examination. -- Present Code § 6.1-195.64.
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§ 6.1-194.80. Savings institution to give examiners access
to books, etc.: examination of directors, officers and employees
r nder oat.h , -- Present Code § 6.1-195.66, with minor changes.

§ 6.1-194.81. False statements by officers or agents. -
Present Code § 6.1-195.73, with minor changes.

§ 6.1-194.82. Audits. -- Present Code § 6.1-195.68, with
minor changes. ....

§ 6.1-194.83. ,Powers of Commission in case of nonobservance
of law, noncompliance with orders, insufficient reserves or
insolvency, etc.: appointment of Federal Savings and Loan
Insurance Corporation as receiver. -- This section is similar to
present § 6.1-195.70. However, some provisions frrnn the Virginia
Banking Act have been included' to expand the authority of the
Commissioner to act in certain circumstances where the stability
of an association is threatened.

§ 6.1-194.84. Removal of director or officer: appeal;
penalty for acting after removal. -- This section is new and is
derived from §§ 6.1-49, 6.1-50 and 6.1-51 of the Virginia Banking
Act. It allows the Commissioner to remove an officer or director
of an association who is violating the law.

§ 6.1-194.85. Fees for Supervision and ~egulationi Investi
gations. -- This section is essentially the same as present
§ 6.1-195.65. In the case of examination of out-of-state branches
of State Associations, the Commission is permitted to set the fee
since the cost of such examinations may vary depending on the
distance to the out-of-state location. By the same token, the
fee charged to a foreign association applying for authority to do
business in Virginia is to be set by the Commission since the
expenses involved may vary based on t.he location of the foreign
institution.

§ 6.1-194.86. Examination of books, etc., of persons
believed to be doing business without authoritYi doing business
without authority a misdemeanor. -- This section is essentially
the same- as present §§ 6.1-195.60 and 6.1-195.6~.

§ 6.1-194.87. Regulation of savings institution holding com
panies. -- This section is derived frorn present § 6.1-195.5:1
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except that holding companies which do not have any State
chartered sUbsidiary S&Ls need only comply with the regulations
of FSLIC.

§ 6.1-194.88. Merger, consolidation or transfer of assets of
insolvent or financially unstable association; notice and
hearing: final order; priorities; examinations of resulting
institutions. -- This section is essentially the same"as present
§ 6.1-195.70:2. However, the sunset provision on supervisory
interstate mergers has been removed.

Article 10 - Miscellaneous

§ 6.1-194.89. Construction of Act. -- This section is pat
terned after sections contained in the Model Act and the provi
sions of current Virginia Code § 6.1-195.76~

§ 6.1-194.90. Application to Federal and Foreign Savings
Institutions. -- This section is essentially the same as present
§ 6.1-195.3 allowing Virginia law to control the activities of
federal and foreign institutions to the greatest extent possible.

§ 6.1-194.91. Effect of Act as to Preexisting Savings
Institutions. -- This section is essentially the same as present
§ 6.1-195.2.

§ 6.1-194.92. Statement by Savings Institution that its
Accounts are Insured or Guaranteed; Misleading Advertising. -
This section is essentially the same as present § 6.1-l9~.63 •

.I

§ 6.1-194.93. False Statements and Similar Actions Pro
hibited. -- This section is derived frojn § 63 of the' Model Act •.
A similar provision is contained in the Criminal Code of
Virginia.

§ 6.1-194.94. Defamation of Savings Institutions and Certain
Federal Agencies Prohibited. -- This section is derived from § 3
of tIle ~Model Act and is similar to/present Code § 6.1-195.62.

§ 6.1-194.95. Prohibitions on conduct of savings institution
business; use of certain terms prohibited; exceptions: penalty_
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-- This section is derived from §§ 6.1-195.58 and -195.59 of the
present Code.

Article 11 - Acquisitions by Out-af-State
Savings Institutions or Out
of-State Savings Institution
Holding COInpanies

§ 6.1-194.96. Definitions. -- This section provides addi
tional definitions' for use in the interstate provisions of the
Act. The definitions are similar to those contained in the
interstate banking bill, with certain changes so as to make the
definitions conform with the differences between banks and
savings institutions.

§ 6.1-194.97. Acquisitions by a Regional Savings Institution
Holding Company. -- This section sets forth the requirements for
an acquisition of a Virginia savings institution or Virginia
savings institution holding cOlnpany by an out-af-state savings
institution holding company.

§ 6.1-194.98. Acquisitions by a Regional Savings Institu
tion. -- This section sets forth the requirements for an acqui
sition of a Virginia savings institution or Virginia savings
institution holding company by an out-of-state savings institu
tion which is not operating in the holding company form.

§ 6.1-194.99. Same: Investigation of Application: Prescribed
Investigation Period: Shortening, Lengthening or Waiving of
Period: Hearing: Appeal. -- This section provides for investiga
tion and approval by the State Corporation Commission of applica
~ions by a foreign savings institution or foreign holding company
for permission to acquire a Virginia institution or Virginia
holding company.

§ 6.1-194.100. Exceptions. -- This section pr-ovi.des that, if
a holding company or savings institution acquires a subsidiary
out.s Lde.c of the southeast region as .(1. result of debt-collection
efforts, the non-regional sUbsidiary must be divested witllin two
years, or an extended period permitted by the sec, in order for
the holding company or institution to continue to do business in
Virginia.
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§ 6.1-194.101. Prohibitions. -- This section prevents savings
institutions and holding companies located outside the region
from acquiring subsidiaries in Virginia.

§ 6.1-194.102. Applicable Laws, Rules and Regulations. -
This section empowers the see to regulate out-af-state institu
tions and holding companies doing business in Virginia.

§ 6.1-194.103. Periodic Reports; Interstate Agreements. -
This section gives~.~he sec additional supervisory authority and
provides for cooperative agreements between the sec and the regu
latory authorities of other states.

§ 6.1-194.104. Enforcement. -- This section gives the see
the same enforcement powers authorized with regard to savings
institutions chartered in the Commonwealth.

§ 6.1-194.105. Notice of Intent to Acquire Out-of-State
Savings Institution. -- This section requires a Virginia savings
institution or Virginia holding company to notify and obtain the
approval of the sec prior to acquiring an out-of-state subsidiary.

§ 6.1-194.106. Non-severability. -- This section provides
that, if any portion of Article 11 is declared invalid by a final
court order, the entire article shall be invalid, except as to
transactions consummated prior to the court order. The purpose
of this section is to prevent a court order/from, in effect,
altering Virginia law to permit nationwide branching into
Virginia. However, interstate operations begun before the "effec
tive date of any such court order will be permitted to continue.

~MD/rcp
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SENATE BILL NO. HOUSE BILL NO.
A BILL to amend the Code of Virginia by adding in Title 6.1 a chapter numbered 3.01,

consisting of articles numbered 1 through 11, containing sections numbered 6.1-194.1 through
6.1-194.106, and to repeal Chapter 3.1 of Title 6.1 of the Code of Virginia, consisting of
sections numbered 6.1-195.1 through 6.1-195.76, in order to revise the savings and loan laws
of Virginia; penalties. .

Be it enacted by the General Assembly of Virginia:

1. That the Code of Virginia is amended by adding in Title 6.1 a chapter numbered 3.01,
consisting of articles numbered 1 through 11, containing sections numbered 6.1-194.1 through
6.1-194.106 as follows:

CHAPTER 3.01.

VIRGINIA SAVINGS INSTITUTIONS ACT.

Article 1.

General Provisions.

§ 6.1-194.1. Short title.s-The short title of the law embraced in this chapter is the Virginia
Savings Institutions Act of 1985.

§ 6.1-194.2. Definitions.s-As used in this chapter, the following definitions shall apply unless
a different meaning is required by the context:

"Account" means any account with a savings institution and includes a checking, time,
interest. or savings account.

"Association ft means a savings and loan association, building and loan association or
building association.

"Branch office" means an office of a savings institution where. in addition to conducting
other business activities of the institution, the institution accepts deposits.

"Commission" means the State Corporation Commission.

"Commissioner" means the Commissioner of Financial Institutions.

"Federal savings institution" means a savings institution incorporated or organized under
the laws of the United States. I

"Financial institution" means a savings institution, commercial bank, trust company,
industrial loan association or credit union.

"Foreign savings institution" means a savings institution incorporated under the laws 01 a
state. territory or possession of the United States, other than the Commonwealth of Virginia,
the principal business office of which is located outside the territorial limits of the
Commonwealth. The term "foreign savings institution" does not include a savings institution
incorporated under the laws of United States.

"Horne loan" means a real estate loan the security for which is a lien on real estate
comprising a single-family dwelling or a dwelling unit for four or fewer families in the
aggregate.

"Insured savings institution" means a savings institution the accounts of which are insured
by the Federal Savings and Loan Insurance Corporation. Federal Deposit Insurance Corporation,
other federal agency, or other insurer approved by the Commission.

"Liquid assets" means cash on hand; cash on deposit in Federal Home Loan Banks. Federal
Reserve Banks, savings institutions. or in commercial banks. which is withdrawable upon not
more than thirty days' notice and which is not pledged as seurity for indebtedness; the liquid
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asset fund of the United States League of Saving Institutions; obligations of. or obligations
which are fully guaranteed as to principal and interest by. the United States; or any other asset
which the Commissioner designates as a liquid asset. An.).' deposits in financial institutions under
the control or in the possession of any supervisory authority shall not be considered as liquid
assets.

"Main office" means the office at which a savings institution first commences to do
business or. where the savings institution has more than one office. the office designated by the
institution's board of directors as the institution's main office.

"Manufactured building" means a mobzle home or other building or structure designed tor
use as a dwelling or business facility which is manufactured and assembled at a location other
than the site where such mobile home, building or structure is placed for use as a dwelling or
business facility. or both.

"Member" means a person holding a savings account 0/ a mutual association. and a person
bon-owing from or assuming or obligated upon a loan or interest therein held by such
association. or a person purchasing real estate securing a loan or interest therein held by such
association. A. joint and survivorship or other multiple owner or borrower relationship
constitutes a single membership.

"Mutual association" means an association which is organized and operated exclusively for
the benefit of its members and which does not issue shares of capital stock.

"Mutual savings institution" means a savings institution which is organized and operated
exclusively for the benefit 01 its members and which does not issue shares of capital stock.

"Real estate loan" means a loan on the security of any instrument, whether a mortgage.
deed of trust. or land contract, which makes the interest in real estate described therein.
whether in fee or in a leasehold or sub/easeho/d extending or renewable automatically or at the
option of the holder. or at the option of the savings institution, for a period of at least ten
years beyond the maturity of the loan, specific security for the payment of the obligations
secured by such instrument. The term a/so includes a loan, or interest therein. secured by
cooperative housing units on the security of (i) a security interest in the stock or membership
certificate issued to a tenant-stockholder or resident member 01 a cooperative housing
corporation (as defined in paragraph (J) subsection (l) of .9 13.1..501) coupled with (ii) the
assignment by wa..v of security 01 the borrower's interest in the proprietary lease or other right
01 tenancy in the property owned by such corporation.

"Savings account" means an interest bearing account not subject to withdrawal by check or
other negotiable instrument.

"Savings institution" means a savings and loan association. a building and loan association.
building association, or savings bank, whether organized as a captial stock corporation or Q

nonstock corporation.

"Service corporation" means a stock corporation the entire stock of which is owned directly
by one or more savings institutions. or any such corporation which is owned indirectly through
a subsidiary or subsidiaries of one or more savings institutions.

"State association" means a savings and loan association or buz1ding and loan association
incorporated under the laws of the Commonwealth of Virginia. "State association" also means a
savings and loan association incorporated under the laws of the Commonwealth which uses the
term "savings bank" as a part of its corporate. name.

"Stock association" means an association which issues shares of capital stock.

"Stock institution" means a savings institution which issues shares of capital stock.

"Withdrawal value" means the amount credited to an account less lawful deductions
therefrom. as shown by the records of the savings institution.

.'

§ 6.1-194.3. Membership in Federal Home Loan Bank and Federal Savings and Loan
Insurance Corporations-A savings institution shall be empowered to become a member of the
Federal Home Loan Bank and the Federal Savings and Loan Insurance Corporation, and to
conform to the provisions. rules and regulations thereof. .

§ 6.1-194.4. Facilitating organizations or instrumentalities.i-Every savings institution shall
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have the power to become a member of. deal with. maintain reserves or deposits with. or make
reasonable payments or contributions to any organization or instrumentality. govemment or
private. to the extent that such organization or instrumentality assists in furthering or
facilitating the institution's purposes. powers. services or community responsibilities. and to
comply with an..\' reasonable requirements or conditions of eligibility. However, this section shall
not be construed so as to permit a savings institution to establish deposit or reserve accounts
with any financial institution or other entity the accounts of which are not insured by federal
agency or other insurer approved by the Commissioner.

§ 6.1-195.5. State association may purchase. convey or manage, property in which it has a
security interest: time limitation.s-A. A state association may purchase at any sale. public or
private. any real estate or personal property upon which it has a mortgage. judgment. deed 01
trust. pledge. lien or other encumbrance or in which it has any interest. It may acquire any
real or personal property which may be conveyed or transferred to it in lull or partial
satisfaction. discharge or release or loans for which such property is security. .

B. An association may sell, convey. lease, exchange. improve, repair, mortgage. convey in
trust. pledge or encumber any real or personal property purchased or acquired by it as
authorized by subsection A of this section.

C. An association may invest its funds. operate a business. manage or deal in property
when any of these actions are reasonably necessary to avoid loss on a loan or investment
previously' made or an obligation previously created in good faith. Such property or business is
not to be held or operated by the association for a period in excess 0/ six years. unless
specifically authorized by the ..:.~ommissioner.

§ 6.1-194.6. Rate of interest chargeable by savings institutions.s-In addition to the permissible
interest rates and charges. specifically granted to savings institutions by this title, savings
institutions ma..v take. receive. reserve. and charge on any loan any rate 01 interest permitted to
an)' other lender under the laws 0/ the Commonwealth, other than those rates or charges
permitted to small loan companies.

§ 6.1-194.7. Applicability of Virginia Uniform Commercial Code to commercial paper and
deposito')' activities 0/ savings institutions.s-The definitions and provisions contained in Title 8.3
(§ 8.3-101 et seq.) and Title 8.4 (§ 8.4-101 et seq.) shall apply to the commercial paper and
deposit account activities 01 savings institutions doing business in the Commonwealth. to the
extent that such definitions and provisions are not inconsistent with the provisions of this Act.
As applied to savings institutions. whenever the term "bank" shall appear in the provisions 01
Title 8.3 (§ 8.3-101 et seq.) and Title 8.4 (§ 8.4-101 et seq.). such term shall be deemed to
include savings institutions, unless the context otherwise requires.

Article 2.

Incorporation; Certificate 0/ Authority;

Corporate Administration.

§ 6.1-194.8. Application 01 Virginia Stock Corporation Act and Virginia Nonstock Corporation
Act.-The provisions of the Virginia Stock Corporation Act (§ 13.1-601 et seq.) shall apply to all
stock savings institutions in all cases not inconsistent with the provisions of this chapter,
except the provisions of Article 15 (§ 13.1-729 et seq.) of Chapter 9 of Title 13.1 shall not apply.
The provisions of the Virginia Nonstock Corporation Act (§ 13.1-801 et seq.) shall apply to all
mutual savings institutions in all cases not inconsistent with the provisions of this chapter
including mutual savings and loan associations heretofore incorporated under the Virginia Stock
Corporation .4ct or prior laws relating to stock corporations.

§ 6.1-194.9. Formation of state savings and loan associations..-A stock savings and loan
association ma..v be formed by' being incorporated as provided in the Virginia Stock Corporation
Act. A mutual savings and loan association rna}' be. formed by being incorporated as provided
in the Virginia Nonstock Corporation Act.

§ 6.1-194.10. Corporation name.s-Every association incorporated under the laws of this
Commonwealth shall have as a part 01 it corporate name the words "building and loan
association 9f or "savings and loan association." In lieu of the foregoing provisions of this
section. and notwithstanding the provisions 01 § 6.1-112. a state association may also use the
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words "savings bank" as a part of its corporate name. IVo association. however. need compiy
with the provisions of subsection A of ..9 13.1-630.

§ 6.1-194.11. Par value of shares: payment of shares: reacquisitions of shares or acceptance
thereof as security: how subscriptions to stock to be paid: disposition of money received be/ore
institution opens,' stock option pians--A. Shares of stock issued bv a stock association shall be
paid for in full in cash at not less than their par value upon issuance or. in the case 01 an
association then actively conducting operations. in property or services valued. with the
approval 01 the Commission. at an amount not less than the aggregate par value of the shares
issued in exchange therefor. An association may not purchase. redeem or otherwise reacquire
shares of stock that it has issued and may not accept its shares of stock as security: provided.
that a stock association shall have the power to redeem or otherwise reacquire shares of its
common or preferred stock to the same extent as commercial banks incorporated under the
laws of the Commonwealth are permitted to do under this title.

B. Subscriptions to the capital stock of a stock institution shall be paid in money at not
less than par. No stock institution shall begin business until the amount specified in its
certificate of authority to commence business has been received by' it.

All money received for subscriptions to or tor purchases of stock of a stock institution
before it opens tor business shall be deposited in an escrow account in an insured financial
institution or invested in United States government obligations. under the joint control of two
organizing directors of the stock institution. both of whom shall be bonded for an amount not
less than the total amount of money under their control. Such funds. together with any income
thereon. less such organizational expense.') as have been approved by the association's board of
directors. shall be remitted to.... · the stock institution on the day' it opens for business. In the
event the stock institution is denied a certificate of authority. is refused insurance 01 accounts.
or it is otherwise determined that the stock institution will not open for business. such funds.
after payment 01 any amount owing for expenses in connection with such attempted
organization. including reasonable consulting fees. attorneys' fees. salones. filing fees and other
expenses. shall be refunded to subscribers or shareholders. The directors 01 the institution.
individually. jointly and severally. shall be liable for any failure of the institution to refund such
funds to the subscribers or shareholders. This liability rna}' be enforced by a suit in equity
instituted by one or more of the subscribers or stockholders on behalf of all against the
institution and one or more of its directors.

C. The requirement that capital stock be paid in money shall not be construed to prohibit
the establishment. as otherwise authorized by law. of stock option plans and stock purchase
plans. and the issuance of stock pursuant to such plans. Such plans shall be established only
after the stock institution has opened for business. An.v such plan shall be established as
follows:

1. The board of directors shall by resolution propose the stock option or stock purchase
plan. The plan shall describe an}' .effect the adoption of the plan is expected to have on the
value 01 issued and outstanding shares of the association.

2. Notice of a meeting 01 stockholders. stating that the purpose or one of the purposes of
the meeting is to consider the plan so proposed by the board of directors. shall be given to
each stockholder of record entitled to vote thereon within the time and in the manner provided
in Chapter 9 of Title 13.1 of the Code of Virginia lor giving of notice of meetings of
stockholders. A cOPJ' 01 the plan shall be included with such notice.

3. At such meeting. the plan shall be adopted if approved by the affirmative vote of the
holders of more than two-thirds of the shares entitled to vote thereon.

§ 6.1-194.12. Certificate of authority to do business.i-A. Before an}' state association may
begin business in the Commonwealth. it shall obtain from the Commission a certificate 0/
authority to do so and prior to the issuance of such certificate the Commission shall ascertain
that:

1. All applicable provisions of 101.-1,' have been complied with:

2. Deposits to a value deemed by the Commission to be sufficient to warrant successful
operation but not less than $500.000. have been pledged or deposited and that such deposits
shall not be' withdrawable for at least one year. or that financially' responsible persons have
subscribed for capital stock. surplus and a reserve for operation in an amount deemed by the
Commission to be sufficient to warrant successful operation. provided that the capital stock
shall have a paid-in value of not less than $500.000:
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J. Regulations governing directors of the association have been complied with;

4. The public interest will be served by the addition of the proposed savings institution
facilities in the community where the savings institution is to be located; and

5. The officers and directors 01 the proposed savings institution are of (I) moral fitness. (ii)
financial responsibility. and (iii) business ability.

As used herein. "public interest" shall have the meaning set forth in paragraph 4 of
subsection A of § 6.1-13.

B. No certificate of authority shall be issued on or after June 1, /973, unless the applicant
for such certificate:

1. Submits evidence of being fully insured by the Federal Savings and Loan Insurance
Corporation or other insuring agency approved by the Commission; or

.2. Submits sufficient evidence of commitment by the Federal Savings and Loan Insurance
Corporation or other approved insuring agency that the applicant will be issued insurance of
accounts immediately subsequent to the issuance of the certificate of authority.

. ' The Commission may issue such certiiicate conditioned upon the fact that the association
shall not commence to do business until it is issued insurance of accounts by the Federal
Savings and Loan Insurance Corporation or other approved insuring agency. .,

C. Any interested person may appeal to the Supreme Court of Virginia from any order of
the Commission granting or denying such certificate of authority.

§ 6.1-194.13. Commissions. lees, etc.. for sale of stock not permitteds-The State Corporation
Commission shall not issue a certificate of authority to any state association to commence
business if commissions, lees, brokerage, or other compensation, by whatever name it may be
called. have been paid or contracted to be paid by the savings and loan association, or by
anyone in its behalf. either directly or indirectly, to any person, partnership. association or
corporation for the sale of stock in such savings and loan association. Nothing herein shall be
construed to prohibit an association which has been issued a certificate of authority and has
commenced operations from paying or contracting to pay such commissions or fees in
connection with the iss'!e or reissue 01 shares of stock 01 the association.

. § 6.1-194.14. Board of directors generally.-A. The affairs of every association shall be
managed by a board of directors 0/ not less than five nor more than twenty-five persons. Every
director of a stock association shall be the owner in his own name and have in his personal
possession or control, shares of stock 'in the association of which he is a director which have a
book value of not Jess than $500. Such shares of stock shall be unpledged, except as required
to be pledged to a Federal Home Loan Bank, and unencumbered at the time of his becoming a
director and during the whole of his term as such. When a stock association is controlled by a
savings institution holding company as defined in § 6.1-194.87, a director may comply with the
provisions of this section for each stock association 0/ which he is a director by ownership. in
similar manner, of shares of capital stock of the holding company which have a book value of
not less than $500.

B. Every director of a mutual association shall have a savings account in the association of
which he. is a director. in his own name or jointly with his spouse, of not less than $500. Such
account must be unpledged. except as required to be pledged to a Federal Home Loan Bank.
and unencumbered at the time 0/ his becoming a director and during the whole term as such.
The office of an}' director violating the provisions of this section shall immediately become
vacant.

§ 6.1-194.15. Meetings of board of directors.s-The board of directors 0/ every state
association shall hold meetings at least once in every calendar month, at which meeting a
majority 01 the whole board shall be necessary for the lawful transaction of business, except
that the stockholders or members. by bylaw. may fix any number as a quorum. The
Commission.may allow less frequent meetings, but not less than quarterly.

§ 6.1-194.16. Notice of meetings of members: determining members entitled to notice or to
vo/e.-A. A mutual savings and loan association shall give notice 0/ its meetings of members as
required by' § 13.1..842. and, in addition, a copy of the notice shall be posted in a conspicuous
place in each office of the association during the fourteen days preceding the date of the
meeting.
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B. For the purpose of determining members entitled to notice of or to vote at any meeting
of members or any adjournment thereof. or in order to make a determination of members for
any other purpose. the board of directors of a mutual association may provide that the
membership shall be closed for a stated period but not to exceed. in any case. fifty days. In
lieu of closing the membership. the bylaws. or in the absence 01 an..v applicable b..vlaw the board
of directors. may fix in advance a date as the record date for any such determination of
membership. such date in any case not to be more than lilt..v days prior to the date on which
the particular action. requiring such determination of members. is to be taken. If the
membership is not closed and no record date is fixed for the determination of members entitled
to notice of or to vote at a meeting of members. the date on which notice of the meeting is
mailed shall be the record date for such determination of membership. When a determination of
members entitled to vote at any meeting of members has been made as provided in this
section. such a determination shall apply to any adjournment thereof.

§ 6.1-194.17. Voting rights; proxies-an mutual savings and loan associations the right of
members to vote may not be conferred or limited by the articles of incorporation. In the
determination of all questions requiring action by the members, each member shall be entitled
to cast one vote. plus an additional vote for each $100 or fraction thereof of the withdrawal
value of savings accounts. if any. held by such member. No member. however. shall be entitled
to cast more than fifty votes. At any meeting of the members. voting may be in person or b.~'

proxy. provided that no proxy shall be eligible to be voted at an..v meeting unless such proxy
shall have been filed with the secretary of the association. for verification. at least live days
prior to the date of such meeting. Each proxy shall be in writing and signed by the member or
his duly authorized attorney-in-fact and. when filed with secretary, shall. unless otherwise
specified in the proxy, continue in force from year to year until revoked by a writing duly
delivered to the secretary of the association or until superseded by subsequent proxies or upon
the member's ceasing to be a member of the association.

§ 6.1-194.18. Access to books and records: communication with members.i-A. 1. Ever)' person
having an account or loan with a savings institution shall have the right to inspect such books
and records 01 the institution insofar as they pertain to his loan or account. Otherwise. the
right of inspection and examination of the institution's books and records shall be limited:

a. To the Commissioner or his duly authorized representatives:

b. To persons duly authorized to act for the institution: and

c. To any federal or state instrumentality or agency authorized to inspect or examine the
books and records of such institution.

2. The books and records pertaining to the accounts and loans of a savings institution shall
be kept confidential b)' the institution, its directors. officers. and employees. and b..v the
Commissioner. his examiners and representatives. except where the disclosure thereof shall be
compelled by a court of competent jurisdiction or otherwise required by law. No person shall
have access to the books and records of the institution or shall be furnished or shall possess
information concerning individual accounts or loans 01 the institution or concerning the owners
of such accounts or borrowers. except as provided herein or otherwise expressly authorized b.,v
law. However. a savings institution is authorized to release. publish or furnish general
information and statistical data concerning its accounts and loans. so long as the identity of
individual account owners or borrowers. or other confidential information. is not revealed.

B. In the event. however. that any member or members of a mutual savings institution
desire to communicate with other members with reference to any questions pending or to be
presented for consideration at a meeting of the members. the institution shall furnish upon
request a statement of the approximate number of members of the institution at the time 01
such request. and an estimate of the cost of forwarding such communication. The requesting
member or members 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
institution. to the Commissioner. II the Commissioner finds the communication to be
appropriate. truthful and in the best interest of the institution and its members. he shall
execute a certificate setting out such findings. forward the certificate together with the
communication to the institution. and direct that tne: communication be prepared and mailed by
the institution to the members upon the requesting member's or members' payment to it of the
expenses of such preparation and mailing. If the Commissioner finds such proposed
communication to be inappropriate. untruthful. or contrary to the best interest of the institution
and its members. he shall have the discretion to make any 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 requesting member together with his order making disposition of the
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request.

c. Insofar as the provisions of this section are not inconsistent with federal law. such
provisions shall apply to federal savings institutions whose home offices are located in the
Commonwealth. except that the communication and statement provided lor in subsection B of
this section shall be tendered to the Federal Home Loan Bank Board in the case of a federal
savings institution and forwarded only upon the board's certificate and direction.

§ 6.1-194.19. Audit of association; report.-The directors of every savings institution shall. at
least once in each calendar ..vear. cause an independent audit by a certified public accountant
to be made of the institution. its operation and its general books of account. The report of such
audit shall be presented to the institution's board 01 directors at its next regular meeting alter
completion 01 the audit. The minutes 01 such meeting shall reflect that the audit report was
presented and reviewed by the board. and a copy 01 the audit report shall be filed with the
Bureau 01 Financial Institutions within two weeks from the date such report is received by the
institution from the auditor.

§ 6.1-194.20. Bonds 01 officers and employees.s-A. The directors 01 every savings institution
shall require a bond with corporate surety from each of the active officers and employees 01
the institution as an indemnity for any loss the institution may sustain as a result of such
person's fraud. dishonesty. theft or embezzlement. In lieu of individual bonds a blanket bond
with corporate surety covering all active officers and employees of the institution may. with the
approval of the board of directors. be obtained. The Commission shall. not less than twice
during an}' period 01 three consecutive calendar years, examine all such bonds and pass on
their sufficiency and either the board of directors or the Commission may require new or
additional bonds at any time. The corporate surety shall have a license issued by the
Commission.

B. The institution. at its cost. may also obtain insurance to protect its directors. officers and
employees against law suits arising out 01 claims of negligence or misconduct.

§ 6.1-194.21. Loans to officers. directors or employees.s-A. No officer, director or employee of
an}' savings institution shall bon-ow any amount more than $25.000 from the institution until
such loan has been approved (i) by a majority of the directors of the institution or (if) by a
committee of officers and directors, which shall include at least one director appointed by the
board of directors with authority to approve loans. The board of directors may by proper
resolution authorize certain officers to handle renewals 01 such loans of less than $25.000.

B. 1. The following loans or lines of credit shall be specifically approved by a majority of
the directors of the institution or by the committee of officers and directors as described in
subsection A of this section. in which case such approval shall be reported to the board of
directors at its next regular meeting;

a. An.v loan in an amount of $25.000 or more made to any officer, director or employee of
an institution or any entity which the Commission determines is controlled by one or more
officers. directors or employees;

b. An.v loan made to the persons or entities described in paragraph 1a of this subsection.
the amount of which together with all other obligations. direct or indirect, of such officer.
director. employee or controlled entity is $100.000 or more;

c. An.v line of credit for $25.000 or more made to the persons or entities described in
paragraph la of this subsection; or

d. AnJ· line of credit made to the persons or entities described in paragraph 1a of this
subsection. which with all the other obligations. direct or indirect. of such officer. director or
employee or controlled entit)' is $100.000 or more.

2. No extension. renewal or renegotiation of an}' loan or line 01 credit described in
paragraph J of this subsection shall be made to any of those. individuals. entities or their
interests. unless it is approved by a majority of the board of directors or b)' the committee of
officers and directors appointed by the board. In the case of approval by the committee. such
approval shall be speciiically: reported to the board of directors at its next regular meeting.

3. The prohibitions set forth in this subsection shall not be construed to require approval by
the board of directors lor advances under previously authorized lines of credit.

C. The aggregate amount 01 a savings institution's loans to its officers. directors. employees

73



or their interests shall not be excessive. The Commission mav promulgate such rules and
regulations as may be required to prevent excessive aggregate amounts oj lending b.\· savings
institutions to those individuals or entities.

§ 6.1-194.22. Overdrafts b)' savings institution officers. directors or employees.s-A. No savings
institution shall pay an overdraft of an officer, director or employee of the institution on any
account or accounts at the institution unless the payment of funds is made in accordance with
(1) a written. preauthorized. interest-bearing extension of credit plan that specifies a method of
repayment or (if) a written. preauthorized transfer of funds from another account of the account
holder at the institution.

B. The prohibition set forth is subsection A 0/ this section does not apply to the payment of
inadvertent overdrafts on an account in an aggregate amount 01 $1.000 or less. provided that (1)
the account is not overdrawn for more than live business days. and (ii) the savings institution
charges the officer. director or employee the same lee charged any other customer 0/ the
institution in similar circumstances.

§ 6.1-194.23. Reserves: surplus and undivided profits.s-A. Every: savings institution doing
business in the Commonwealth shall maintain an adequate net worth appropriate for the
conduct of its business and the protection 0/ its account holders. Every savings institution shall
set up and maintain the reserves required by. and may set up and maintain such additional
reserves as are permitted by. this Act. On or before the closing date of each accounting period.
after payment 0/ or provision for all expenses. every·' savings institution shall transfer to a
separate reserve account. which shall be set up and maintained for the sole purpose 0/
absorbing losses. termed in this section "generai reserve." an amount equal to at least five
percent of its net income. In' the case 0/ a savings institution which at the close of such
accounting period has assets in excess 01 twenty million dollars or which has done business as
a savings institution in the Commonwealth for more than twenty years. such savings institution
shall transfer to such separate reserve account the greater 01 five percent of its net income or
an amount obtained by subtracting an amount equal to its general reserve at the beginning of
the period from an amount equal to four percent of its assets. excluding liquid assets. at the
end of the period. until the general reserve is equal to at least five percent of the total amount
01 its deposit accounts at the beginning 0/ such accounting period. Upon advanced written
application of a savings institution. the Commissioner may approve the transfer to the general
reserve 0/ a lesser amount lor such accounting period. In the event that an)' credit to the
general reserve is made following the effective date of this Act in excess of the minimum
requirement. the dollar amount of any such excess mav be carried over as a credit toward the
minimum requirement of any subsequent period. It and whenever the general reserve oi a
savings institution is not equal to at least five percent 0/ the deposit account liability of the
institution. credits. as above provided. shall again be made to the general reserve until it shall
again be equal to at feast live percent of the institution's deposit account liability. In the case
of stock savings institutions. the capital stock account. to the extent that the capital has not
been impaired. shall be treated as part of the reserve and the board of directors may. by
resolution. permanently or conditionally designate all or part of the capital stock. capital
surplus. earned surplus or undivided profit accounts as a part of its general reserve. A savings
institution may retain its undivided profits in such amounts as rna).' from time to time be fixed
by resolution of its board 0/ directors. The Commission may temporarily reduce the reserve
requirements for a savings institution i/ it finds such reduction to be in the best interest of the
institution and its stockholders or members.

B. Notwithstanding the requirements 0/ this section. an insured savings institution may
maintain its reserves in accordance with the requirements of the Federal Savings and Loan
Insurance Corporation or other insuring agency.

§ 6.1-194.24. Liability of members 0/ mutual savings institutions.s-No member of a mutual
savings institution shall be responsible for any losses which his savings account deposits shall
not be sufficient to satisfy. and no savings account shall be ..subject to assessment. nor shall the
holder thereof be liable lor any unpaid installments on his account. No preference between
savings account members of a mutual savings institution shall be created with respect to the
distribution of assets upon voluntary or involuntary' liquidation. dissolution. or winding up 0/
such institution.

§ 6.1-1,94.25. Mutual capital certijicates.s-A mutual association shall have the power to issue
and to sell. directly or through underwriters. capital certificates which shall represent
nonwithdrawable capital contributions. and constitute part of the reserves and net worth of the
association. Such certificates shall have no voting rights. shall be subordinate to all savings
accounts. debt obligations and claims 0/ creditors 0/ the association and shall constitute a claim
in liquidation against any reserves. surplus and other net worth accounts remaining alter the
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payment in full 01 all savings accounts, debt obligations and claims 01 creditors. Such capital
certificates shall be entitled to the payment of earnings prior to the allocation of any income to
surplus or other net worth accounts 01 the association and may be issued with a fixed rate 01
earnings or with a prior claim to distribution 01 a specified percentage of any net income
remaining alter required allocations to reserves. or a combination thereof Losses shall be
charged against capital certificates only alter reserves, surplus, and other net worth accounts
have been exhausted. .

Article J.

Main Office; Branches; Other Offices

and Facilities.

§ 6.1-194.26. Offices and other facilities 01 state associations and foreign savings institutions:
approval 01 branch offices required.s-A. A state association may establish and operate such
offices and other facilities as are authorized by its board 01 directors. However. a state
association shall not establish a branch office, or other office or facility where deposits are
accepted. without obtaining the prior approval 01 the Commission as provided in paragraph B
of this section. Prior to establishing or permanently closing any office or other facility, the
association shall give at least thirty days' written notice to the Commissioner, I in such form as
may be prescribed by the Commissioner. The association shall also give written notice to the
Commission in such form as may be prescribed by the Commission within ten days alter it has
established or permanently closed an office or other facility.

B. Applications for authorization to establish a branch office, or other office or facility
where deposits are accepted, shall be made in writing, in such form as may be prescribed by
the Commission. Upon review of an association's application and any other information which
the Commission may reasonably require, the Commission shall approve the establishment of
such office or facility if it is satisfied that the public interest will be served thereby. Such
offices or facilities may be closed without the prior approval of the Commission. However,
written notice of the closing 01 such an office shall be given to the Commissioner as provided
in subsection A 01 this section.

C. The requirements 01 subsections A and B of this section shaD also apply to the
establishment and closing of the offices 01 a foreign savings institution authorized to transact
business in the Commonwealth.

§ 6.1-194.27. Facilities associated with home or branch office.s-A state association or foreign
savings institution authorized to transact business in the Commonwealth may establish without
prior approval of the Commission a drive-in or pedestrian office opened in conjunction with an
approved branch office of the institution, if such drive-in or pedestrian office is to be located
within 500 feet oj a public entrance of the approved office and closer to that entrance than to
a public entrance of any other financial institution. The functions 01 such drive-in or pedestrian
office shall be limited to the ordinary functions performed at a teller-window.

.9 6.1-194.28. Change of branch office Iocations-A. A state association shall not change the
permanent location of a branch office without the prior approval of the Commission. An
application to change the location of a branch office shall be made in writing in such form as
may be prescribed by the Commission. Such application shall be approved by the Commission if
the Commission finds that the change in location is in the public interest.

B. J. Notwithstanding the provisions of subsection A of this section, a state association may
change the permanent location of a branch office. without applying for the approval of the
Commission. If the new location will be within a one mile radius of the old location 01 such
branch office.

2. An association shall notify the Commissioner in writing, in such form as may be
prescribed-by the Commissioner. at least sixty days before such office relocation and may
proceed with the relocation unless, within thirty days of receipt of the notice, the Commissioner
notifies the association that the relocation does not satisfy the criteria set forth in the last
sentence 01 subsection A 01 this section. in which case the association must file an application
and obtain the approval 01 the Commission in accordance with subsection A of this section.
The association shall a/so notify the Commissioner in writing that the office relocation has been
completed within ten days after the opening of the office at its new location.
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c. The provisions of subsections A and B of this section shall also apply' to foreign savings
institutions authorized to transact business in the Commonwealth.

D. The provisions 01 this section shall also apply to the relocation 01 the main office of a
state association If the association intends to accept deposits at the new location of the main
office.

§ 6.),..194..29. Remote service units.s-A. As used in this section. the following terms shall have
the meanings indicated:

"Remote service unit" or ··RSU" means an information processing device. including
associated equipment. structures and systems. by which information relating to financial
services rendered to the public is stored and transmitted. instantaneously or otherwise. to a
financial institution. Any such device not on the premises of a state association that. for
activation and account access. requires use of a machine-readable instrument and personal
security identifier in the possession and control 01 an account holder, is an RSU. The term
includes. without limitation. point-of-sale terminals. merchant-operated terminals. cash-dispensing
machines. and automated teller machines. It excludes automated teller machines on the
premises 01 a state association. unless shared with other financial institutions. An RSU shall not
be considered to be a branch office of an association.

"Personal security identifier" or "PSl" or "PIN" means any word. number. or other security'
indentifier essential lor an account holder to gain access to an account through a remote
service unit.

B. Subject to the requirements of the Electronic Funds Transfer Act (15 U.S.C. § 1693. et
seq.) and Regulation E of the Federal Reserve Board. a state association may establish or use
remote service units and participate with others in remote service unit operations on an
unrestricted geographic basis. A state association may establish a remote service unit without
prior approval of the Commission. provided that notice is given to the Commissioner in
accordance with the provisions of subsection A of § 6.1-194.26" No remote service unit may be
used to open a savings account. a demand account or establish a loan account.

C. Before permitting an account holder to use a remote service unit. the association shall
provide a personal security identifier to the account holder and require its use when accessing
a remote service unit. An association may not employ RSU access techniques that require the
account holder to disclose a PSI to another person.-

D. A state association shall not share an RSU with any financial institution or other entity
which is not insured by an agency 01 the federal government or by some other insuring agency
approved by the Commissioner.

E. A state association shall not share an RSU located in the Commonwealth with an}'
foreign savings institution. or other financial institution which is not incorporated under the
laws of the Commonwealth. unless such foreign savings institution or other financial institution
has been authorized by the Commission to conduct its business in, the Commonwealth. Nothing
herein shall be deemed to prohibit a state association from sharing an RSU with a federal
savings institution. or other federally chartered financial institution, authorized to conduct its
business in the Commonwealth.

§ 6.1-194.30. Home financial servicess-A state association may utilise any electronic
technology to provide its customers with home financial services" Any such services provided
under this section are subject to the Electronic Funds Transfer Act (15 U.S.C. § 1693. et seq.)
and Regulation E of the Federal Reserve Board. As used in this section. the term "home
financial services" means the transfer of funds or financial information. or the performance of
other transactions initiated by the customer by means 01 an electronic terminal located in such
customer's residence. such as a telephone. a computer terminal or a television set that is linked
to an association's computer by telephone or cable television lines.

§ 6.1-194.31. Suspension of business during actual or threatened emergency.s-In the event of
an actual or threatened enemy attack or civil insurrection or fire. flood. hurricane. earthquake
or other similar natural disaster. affecting the community in which a savings institution is
doing business. the offices of the savings institution thereby affected may be temporarily closed
by appropriate officers 01 the savings institution without prior approval of the board of
directors or the Commissioner.

Article 4.
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Change in Corporate Form; Conversions.

§ 6.1-194.32. Conversion from mutual to stock association.s-With the approval of the
Commissioner. and in acccordanoe with provisions of this section and regulations promulgated
hereunder. a state association which is a mutual association may convert to a stock
association. Such conversion shall be conducted in a manner equitable to all parties thereto in
the following manner: the board of directors of such mutual association shall first adopt by
two-thirds vote a conversion plan the provisions 01 which shall comply with requirements set
forth in regulations promulgated by the Commission. Such plan shall provide that holders of
savings accounts in the mutual association will be afforded the opportunity to preserve their
interest in the association's net worth by subscribing to stock. The Commissioner shall approve
any such plan of conversion if the Commissioner ascertains that such conversion will not have
an adverse effect on the stability 01 the association and that all other rules and regulations of
the Commission relating to the conversion 01 a mutual association to a stock association have
been complied with. The Commission shall adopt regulations governing the procedures to be
followed in completing the conversion once a satisfactory plan has been adopted. Such
regulations shall ensure that any association in so converting shall continue to have its
accounts insured by the Federal Savings and Loan Insurance Corporation.

§ 6.1-194.33. How state association may convert into federal savings institution.s-A state
association may convert into a federal savings institution as follows:

1. At any meeting of the members or stockholders called and held in accordance with the
Virginia Stock Corporation Act (§ 13.1-601 et seq.) or the Virginia Nonstock Corporation Act (§
13.1-801 et seq.) to consider such action, the members or stockholders, by an affirmative vote of
those holding and voting two-thirds of the votes present in person or by proxy, may resolve to
convert the association into a federal savings institution;

2. A copy of the minutes 01 the meeting duly certified by the president or vice-president
and the secretary or assistant secretary 01 the state association shall be transmitted to the
Commission;

J. Thereafter. the state association shall take such action as is necessary under federal law
to make it a federal savings institution;

4. It shall file with the Commission a certified copy of the charter issued to it by the
Federal Home Loan Bank Board, or a certificate of the Board showing the organization of the
state association as a federal savings institution, and the association shall thereupon cease to
be a state association;

5. No state association shall convert into a federal savings institution until it has been in
operation as a state association lor a period of at least live years.

§ 6.1-194.34. Effect of conversion 01 state association into federal savings institutions-When
such conversion becomes effective, the state association shall cease to be a Virginia corporation
and all its property shall by operation 01 law and without any further act or deed continue to
be vested in it under its new name as a federal savings institution and under its federal
charter. The federal savings institution shall have, hold and enjoy the same in its own right as
fully and to the same extent as the same was possessed, held and enjoyed by it as a state
association. Such federal savings institution. at the time 01 the taking effect of the conversion.
shall become and continue responsible for a/I 01 the obligations of the state association
including taxes and other liabilities created by law or incurred by it before becoming a federal
savings institution to the same extent as though the conversion had not taken place.

§ 6.1-194.35. How federal savings institution may convert into state associatiott--A federal
savings institution doing business in the Commonwealth may become a state association as
fotlows:

J. It shall take such action as will effect its dissolution as a federal savings institution on a
specified date:

2. Its directors. before its rdissolution becomes effective. shall organize a corporation under
this chapter and the Virginia Stock Corporation Act or the Virginia Nonstock Corporation Act;
and

3. The new corporation shall apply tor Q certificate of authority to do business under §
6.1-194.12.
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§ 6.1-194.36. When former federal savings institution may do business as state association»
The former federal savings institution converting to a state association shall transact no
business as a state association other than that relating to its organization until its certificate of
authority to do business has been granted and its dissolution as a federal savings institutions
has become effective.

§ 6.1-194.37. Effect of' conversion of federal savings institution into state association on
property rights. obligations. etc.s-As soon as the certificate of authority to do business has been
granted and its dissolution as a federal savings institution has become effective. all the property
of the federai savings institution shall by operation oj law and without any further act or deed.
be vested in and become the property of the state association, which shall have. hold and enjoy
the same in its own right as fully and to the same extent as the same was possessed. held or
enjoyed by the federal savings institution. The state association shall become and continue
responsible for all the obligations. duties and agreements of the federal savings institution
including taxes and other liabilities created by law or incurred by it before becoming a state
association to the same extent as though the conversion had not taken place.

§ 6.1-194.38. Conversion from stock association to bank; conversion from bank to stock
...ssociations-A. A state stock association may be converted into a bank by the amendment of
its articles of incorporation in compliance with the procedure established by Title 13.1, provided
that such conversion is approved in advance by the Commission. Prior to approving or
disapproving a conversion. the Commission shall investigate the application to convert as if it
were an application for a certificate of authority to begin a banking business. and approval
shall not be granted unless the applicant meets the standards established by § 6.1-JJ. The order
granting a certificate of authority to do a banking business shall designate the main office of
the association as the main' office of the resulting bank. and the resulting bank shall be
permitted to operate all branch offices of the association that could have been established de
novo by a bank having its .main office at such location or which were in operation for at least
five years prior to the date of the order permitting conversion. Within one year of the date of
a conversion, the resulting bank shall conform its assets and operations to the provisions of law
regulating the operation of banks. The Commission may grant such resulting bank additional
one-year periods. not to exceed a total 01 jour additional years, in which to conform its assets
and operations to the provisions of laws regulating the operation of banks.

B. A bank may be converted into a stock association by the amendment of its articles of
incorporation in compliance with the procedure established by Title 13.1 of the Code of
Virginia. provided that such conversion is approved in advance by the Commission. Prior to
approving or disapproving a conversion. the Commission shall investigate the application to
convert as 11 it were an application lor a certificate of authority to begin a savings and loan
business. and approval shall not be granted unless the applicant meets the standards established
by § 6.1-194.12. Within one year of the date of the conversion, the resulting stock association
shall conform its assets and operations to the provisions of law regulating the operation of
savings and loan associations. The Commission may grant such resulting stock association
additional one-year periods. not to. exceed a total of tour additional years. in which to conform
its assets and operations to the provisions of law regulating the operation of savings and loan
associations.

§ 6.1-194.39. Consolidation or merger.-Two or more mutual associations or two or more
stock associations may consolidate or merge. subject to the approval 01 the Commission. when
the Commission finds that the merger or consolidation will be in the public interest and in
accordance with applicable laws and regulations. The order approving the merger or
consolidation shall specify which office is to be the main office and which office or offices may
be operated as branch offices.

§ 6.1-194.40. State association or association holding company acquiring bank: association
acquired by bank or bank holding company: merger or consolidation of association and bank.
A. Notwithstanding the provisions of §§ 6.1-58.1 or 6.1-60.1. and subject to the prior approval of
the Commission. the following acquisitions. mergers. or consolidations may occur:

1. A state association may become a subsidiary of (i) a state bank or a national bank
whose main office is located within this Commonwealth or (ii) a bank holding company whose
banking subsidiaries principally conduct their operations within this Commonwealth;

2. A state bank may become a subsidiary of (i) a state association or a federal association
whose main office is located within this Commonwealth or (ii) a savings and loan holding
company whose principal place of business is located within this Commonwealth; and

3. A state association mQ.,~' merge into or consolidate with a state bank or a national bank
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whose main office is located within this Commonwealth or a state bank may merge into or
consolidate with a state association or a federal association whose main office is located within
this Commonwealth. If the resulting entity is to do business as a bank, the Commission shall
not approve the merger or consolidation unless the applicant meets the standards established by
§ 6.1-13. If the resulting entity is to do business as an association, the Commission shall not
approve the merger or consolidation unless the applicant meets the standards established by §
6.1-194.12. In either case. the order granting a certificate of authority to do business shall
designate the main office of the resulting entity. The resulting entity shall be permitted to
operate all branch offices 0/ the merging or consolidating entities that could have been
established de novo by the resulting entity or which were in operation at least five years prior
to the date of the order permitting merger or consolidation. Within one year 01 such merger or
consolidation. the resulting entity shall conform its assets and operations to the provisions of
law regulating the operation of associations if the resulting entity is operated as an association
or to the provisions of law regulating the operation of banks if the resulting entity is operated
as a bank. The Commission may grant the resulting entity additional one-year periods, not to
exceed a total 01 lour additional years, in which to conform its assets and operations as
provided herein.

B. As used in this section, the term "state bank" shall mean a bank incorporated under the
laws 0/ the Commonwealth which has its main office in the Commonwealth.

Article 5.

-... Foreign Savings Institutions.

§ 6.1-194.41. Foreign savings institutions; certificate of authority--A. A foreign savings
institution shall not transact a savings institution business in the Commonwealth unless it first
receives from the Commission a certificate 0/ authority to do so.

B. A foreign savings institution may apply to the Commission lor a certificate 01 authority
by paying the filing fee prescribed by the Commission and filing an application which shall
include:

J. A copy 01 its articles of incorporation and bylaws certified as a true copy by the public
officer having custody of the original articles and bylaws; .

2. Evidence satisfactory to the Commission that its accounts are insured by the Federal
Savings and Loan Insurance Corporation, Federal Deposit Insurance Corporation, other federal
agency, or such other insurer as is satisfactory to the Commissioner; and

3. Such other information as the Commission may require.

C. The Commission shall issue a certificate of authority to the foreign savings institution
when:

1. The Commissioner has examined the application of the institution and investigated and
determined that the institution meets the requirements of § 6.1-194.12;

2. The Commissioner has verified the financial status of the institution by conducting such
examination of its assets and its records as the Commission shall deem appropriate for the
purpose 0/ ascertaining whether they meet the requirements of this Act with regard to state
associations:

3. The Commissioner is satisfied that the institution is in sound financial condition, and that
it is conducting its business. and will conduct its business in the Commonwealth, in a manner
consistent with the laws of the Commonwealth; and

4. The Commissioner is satisfied that the laws, regulations or administrative actions of the
state or territory where the principal office of the applicant is located do not prohibit or
unfairly i"!pede a state associt;tion from transacting/ business in such state or territory.

D. In. meeting the requirements set out in paragraphs 1, 2 and J of subsection C of this
section. the Commissioner may rely on examinations, audits and other information provided by
the federal and state supervisory authorities charged with the responsibility of regulating and
supervising savings institutions in the state where the applicant's principal place of business is
located.
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E. No foreign mutual savings institution shall be authorized to transact a savings institution
business in the Commonwealth unless at least eighty percent of the deposits of such foreign
savings institution were initially deposited in offices of the savings institution located in a
geographic region consisting of the states of Alabama. Florida. Georgia. Kentuck)'. Louisiana.
Maryland. Mississippi, North Carolina. South Carolina. Tennessee. Virginia and West Virginia,
and the District of Columbia. No foreign stock savings institution shall be authorized to
conduct a savings institution business in the Commonwealth except as a result of the
acquisition of a state stock association under the provisions of Article J1 (6.1-194.96 et seq.) of
this chapter. No foreign savings institution which is a subsidiary (as defined in § 6.1-194.96) of
a savings institution holding company. shall be authorized to conduct a savings institution
busines..s in the Commonwealth unless such savings institution is a subsidiary: of a Virginia
savings institution holding company. as defined in § 6.1-194.96.

§ 6.1-194.42. When operation of foreign savings institution in the Commonwealth is
prohibiteds-When the laws. regulations or administrative actions of another state or territory of
the United States prohibit or unfairiy impede a state association from transacting business in
such state or territory. then the savings institutions of such other state or territory are
prohibited from transacting business in the Commonwealth.

§ 6.1-194.43. Applicability' of Virginia Stock and Nonstock Corporation Acts.i-Except as
otherwise provided in this Act. a foreign savings institution conducting a savings institution
business in the Commonwealth shall comply with the provisions of the Virginia Stock
Corporation Act and the Virginia Nonstoch Corporation Act governing the admission and
transaction of business by foreign corporations in the Commonwealth.

§ 6.1-194.44. Law applicable to contracts of foreign savings institutions.i-Any contract made
by a foreign savings institution with a resident of the Commonwealth or a foreign corporation
authorized to do business in the Commonwealth. shall be considered a Virginia contract. and
shall be construed according to the laws of the Commonwealth.

§ 6.1-194.45. Examination and supervision of foreign savings institutions.i-A. Each foreign
savings institution authorized to transact business in the Commonwealth shall furnish to the
Commissioner a copy of all periodic reports of examinations of the institution conducted by all
supervisory agencies which examine the institution to determine its financial soundness. Such
reports shall include. but are not limited to. the examination reports of the Federal Savings and
Loan Insurance Corporation. Such report copies shall be furnished to the Commissioner within
ten days after the institution receives the report and shall be in certified form or such other
form as is acceptable to the Commissioner. In determining whether such institution is in sound
financial condition. the Commissioner shall be entitled to rely solely on such examination
reports.

B. The Commission may enter into cooperative agreements with other supervisory
authorities for purposes 01 determining the financial soundness of the foreign savings
institutions doing business in the Commonwealth. The Commission may enter into joint actions
with other supervisory authorities having concurrent jurisdiction over foreign savings
institutions doing business in the Commonwealth or may take such actions independently to
carry out its responsibilities under this Act and assure compliance with the provisions of this
Act and the applicable financial institution laws of the Commonwealth.

§ 6.1-194.46. Revocation of certificate of authority of foreign savings institutions-A. The
Commission may revoke a certificate of authority of a foreign savings institution if:

1. The institution tails to conduct its business in the Commonwealth in a manner consistent
with the laws of the Commonwealth:

2. The affairs 01 the institution are in an unsafe condition:

3. The institution refuses to comply with the orders 01 the Commission or refuses to comply
with a request by the Commissioner to review the books and records of the institution: or

4. The institution falls to pay any fees or taxes imposed by the laws of the Commonwealth.

B. The Commission ma..v also revoke the certificate of authority of a foreign savings
institution at any time that the Commission determines that the state or territory where the
principal office of the foreign savings institution is located has enacted or amended its laws or
regulations. or taken administrative action. so as to prohibit or unfairly impede a state
association from transacting business in such state or territory.
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.9' 6'.I-I.tJ4.4i. Unapproved foreign savinus institutions.s-The Commissioner is authorized to
obtain an injunction or to take any other action necessary to prevent anv [oreiun saving»
institution from doing anv business of a savings institution in the Commonwealth without
appropriate approval.

.9' 6'.1..1.94.48. Activitie..c; which are not considered "doing business. "-For the purposes of this
Act and any other law of the Commonwealth prohibiting. limiting, regulating, charging or
taxing the doing of business in the Commonwealth by foreign savings institutions or foreign
corporations of an)' type. any federal savings institution the principal office of which is located
outside the Commonwealth. and an)' foreign savings institution which is subject to stale or
federal supervision. or both. which by law I:.... subject to periodic examination by such
supervisory authority and to a requirement of periodic audit. shall not be considered to be
doing business or to have a tax situs or nexus in or with the Commonwealth by reason of
engaging in an)' of the following activities:

1. TJ,e purchase. acquisition. inspection. appraisement, holding. sale. assignment, transfer,
collecting and enforcement of obligations or an)' interest therein secured by real estate
mortgages. deeds of trust or other similar instruments. covering real property located in the
Commonwealth. or the foreclosure of such instruments. or the acquisition 01 title to such
property by foreclosure. or otherwise. as a result of default under such instruments. or the
holding. protection. rental. maintenance and operation of said property so acquired, or the
disposition thereof.

2. The advertising or solicitation of deposit aCCOIJnts. or the making 01 any representations
with respect thereto in this Commonwealth through the media of the mail. radio. television,
magazines. newspapers or -nn.v other media which are published or circulated within the
Commonwealth. provided that such advertising, solicitation or the making of such
representations shat! be accurately descriptive of fact. and provided further. that no such
advertising, solicitation or the making of such representations shall contain any reference to
insurance or guarantee of accounts. unless the accounts of such institution are insured by the
Federal Savings and Loan Insurance Corporation or other insurer approved by the
Commissioner.

Article 6'.

Accounts.

9' 6.1-194.49. Accounts of state associationss-Notwithstanding any restriction in its articles of
incorporation limiting the number. kinds and classes of accounts that it may offer. a state
association may offer such accounts. including checking accounts. time deposit accounts and
savings accounts. as its board of directors may authorize from time to time. A state association
rna)' pay interest on such accounts at such rates and under such terms and conditions as its
board of directors may direct from time to time, subject to any restrictions and limitations
imposed by state or federal law on the payment of interest.

§ 6.1-194.50. Rules governing withdrawal.s-A. The holder 01 a savings account in an
association shall have the right to withdraw all or any part 01 his account provided that an
association shall have the right to establish the rules govering the withdrawals and may from
time to time fix the period 01 notice required to be given for withdrawal. In no event shall an
association delay or postpone the whole or partial payment of the value of any savings account
pursuant to a written withdrawal application by a savings account holder for a period
exceeding thirty days following the receipt of such application without first securing written
permission from the Commissioner.

B. The holder 01 a federal tax and loan account or note account as defined in the
regulations of the Federal Home Loan Bank Board and the United States Treasury Department
shall have the right 01 immediate withdrawal of all or any part of such account. In no event
shall an association delay or postpone the whole or partial payment of such an account
pursuant to a written application by the account holder.

/

§ 6.1-1!J4.51. Redemption.l-At any time funds are on hand for the purpose, a mutual
association shall have the right to redeem by lot or otherwise. as the board of directors may
determine. all or any part of any of its savings accounts on an earnings date by giving thirty
days' notice by certified mail addressed to each affected account holder at his last address as
recorded on the books of the association. No association shall redeem any of its savings
accounts when its liabilities exceed its assets or ",'hen it has applications lor withdrawal which
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have been on file more than thirty days and have not been reached lor payment. The
redemption price 0/ savings accounts redeemed shall be the lull value 01 the account redeemed.
as determined by the board 0/ ·directors. but in no event shall the redemption price be less than
the withdrawal value. // the a/oresaidnotice 0/ redemption has been duly given. and if on or
before the redemption date the funds necessary lor such redemption have been set aside so as
to be and continue to be available therefor. interest upon the accounts called lor redemption
shall cease to accrue from' and after the date specified as the redemption date, and all rights
with respect to such accounts shall forthwith, after such redemption date, terminate, excepting
only any right of the account holder of record to receive the redemption price without interest.
Accounts called for redemption, if unclaimed. shall be subject to the Uniform Disposition 0/
Unclaimed Property Act.

§ 6.1-194.52. Accounts of savings institutions as legal investments and as security»
Administrators, executors. custodians. conservators. guardians. trustees, and other fiduciaries of
eve')' kind and nature. insurance companies. business and manufacturing companies. banks.
trust companies. credit unions and other types of similar financial organizations. charitable.
educational. and eleemosynary funds and organizations. and all agencies. cities. counties. towns.
and other subdivisions and governmental units of the Commonwealth hereby are specifically
authorized and empowered to invest funds held by them. without any order of any court. in
accounts of savings institutions authorized to do business in the Commonwealth. Such
investments shall be deemed and held to be legal investments lor such funds. The provisions of
this section are supplemental to any' and all other laws relating to and declaring what shall be
legal investments for the persons. fiduciaries. corporations and organizations referred to in this
section.

§ 6.1-194.53. Deposits of federal taxes and United States Treasury tax and loan accounts.
Associations may serve as depositories for federal taxes and lor United States Treasury: tax and
loan deposits and may satisfy the requirements in connection therewith such as maintaining tax
and loan accounts and note accounts. as defined by regulation 0/ the Federal Home Loan Bank
Board and the United States Department of the Treasury. pledge collateral and satisfy the
requirements of the United States Treasury Department in connection with such deposits.

§ 6.1-194.54. Accounts under Federal Self-Employed Individuals Tax Retirement Act and
Federal Employee Retirement Security Act 01 1974.-A. To the extent allowed by federal law. an
insured savings institution rna}' act as trustee or custodian within the contemplation of the
Federal Self-Employed Individuals Tax Retirement Act 0/ 1962, as amended. Funds held as such
trustee or custodian may be invested in accounts of the association to the extent that the trust.
custodial or other plan does not prohibit such investment.

B. To the extent allowed by federal law. an insured savings institution rna)' act as trustee
or custodian of individual retirement accounts under the Federal Employee Retirement Security
Act of 1974. as amended. Contributions may be accepted and interest thereon retained by such
institution pursuant to forms provided by it and must be invested in accounts 01 the institution
in accordance with the terms upon which such contributions were accepted.

§ 6.1-194.55. ACCOlJnts issued in name of minor.s-A savings institution may issue accounts to
a minor as sale and absolute owner of such account. and receive deposits by or for such
owner. and Po}' withdrawals. accept pledges to the association, and act in any other manner
with respect to such accounts on the order of such minor. Any payment or delivery 0/ funds
from such account to the owner thereof. or payment of a check or other written order for
withdrawal signed by such minor owner, shall be a valid and sufficient release and discharge 0/
such institution for any payment or delivery so made. The parent or guardian of such minor
shall not in his capacity as parent or guardian have the power to withdraw or transfer funds
in any such account unless the minor has given written notice to the association to accept the
signature of such parent or guardian.

§ 6.1-194.56. Powers 0/ attorney on accounts.s-Any savings institution may continue to
recognize the authority 0/ an attorney-in-fact authorized in writing to manage or to make
withdrawals. either in whole or in part. from an)' account until it receives written notice or is
on actual notice 0/ the revocation 0/ his authority. For the purposes of this section. written
notice of death of the owner of the account shall constitute written notice of revocation of the
authority of-his attorney. Written notice of the adjudication of incompetency of an account
owner shall constitute written notice of revocation of the authority of his attorney unless under
the laws of the Commonwealth the authority of the attorney-in-fact survives such adjudication.
Payment of the account in accordance with the provisions of this section shall constitute a full
discharge and acquittance 0/ the association as to such account.

§ 6.1-1.94.57. Accounts of deceased or incompetent persons.s-A savings institution may pay'
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funds held in the account 0/ a deceased person or a person under disability to the personal
representative. committee. conservator. guardian or curator of such person upon proper proof 0/
the appointment and qualification of such fiduciary, AnJ~ savings institution making such
payment shall no longer be liable for the amount thereof to any person whomsoever. The
presentation of a dIJI)' certified letter or certificate of qualification as personal represenative or
other fiduciary shall be conclusive proof of the jurisdiction of the court issuing the same.

A savings institution which has received no written notice and is not on actual notice that
an account owner is deceased or has been adjudicated incompetent, may pay or deliver funds
held in such person 's account in accordance with the provisions of the account contract
without liability to any person whomsoever for the amounts so paid or delivered.

§' 6.1-194.58. Payment of small balances to next of kin 0/ decedent.s-When the account 01 a
deceased person upon whose estate there has been no qualification does not exceed $5.000. it
shall be lawful for a savings institution. after sixty days from the death of such person. to pay
such balance to his or her spouse. and if none. to his or her next of kin. whose receipt therefor
shall be a filii discharge and acquittance of the institution as to all persons on account of such
account. Provided. such balance or any part thereof not to exceed the amount given a priority
under the provisions of § 64.1-157 after thirty' days from the death of such person. at the
written request of the spouse. or if there is none. then of the next of kin. may be paid to the
undertaker or mortuary handling the funeral of such decedent and a receipt of the payee shall
be a full and final release of the institution.

§ 6.1-194.59. Accounts of fiduciaries-s-A savings institution may issue accounts in the name
of any administrator. executorc custodian. conservator. guardian. trustee or other fiduciary for a
named beneficial}' or beneficaries. The payment of funds from aT(V such account pursuant to a
check or other written order of withdrawal signed by the fiduciary. or delivery of funds in such
account to such fiduciary. 'or a receipt signed by any such fiduciary with regard to the
payment of funds from such account. shall be a valid and sufficient release and discharge 01
the institution for the payment or delivery so made.

§ 6.1-194.60. Savings institution need not inquire as to fiduciary funds deposited in
fiduciary's personal account.-If an)"! fiduciary or agent makes a deposit in a savings institution
to his personal credit 01 checks drawn by him upon an account in his own name as fiduciary'.
or of checks drawn by' him upon account in the name of his principal. if he is empowered to
draw checks thereto. or 01 checks payable to his principal and endorsed by him as fiduciary'.
the institution receiving such deposit shall not be bound to inquire whether the fiduciary is
committing thereby a breach of his obligation as fiduciary; and the institution is authorized to
pay the amount of the deposit or any part thereof upon the withdrawal by the fiduciary
without being liable to the principal. unless the institution receives the deposit or pays the
withdrawal with actual knowledge that the fiduciary, in making such deposit or in making such
withdrawal. L,; committing a breach 01 his obligation as fiduciary', or with knowledge of such
facts that its action in receiving the deposit or paying the withdrawal amounts to bad faith.

§ 6.1-194.61. Accounts held b..v various trustees for same beneficiary.s-Whenever trust
interests or accounts are created tor the same beneficiary. but each such interest or account is
in the name of a separate and distinct trustee. or combination' of trustees. each such trust
interest or account shall constitute a separate. distinct and valid trust entity for all purposes.

Article 7.

Real Estate Loans.

§ 6.1-194.62. Real estate loans; required investment.i-A state association may originate,
invest in. sell. purchase. service. participate. or otherwise deal in loans secured by a lien on
real estate. subject to the requirements of this Act. However. such loans which are insured.
guaranteed or made under a firm commitment to be sold. assigned or otherwise transferred to
an agency or instrumentality 01 the federal government or to a corporation organized under the
laws of the United States. including. but not limited to. the Department 01 IJousing and lJrban
Development.': the Veterans Administration. the Federal National Mortgage Association. the
Government National Mortgage Association or the Federal Home Loan Mortgage Corporation.
may be made in accordance with the requirements 01 such federal agencies. instrumentalities or
corporations. At least sixty percent of assets of a state association shall be invested in real
estate loans. For purposes 01 meeting this sixty percent requirement, an association may include
loans secured by a lien on a manufactured building or buildings. the value of securities held bv
it which represent a beneficial interest. participation interest or other similar interest in loans
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secured bv a lien on real estate, SIICh securities mav include, bill arc not limited to,
participation certificates issued bv the Federal National Mortgage Association, Government
National Mortuago Association or the Federal Home Loan Mortgage Corporation. and the value
of liquid assets equal to the minimum liquid asset requirement of the Federal Savings and Loan
Insurance Corporation, A state association may not purchase, participate in or acquire all
interest in anv real estate loan which it could not leeallv mahe. without the prior approval of
the Commissioner.

§. 6~.1-194.63. Appraisals: loan-to-value ratios.s-A. An association may make a real estate joan
only after a qualified person designated bv the association has submitted a signed appraisal 0;
the security property. except that all insured or guaranteed loan may be made on the ba..sis of
a valution of the security property furnished to the association b.v the insuring or guaranteeing
agency.

B. At the time of origination. a real estate loan mav not exceed 100 percent 0/ the
appraised lair market value of the security property. During the term of the loan. the
loan-to-value ratio mav increase above the maximum permissible percentage If the increase
results from an adjustment authorized bJ' § 6.1-194.65. In the case 01 a horne loan secured bv
borrower-occupied property. the loan balance may not exceed 125 percent of the original
appraised value of the property during the term of the loan, unless the loan contract provides
that the payment shall be adjusted at least once el:eT:\' five years. beginning no later than the
tenth year of the loan, to a level sufficient to amortize the loan at the then-existing interest
rate and loan balance for the remaining term of the loan, The 125 percent limitation shall not
apply to that portion of a loan balance that is interest received in the form of a percentage of
the appreciation in value of the security property.

§ 6.1-194.6"4. Initial repayments on real estate loans.s-Repayments on real estate loans shall
begin not later than sixty days alter the loan proceeds are disbursed. However. if such loan 1:<,'

for construction. substantial alteration. repair. or improvement of the real estate securing the
loan, repayments may ibegin not later (han sixty months after the date of the first loan
disbursement. and interest shall he payable at least semiannually until regular periodic
payments begin. In the case of a home loan where the loan proceeds are to be used for
construction. substantial alteration. repair. or improvement of the security property. repayments
must begin not later than thirty-six months after the date of first disbursement, with interest
payable at least semiannually until regular periodic payments begin.

§ 6.1-1lJ4.65. Adiustable real e..state loans.s-A state association may adiust the interest rate.
payment. balance. or term to maturity on any real estate loan as authorized bv the loan
contract. and may receive a portion of the consideration tor making a real estate ioan in the
form of a percentage of the amount by which the current market value of the property. during
the loan term or at maturity. exceeds the original appraised 'value,

§ 6.)-)94.666

• Special provisions tor home Ioans.s-The loan term of a home loan shall not
exceed forty years. with interest payable at least semiannually, except as expressly authorized
elsewhere in this Act. Payments on the loan balance. for other than nonamortized and
line-of-credit loans. shall be made in at least semiannual installments. except that loans made
on the security of farm residences and combinations of farm residences and commercial farm
real estate mOJO be repayable in annual installments. The loan may be fultv am0 rtized. partially
amortized, nonamortized. or a line-of-credit loan. The loan contract mav provide for the deferral
of principal and capitalization 01 a portion of interest. or oi all interest on loans to natural
persons secured by borrower-occupied property and on which periodic advances are being made.

§ 6.1-194.67. Dealing with successors in interests-In the case of anv investment made bv a
savings institution in a real estate loan, in the event the ownership of the real estate security
or anv part thereof becomes vested in a person other than the party or parties originallv
executing the security instruments. and provided there is not an agreement in writing to the
contrary. a savings institution may. without notice to such party or parties, deal with such
successor or successors in interest with reference to that mortgage and the debt thereby
secured in the same manner as with such party or parties. The savings institution mav forbear
to sue or rna." extend time for payment of or otherwise modify the terms of the debt secured
thereby. U'ithout discharging or in any H·a.,· affecting the original Iiability of such party or
parties thereunder or upon the debt thereby ..secured.

--
.9 6'.1-194.68. Trustees on loans secured b." deed of trusts-Anv savings institution in

connection with making loans secured bJ' deed of trust is empowered to elect a trustee, which
may be a service corporation as defined in ,~\' (j.1-1.94.:! or trustees at such times and for such
terms as '71Q.\' be prescribed bv its charter or bylaws. ~111 the rights, titles, duties and obligations
of such a trustee relating to loans secured bv deed of trust shall pass b.\' operation of laue to



his successor or successors in office. Every" right of the savings institution required to be
exercised !J.\' or through such trustee or trustees, whether it is the sale of property or some
other act or acts. shall be done. enforced and carried out by the trustee or trustees in office at
the time when such rights are exercised by or for the savings institution. All sales or
conveyances heretofore or hereafter made oy a trustee or trustees appointed in the manner
designated above shall be as valid and binding as though the sale or sales. conveyance or
conveyances had been made by the trustee or trustees named in the deed or deeds of trust. A
maiority of the trustees in office are empowered to conduct sales and make conveyances in
pursuance thereof with the same force and effect as though all the trustees had acted: and
when there are two trustees either one may act.

Article 8.

Other Loans and Investments.

§ 6.1-194.69. General investment authority.s-Subject to the powers and limitations set forth
in § 6.1-194.6'2. the assets of a state association rna}' be invested only in the following wa_vs:

1. In real and personal property necessary tor the conduct of its business and in real estate
to be held for its future accommodation. Such association may invest in an office building or
buildings and appurtenances for the transaction of such association's business. or for the
transaction of such business and for rental. No such" investment may be made without the prior
approval of the Commissioner ';'if the total amount of the investment exceeds the aggregate
amount of the association's general reserve and surplus.

2. In stock and other securities or obligations of a service corporation or corporations. Such
service corporation or corporations may charge and collect such finance charges. fees and
interest rates as are authorized to state associations. Such service corporation or corporations.
directly or indirectly. may engage in providing real estate brokerage services for property
owned by' an association owning capital stock in the service corporation. by the service
corporation. or a joint venture in which the service corporation is a participant. but not for
property owned by third parties.

3. In the purchase of real estate for the purpose of producing income or for inventory and
sale or for improvement including the erection of buildings thereon, for sale or rental purposes.
and such an association may hold. sell. lease, operate or otherwise exercise the rights of an
owner of any such property'.

4. Unless specifically authorized by the Commissioner. a state association shall not invest
more than ten percent. in the aggregate. of its assets in the investments specified in paragraphs
2 and 3 of this section. .

5. In obligations which are fully guaranteed as to principal anad interest by the United
States or the Commonwealth: in stock or obligations of any Federal Home Loan Bank or Banks;
in stock or obligations of the Federal Savings and Loan Insurance Corporation: in stock or
obligations of Federal Reserve Banks; in obligations of. or issued by. any other state, territory
or possession of the United States or political subdivision thereof. so long as such obligations
continue to hold one of the four highest national investment grade ratings: in obligations of. or
issued by. any city', town. county. district or other municipal corporation or political subdivision
of the Commonwealth, or an).' public instrumentality or public authority created by' Act of the
General Assembly. so long as such obligations continue to hold one of the four highest national
investment grade ratings; in deposits in banks lor savings and loan associations; in stock.
obligations or other instruments of the Federal National Mortgage Association. Government
National Mortgage Association. Federal Home Loan Mortgage Corporation. or an)' successor or
successors thereto; in obligations of. or guaranteed as to principal and interest by. the
Dominion of Canada or any province thereof. provided that the principal and interest of any
such obligations are payable in United States funds: in demand. time. or savings deposits.
shares or accounts, or other obligations of any financial institution the accounts of which are
insured by a federal agency or other insurer approved by the' Commissioner: in bankers'
acceptances and commercial paper which are eligible 'for purchase by Federal Reserve Banks.

6. In loans to individuals for personal. family or household purposes and loans reasonably
incident thereto. to include loans to dealers in consumer goods for purposes of financing
inventory and floor planning. Such loans may be evidenced by installment consumer paper
which is transferred to an association by an endorser or guarantor, provided that such paper
shall carry' a lull or limited endorsement or guarantee of the person. partnership. association or
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corporation transferring the same and the association shall have a certificate of a responsible
officer designated bv its board JOT that purpose stating that the responsibility of the maher 0/
such obligation has been evaluated and the association is relving primarilv upon such maher for
the payment 0/ such obligation.

i, In loans secured bv savings account..c; of the association.

8, An association mav issue credit cards, extend credit in connection therewith and
otherwise engage in or participate in credit card operations.

.9. In unsecured loans with maturity 0/ not more than six months.

if}. In personal property.. which term as used herein shall include fixrtures acquired upon the
specific request of and for lease to a customer. subject to the following limitations:

a, The rentals receivable by the association under the initial lease 0/ anv item of personal
property 'shall at least equal the cost to the association of such item 0/ personal property:

b. The association shall have a certificate of a resposible officer designated by its board tor
that purpose stating that the responsibility of the lessee has been evaluated and approved bv
such officer:

3. Upon the expiration of any lease. whether by virtue of the lease agreement or by virtue
of the retaking 0/ possession bJ' the association, such personal property shall be relet, sold or
otherwise disposed 01. or charged off within one year from the time 0/ expiration oj such lease.

",-,

11. In secured or unsecured credit to cover payment 0/ checks, drafts or other fund transfer
orders in excess of the available balance of an account on which they are drawn. provided that
such extensions of credit must be paid off within thirty days after the extension of credit is
made.

12. Unless specificality authorized bJ' the Commissioner. a state association shall not invest
more than ten percent of its assets in loans tor commercial. corporate. business or agriculturai
purposes. The percentage-of-assets limitation in this paragraph shall not apply to 01 'erdraft
loans" commercial real estate loans, loans to a service corporation the stock of which is owned
!J..\' the association, or loans to dealers in consumer goods for inventory or floor planning
financing.

13. A state association may issue commercial and standby letters of credit in conformance
with the Uniform Commercial Code or the Uniform Customs and Practice lor Documentary
Credits and may pledge collateral to secure its obligations thereunder. subject to the following
requirements:

Q, Each letter 01 credit must conspicuously state that it is a letter 0/ credit:

b. The issuer's undertaking must contain a specified expiration date or be jor a definite
term. and must be limited in amount:

c. The issurer's obligation to pay must be solelv dependent upon the presentation of
conforming documents a..s specified in the letter of credit. and not upon the factual performance
or nonperformance b.\' the parties to the underlying transaction: and

d. The account part." must have an unqualified obligation to reimburse the issuer for
payments made under the letter 0/ credit.

14. In corporate debt securities as defined in paragraph (a) 0/ subsection (1) of .\~o 8,8-102,
shares in open-end management investment companies and corporate debt securities convertible
into stock.

i5. .1"1 state association may invest in U11.\' other obligations. instruments or investments
which are specificallv approved by the Commissioner.

16'. The Commission may promulgate such rules and" regulations as mav be required to
prevent e..xcessive aggregate amounts of lending b.\· an association to any one individual or
entity.

.9 6·.1·1.<J4.70, Effect of repeal or amendment 01 statute or regulation on existing loan or
investment.i-Anv investment or loan which H'as ill compliance with the provisions 0/ this Act or



a regulation 01 the Commission in existence when SIJf?h investment or loan was made shall
remain a legal investment or loan even though the power to make such investment or loan in
the future is amended or revoked b),' regulation or by action 01 the General Assembly of
Virginia.

§ 6'.1-194.71. Limitation on Iiability of savings institutions making loans for certain purposes.
-A savings institution which makes a loan. the proceeds of which are used or may be used by
the borrower to finance "the purchase. design. manufacture. construction. repair. modification or
improvement of real or personal property for personal use. or for sale or lease to others, shall
not be held liable to such borrower or to any third persons (i) for any loss or damage
occasioned by any defect in the real or personal property' so purchased, designed. manufactured.
constructed. repaired. modified or improved. or (ii) for -any loss or damage resulting from the
failure of the borrower to use due care in the design. manufacture. construction. repair.
modification or improvement of any such real or personal property. unless such loss or damage
is a result of an action 01 the savings institution outside the scope of its business as a savings
institution, or unless the institution -has knowingly been a party to misrepresentations with
respect to such real or personal property.

§ 6.1-194.72. Perfection of certain security interests.i-When securities are solei by a savings
institution subject to an obligation of repurchase. any security interest or interest of ownership
therein may be perfected (i) as specified by Title 8.9 (§ 8.9-101 et seq.) or (ii) by' designation to
the person holding physical custody thereof (which shall include a person keeping the master
records. in case of securities identified by book entry/ only) that certain securities identified by
serial number or dollar amount are held for the benefit of third parties other than the savings
institution. who may, but need not be, identified by name: or (iii) by physical separation on the
premises 01 the savings institution in a separate drawer, compartment, or other facility. The
savings institution may. from time to time, instruct any third party holding such securities that
the previously identified securities or an amount of such securities previously identified as
pledged or belonging to third parties. have been, released from such pledge by payment of all or
part of the amount due, or have been repurchased. There shall be an identification on the
records of the savings institution of the persons who are pledgees or owners of such securities.

Article 9.

Supervision.

§ 6·.1-194.73. General supervisory' powers of Commissioner.i-The Commissioner shall have
general supervision over all state associations and foreign savings institutions transacting
business in the Commonwealth. savings institution holding companies whose principal place of
business is located in the Commonwealth, service corporations the principal offices of which are
located in the Commonwealth or which are owned or controlled by one or more state
associations. and any other persons which are subject to the provisions of this Act.

§ 6.1-194.74. Regulations of Commission.s-The Commission may adopt such regulations as it
deems appropriate to effect the purposes of this Act. Before promulgating any regulation. the
Commission shall give reasonable notice of its content and shall afford interested parties an
opportunity to present evidence and be heard. in accordance with the Rules of Practice and
Procedure of the Commission.

Regulations adopted by the Commission shall continue in effect until amended or revoked
by the Commission or by action of the General Assembly of Virginia.

§ 6.1-194.75. Regulations to permit state associations to have powers comparable to federal
savings institutions.i-The Commissioner is authorized to adopt such regulations as may be
necessary to permit state associations to have powers comparable with those of federal savings
institutions. regardless 01 any then existing statute, regulation or court decision limiting or
denying such powers to state associations. The requirement of a public hearing shall not
automatically apply to regulations promulgated under this section, but the Commission may'
have SItch hearing as It deems appropriate.

/

§ 6.1-194.76'. Publication of regulations.-The Commissioner shall publish and mail to each
state association and foreign savings institution doing business in the Commonwealth a COP}' of
all regulations of the Commission in effect pertaining to such savings institutions at such times
15 he may deem proper. .

.9 6.1-1,94.77. Statements to be furnished by Commission to directors of savings institutions»-
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The Commission shal! prepare and mahe available to each member of the board oj directors oj
ever)' state association a statement describing generallv their duties and responsibilities. The
statement shall include a brief outline oj the examining procedure emploved 0.\' the Commission.
an explanation of the distinction between an examination and an audit, and an," information
which the Commission deems necessary to apprise the directors of the necessity for all
adequate system of internal controls.

§ 6.1-194.78. State associations to furnish financial statements and reports.s-Every state
association shall furnish the Commission within thirtv days after the close of its fiscal year a
statement 01 its financial condition on forms supplied bv the Commission. In addition, el:er..\'
state association shall either maII to each 01 its members or shall publish in some newspaper
having general circulation in the county or city where its main office is located a statement in
condensed form 01 its financial condition. Such statement", shall be made and published in
accordance with forms prescribed by the Commission. certified under oath by the president or
treasurer of the association. and attested by at least three of its directors. Insofar as
practicable. the reports required by this section shall conform to those required of associations
insured bv any instrumentality of the federal government.

Every state association shall make such other reports as the Commission may from time to
time require.

§ 6.1-194.79. Examination of savings in...stitutions bv Commissioner: report of examination»-
The Commissioner shall. not less than twice during any period of three consecutive calendar
) 'ears, or at such additional times as he deems necessary. with or without previous notice,
examine each state association. A cOPJ' of the report of all examinations shall be furnished to
the savings institution and -such report shall be presented by the president or other chief
executive officer to the directors at their next meeting,

§ 0".1-194.80. Savings institution to give examiners access to books, etc.: examination 0;
directors. officers and employ..ees under oath.i-The officers. directors and employees of el'e,)'
savings institution doing business in the Commonwealth shall. upon the demand of the person
designated b.\' law to make any examination of the institution:

1. Give to such examiner filii access to a/I monev. books, papers, notes. bill.4.,' and other
evidence of debt of the savings institution:

2. Disclose fullv and truly all of its indebtedness and liability: and

3. Furnish the examiner with all information which the examiner deems necessary to a full
investigation into the affairs of the savings institution.

The Commission is empowered to ex..amine under oath any and all of the directors, officers,
clerks. and employees 01 a savings institution touching anv matter or thing connected with the
operation of the savings institution. An.\' duly authorized examiner shall have the authority to
administer oaths to the persons examined.

.9 6".1-194.81. False statements by officers or agents.i-Any officer or agent of a savings
institution who hnowingly makes a false statement 0; the condition of the institution to the
Commission shall be quilty of a Class 6 felony.

§ 6.1-194.82. Audits.i-The Commission mav require a saving..s institution doing business in the
Commonwealth to have an audit made of its books, records and methods of operation,
whenever it appears to the Commission that the s..vstem of internal controls is not adequate or
that the savings institution 1:C; engaging in dangerously unsound practices or that the financial
condition of the institution makes it necessary.

§ 6.1-1.94.83. Powers of Commission in case of nonobservance of /a1-V, noncompliance with
orders. insufficient reserves or insoivency, etc.: appointment of Federal Savings and Loan
Insurance Corporation as receiver.s-A. II the Commission finds: (1) that the laws of 'this
Commonwealth are not being fullv observed bv a savings institution doing business in the
Commonwealth: or (ii) that a savings institution is being operated in an unsafe or unsound
manner: or (iii) that the institution has failed If} complv with the lav.,1111 orders of the
Commission: or (i1 ~ that the reserve of the institution is insufficient tor the protection 01
account holders or (1') that a savings institution is. or is about to become. insolvent, it shall
give immediate notice thereof to the officers and directors of the institution. If necessary to
conserve the assets of the institution or to protect the interests of its account holders or the
public interest. the Commission mav. after reasonable notice to the institution and opportunity
for it to be heard:
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1. Close the institution for a period not exceeding sixty days. which period may be further
extended lor Q like period or periods as the Commission deems necessary:

2. Require the officers and directors of the institution to liquidate. insofar as is required. its
outstanding loans:

3. Require that all lawfui orders 01 the Commission be complied with;

4. Require the institution to make reports daily or at such other times as it may require as
to the results achieved in carrying out its orders;

5. Temporarily suspend the right of such institution to receive any further deposits:

6. Without examination. close. for such period or periods as the Commission may deem
necessary. any savings institution lacing an emergency due to withdrawal of' deposits or
otherwise. or. without closing such savings institution. grant to it the right to suspend or limit
the withdrawal of deposits. lor such period as the Commission rna}' determine: or

7. Require that the savings institution desist from those activities which have resulted in
the unsafe or unsound operation of the institution.

B. If the Commission determines that a receiver should be appointed for a savings
institution. the Commission may close the doors oi the institution. take charge 01 the books.
assets and affairs of the institution. and apply to any court in the Commonwealth having
jurisdiction to appoint receivers lor the appointment of a receiver to take charge 01 the
institution's business and assets. Proceedings tor the appointment of a receiver of a savings
institution shall not be entertained by any court except on the application of the Commission.

C. In any case where the' Commission finds that an insured savings institution is insolvent
or about to become insolvent. the Commission may seek the appointment of the Federal
Savings and Loan Insurance Corporation as receiver lor the savings institution, and the court
'11a.\' appoint the Federal Savings and Loan Insurance Corporation as such, if it finds that to do
so would be in the public interest. Upon its being appointed, the Federal Savings and Loan
Insurance Corporation shall not be required to post bond. and it shall have as receiver all those
powers afforded the Federal Deposit Insurance Corporation when it is appointed receiver
pursuant to Article 10.1 (§ 6.1-110.1 et seq.) of Chapter 2 of this title.

§ 6.1-194.84. Removal 01 director or officer: appeal: penalty for acting after removal.-A. 1.
Whenever an)' director or officer of a savings institution doing business in the Commonwealth
has hnowingly continued to violate any law relating to such savings institution or has
hnowingly continued any unsafe or unsound practice in conducting the business of such
institution after the director or officer. and the board 01 directors of the institution 01 which he
is a director or officer. have been warned in writing by the Commissioner to discontinue such
violation of law or such unsafe or unsound practice, the Commissioner shall certify the facts to
the Commission. which shall thereupon enter an order' requiring such director or officer to
appear before the Commission. within not less than ten days. to show cause why he should not
be removed from office and thereafter restrained from participating in an}' manner in the
management 01 such savings institution. Such order shall contain a brief statement 0/·the facts
certified to the Commission by the Commissioner. A COP)' of such order shall be served upon
such director or officer. and a COP}' thereof shall be sent by certified or registered mail to each
director of the savings institution affected.

2. /1. after granting the accused director or officer a reasonable opportunity to be heard. the
Commission finds that he has imowingty continued to violate any law relating to such savings
institution. or has knowingly continued any unsafe or unsound practice in conducting the
business of such institution. after he and the board of directors of the institution of which he is
a director or officer have been warned in writing by the Commissioner to discontinue such
violation of law or unsafe or unsound practice, the Commission shall enter an order removing
such director or officer from office and restraining such director or officer from 'thereafter
participating in any manner in the management of such savings institution. A COP}' of such
order shall be served upon such director or officer and upon the savings institution of which he
is a director or officer. whereupon such director or officer shall cease to be a director or officer
of such institution and shall thereafter cease to participate in any manner in the management
01 such institution.

B. An)' director or officer aggrieved by an)' order of the Commission entered under this
section removing and restraining such officer or director. and any person aggrieved b)' an}'
order of the Commission refusing to remove a director or officer from office. shall have. of



right. an appeal to the .~·/ll)re,,)e Court of Vtrumia.

C. 1'1n.\' director or officer removed and restrained under the provisions oj this .sec! ion tt 'Ii 0

thereafter participates in any manner in the management 0/ such Slll'l11J.!S in.stitution. cxccp: as
a stockholder therein, shall be quiltv of a Class 6~ felonv.

,~) 6'.1-19-1.8/;. Fees for supervision and regulation: ill 1'estiuations.s-A, For the PUT/JOSe of
defraying the expenses 0/ supervision and regulation of state associations and foreign sa i 'illj.;,~·

institutions doing business in the Commonwealth. the Commission shall. on or before JU~\' 1 oj
each year. assess againstel:ery' such savings institution fees in accordance with a schedule to
be set bv the Commission. Such schedule shall bear a reasonable relationship to total assets
and number 01 branches of various individual savings institutions and to the' costs of their
respective supervision. reguiation. and examination.

B. All lees so assessed shall be paid into the state treasury on or before JU~\' 31 following,
The Commission shall mail the assessments to each association on or before July 1 of each
year.

c. Before investigating an application for authority to establish a branch. the Commission
shall charge a fee of $1.0()O If the branch is to be located within the Commonwealth and a fee
as prescribed bv the Commission if the branch is to be located outside the Commonwealth. /1
fee of $500 shall be charged before investigating an application for authority to change the
location of an existing main office or branch office. Before inv..estigating an application fora
certificate of authority the Commission shall charge a fee of $3.500 in the case of a state
association and a fee as prescribed bv the Commission in the case of a foreign savings
institution. For investigating -an 'application for merger or consolidation, the Commission shall
charge a fee of $3.000 and shall not be entitled to an," further fees lor investigating an."
application to retain existing branches of the applying savings institution as branches of the
merged or consolidated institutions. Such fees mav be waived b.." the Commission in the CtJ,\'C of
supervisory mergers or consolidations made pursuant to .\" 6·.1-1~94.8l).

,9 6.1-1,94.86. Examination 0/ books. etc.. of persons believed to be doing business without
authority: doing business without authority a misdemeanor.s-A. The Commissioner is authorized
and directed to examine the accounts. books and papers of an." person or entity which he has
reason to believe is doing the business of a savings institution in the Commonwealth without
legal authority to do so. An.\· person having possession. custody or control 0/ such accounts.
books and papers refusing to produce such documents for examination bv the Commissioner
shall be gllllt)· of a Class 1 m isdemeanor.

B, Every person who does the business of a savings institution in the Commonwealth
without authority, and ever.\' officer and agent of a corporation doing such business without
authority who knowinglv participates therein. shall be /.fuil!.,· of a Class J misdemeanor.

.f 6.1-1.94.87. Regulation of saving..\' institution holding companies.i-A, An." person which.
directlv or indirectly.. or acting in concert with 011(1 or more other companies or with one or
more subsidiaries or affiliates, acquires, OU'llS, controls or holds with power to vote twenty-five
percent or more of the voting shares 0/ a stock savings institution. or which controls in any
manner the election of a maioritv of the directors of such institution, shall for purposes of this
chapter be deemed to be a savings institution holding company.

B, The Commission may promulgate regulations governing savings institution holding
companies doing business in the Commonwealth. includinu the activities of such companies and
their subsidiaries, An.\' savings institution holding company which does 110t have any
subsidiaries which are state associations anti which is subject to regulations adopted bv the
Federal Savings and Loan Insurance Corporation shall be deemed to be in substantial
compliance with the regulations promulgated b." the Commission if it' is in compliance with the
regulations promulgated bv the Federal Savings and !.,OGn Insurance Corporation.

c. Notwithstanding the provisions of subsection B of this section, no person. whether acting
alone or in concert with others. shall acquire ownership or control 0/ twenty-five percent or
more of the voting shares of a state stock association, or otherwise control the election of a
majority 0/ the directors of such association, without the approval of the Commission. The
Commission shall not approve the proposed acquisition unless the Commission deterlnines that
the proposed acquI:..,'itinn is in the public interest"

.¢' 6·,l-J,lJ4.<'-,>8. Jler/.!er. consolIdation or truns!(1r oj asset,<.," 0/ insolvent or li'nancia/~\' unstable
association: notice and hearin~: final order: prioritie,~': e.\-alninations of resultin~ institlltions.-/t
If the (Olnlniss/o!! linds (i) that an,\" state as...,'ociatio!1 is ill.\'o/l'ent, or that, in its opinion, the



financial stability 0/ a state association is threatened. (if) that the merger or consolidation of
such state association into another savings institution or into a bank is desirable lor the
protection 0/ the stockholders. members or depositors of such association. and that such merger
or consolidation is in the public interest. and (iii) that an emergency exists. and 1/ the board of
directors of SZLch state association approves a plan 0/ merger or consolidation of such
association into another savings institution or bank. compliance with the requirements of §§
13.1-718 or 13,,]-895 shall be dispensed with as to such state association and the approval b:r
the Commission of such plan of merger or consolidation shall be the equivalent of approval bv
the holders of more than two-thirds of the outstanding shares of such state association tor all
purposes of Article 12 (§ 13,,}-716 et seq.) of Chapter 9 0; Title 13.1 or the approval of
two-thirds of the members lor all purposes of Artie/e. 11 (§ 13.1-894 et seq.) of Chapter 10 of
Title 13.1.

B. 1/ the Commission finds (i) that a state association is insolvent. or that. in its opinion.
the financial stabilit.v of a state association is threatened. (ii) that the acquisition of the assets
and liabilities of such association by another savings institution or by a bank is in the best
interests 01 the stockholders, members or depositors of such state association, and that such
acquisition of the assets and liabilities is in the public interest. and (iii) that an emergency
exists. it may. with the consent of the board 0/ directors 0/ both institutions as to the terms
and conditions of such transfer. including the assumption of all or certain liabilities. enter an
order transferring some or all 0/ the assets and liabilities of such state association to such other
savings institution or bank and no compliance with the provisions of §§ 13.1-723 or 13.1-724 or
§§ 13.1-899 or 13.1-900 shall be required. nor shall § 13.1-730 be applicable to such transfer.

c. In the case either of such a merger. consolidation or a transfer of assets and liabilities.
the Commission shall provide that prompt notice of its findings. and plan of merger.
consolidation or transfer of -assets and liabilities. be sent to the stockholders or members 0/
record of such insolvent association or association threatened with financial instability for the
purpose of providing such shareholders or members an opportunity to challenge the findings of
the Commission and the plan of merger. consolidation or transfer 0/ assets and liabilities. The
relevant books and records of such state association shall remain intact and be made available
to such shareholders or members for a period of thirty da..vs after such notice is sent. The
Commission's findings and plan of merger. consolidation or transfer of assets and liabilities shall
become final If a hearing before the Commission is not requested by' any such shareholder or
member in a written request delivered to the Commission within fifteen days after the notice
specified by this section is sent. An}' such request for a hearing shall contain a statement of the
specific grounds for such shareholder's or member's challenge to the Commissioner's findings
and plan of merger. or consolidation or transfer 01 assets and liabilities.

D. If, alter such hearing provided in subsection C of this section. the Commission finds that
good cause has been shown for the reversal or modification of its initial findings. or for
rescission or modification of its initial plan for merger. consolidation or transfer of assets and
liabilities. the Commission shall enter its final order accordingly'. But i/o after such hearing, the
Commission affirms its original findings and plan for merger, or consolidation or transfer of
assets and liabilities. its order shall be final.

E. Notwithstanding any other provision of law. any institution resulting from a merger.
consolidation or a transfer of assets and liabilities under the provisions of this section shall
have the right to retain and operate all offices of the association so merged. consolidated or
acquired which were in operation at the time of such merger. or consolidation or acquisition.
This section shall not be construed to allow the establishment of additional branches by any
institution resulting from such merger. consolidation or transfer than would otherwise be
allowed by the laws of the Commonwealth.

F. For the purposes of this section the word "insolvent" shall mean that the current book
value of liabilities is in excess of the current book value of assets.

G. For the purposes 0/ this section. the terms "association. t" "bank." or "savings institution"
shall mean institutions incorporated or established under the laws of (1) the Commonwealth of
Virginia. (ii) the United States. (iii) any other state of the United States. (iv) a territory of the
United States. or (v) the District of COIIJmbia. which institutions' deposits are insured as
required by this title tor the issuance of a certificate of authority to do business.

H. The Commission shall authorize transactions under this section according to the
following priorities:

1. First. between financial institutions of the same type located within the Commonwealth
of Virginia:
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J. Second. between iinanciai institutions of different types located within the Commonwealth
of Virginia:

3. Third. between financial institutions of the same (\PC including depositorv institutions
located outside the Commonwealth of Virginia: and

4, Fourth. between financial institutions of different types including depository institutions
located outside the Commonwealth 01 Virginia.

I. In considering transactions involving financial institutions located outside the
Commonwealth 01 Virginia, the Commission shall give priority to plans of merger, consolidation
or asset acquisition involving financial institutions located in states adjoining the
Commonwealth ·01 Virginia or located in the District of Columbia.

J. AnJ' institution resulting from a transaction authorized by this section whose main office
is located outside of the Commonwealth of Virginia shall. as a condition oj being able to do
business in this Commonwealth. allow the Commission to ex..amine such institution from time to
time as the Commission deems necessary'. In conducting such examinations. the Commission
shall have all of the powers provided b.\· this title relating to the examination of financial
institutions.

K. The provisions of Article 5 (§ 6.1-194.41 at seq.) and Article 11 (§ 6.1-1.94.96" et seq.) oj
this chapter shall not apply to mergers. consolidations, and acquisitions authorized bv the
provisions of this section.

Article 10.

Miscellaneous.

§ 6.1-194.89. Construction of Act.-This Act, being a general act intended as a comprehensive
coverage of its subject matter. shall not be deemed to be impliedly repealed in whole or in part
by subsequent legislation not specifically repealing it If such construction can be avoided. It is
the intention 01 the General Assembly that this Act shall be Iiberall;... cons/riled /0 effect the
purposes set out herein. If an)' provision. clause. or phrase of this Act or the application
thereof to any person or circumstance is held invalid. such invalidity- shall not affect other
provisions or applications of this Act which can be given effect without the invalid provisions
or application, and to this end the provisions of this Act are declared to be separable.

§ 6.1-194.90, Application to federal and foreign savings institutions.i-The provisions of this
Act shall apply to federal savings institutions and foreign savings institutions doing business in
the Commonwealth insofar as the Commonwealth has the power to enact legislation with
regard to them,

§ 6.1-194..91. Effect of Act as to preexisting savings institutions.i-A. The powers. privileges,
duties and restrictions conferred and imposed upon any savings and loan association existing
under the laws of this State on Julv 1, 1985. are hereby abridged. enlarged or modified, as each
particular case requires. to conform to the provisions of this chapter. but nothing in this
chapter shall affect the legality 01 any investment heretofore made or transaction heretofore had
under authority of any provision of law in force when such investment u"as made or
transaction had.

B. Notwithstanding any other provision of law with respect to the rates of interest which
may be charged, an association which on September I, 1959, U/QS operating on Q share
accumulation loan plan whereby its earnings were equitably distributed to both its borrowers
and its shareholders may continue to operate upon the same plan. but no additional loans shall
be made or shares issued under such plan after July 1, 1/)74.

C. A savings institution. which prior to July 1, 1977. does not have its accounts insured bv
the Federal Savings and Loan Insurance Corporation. or bv such other insurer as mav be
approved bv the Commission. shall not thereafter l:,;sl~e any shares or accept any deposits.

§ 6.1-1,94.,92. Statement by savings institution that its accounts are insured or guaranteed:
misleading advertising.i-No savings institution shall. without the written approval of the
Commission. make any representation. oral or written. that any of its accounts are insured or
guaranteed unless such accounts are insured or guaranteed by an instrumentality of the United
States or other insurer approved by the Commission. No savings institution shall publish an)'
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misleading advertisement.

§ 6.1-194.93. False statements and similar actions prohibited.i-Whoever knowingl;..... makes or
causes to be made. directly or indirectly. or through an)' agency whatsoever. any false
statement or report. or willfully overvalues any land. property or security. tor the purpose of
influencing in any u-'aJ' the action of any savings institution upon an}' application, advance,
discount, purchase or repurchase agreement. commitment. or loan or any change or extension
of the same. by renewal. deferment of action or otherwise. or the acceptance. release of
substitution of security therefor, shall be guilty' of a Class 1 misdemeanor.

§ 6.1-194.94. Defamation 01 savings institutions and certain federal agencies prohibited»-
Whoever wittfutly and knowingly' makes. issues. circulates. transmits or causes or knowingly
permits to be made. issued. circulated. or transmitted, any statement or rumor. written. printed.
reproduced in any manner. or by' word of mouth, which is untrue in fact and is directly or by
inference false. malicious in that it is calculated to injure reputation or business. ·or derogatory'
to the financial condition or standing of any savings institution, Federal Home Loan Bank, the
Federal Home Loan Bank Board. or the Federal Savings and Loan Insurance Corporation. shall
be guilty of a Class 2 misdemeanor.

§ 6.1-194.95. Prohibitions on conduct of savings institution business: use of certain terms
prohibited: exceptions: penalty--A. No person shall engage in the savings institution business in
the Commonwealth except entities which are state associations, federal savings institutions or
foreign savings institutions which have been authorized to transact a savings institution
business in the Commonwealthipursuant to the provisions of Article 5 (§ 6.1"194.41 et seq.) of
this chapter. However, nothing in this chapter shall prevent any person who is not authorized
to engage in the savings institution business from lending money on real estate or personal
security or co/lateral. or from guaranteeing the payment of bonds, notes. bills or other
obligations. or from purchasing or selling stocks and bonds. so long as such person does not
hold himself out as being engaged in the savings institution business.

B. No person not engaged in the business of a saving institution in the Commonwealth
under the provisions 01 this Act shall use any sign having thereon any assumed or corporate
name containing the words "savings and loan," "building and loan." "savings bank." or other
words indicating that its office is the office of a savings institution; nor shall any such person
use or circulate any written or printed material having thereon any assumed or corporate name
or word or words indicating that the business of such person is that of a savings institution.
However. the use of any 01 these terms in the name of any other corporation or in connection
with an)' other business is not prohibited when additional words show clearly and definitely'
that the corporation is not. and that the business is not that of. a savings institution.

C. A1IJ' person violating the provisions of this section shall be guilt}' 01 a Class 1
misdemeanor.

D. The provisions of this section as to the use 01 a corporate name shall not apply' to any
industrial loan association which was authorized to do business in this Commonwealth on
January' 1. 1960. and which on that date had the words "savings and loan" or "building and
loan" as part of its corporate name.

Article 11.

Acquisitions b:v Out-of-State Savings Institution or

Out-of-State Savings Institution Holding Companies.

§ 6.1-194.96. Definitions.s-As used in this article and in Article 5 (§ 6.1-194.41 et seq.) 01 this
chapter, unless a different meaning is required by the context. the following words or phrases
shall have the following meanings:

·'Acquire" means:

1. The merger or consolidation 01 one stock savings institution with another stock savings
institution or 01 a savings institution holding company with another savings institution holding
company:

2. The acquisition by a savings institution holding company or savings institution of direct
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or indirect ownership or control 0/ voting shares 01 another savings institution holding company
or a savings institution. 1/ after such acquisition, the savings institution holding company or
saving..s institution making the acquisition H'ill directly or indirectly Oli,'n or control more than
twentv-five percent of 011.\' class of 1'otinu shares of the other savings institution holding
company or savings institution:

3. The direct or indirect acquisition by a savings institution holding company or bv a
savings institution of all or substantially all of the assets of another savings institution holding
company or of another savings institution:

4. An\' other action that would result in direct or indirect control bv a savings institution
holding company or by a savings institution 01 another savings institution holding company or
another savings institution.

"Savings institution 00 shall hal yj the same meaning as set forth in § 6.1-194.2.

"Savings institution holding company" shall have the same meaning as set forth in
subsection A of .9 6.1-194.87.

"Principal place 01 business of a savings institution" shall be the state in which the largest
amount of the deposits of the savings insitution is located at the end of the last calendar year.

"Principal place of business of a savings institution holding company' shall be the state in
which the largest amount of the deposits 01 the holding companys subsidiaries is located as 01
the end of the last calendar year.

"Region" means the ..states of Alabama. Florida. Georgia. Kentucky. Louisiana. Maryland.
Mississippi. North Carolina. South Carolina. Tennessee. Virginia and West Virginia. and the
District of Columbia (which' for the purposes 01 this article shall be considered a state).

"Regional savings institution 00 means a savings institution

1. That is organized under the laws of The United States or oj one of the states ill the
region other than Virginia: and

J. At least eighty percent 01 whose deposits u'ere initially deposited in offices located in
states within the region.

"Regional savings institution holding company means a savings institution holding
company:

1. That has its principal place of business in a state within the region other than Virginia:

2. Whose financial institution subsidiaries located outside the region hold not greater than
twenty percent of the total deposits held by all of its financial institution subsidiarie...s: and

30 That is not controlled bv a savings institution holding company other than a regional
savings institution holding company '.

"Subsidiar.v" with respect to {J savings institution holding company means:

1. .t1n.\' company twenty-five percent or more of whasc voting shares (excluding shares
owned by the United States or bv any company whollv owned bv the United ..States) is directly
or indirectiy owned or controlled bv such savings institution holding company, or 1:<; held by it
with power to vote: -

2. An.\· company the election 01 a maioritv of whose directors is controlled in any manner
by such savings institution holding company: or

3. An." company with respect 10 the management or policies oj which such savings
institution holding company has the power. directlv or indirectly. to exercise a controlling
influence. as determined !J.\' the Commission. after notice and opportunity for hearing,

"Virginia savings institution' means a savings institution thai:

J. Is organized under the laws of this Commonwealth or of the United Slates: and

? Has deposit-tuhing offices located only in this Commonwealth.



"Virginia savings institution holding company" means a savings institution holding company:

1. That has its principal place of business in this Commonwealth:

2. Whose financial institution subsidiaries located outside the region hold not greater than
twenty percent of the total deposits held by all of its financial institution subsidiaries: and

3. That is not controlled by a savings institution holding company other than a Virginia
savings institution holding company.

§ 6.1-194.97. Acquisitions by a regional savings institution holding company.i-A. An.\' regional
savings institution holding company that does not have a Virginia savings institution subsidiary.
except as acquired in the regular course of securing or collecting a. debt previously contracted
in good faith. may acquire a Virginia savings institution holding company or a Virginia savings
institution with the approval 01 the Commission. A regional savings institution holding company
shall submit to the Commission un application for approval of such acquisition. which
application shall be approved in the event:

1. The Commission determines that the laws of the state in which the regional savings
institution holding company making the acquisition has its principal place of business do not
prohibit or unfairiy impede a Virginia savings institution holding compan_v meeting the criteria
in this article from acquiring savings institutions or savings institution holding companies in
that state:

2. The Commission determines that the laws of the state in which the ~ regional savings
institution holding company making the acquisition has its principal place of business permits
such regional savings institution holding company to be acquired by the Virginia savings
institution holding compan..v or Virginia savings institution sought to be acquired. For purposes
01 this subsection. a Virginia savings institution shall be treated as if it were a Virginia savings
institution holding company:

3. The Commission determines either that the Virginia savings institution sought to be
acquired has been in existence and continuously operating for more than five years or that all
01 the savings institution subsidiaries of the Virginia savings institution holding company sought
to be acquired have been in existence and continuously operating for more than five years. The
Commission may approve the acquisition by a regional savings institution holding company 01
all or substantially all 01 the shares of a savings institution organized soiely for the purpose of
facilitating the acquisition of a savings institution that has been in existence and continuously
operating as a savings institution for more than five years: and

4. The Commission makes the acquisition subject to any conditions. restrictions.
requirements or other limitations that would apply to the acquisition by a Virginia savings
institution holding compan..v of a savings institution or savings institution holding company in
the state where the regional savings institution holding compan..v making the acquisition has its
principal place of business but that would not apply to the acquisition of a savings institution
or savings institution holding company in such state b)' a savings institution holding company
all the savings institution subsidiaries 0/ which are located in that state.

B. A regional savings institution holding company that has a Virginia savings institution
subsidiary. except a..~ acquired in the regular course 01 securing or collecting a debt previousiy,
contracted in good faith. may acquire an)' Virginia savings institution or Virginia savings
institution holding company with the approval of the Commission. The regional savings
institution holding company shall submit to the Commission an application tor approval of such
acquisition. which application shall be approved in the event:

1. The Commission determines either that the Virginia savings institition sought to be
acquired has been in existence and continuously operating tor more than five years or that all
of the savings institution subsidiaries 01 the Virginia savings institution holding company sought
to be acquired have been in existence and continuously operating for more than five years.

The Commission may approve the acquisition by a regional savings institution holding
company o/'·af/ or substantially all 0/ the shares ofthe savings institution organized solelv for
the purpose 01 facilitating the acquisition of a savings institution that has been in existence and
continuously operating as a savings institution for more than five years; and

2. The Commission makes the acquisition subject to any conditions. restrictions.
requirements or other limitations that would apply to the acquisiton by a Virginia savings
institution holding company or a savings institution or a savings institution holding company in
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the stale where liz" regional savings institution holding company mahing the acquisition ha...,. its
principal place of business but that would not apply to the acquisition of U savings institution
or a savings institution holding company in such state bv a savings institution holding company
all the savings institution subsidiaries of which are located in that state.

.§' 6'.1-1/)4..98, Acquisition..s bv a regional savings institution.i-A. An." regiona! savings
institution may acquire a Virginia savings institution holding company or a Virginia SG1'11lj!S

institution with the approval 0/ the Commission. A regional savings institution shall submit to
the Commission an application for approval of such acquisition. which application shall be
approved in the event:

1. Tile Commission determines that the laws oj the state in which the regionai savings
institution making the acquisition has its principal place of business do not prohibit or unfairlv
impede a Virginia savings institution meeting the criteria in this acticle from acquiring savings
institutions or saving institution holding companies in that state:

2. The Commission determines that the laws 01 the state in which the regional savings
institution making the acquisition has its principal .place of business permits such repional
savings institution to be acquired bv the Virginia savings institution holding company or
Virginia savings institution sought to be acquired:

3. The Commission determines that the Virginia savings institution sought to be acquired
has been in existence and continuously operating for more than five (5) years. The Commission
may approve the acquisition by a regional savings institution of all or substantially all 0/ the
shares of a savings institution organized solely lor the purpose of facilitating the acquisition oj
a savings institution that .has .been in existence and continuously operating as a savings
institution for more than five (5) years: and

4. The Commission' makes the acquisition subject to any conditions. restrictions.
requirements or other limitations that would apply to the acquisition bv a Virginia savings
institution 01 a savings institution or savings institution holding company in the state where the
regional savings institution making the acquisition has its principal place 0/ business but that
would not apply to the acquisition of a savings institution or savings institution holding
company in such state bv a savings institution located in that state.

B. A regional savings institution that has previously acquired a Virg(nia savings institution
may acquire anv additional Virginia savings institution or Virginia savings institution holding
company with the approval of the Commission. The regional savings institution shall submit to
the Commission an application lor approval 0/ such acquisition. which application shall be
approved in the event:

1. The Commission determines that the Virginia savings institution sought to be acquired
has been in existence and continuously operating for more than live (5) years. The Commission
may approve the acquisition by a. regional savings institution 01 all or substantially all of the
shares of a savings institution organized sotely for the purpose of facilitating the acquisition 0/
a saving institution that has been in existence and continuously operating as a savings
institution lor "lore than five (5) years: and

2, The Commission mahes the acquisition subiect to an." conditions. restrictions,
requirements or other limitations that would applv , to the acquisition bv a Virginia savings
institution of a savings institution or a savings institution holding company in the state where
the regional savings institution making the acquisition has its principal place 01 business but
that would not apply to the acquisition of a savings institution or a savings institution holding
company in such state by a savings institution located in that state.

§ 6.1-194..9.9. Same: investigation of application: prescribed investigation period: shortening,
lengthening or waiving of period: hearing: appeals-s-A. For ninety days fotlowinu receipt 01 a
complete application under ,9.9 6'.1-194..97 or .9 6.1-1.94..98, the Commission shall be empowered to
conduct an investigation tor the purpose of determining whether:

1. The proposed acquisition would be de I rimellta! to the safety and soundness of the
applicant or the Virginia savings institution or Virginia savings institution holding company
which theupplicant seeks to acquire or control: ./

2. The applicant, its directors and officers, if applicable, and an.v proposed new directors
and officers, 0/ the Virginia savings institution or Virginia savings institution holding company
which the applicant seeks to acquire. are qualified by character, experience and financial
responsibilitv to control and operate a Virginia savings institution or Virginia savings institution



holding company:

3. The proposed acquisition would be prejudicial to the interests of the depositors. creditors.
beneficiaries of fiduciary aCCOIJnts or shareholders of the Virginia savings institution holding
company or anv Virginia savings institution which the application seeks to acquire or control:
and

4. The acquisition is in the public interest.

B. 1. The ninety-day investigation period may be shortened or waived by the Commission.
as it deems appropriate. if the Commission finds that it must act immediately in order to
prevent the probable failure of a Virginia savings institution involved.

2. The ninetv-day investigation period may be extended If the Commission determines that
the applicant has not furnished all .the information necessary to make the determination under
§9" 6.1-194.97 or 6.1-194.98 or that the in/ormation submitted is substantially' inaccurate or
misleading.

C. Within the prescribed investigation period. or an}' extension thereof. and upon request of
the applicant or the Virginia savings institution or Virginia savings institution holding company
which the applicant seeks to acquire or control . or upon its own motion. the Commission may
order a hearing concerning the proposed acquisition.

D. Within the prescribed investigation period. or an}' extension thereof. .. the Commission. b)'
giving written notice 01 its decision and the reasons therefor to the applicant and to the
Virginia savings institution or Virginia savings institution holding company which the applicant
seeks to acquire or control , may: (1) approve the application, (ii} disapprove the application. or
(iii) impose such conditions on the acquisition. as the Commission may deem advisable to effect
the purpose 0/ this article.

E. An.v party in interest aggrieved by any decision 01 the Commission may. as a matter of
right, appeal to the Supreme Court 01 Virginia in the manner provided b)' law.

§ 6.1-194.100. Exceptions--A Virginia savings institution holding company', a Virginia savings
institution. a regional savings institution holding ompany. or a regional savings institution may
acquire or control, and shall not cease to be a Virginia savings. institution holding company, a
Virginia savings institution. a regional savings institution holding company. or a regional
savings institution. as the case rna..v be, by virtue of its acquisition or control 0/ a savings
institution having offices in a state not within the region. if such savings institution has been
acquired in the regular course of securing or collecting a debt previously contracted in good
faith. and if the savings institution or savings institution holding company divests the securities
or assets acquired within tu'o years of the date 01 acquisition. A Virginia savings institution. a
Virginia savings institution holding company. a regional savings institution holding company', or
a regional savings institution may retain these interests lor up to three additional periods of
one year each if the Commission determines that the required divestiture would create undue
financial difficulties tor that savings institution or savings institution holding company.

§ 6.1-194.101. Prohibitions--A. Except as expressly permitted by federal law. or by §
6.1-194.88. no savings institution holding company that is neither a Virginia savings institution
holding company nor a regional savings institution holding company and no stock savings
institution which is neither a regional savings institution nor a Virginia savings institution shall
acquire a Virginia savings institution holding company or a Virginia savings institution.

B. E..xcept as required bJ' federal law. a Virginia savings institution holding company or a
regional savings institution holding company that ceases to be a Virginia savings institution
holding company or a regional savings institution holding company' shall. as soon as practicable
and. in all events. within one year after such event. divest itself of control of all Virginia
savings institution holding companies and all Virginia savings institutions. Such divestiture shall
not be required if the Virginia savings institution holding company or the regional savings
institution holding company ceases to be a Virginia savings institution holding company or a
regional savings institution holding company. as the case may be. because of an increase in the
deposits held by savings institution subsidiaries not located within the region and If such
increase is not the result of the acquisition of a savings institution or savings institution
holding company.

§ 6.1-194.102. Applicable law..s. rules and regulations.i-A. AnJ· Virginia savings institution that
is controlled by a savings institution holding company that is not a Virginia savings institution
holding company shall be subject to all laws of this Commonwelath and all rules and
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regulations under such laws that are applicable to Virginia savings institutions controlled !J.'"
Virginia savings institution holding companies.

B. The Commission shall promulgate SItch rules and regulations. including the imposition of
a reasonable application and administration fee, as it finds necessary to implement and effect
the provisions of this article.

9' 6".1-194.103. Periodic reports: interstate agreements.s-The Commission shall have the
authority to examine such regional savings institution holding companies owning a Virginia
savings institution and each of its Virginia or non-Virginia savings institution subsidiarie..s and
shall require reports under oath in such scope and detail of each regional savings institution
holding company subject to this chapter for the purpose of assuring continuing compliance with
the provisions of this chapter.

The Commission may enter into cooperative agreements with other regulatory authorities
for the periodic examination of any, regional savings institution holding company or anv affiliate
that has a Virginia savings institution subsidiary' and may accept reports of examination and
other records from such authorities in lieu of conducting its OlA/n examinations. The Commission
may enter into joint actions u..ith other regulatory authorities having concurrent iurisdiction
over any regional savings institution holding company that has a Virginia savings institution
subsidiary' or may take such actions independently to carry: out its responsibilities under this
chapter. assure the safety ':'and soundness of any Virginia savings institution. and assure
compliance with the provisions of this chapter and the applicable savings institution laws of
this Commonwealth.

,9 6.1-194.104. Enforcements-The Commission shall have the samo powers to enforce the
provisions of this article as those granted under Article ,9 (Q 6".1-194.73 et seq.) of this chapter.

§ 6.1-194.105. Notice 01 intent to acquire out-of-state savings institutiori--A Virginia savings
institution. a Virginia savings institution holding company or a regional savings institution
holding company owning subsidiaries which conduct a savings institution business in the
Commonwealth shall tile with the Commission notice of its intention to acquire a savings
institution outside Virginia, together with such information as the Commission may request. The
Commission shall within thirty days or an extended period. not exceeding fifteen days.
disapprove such acquistion If it determines that the acquisition could affect detrimentally the
safety or soundness of the Virginia savings institution or a Virginia savings institution
subsidiary of the same savings institution holding company. The Commission may approve such
acquisition prior to the expiration of the thirty-day period If it determines that the acquisition
will not affect detrimentally the safety or soundness of such Virginia savings institution.

§ 6.1-194.106. Nonseverability.s-It is the purpose 01 this article to facilitate orderly
development of savings institution organizations that have savings institution offices in more
than one state within the region. It is not the purpose 01 this article to authorize acquisitions
of Virginia savings institution holding companies or Virginia savings institutions !J..\' savings
institutions or savings institution holding companies that do not have their principal place 01
business in this Commonwealth on an)" basis other than as expressly provided in this article.
Therefore, notwithstanding the provisions of 49 6.1-1.94,89. If an)' portion of this article pertaining
to the terms and conditions for and limitations upon acquisition of Virginia savings institution
holding companies and Virginia savings institutions bv savings institutions and savings
institution holding companies that do not have their principal place of business in, this
Commonwealth is determined to be invalid for any reason by a final non-appealable order of
any Virginia or federal court of competent iurisdiction. then this article shall be void and of no
further effect from the effective date of such order. However. any transaction that has been
lau1111~\' consummated pursuant to this article prior to a determination of invalidity shall be
unaffected bv such determination.

2. That Chapter 3.1 of Title 6.1 of the Code of Virginia. consisting of sections numbered 6.1-195.1
through 6.1-195.76, is repealed.
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INTERSTATE BA.~I.G

Walter Ayers, Executive Vice President
Virginia Bankers Association

Introduction

Interstate banking is a phenomenon that is fast exploding
around us. This pa"per reviews some of those developments.
Specifically, the paper will discuss inroads that have already
been ma~e, legislation being considered by the U.S. Congress,
constitutional implications, developments in other states, and
possible alternatives for Virginia.

Already Existing Inroads

.....
At least part of the impetus for interstate banking has

occurred because of the opportunity that already exists for
certain types of interstate operations. Diversified firms like
Merrill Lynch, Sears, Prudential, American Express and others
that operate on an interstate basis, are already offering
bank-type services. Some are advertising "complete financial
centers" that can deposit one's money in a savings type invest
ment, offer checkwriting privileges, make loans, provide
securities and real estate brokerage services, and meet one's
insurance needs, all at one location. And ~hey operate on an
inter8ta~e basis in direct competition with banks, but unfettered
by the restrictions imposed on banks.

At the same time, some traditional banks have taken ad
vantage of loopholes in existing laws, grandfather arrangements,·
and/or intended provisions of.state or federal laws to set up
interstate-type operations. Interstate loan orginzation offices
and ATM networks are but one example. North Carolina National
Bank's presence in Florida is an example of the kind of full
service interstate bank operations that have occurred under
grandfather provisions of some state laws. Another example has
been the success of Citicorp, through the failing institution's
provisions of law, to purchase large 8&Ls in California, ~llinois

and Florida. Citicorp has also moved to establish industrial
banks under existing provisions of law in Kentucky and Tennessee.

More recently, and following a decision by the Fed to permit
u. S. Trust Corporation of New York to convert its Florida trust
office .to a consumer bank, some 280 applications have been filed
to establish "consumer banks" or "nonbank banks" on an interstate
basis.__ Generally speaking, a c e n s u me r bank will take deposits
and make consumer loans. The operation is not a bank in the
legal sense because the Bank Holding Company Act says a bank is
not a bank unless it offers both demand accounts and makes
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commercial loans. Thus, a consumer bank or nonbank bank skirts
the law against interstate banking. Among the out-oi-state banks
applying to locate in Virginia are Citicorp, NCNB, First Union,
Mellon, Chase, Chemical, First Railroad and Banking Co. and
Security Pacific of Los Angeles.

Some would conclude, then, that interstate banking already
exists, and that we should free banks to compete on the same
interestate basis already available to the nonbank banks and
other diversified forms. Others would argue that it is still not
too late to close the door on the nonbank banks, divest non
banking institutions )0£ their bank type services, restrict
further interstate expansion of existing banks, and continue to
maintain the integriFY of state lines.

Developments in other States

The 1 e g i s 1 a t ~ e s 0 f Flo r i'd a, Ge 0 r g i a, S 0 ~ the a r 0 1 ina ,
Kentucky, Connecticut, Massachusetts, Rhode Island, Utah, New
York. Maine and Al.aska have enacted interstate banking statutes.
New York authorizes out-of-state bank holding companies or
subsidiaries ~o acquire in~state financial institutions if
reciprocal rights are granted by the other state. Maine and
Alaska simply allow out-of-state banks to locate in their states.
Kentucky authorizes operations with contiguous states for two
years, then expands to nationwide. Georgia authorizes interstate
operations on a reciprocal basis with other southern states.
South Carolina and Florida authorize a rec1procal arrangement
with other southern states, plus Maryland and District of
Columbia. Connecticut. Massachusetts, and Rhode Island allow a
bank holding company or subsidiary located in one of the New
England states to acquire a bank in their· states on a reciprocal
basis. The Rhode Island provision limiting reciprocity to other
New England states expires on July 1, 1986. The Utah measure
creates a western region, but excludes California.

Other states are considering legislation. A Legislative
Study Committee has recommended a regional reciprocal. bill in
North Carolina. A regional reciprocal bill has been prefiled in
Maryland. One is expected to be introduced in the District of
Columbia in July. A proposed bill bas been drafted in New
Jersey.

The attached chart shows the states covered by the bills
that have been passed or proposed.
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INTERSTATE BANKING BILLS PASSED OR PROPOSED

Florida
Enacted
Effective
7/1/85 (1)

Georgia
Enacted
Effective
7/1/85 (2)

South Carolina
Enacted
Effective
1/1/86 (3)

Kentucky
Enacted
Effective
1984 (4)

Propored
North Carolina

Proposed
D.C.

Proposed
Maryland

Proposed
New Jersey

Alabama
Arkansas
Florida
Georgia

Louisiana
Maryland
Mississippi
N. Carolina

- S. Carolina
,~

Tennessee
yir&inia
W. Virginia
D. C.

13 Total

Alabama

Florida
Georgia
Kentucky
Louisiana

Mississippi
N. Carolina
S Carolina
Tennessee
Yirgini.

10 Total

Alabama
Arkansas
Florida
Georgia
Kentucky
Louisiana
Maryland
Mississippi
N. Carolina
s. Carolina
Tennessee
Yirainia
w. Virginia
D. C.

14 Total

Kentucky

Ursinia
w. Virginia
D. C.

Ohio
Missouri
Indiana
Illinois

8 Total

Alabama
Arkansas
Florida
Georgia
Kentucky
Louisiana
Maryland
Mississippi
N. Carolina
S. Carolina
Tennessee
YiBini,
w. Virginia
D. C.

14 Total

Alabama

Florida
· ~: Georgia

Louisiana
-Maryland
Mississippi
N. Carolina
S. Carolina
Tennessee
liqUia
w. Virginia
D. C.

12 Total

Alabama
Arkansas
Florida
Georgia
Kentucky
Louisiana
Maryland
Mississippi
N. Carolina
s. Carolina
Tennessee
YiaiAia
w. Virginia
D. C.

Penn.
Delaware

16 Total

Maryland

Vir&inia
w. Virginia
D. C.
New Jersey
Penn.
Delaware
Ohio

8 Total

(1) Effective Jan. I, 1985 if states having 20% or more of deposits in region. excluding Florida, enact similar
legislation prior to January 1, 1985
(2) (Effective Jan. I, 1985 if two conti~uous states enact similar legislation prior to Jan. I, 1985)
(3) Includes S&L's and/or credit unions
(4) The contiguous state provision expires after 2 years/bill would then be national in scope



Massachusetts : Connecticut Rhode Island Utah Ney York Maine Alaska
Effective 7/83 Effective 1983 Effective 1983 Effective Effective 1982 Effective 1983 Effective 1982

3/14/84
(3) (3) (4) (3) (3)

Connecticut Connecticut Connecticut Alaska National National National
Maine Maine Maine Arizona Reciproca.l
Massachusetts Massachusetts Massachusetts Colorado s .

New Hampshire New Hampshsire New Hampshsire Idaho "

Rhode Island Rhode Island Rbode Island Montana
Vermont Vermont Vermont Hawaii

Nevada
.-. New Mexico
W Oregon

Utah
Washington
Wyoming

-
6 Total 6 Total 6 Total 12 Total

(3) Includes S&L's and/or credit unions
(4) The New England'limitation expires on July 1,1986



Legislation Pending 1n Congress

In addition to state level initiatives, legislation is also
pending at the national level.

Congressman Fauntleroy has' introduced a bill that would
create an experimental region consisting of Virginia, Maryland,
and the District of Columbia. Senator D'Amato, on the other
hand, has introduced a bill that would allow bank holdiong com
panies to acquire or set up one bank in each of two states each
year for five years, so that a bank holding company could expand
into ten states within five years. After five years, the
existing prohibition on the interstate acquisitions of banks by
bank holding companies, contained in the Douglas amendment to the
Bank "Holding Company Act, would be repealed.

Senator Garn has introduced an omnibus bill that deals with
many aspects of banking and banking powers. One provision of
that bill would give congressional sanction to regional inter
state compacts v cLu n t a r a Ly entered into by states. Senator
Mattingly has also introduced a bill to sanction the regional
approach. Generally, these bills are perceived as resolving the
constitutional questions that have been raised.

Constitutional Implipations

A potential cloud still hangs over the regional approach to
interstate banking. Citicorp has challenged the cons~itutional

ity of the New England reciprocal region. The basis of the Citi
corp challenge is that once a state determines to allow out-of
state banks from certain ·states to operate within its boundaries,
it must allow all states to operate to be in keeping with the
Commerce Clause of the Constitution.

In sbort, whether or not regional arrangements are, in fact,
constitutional is yet to be finally determined. The decisions of
the courts and possible Congressional action will ultimately be
the key in answering the question.

Alternatives for Virginia

It would appear that Virginia has four principal alterna
tives as relates to interstate banking. Virginia could:

1. take no position

2. oppose interstate banking

3. adopt national or national reciprocal
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4. adopt regional or regional reciprocal

Take no position

Virginia could simply let "nature take its course." Under
this scenario, whether or not Virginia ultimately became a partic
ipant in interstate banking would be determined by marketplace re
sponse to existing regulatory loopholes and. imprecise regula
tions, and by whatever action the Congress and various regula
tory agencies might take.)

Oppose interstate banking

Virginia could oppose interstate banking, on the assumption
that there is still ample opportunity for banking within
Virginia, and that interstate banking can yet be stopped. Under
this scenario, both state and federal laws would probably need
amendment to insure ~hat no loopholes exist and to ~eal with the
issues of the nonbank financial institutions.

Adopt national or national reciprocal

Virginia could allow interstate banking on a national basis.
That is, Virginia could permit any bank from any state to locate
in Virginia. Or, Virginia could include a reciprocal provision
that would only allow an out-of-state bank to locate in Virginia
if the state in which such a bank was domiciled allowed Virginia
banks to locate in that state. The argument might be made that
Virginia banks would have a higher sale value in a national arena

,than in ~ regional arena--that stockholders would be better
served. The validity of this argument may depond upon the number
of states that finally pass national reciprocal legislation.
Currently, only three states have passed national bills.

Adopt regional or regional reciprocal

Virginia could allow interstate banking on a regional basis.
As with the national approach, a reciprocal provision could' be in
cluded •.A decision to support regional interstate banking, how
ever, would have to include a subsequent decision on the config
uration of the region. Among the alternatives that might be
considered are:

1. Virginia, Maryland and D.C.

2. Virignia, Maryland, D.C., West Virginia, Kentucky and
Tennessee.

3. Any contiguous states.

4. Virginia and all of the states in Federal Reserve
Districts fi~e and six. (Florida, Tennessee,
Mississippi, Alabama, Georgia, South Carolina, North
Carolina, Virginia, West Virginia, District of Columbia,
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Maryland)

5. Any variation of the above and/or trigger dates bringing
in additional states.

Different regions appear to have different perceived advant
ages to different people. In any event, the principal argument
for a regional approach would be that Virginia banks might then
have an opportunity to be the surviving purchaser in a merger sit
uation, or at a minimum, have the opportunity to merge with an
equal. Under a national arrangement, on the other hand, big
money center banks could potentially take over even Virginia's
largest banking institutions.

And, of .course, the Commonwealth must decide whether or not
it will treat banks,. S&L's and credit unions the same en the
interstate question or adopt separate laws or approaches for
each.

Summary

The decisioDs to be' made are as complex as they are
important in terms of the future structure of Virginia's finan
cial institutions. The issue deserves the very best study and
consideration that can be given it.
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INTERSTATE BANKING
~QlliID~~~iQn~~L_Yi~ini~

This paper h a s been prepared by the Virqinia Bankers
Association to summarize, as briefly and obJectively as ~os

sible, current a nte r st.e t e banking issues and to r e comme nd a
legislative course of action Ior Virginia.

The McFadden Act and the Douglas Amendment to the Bank
Holding Company Act nave restricted banks and bank holding
companies from establishing deposit-taking facilities
outside their headquarters states without tile specific leg
islative approval of states being entered. Duriny the past
three years, states in various parts of the country have
been moving aggressively to remove these g~o9raphic limita
tions (see attachment A). In most cases, such as New
~ngland and the. Southeast, the approach being adopted is
reg i 0 na 1 and r e c i procal . inna t u r e • Duri n 9 the pas t six
mon t h s the de v e Lopm e n t s in the Southeast n ev e be e n rapid.
~... lor ida, Ge 0 r q i a , Nor the a r 0 1 ina, Sou t 11 Car 01 Ln a" and
Kentucky have adopted re~ional interstate banking bills
which permit interstate combinations by July I. 1985, (in
Kentucky, July 13~ 1984). A bill has been prefil~d in the
Maryland legislature, and a proposed bill is under review by
a District of Columbia Committee appointed by the D.C.
Mayor.

These legislative changes already have resulted in an
nounced me r qe r s in New England and one announced mer qe r i-n
the South, Sun Bank in Florida a nd Trust Bank of Georyia.
Another is being discussed, Southeast Bank in Miami and
l:'irst Atlanta Corporation. The LmpLi.ca t Lon is that t.h e ae
legislative changes are likely to lead to addi tional mer qe r s
of the larger banks in states where the opportunities are
made available.

The seeds tor these rapid changes were sown in the
advent of money market mu t ua I funds during the late 19705
and in the resulting product and interest rate deregulation
of the ear1y 1980s, Compe ti ti on f or cor e de po s i t s incr t::used
dramatically as a result of these changes.· State boundaries
proved to be ineffective barriers to money r unds and n on-:
banking Ln s t a t ut i ons , such as Sears, Merrill Lyncn • Pruden
tial, and Ame r Lcan Express. Nor n av e s t a t e boundaries I:Jre
vented bank holding companies, such as Citicorp and NCNB
Co r po r-a t Lo n , frOIH entering attr-active ma r ke t s Dy acquiring
failing thrift insLitutions, es t ab La s h i nq Loun or Lq i na t Lon
offices, a nd by emo Lov i n q other legal Loopb o Le s , '1'11C vast
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majority of banks and bank holoing companies, however, re
main constrained geographically, whereas nonbanking segments
of the financial services are not so constrained. More re
cently, direct mail solicitations by money centers and re
gional banks for loans and deposits have become commonplace
in Virginia and throughout the country, and discussion of
banking-in-the-home electronic networks and nationwide auto
mated teller machine networks give evidence to the growing
threat of external competition to Virginia-based financial
institutions.

>

Regardless of one's view on the issue, the actions of
others and the reality of geography place Virginia squarely
in the midst of interstate banking. The profoundly import
ant question at hand is whether or not Virginia will act to
grant its financial institutions equal opportunity to com
pete in the current and future environment, or whether it
will try to remain as an isolated island and attempt to keep
tram being affec~ed by the irreversible chang~s already
sweeping the financial services industry.

Regional Reciprocal Interstate Banking RecQmlOendeg

After months of study, the. Virginia Bankers Association
has concluded that Virqinia's financial institutions must be
permitted to compete in the evolving environment in which
they find themselves, 'and that regional reciprocal inter
state banking legislation is the best means to accomplish
that objective. Such legislation will best serve the varied
interests of all Virginia commercial banks, their share
holders and customers, and it is likely to have the greatest
~ositive effect on continued growth of the Virginia economy.
Specifically, the Virginia Bankers Association recommends a
region consisting of the states of the Fifth and Sixth
Federal Reserve Districts plus the contiguous state of Ken
tucky (Alabama, the District of Columbia, Florida, Georgia,
Louisiana, Maryland, Mississippi, North Carolina, South Caro
lina, Tennessee, Virqinia. West Virginia and Kentucky). The
major points considered in reaching this conclusion were:

The Cost of Nonparticipation

- Local Control and Ownership

- Integrity of Virqinia Deposits

- Safety and Soundness

.- Concentration of Assets

- Continued Opportunity for Small Banks

2
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- Benefits to the Public

- Benefits to the Stockholders

- State and Regional Growth

Each of these is addressed in tile following sections of this
paper.

The Virqinia Bankers Association has concluded that
failure to participate will not keep regional interstate
banking from occurring in our region. Instead, Virginia
banks will be restrained from competing in th~ir own natural
regional market area on an equal basis with banks from other
states, thereby enabling those other banks to grow at the
expense of Vi~rq'inia banks. Failure to participate will
effectively eliminate Virqinia's influence on the structure
of banking in its own region, and almost certainly will
result in the ma j o r financial centers of the southeastern
region being located in other states. This would obviously
be a great setback to Virginia and her banks and would
r esul t in 1 a rger Virqinia-based corpor ations n av ing to seek
principle banking relationships outside the boundaries of
the State.

In summary, a legislativ~ response to these changes is
in order. To t a k e no action will place the future of
Virginia banks in a noncompetitive position.

L2kal Cootrol ang Qwnex~

As the Association that represents ·banking in Virginia,
we take a backseat to no one in our desire to insure the sur
vivability and viability of Virqinia's banks, all of which
are members of the Association. We do not agree, however,
tnat opposing regional interstate banking will in any way
assure local control in t.h e long term. Prohibi ting partici
pation by Virginia banks in regional interstate banking may
protect Virqinia's banks from purchase by out-af-state banks
in the short term, but short t.e r m protection ul c i ma t e Ly
leaveB our institutions vulnerable to wholesale takeover by
large money center banks when national interstate banking is
authorized by the United States Congress. Many feel that
such aut.hor Lz a t Lon may come within five years.

3
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Currently, the larqest bank in Virqinia has assets in
excess of 7 .o i Ll i on , The largest bank in the Southeast,
North Carolina National, has assets of $15 billion. By
contrast, New York's Citicor~ has assets of $143 billion.
If national interstate banking were enacted, large money
center banks could enter Virqinia by wholesale acquisition
of our financial institutions with very serious
anticompetitive long-range effects. In the future, Virginia
could be left with only a two-tier banking system--the small
c omm un i ty oanks with) their small lending linlits and the
remnants of Virqinia's larger banks as nothing more than
oranches of the money center banks.

If, on the other hand, Virginia banks are permitted to
be initial participants in regional interstate banking, some
of our large banks may emerge as survivors, or at a minimum,
b e c ome a part of ..a regional financial institution that is
at t un e d to the nee d s and growth potential ..of the region of
which Virginia is a part. The Commonwealth is ideally
located to be the site of one or more regional banks.
Headquarters of the Fifth Federal Reserve District is in
Hichmond, and the nation's Capitol is on our northern
border. The Washington SMSA is the tenth largest market in
the United States. In a strategic sense, Virginia is an
ideal northern anchor for a Southeast region, as well as a
southern anchor for a Mid-Atlantic region.

In short, the Virginia Bankers Association believes
that an opportunity to participate in interstate banking now
may be the very step that enables Virginia's institutions to
remain viable competitor~ in the long term.

Integrity of Virginia Deposits

Representing depository institutions in our Common
wealth, the Virginia Bankers Association certainly supports
the integrity of Virqinia deposits. We have no desire to
toster'a system of banking that drains deposits from our
state, and we do not believe that interstate banking will
nave that effect.

In our free economy, money flows from suppliers to
users based on the law of supply and demanq, as reflected in
yield and safety criteria. As an example, local banks may
acqui~e funds from nonlocal savers and use them for nonlocal
lnvestments. A bank may buy federal funds. and brokered de
posits. It may put locally or nonlocallay generated funds
into "nonlocal Lo an s , federal funds sales and securities.
Likewise, individual savers may deposit their funds with a
local bank, or, as indicated previously, may invest those
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funds in bank-type instruments, in many cases Lus ur ed , with
such unregulated competitors as American express, Pruden
tial, Sears, K-Mart, Penney's, Merrill Lynch, and others
that are operating on an interstate basis. In like fashion,
the indiviaual borrower may borrow from the local bank, or
Cle may borrow f r om in-state loan or Lc i na t i on otfices owned
by out-oi-state banks, or from other types of out-of-~tate

lending institutions. In either case, the funds borrowed
mayor may not be locally deposited funds.

With all the competition for funds now and in the
tuture, it is reasonable to expect that funds will move as
·they have in the past, to wherever the return is highest and
the demand is the yreatest, regardless of state and national
boundaries. As a recent Atlanta Fed report concluded,
"American capital ma r k e t s are already efficient at mov Lnq
capital to its most productive uses. Savings from local
areas have'many oppo r t un Lt i e s to get out t o o t ne r uses and
local areas have many opportunities to acquire savings for
profitable projects. Local control of savings and lending
does not exist in most markets."

Moreover, the flight of depoSit argument totally
ignores the probability that Virginia miqht be the site of
some large regional banks. Indeed, the Virginia Bankers As
sociation would not be supporting interstate banking legis
lation if we t houqh t the result would be that all of our ex
isting banks were going to be consumed by .out-af-state
banks. Moreover, an opportunity tor Virginia's banks to
compete on a regionwide basis would enhance their'ability to
attract deposits in competition with out-af-state unreg
ulated firms that already are offering bank-et vpe services in
Virginia on an interstate basis.

Safety and~~n~~~

Recently, it has been suggested that the ~roblems Con
tinental Illinois has experienced are the best reasons not
to move forward with interstate banking ••• that banks should
not be allowed to grow larger. While the Virqinia Bankers
Association is totally c omnr i t t ed to mei.n t a i n i nq safety and
soundness of our banking system, we believe that Continental
is an example of the k Lnu of problems wh i ch regulatory re
strictions can help generate. To quote Wil11am Isaac,
Cn a i rman of t.ne FDIC:

"Continenta 1 had a subs tan ti a I vol ume of pr ob I elH loans
a-Rd r e Li eu n e av i l.y on volatile f und i nq sources ••• lt's
ironic that foes of deregulation are attempting to use
the Co n t Ln e n t a I episode to bo Ls t e r t h e i r case. In nlY
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judgment, the situation at Continental simply demon
strate that the ~olicies of the past must be altered.
Banks like Continental are hemmed in by branching re
strictions wnich preclude the development of a strong
core deposit base and lead to excessive reliance on
volatile funding. Even now, in its current plight.
Continental's choices of partners for voluntary merger
are severely limited by restrictive laws. This is not
to argue that Continental would not have yotten into
diffi~ulty had the regulatory climate been more be
nign. Continental's management made serious mistakes
and has no one to blame but itself. But the regu
latory environment did not give the bank very many
attractive alternatives to following the high risk
path it chose."

Although the impact of a large bank failure may argu
ably be greater, to suggest that larger banks are inherently
less safe or sound than smaller ones .Ls not 'supported by an
alysis. B. Frank King ~~~n~mi~_B~~i~~, Federal Reserve
Bank of Atlanta, April 1984) concludes after citing studies
by David D." Whitehead, Robert L. ·Schweit~er, and Mark
Flannery:

- ••• both large and small banks have managed their
interest rate risk efficiently duriny the 19705 and
early 19805 ••.•• small oanks seem to have suffered
no more than large banks, as deposit interest rates
were deregulated over the past five ye ar s ••• little
evidence exists that banks of any size enjoyed risk
advantages over banks of other sizes."

I~ short, safety and soundness are not assured by re
stricting growth or expansion. Rather. they are more near
ly assured. by giving institutions an opportunity to expand
into natural markets, coupled with maintaining an adequate
examination syutem to insure proper management of the insti
tutions. National oanks are already examined on a national
basis. Virqinia currently has a very efficient examination
system for state chartered banks and the integrity of that
system can be maintained with properly constructed inter
state banking l~gislation.

concentration of Ass~

The Virginia Bankers Association supports a competi
tive marketplace. Under re9iona~ interstate banking, fewer
banke-wouf d probably hold greater resources. The larger
institutions that result may enjoy advantages over smaller
oanks in offering sophisticated services and larger loans,
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but studies indicate that larger banks have no cost advant
age over smaller banks in their basic product lines. As a
result, profit margins of small banks have yenerally exceed
ed those of large institutions, and smaller banks have con
tinued to attract customers and realize significant asset
growth.

Moreover, new entry into the market continues, both by
banks and unregulated intermediaries. New banks continue to
be cbartered. Five applications are currently pending in
Virginia. Such unregulated institutions as department
stores, brokerage firms, insurance companies, and national
credit card companies are aggressively entering the market
and offering bank-type services in competition with banks.

In view of the increasinyly competitive nature of the
financial mark~~place, it is not surprising that an Atlanta
Federal Reserv~' report recently concluded that with inter
state banking there was no great danger of monopolistic con
centration of assets or freezing out of smaller banks.

Continyed Opportunity for Small Banks

With every community bank in the Commonwealth belonging
to our Ass~ciation, we are just as committed to ensuring the
viability of the community bank as we are the large holoing
companies.

The Virginia Bankers Association strongly believes that
there will continue to be an opportuQity for the smaller
community or independent bank. The interstate mergers an
nounced to date in both the New England and Southeast re
gions have been between large holding company banks, support
ing the view of most observers that community banks will not
be likely participants or targets. Any bank seeking to
create a regional presence will have to be relatively large
and likely will recognize that such a regional presence can
not be'readily created through the purchase or merger of one
or more small banks in another state. The likelihood of
small banks selling to larqe banks would, therefore, appear
to be no greater under interstate banking than already ex
ists with statewide holding companies. Fear, then, for the
demise of the small bank as a result of regional banking
would seem to be unfounded. To the contrary, it would be
easier for a community bank with its local identity and ser
vice orientation to compete aqainst an out-of-state bank
than against an existing in-sta~e institution. This is par
ticularly true when one considers that the smaller community
banks frequently outperform large holding companies on tra
ditional measures of profitability.
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State and Regional Growth

The twelve-state Southern Growth Policies Board formed
a Southern Regional Banking Committee in the late summer of
1982 to review the current and future status of the region's
banking industry, especially its role in supporting con
tinued growth and development of Southern Growth Policies
Board states.

This committee ~as charged with reviewing state-imposed
restrictions on commercial banking operations and recommend
ing measures to accomplish legislative changes designed to
enhance economic development in the region, improve ser
vices to the industry's customers, and insure that the
region's banks remain healthy and competitive in the chang
ing financial services environment.

The committe~ concluded that the highly fragmented bank
ing system in the South no longer meets the ~eeds of the pub
lic and has actually dampened the South's economic develop
ment. The com~ittee noted that the amount of credit avail
able within the region for small and medium sized businesses
is not sufficient to support th~ desired economic growth.

Because the money center banks concentrate on the
credit needs of large corporations, the committee recom
mended that the Southern states enact legislation to permit
entry of .out-of-state bank holding companies on a regional
reciprocal basis. This approach, the report said, would
allow banks within the South the opportunity to consolidate
resources at the regional level to serve the South's econom
ic needs and prepare for unrestricted interstate banking
which the committee felt could occur, whenever the United
States' Congress is ready to deal with this issue at a nation
al level.

Benefits to the Pyblic

The people and the economy of the Commonwealth will
benefit if banks in this state are granted the same powers
and competitive opportunity for survival as banks in
neighboring states. As previously indicated, failure to
participate in regional interstate banking will effectively
eliminate Virginia's influence on the structure of banking
in our own region and result in the major financial centers
of the Southeast being located in other states. If this
should occur, it is only reasonable to assume that major in
dus~~ial ~rospects would more likely be attracted to those
southeastern states that have sent a positive signal on
growth and regional cooperation, and that are in a position
to serve financial needs on a regional basis through higher
lending limits. .
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The individual consumer benefits from interstate
banking are most closely related to the number of actual and
potential competitors allowed into local markets. Enhanced
competition resulting from interstate banking would sugyest
the ability to have available in the marketplace a more
aiversified line of products and newer technologies at more
competitive prices. If regional interstate banking were
enacted, these customer benefits could be realized without
sacrificing all local autonomy and/or identity, as would
probably occur if Virqinia were later forced to confront
national interstate banking with institutions made weak from
an inability to participate in the regional competition al
t:eady underway.

Large regional banks are likely to benefit the pUblic
and Virginia's econom rc growth, because of a greater commit
ment than money' center banks to regional economic develop
ment and community involvement and because of their local,
stable employment. They are also more likely than money
center banks to patronize businesses in Virginia, such as
advertising and legal "firmti, pubI Lc accountants, and local
suppliers.

Benefits to the SharehQlg~I~

If Virginia attempts to isolate itself- from the inter
state banking developments occurring in our own region, bank
shareholders will not be well served. Restricting oneself
fr~m markets in which others are actively participating can
not help but have a negative effect on current or potential
stock values.

Conversely, national reciprocal interstate banking is
~romoted by some as presenting the greatest opportunity to
tbe stockholder. The greater the numbe r of organizations
compet~ng for a Virginia bank, the reasoning goes, the high
er the selling price. There are two serious flaws in this
argument. First, with only tbree states having passed na
tional legislation, there are still many opportunities for
Virginia to reciprocate witbin its own,region. Second, it
is important to consider who the likely acquirors might be
under a national arrangement (the money center bankers), and
how they would pay for a Virqinia bank.

The important considerations for investing in banking
o r qan La a t Lo na are generally recognized to be the quality of
the bank's assets ~- the loans it makes -- and the growth in
earnings and dividends that the banking organization pro
duces. The stock market tends to reward companies that en-
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joy both quality and growth characteristics. Southeastern
Danks have been rewarded for their quality and performance
during the past 16 years, whereas the money center banks
have been penalized, as demonstrated by the following
Merrill Lynch Composite Bank stock Index comparisons:

Merrill Lync,h CQIIW.Qsite Bank--S.tock Index 11~fi1 = IDOl

Index % Change
12/31/U 1967-1963

Money Center Bank 181 81

Southeastern Banks Index 310 210

Composite Bank Index 265 165

The implication is that if acquisitions or mer qe r s with
Virginia banks are accomplished by exchange of common stock,
as is customary in larger transactions, it would be better
for shareholders to agree to an acquisition by a Southeast
ern bank. rather than a money center bank.

Two recent resear~h reports by First Boston and Goldman
Sachs, respectively, stated:

·Owing largely to the subpar performance of New York
City banks, investors overlook the fact that banks as
a group significantly outperformed the general market
in 1983, rising 33 percent versus 17 percent for the
(Standard & Poor's) 500. Excluding acquisitions, the
best market performance was consistently found among
banks in the Southeast states, where across-the-board
appreciation of 40-50 percent was typical during the
year.-

-We remain very negative on the long-term prospects
for multinational banks,· because "•••credit quality
perceptions and LDC (less developed country) debt lim
it their attractiveness."

It is apparent that shareholders of Virginia banking or
ganizations could expect investments with higher quality and
greater growth potential with the formation of regional bank
ing institutions than they could by withholding themselves
from regional interstate banking or by opting for money cen
ter bank acquisi tions. Qui te cl-early, at this point, region
al interstate banking is in the best interest of share
holders of Virginia banking organizations.
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Conclusion

As the states around Virginia continue the rush toward
regional interstate banking, Virginia must soon decide'
whether she is going to be a participant or merely an
observer. The Virginia Bankers Association oelieves that we
must be a participant--that the Commonwealth and her institu
tions simply cannot afford to become an island of isolation
ism in a sea of regional cooperation. Major reasons for
Virginia to act are as follows:

Five states in the Southeast have passed enabling
legislation--rnomenturn is building--Virginia should
adopt s Lm a t e r legislation to avoia out-of-state
banks having the opportunity to grow at the expense
of Virgirlia and its banks •

.....
Reciprocal regional interstate banking can best
prepare Virginia and its banks to be viable
competitors when national interstate banking comes.

An opportunity 'for Virginia's banks to compete on a
regionwide basis would enhance their ability to
attract deposits in competition with other unregu
lated firms that are already offering bank-type
services in Virqinia on an interstate basis.

The role and competitive position of community banks
and small holding company banks as providers of
locally-oriented services may be enhanced as other
banks become regional in scope.

If Virqinia is to keep pace with economic develop-
'ment in neighboring states, regional cooperation
rather than regional isolationism will be required.
Otherwise, large industrial prospects may be lured
to other Southeastern states that have banking insti
tutions of sufficient size to meet their larger loan
demands.

The pUblic would benefit from greater competition
and a greater availability of products and ser
vices.

Shareholders of banks would be provided greater
opportunities for enhanced values, enabling banks to
more ebsily raise additional capital.

The Virqinia Bankers Association urges the adoption of
regional reciprocal interstate banking to accomplish tbese
objectives.
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ATT 6'; Cr:'~E~\T A

INTERSTATE BANKING BILLS PASSED OR PROPOSED

Florida
Enacted
Effective
7/1/85 (1)

Alabama
Arkansas
Florida
Georgia

Louisiana
Ydlryland
Mississippi

~ N. Carol ina
~ s. Carol ina

Tennessee
!iainia
w. Virginia
D. C.

I ~eQrgil

Enacted
Effective
1/1/85 (2)

Alabama

Florida
Georgia
Kentucky
Louisiana

Mississippi
N. Carolina
S Carolina
Tennessee
·Yiraini.

§outb Carolina
Enacted
Effective
7/1/86 (3)

Alabama
Arkansas
Florida
Georgia
Kentucky
Louisiana
Mar)"land
Mississippi
N. Carolina
s. Carolina
Tennessee
!irginia
w. Virginia
D. C.

Kentuckx
Enacted
Effective
1984 (4)

Kentucky

Iirginia
w. Virginia
D. C.

Ohio
Missouri
Indiana
Illinois

Forth Carolina
Enacted
Effective 1/1/85

Alabama
Arkansas
Florida
Georgia
Kentucky
Louisiana
Maryland
Mississippi
N. Carolina
s. Carolina
Tennessee
Yirlini,
w. Virginia
D. C.

Proposed
D.C.

Alabama

Florida
Georgia

Louisiana
Maryland
Mississippi
N. Carolina
s. Carolina
Tennessee
Yiqinia
w. Virginia
D. C.

Proposed
lIliryland

Alabama
Arkansas
Florida
Georgia
Kentucky
Louisiana
!'taryland
Mississippi
N. Carolina
S. Carolina
Tennessee
liain"
w. Virginia
D. C.

Penn.
Delaware

Proposed
New Jersey

Maryland

firginia
W.Virginia
D. C.
New Jersey
Penn.
Dels,.are
Ohio

13 Total 10 Total 14 Total 8 Total 14 Total 12 Total 16 Total 8 Total

(1) Effective Jan. I, 1985 if states having 20% or more of deposits in region, excluding Florida. enact similar
legislation prior to January 1, 1985
(2) (Effective JaD. 1, 1985 if two cODti~uous states enact similar legislation prior to Jan. 1. 1985)
(3) Includes 5&L'& and/or credit unions
(4) The contiguous state provision expires after 2 years/bill would then be national in scope



I

Massachusetts Connecticut Rhode Island Utah tiew Yotk ttaine Alaska
Effective 7/83 Effective 1983 Effective 1983 Effective Effecti\~e 1982 Effective 1983 Effective 1982

3/14/84
(3) (3) (4) (3) (3)

,

Connecticut Connecticut Connecticut Alaska National J. National · National
Maine Maine Maine Arizona Reciprocal
Massachusetts Massachusetts Massachusetts Colorado
New Hampshire New Hampshsire New Hampshsire Idaho
Rhode Island Rhode Island Rhode Island Montana
Vermont Vermont Vermont Hawaii

Nevada

.-. New Mexico
N Oregon0

Utah
Washington
Wyoming

-
6 Total 6 Total 6 Total 12 Total

(3) Includes S&L's and/or credit unions
(4) The New England l~itation expires on July 1, 1986



De-bate and action concerning the nation's lirni
tat .ons on inttarstatta banking have inc rr-ased
gr(~atJy over the past two Yl~ar~. The attention of
Cong(e~~ and bank regulators increa~ingly has
be-en drawn to the subject by stare gov("rnm~nts'

actions or proposals. Proponent~ of interstate
bdnk.nr in ~(~v~Jal stares have taken various
irlltlative~ to ovr-i corru- interstate banking pro
hibit Ions. Jhc-ir propovals have ranged from al
Jo\\'ing «ntrv by bariks with hrniu-d functions, as
South Dakota and Delaware have- done, to at
iO\\"lllg e-ntrv by any out-or-stare bank holding
rompanv, CiS i~ th« ca-r- in Alaska and Mainp.

Banks ht)ddquc.Hlt:·r('d in one state au' prohibited
trU1Tl Opt'rdting d('p()~it-td~Ulgoffi(()~ in any other
~tdt() by the- M( l addcn Act ot 1'.127 (amended in
1 '933): bank holding corupanies are prohibited
tr orn owmng a bank in another state without that
~ldtl;S pr-rrnission by the Douglas Ame-ndment
to the [}dn~ Huldlng Company Ad of 19Sb. Until
th« last tour vr-ars. these two laws enectivelv
~tuppcd inte'~tdt(~ operation of tull-se-rvice banks
Of bran: he~ by all domestic banking organizauons
l!).( (.'p1 tor a lc\vUgrandfathered" by the Douglas

3b
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Interstate Banking:
Issues and Evidence

Interstate banking promises to offer the
public-and banks- more benefits than
disadvantages. according to this study.
But it suggests that excessive limitations
could diminish the potential benefits with
out helping·banking customers.

Amendment Recently, however, emergency take
overs and state laws have breached interstate
prohibitions to a greater degree.

The Current Situation

Current proposals and action on interstate
banking are driven by a combination of market
forces that seem to be breaking down the barriers
to interstate banking inexorably despite con
tinued legal prohibitions. Some of these forces
and their results were detailed in a 1983 Federal
Reserve Bank of Atlanta report by David D.
Whitehead.' Other forces have come into prom
inence since that research was done.

The May 1993 study indicates that various
banking organizations have used different legal
avenues to establish offices outside their home
states. By anatyzing the location of those offices.
Whitehead also concludes that these interstate
organizations have followed market' forces to
attractive markets located prirnarily in the faster
'gro\\'ing states of the Sun Belt,
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1 ill" (("port id('ntifl(,~ sr-vr-ral avenues bankin];
or.:.U\l/4H'Ofl~ h,iV(' tc1~pn to (undue! mtersrau
b,lnklllh ~ri,ndlc1thprpd subsidiaries of domestic
and foreagn bilnk holdrn]; companies, agencies
and branches of ton-ign banks. nonbank sub-
sidiarir-s of bank holding companies, loan pro
duction Offlf'.~~. offices of Edge Ad corporations,
int(~r~tcHe savlnJ,:.S and loan associations and limited
service oruces opened under special state laws.
In all the research uncovered 7,724 such offices
as of late 1982. Comparing this number to the
39,835 within-state branches of all domestically
cham-red commercial banks at the end of 1982
gives an idea of the significance of interstate
banking.

Interstate prohibitions have been challenged
further by nonbank companies that have devised
ways to otter many or all banking services through
interstate offices. The names of the nonbank
companies are familiar. Many add deposit ser
vires 10 thpir lr-nding services thfOUgh broke-red
time cr-niucates or uansacuons accounts onered
by a bank under contract. They typically have
gain{·d access to the payments system through a
commercial bank, A rr-unernent thai allows them
to ofler insured deposits and to access the
pavrnvnt s mr-r hanrs m directly gained consi
de-table attention in 1982 and 1983. This is the
nonbank bank, so callpd because it is a rhan ered
and insured bank, but it is not a bank for
purposes of the Bank Holding Company Act

Since these are not banks for the purposes of
that act, the-ir owners arc not covered by it and
may (~ngagp in activities not allowed by the act
and operate banks In more than one state. The
f<"der,1f Reserve Board has attempted to close
the loophole in its f()glJlations that allows non
bank banks to ope-rate." The threat posed by
nonbank banks to interstate banking prohibitions
is demonstrated by Dimension financial Corp.,
an organilation that has applied to operate
nonbank banks in 25 states,

Se-veral ~lalps havr- taken ;t upon themselves
to nlOVP toward interstate- banking before the
te-dr-ral gover n merit de-cides what I~ to be donr
on a national scale. A~ of tt1( beginning of I\1drch
19B4, fuJly 17 state..s had passed Ipgi~lation al-
"lcl\Vlng out-of-stare hank holdmj; companies to
operate within the-ir borders (~~e "States' Im er
siat« Blinking Laws").

Such moves have laid the gr(}und\\'ork for
debates in several state legislatures in 1984 and
1985~ W~ mi&ht also expect Congress to debate
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the subject if tnere is continued stai« movement
toward intr-rstate banking legislation. fed()ral
Reserve Board Chairman Paul volcker has rest
Iied that he prefers a national interstate banking
law to a diverse group of state or regional
policies." Senator D'Amato of New York has
introduced a bill that would provide for the
phase-in of national interstate banking while
voiding regional interstate compacts. Senator
1 songas of Massachusetts has taken the opposite
tack. introducing legislation that would legitimize
regional interstate compacts. In this article. we
will set out the major interstate banking issues
being debated. review and assess the evidence
on these issues, detail the prospective costs and
benefits of interstate banking and comment on
problems of moving to de jure interstate banking.

Public Policy Issues
Public issues that arise in the debate on inter

state banking can be classified under three
principal headings: competition/efficiency, credit
and savings flows, and safety. Each category has
several subheads and none is absolutely separate
from the others.

Competition and Efficiency

The issues of competition and efficiency gen
erally are related to a stereotypical view of the
process by which banking will become interstate.
Most observers think that large banks in a few
money centers will spread out over the country
and become full-service competitors of smaller
banks. This view. probably overstates the role of
money-center banks in the process. larger re
gional banks also are likely to attempt expansion
on a regional basis at least Mergers of small
banks in multiple state market areas are also
likely. Nevertheless, the most relevam picture of
interstate banking is one of larger banks entering
local markets to compete with smaller banks.
Thus, the ettects of interstate banking on the
costs of bank services. the dynamics of bank
cornpetuion. the concentration of the banking
business and the variety of services available to
customers are usually discussed in terms of the
advantage) and disadvantages of larger and smaller
banks.

Bank Costs

A relatively consistent body of evidence on
bank costs indicates that large banks have no
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cos: clci\',1nl~gps over most smaller banks in
pl(,du( ing h.w« banking dr-povit and loan ser
vier-s. Bank holdm]; company subvidianes also
seem to have no cost advantage over inuepen
dent banks." This evidence on bank costs has
hp('n r.onvist ent in studies done ove-r a period of
dlrnost 2CJ vr-ars. StlJdie~ usm]; morr- recent data
and more sophisticated methods actually have
found less evidence of economies of scale in
banking than earlier studies.

These bank cost studies' conr luvions about
the implicauons of interstate banking are conobo
rated by other evidence. They are, in the main,
applicable, However, they have thre~ main limi
tations. First. the studies cover only banks with
deposits of S1 billion or less, while the aggressive
organizations most often identified as likely inter
state banks are larger. Second, the evidence on
bank costs pays little attention tfa economies of
scopc-e-that is. the behavior of a particular pro
durt ~ unit costs \..-hcn output ot f(,t,1tpd products i~

expanded. rincll1y, no cost ~tlHiu.~~ of nationwide
organizations in the- United States or elsewhere
ar e available,

The-se limitations do not shake the conclusion
that larg~ banks have no cost advantages in their
basic product lines, While costs of very large
banks have not her-n estimated, a large body of
evidence on their performance in entering mar
kets in competition with smaller banks indicates
thl1~ they P()~S(,SS no great advantages, In.addition,
economies of scope seem to play at most a small
role in the costs of basic banking se-rvices. Recent
studies by pioneers in the study of both r-conomies
of scope and economies of scale in banking
indicate this.> The conclusion i~ confirmed by
indirect evidence again provide-d by th(.. Iarklustr-r
pe-rformance of large banks in competition with
smatter ones." It i~ discussed below \'\,hil(? nation
wirie svstr-rns have not bepn sturin-d. their unit
costs should t)~ vornewhat grr-au-r than the f()~t~

()f les~ g('o~raphi(tilly (~xtf'n"v(· s\'\tern"- bc-c.au-«
of I()n~pr llne~ ol c ommunirat ion

L4fge Hankc.' A(J\'antage~

largp banks' paucitv of advdnt(~g(' J" ~('('n in
their relat ively PC)(H pvrtorrnanr« wh()f1 thev
have (.lntprt.:d markets in r ompr-tiuon \\'ith ~nl~ill('r

banks. The large banks' lark ()1 tldvantag(' i~

excrnplified by the record of largf: New Yor k (~ity

hanks in upstate Ne\\' York bet\\'t'en 1970 and
, 980 and LJy nc\,' banks in California Several of
the nation5' largest banks enterpd upstate N~w
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York rn.1rkpt(, between 1970 and 1977. AU ('ntric~

involved ~ith(·r n~w or small banks or branches.
Of the 33 enrnes. two were closed and the
remaining 31 recorded an average market share
gain of only 1.3 percentage points through
1980. Their average market share in 1980 was
'.fj percent.' Other evidence indicates the
entry by the large banks through acquisition of
banks' with high market share results in no
bener performance by these institutions than
doc-s foothold or de novo entry."

On thE? flip side of the evidence. th« record of
new banks in California in the 19705 is instructive.
During the decade, 153 new banks opened in
the state. In 1980, fully 141 of these were still
operating, and those started in the decades' first
three years had reached average sizes between
S55 million and S70 million." These new banks

"For basic services, large potential
entrants seem to have few cost

advantages over existing banks."

were competing against some of the nation's
largest banks, with extensive and mature branch
svsterns.t" .

Bank Costs and Public Benefits

Competition-efficiency arguments on interstate
banking thus, rut both ways. For basic banking
services. large potential entrants seem to have
ff'\~' cost advantages over existing banks. They
would OP unable to offer basic services at lower
pr« e~ or to pay hight.. r interest on deposits in
nli-lrk(-'t<. that were already compeutive. Nor
\\"(HJld t lu-v be ahlp to drive smaller competitors
rrut of huviness. at le-ast not by taking advantage
of lower production costs. Some have argueo
that larg(' banks will ~din more size advantages in
thf\ future because computers will perform "lore
bank functions and inr n-ase economies of scale
in production of bank ~(lfVi(es. Both prcmi~('~

probably are correct but the c()ncllJ~'on need
not be. As Paul Metzker has argued, small banks
can capture ~dvantages of economies of large
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~l .,~, : '.IOdllCtUUl t)\, J)lJJrhc'~lng ~('rvi(e~ from
Icugta 't' VI( t a corupanu-s. tranchisr-rs. networks
and h;tr,kl~r< banks." Pronounced 'fPndc. in
thp\p ciiff'n.on<. are taking place. They seem
I,~ f I i II) .,11t I~' '"n.tll .. , b,tnk\ 10 r rmt inue holding
IL. II t s rr t , III , """, •. "",.,. v",tI. LlIl~'" f·"rrfJn'(~ 1:1

Ne\,'..' I ntr)'

In banking markets that presentlv are not
cornpot it ive. interstate banking scorns likely to
br-nefi: the public Interstate banking would
inc r('~s(\ I he nurn her of potent ial t-nt rants into all
banking rnark ets. Markets considered likely to
be protuable will attract real entrants. Product
and <r-rvico markets that are not now competitive
arc likc'ly to gpncrate higher profit~ and (om
p()lillg institutions. Even if new entrants do not

Ia • • • the "best evidence now available
indicates that conditions similar to

those under interstate banking would
improve market perlormance to the

public's benefit."

-------~.._------~---
come in, thr-ir prp,,-(·n(p "in th(' \ving~·' rnav hrnit
pnres cha~~~~d in prr-vmuvlv uncornpot itive mar
kct s To thp extent that noncompr-titivo markets
re-main then. interstate banking ~ppm~ likpty to
provide the put-tic wit h more compet it ive pri r es.
htghcr quality and more innovation In financial
st-rvices.

f\pcent cvidr-nr« indican..~ that the spread of
largp ban~,,~ Into markets throughout the nation
rnav dl~o f(-OU( e loan rates and Inc r('a'-.() dr-posi:
int (~r~5t rr.te~ through anothr-r rout P. Thr- corn
r p 11t ivt: impact of largft bank-. tac Iflg edt h othe-r
in rncH1Y g()ographicclily di~~)('r'('d marke-ts has
pLJ//lpd ('( cmornist-, i(H ~pv('rc11 ~'f'dr,. [vlde-flC()

de\'ploJ HId in 197H by Whit (·h<-ad. who ~t udu-d
the- dpVl)Jopnlf'nt of bank h()lrling companies in
r lor ida, indicatr-d 1hat lor .11 mar kpl" wit h more
I(Sf ~: l' h ()Iding «() rn f>, ~ flU: ~ t hat at"() «) f n p p t ( , in
n1,H)\, othpr fnar~pt~ f)X(H'rIPf)< E-d Ju\\,('r loan
prJ{ e~ ,1nd ban~ IH(>fjt~ and h;~~hf'r dt'posit in
t('I(·"t rc1t('~. 1 t~f' ('vidprlCf' \\'..1'-. (ofltr()dic tpd bva
~ t u dy ()f ()t h (-r s tat p~ by Ste p h~n ~~ h()a des at t ha t
trnH'.
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Rpcpntly. Whit~head (with Jan Luvtjvs) irn
proved his study, again concluding that markers
in which more widely dispersed large com
panies compete have more competitive prices
and lower bank profits.'? A more recent study of
(Jther statr-s hy Rhoades proved consistent with
Whilt·h(odd's fIndIngs,'· Th« ,SSUE:' nf'ed~ more
study, but the best evidence now available
indicates that conditions similar to those under
interstate banking would irnprovr- market per
formance to the oubtic's benetn.

Interstate banking's impact on the national
concentration of financial resources is subject to
much more speculation. Nationwide, fp\vpr banks
would probably hold more resources. However.
large banks' paucity of advantages in basi.: hank
ing services argues that local markets ~\';JI not be
monopolized Whether more nationwide con
centration of banks will have adverse eHectc. will
depend on the extent of the concentration and
the entry of other financial firms into han king. For
now the evidence on larger banks' competitive
problems and bank costs (cited above) indicates
that concentration increases may not be very
severe. In addition, large nonbanking firms are
indeed entering the banking Industry.

Special Services and Large Loans

The previous discussion has concentrated on
basic banking services; however. banks also offer
more specialized services and large loans, The
larger banks most likely to enter local markets if
interstate banking i~ allowed enjoy advantages
over smaller local banks in ottering sopbisucated
services and large loans directly- (Smalle-r banks
g~nerally can make these services available
through their larger correspondents. but this may
be curnbersorne.) An institution's ability to es
tablish deposit-taking offices may create some
economies of scope that \vill lower costs of the
sophisticated services and encourage lar~~ banks
to offer them in some areas. In addition, large
banks' highpf loan limits rnav allow them to grant
large loan- more quickly, without finding other
bank, to participate. Such capabilities would
benefit thr- relatively small number of bank
customers who require sophist icared ~prvi(es

and larg(' loans.

Ban~ing Indu~lr)' Health

,·Of (HH'f', \\I~ (an al~o a~~lJn1P that thp public
t)(~n('flt~ hon) the (ant inupd hcalt h of t he com·
mercial banking inrlustry a~ distinC1 fron) nonbank
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plltvid('" ()f l).,n~r"'J~ ~prvI(P" Ct··.:HI ... 'ri.ll b;lnk"
.Uf' .It .\ d,·.,Htv.tnt.'):t' rel.'ltv(' I() thhib,lnk f:rrne..
I,,'(,n,,(' tluay LeU. (JUt." ~()fU(' ~pr"I«6~ ~n onlv one
st.u e.. fHrn~ sur h as Scars. MpH.1I lynch, Pru
d('ntial and Bcncticial Corp. are able to offer most
finltncial sr-rvir ev on a nationwide basis. In a
rn: )bile ~C)( IPtv. Y\') ,eft:' convurners who use bank
ing sr-rvir es move fairly often. financial services pro
vidr-rs with multi-state presence are abl(-J to
maintain n-Iationvnips with tran",pnt customers
more £'asily than geographically lirnit ed firms.
The impact of their advantage is d.ff(uit to
ascertain; ho\'vpver, over a long period 't may be
sufficient to a110\\' nonregulated providers to gain
market share at the expense of commercial
banks.

If nonregulated providers gain market share.
the public will still be provided w;!h basic iinanciaf
services. However. commercial banks might well
be weakened. Since they remain important to
the' pavrnr-nts system, their weakness may be
considered a public cost The occasion for' this
cost can be avoided by allowing banks interstate
expansion.

On thp whole, allowing inte-rstate banking
seems likely to bring competitive benefits rather
than costs. Mor() competitors. potential corn
pot uors and ~()phi~tirared sr-rvir e« are likelv to
be available in local markets. The nationwide
expansion of banks that confront each othe-r in
many rnarkets may engender grPdler r ornpetiuon
and a more- viable industry. At the same ume.
large banks appear to enjoy no advantage-s that
would allow them to drive smaller banks to the
wa]] and thlJ~ increase local market concentration

Savings and Credit Flows

Conflicting (lairll~ abound regarding the prob
dhlp imp.irt of iru e rstat e banking on flow« of
savrn]: CJnd c.r r-di: among pan ~ of thr- count ry.
Pr()p()Il(~nl'> of int('rstf1te blinking typicalJy argue
t ht11 the upening ()1 l<.lrgp OlJ t- of- st at (l bank< full
~ (' rv ice 0 fi r( c:~ \\' ill prov ide d III pit' J n H H H 1t" ()f

ru-w c(edlt in tho ~tat('~ that arc ('lllPH'<..l Op
puncnt~ drgup that the ~(1rlle pIH.'rHH1)(,fHHl \\'ill
~U( k ~avin~~" frorra thu~e cU(lac; to ttu..l headqLJ~u1(~r~
<\tatp~ nt the' (... nlt·ring hIH,k,>. f \'l(jpfH P on thi~

quP~t ion i~ ~k(lteby pr il11dJ if)' 1,.. < cHJ"'() r110rH'Y i~

f tJ 1l gihlp: "d \' III t:. \" d n d c r v d It d ( '! i ~ H~, (d (l n () ~ b c~

t rd (efJ- th , \ )LJghac() n1 p il' X fIn(H l{ , &d 1 ~ )' '"t (•,n .in
\\'t\ich tran,>fpl~ al(~ n1adt· qui(kly through rnan','
( h~Hlneb.
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Yet thp very existr-ncc 01 such a SyS\P~l hold
tht· key''\ to the answer to this pL.zll<,- The svstr-rn
exists t)pr~u~(' savers and their agents ~(..p~ top
returns on their money, purchasers of capital
seek to acquire money most economically. and
finanriat interrnedranes seek to rrofit by ~~-)!;,f;.ring
both. It is obvious that local savers and t)any.,> ar e
in nowav limited to local investments. SdV(~r~ can
choose between options offered bv loca' bank..~ and
by monev funds. stockbrokers v.'lth (and v.ithout:
800 telephone numbers, national in~'\urcJ:lce C(Hn

panics and basically nonfinancial cornpariies likp
Sears Roebuck and Pennevs. The local bank its~H

may acquire funds from nonlocal savers ano uve
them for nonlocal investments. It rnav buv frderaf
funds and brokered deposits. It rnav prJ! JoeaUy
or nonlocally generated funds. Into nonlocal
loans, federal funds sales and serurit.es At the.
same time, local borrowers-with the possible
exception of small businesses-have a fairi)'
large menu of local and nonlocal sources of
Iunds. loday in many markets this menu includes

"There is little reason to believe that
interstate banking will change capital

flows substantially,"

nonbank subsidiaries of large money center
banks.

There is, then, little reason to believe that
intctstatv banking will change capital flows sub
stantially. Sa\'ing~ already can move by many
routes to and Irorn iocal economies, These change
«verv day a~ inst itut ions seek nr-w wavs to
intvr med.atc pJc>iltdbly. Under these circum
stances, mterstau- hanking i~ unlikely to di~Jocatf'

capital n)f)v<:n1(lnt~ ~jgnificantly. An1erican capital
nlarkets ar(~ i1lrt:~adyeiiiciE-'nt at moving cdpital to
it~ rllo~t prorl urt 1\'(> U~(.)~ SJving~ f f()n1 local d rea~

havp m(H~Y oppor1unit ip" to gPt out to ot hpr uses
dno loc al <tre3<· hCi\,(' rnany oppon unit ;pc;, to

de quire ~a\'ing~ 10r profitablf) projf~rts. "local
(--,ntrol" of sa\'ing~ and lending dop~ not f'xi~t in
rnost mark(lts



Bank Safel}'

1 tap 1hi, d r11"]( H (rlt {'gory fe>, int p, ~t ill (\ t")~~k;r~ ..·
isvu« i~ han~ sa'pty. Again. this j~l p:1T"~ri!v ~'
largca hank versus small hank issue. R(~('~nt ~'.)t rt»

loan and inu-mational loan problems combine
with ItH' rnr-rnorv of the R[IT probh-ms of tht)
(·,srly 1()l(}~ t(l ~lJPP()rt (in drgunutnt that 1cJfflP'
banks tend to be less safe- more prone to be
threatened by consequences of tru-ir r;sk"li,ki'lg
-than smaller banks. Small banks' ~il.e anri ;i~lii."ci

gpographic coverage. on the other hand ~.ub;est

that they may be unable to diversitv tiu-i. JS~('

portfolios sufficiently to avoid taking morv OVt~ri111

risk than larg(' banks, Another argllrlJ(ltnt 0(

casionallv cited is that small banks' maneuernents
often are not sufficiently sophist icat ed'" ~ Ll t,tk".;

advantage of various methods of control.i ••g I ~:,,~

Evidence about the risk-sizecrela: ;\-,;. ~: .;~; >;
banks is inadequately developed, A IL~;Cvt}~l
analysis of the literature on this subject done en
1982 by Whitehead and Robert Schweitzer
revealed lit1le evidence that banks of any size

"Sketchy evidence indicates that
interstate banking would neither

increase nor decrease risks to the
banking system substantially."

enjoyed risk advantages over banks of othr»
sizes.'> further evidence presente-d hy Mark
Flannery indicates that both larg« and srnal'
banks have managed their interest lat~ risk
eff('d;vely during thp 1Y70~ and t.ldrly 14BO~ H'

finafiv, smalt banks seem to have' ~lJff()rpd r\u
nl(HC than Idrge barlk~ a<. d<,'po~it intc'r(ISl ratt'~

\\'(,'1(: dt'cc:gu:ated 0\ pr th(' PcJ~t fiVt' "f.'.U-, ~., r\i' f.:i

t h i~ (-'v id p nC(~ in dieat (.' ~ t hJ t if i,if g (0' b(i n k4, ~ lJ b~ t 1

tutP tur ~nlaJJ bank~ in an int(lr~tc1te (,)ll\,jrOTlrrH'nt

it i~ not lik()ly to bring in~tability to any ~tate'~

banking ~y~t('rn.

lntpr_,tatp banking rnight inlp,1( t ottlt-r li~k~ in
t\\O \\'a~'s tha~ havt' not b(~(~n (iu('tull','" i.:d:(~(! !l

Idrgt' h"1nk~ are abl(~ t() «1nlp('ll' dHl'~ liy lUi

depo~it~ ()llt~;de of rn(Hl(,~Y cent('r~. the\' J11Jy b('
ahie t () a( ( e p t n10 red p po" it ~ d if('( t Iy rat h t· r : h':1n

fl[)If(~l JHS1~\'f RA~~ ()f AllANIA

128

f h ro q:~h th(" rn tJf k p t for :a rg(, (t· n i f I (" d t (H.". ( ~ ! •

r>(~~~~. vvo nli~ht call thi-. process d),:n{{)Pl)l#l,1IJ: ii I;:
thc' large C[) market, If the largp eel r:-.dr).-.L~ :'J

r(~<1u("co in trus manner, large banks wii, ;h2 ...· (" iJ

broader deposit base-s-more (1ltP(}c.itor~ \'\"ith
~m,3i;cr deposits This base seems Ies- :il...p!\· to
(j p, (l ~t t h o Ia q:',(" ban kson a rum 0 r f h ~ n a: (> • ~ p

larg:- depositors concentrated in the large CD
market Broader depositor bases that m:ght (!mprge
i r':ln1 interstate banking seem likelv to reduce t hp
rivk of the financial svstr-rn somewhat

Interstate b ..lnking might have two C)PD~-7',i::~

effects on risk to the banking system i rorn :)a;-d.

failures. It could reduce risk by providing a iJ~f::L:

gr()up of potential merger partners f(H LJiliq;
banks. The Carn.. St Germain Act has rn.'. ' - ., t·"

Iinancial system toward solving r(lg~d~t,H< -.. ,..,:'
J(-rn of finding merger partners for \NP~k r.:"r·,'.
frorn a limited in-state group of potent ial arouirer-.
Small, troubled banks are not covered by that
act however Interstate banking would make It
more likely that small failing banks could be
merged Mor£> spirited bidding for weak banks
probably would also reduce losses to the F~derd!
Deposit Insurance Corporation (FDIC) insurance
fund.

On the other hand, as some banks get rnurh
larger in size and geographic spread, the resolution
of their failure would become more difficuit
Larger banks require larger merger partners. The
failure of more gpographicaJly dispersed banks
woulri impact communities throughout the nat ion
HOV\,I th(.)5P enccts on system risks would balance
out I~ SPP( ulative. Sketchy evidence indicate'
that inte-rstate- banking would neither increase
nor dl'creas(\ risks to the banking system sub
stJnliafiy. It could create broader, more stable
dc-povrt bases for large banks. It would provide
more pot eru ial merger partners for small failing
banks, but it would increase the difficulties of
h3~1dIing Iargr- failing banks.

Public Costs and Bpnefits

( ,0 ~ t s () fin t p r5tat f' ba fa k rn g,. f()r ! he p u h J jcal

Ip~""L ~pcm unlikely to hr- at all largf~. A con
~lciprable hody of resear(h indicates that the
danger ()f market (oncent.atiCln drising from
int(~r~tat(~ bdnking j~ npgJr?ihl~. NOT is it likply
n-.at ( ft')dit f!c,\\'~ \t\'()lJld h() d:~'o('atf"'d ~:t'nifi{ an!!\'.
A ~nulh ie~~ \\'elj- (h"v'~iOpt#d body of' \t'\'id~ ·ne'(·
al~() indicates thelt expansion of large t)dnk~

\vcH.Jld not Increa~e the' risk of in~tt1biiity in loedl
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b.,,,kiuJ: ,u.ukpt" (H in ttap finetnri(~ ~y~.~··rrl. Bene
lat, ()f .I\I .."I.\t(' bc_lf,kiu~ (·tt·arly appt',lJ to (HIt

wl'igh thp costs. lhe b(Ane"t~ ;)'1: rn~,c;.1 -:lc,~eJv

,f·lcslPd ro thp nurnbr-r of artua! lr'''' ~otrntial
" 1.:'," fl..:t tlI1«·",'.tlf· L."d, IIIJ' VJIJlJld iillt)w into

" . ,,1,1 I I'i/' I', ':

1<) 'Hilke h)( ii' bank" h('II,t_,( rr,(lp' (f,rr'I,J 'tl'o)"tl

and to provide a lalger group of potential merger
partners for failing banks. The' availabilitv and
quality of sophisticated bank service- dL,: J should
improve. To the extent that a hl-'ahhy ~iOUP of
banks is in the public interest, interstate banking
may improve banks' health by allowing them to
compete with other unregulated providers of
financial services on an interstate bas«.

Ofher Issues
1\\'0 other issues raised by the imr-rstaie banking

debate deserve mention because they seem to
influence many of the policy recommendations
concerning the question. How interstate banking
i5 accomplished is likely to have a considerable
influence on the wealth (and. influence> of par
ticular bankers and groups of bankers. This in
eludes both bank owners and bank management

Owners of banks will be anected by the
manner of entry by outside banks. De novo entry
into noncompetitive markets is likclvto cut into
the profits of hankers alrr-adv off()ring services in
those markets. Consequr-ntlv. local bankers with
some cornpetitivc- advantage arc) likelv to lose if
de novo entry is allowed. They will he unable to
exact so high a price if they choose to sell or to
make as high a 1(·v('1 of profits if they continue to
operate,

A bank's management may also be threate-ned
if the bank is acquired. Influenc.e, income and
position may all be lost by management of the
ac quiree in such a transaction.

ror these reasons and others that contend
local control of saving» and ere..dit flows and local
involvemont with financial instrtuuons GJP in thr
public interest. entry limitations ar« often pro
posed in interstate banking laws. The two most
common proposals are restrictions on de novo
{'ntry and r(.)gional intr-r statr- banking-e-which
{)fj(.)etivply restricts r-ntrv by larg(.1 mone-y-center
b:lnk~.-Thp former prot r-et ~ ()\Vnf'TS of pxist ing
banks hom cornpotiuon or allows them to sell to
outside orpaniz ations that ",'ant to enter their
markets, The latter protects managements of
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some largpr institutions. allowing them to negoti
ate with similar or smaller organizations in splling
thp;r banks or in acquiring smaller banks. Regional
restricuons may work against smaller banks inter
esrs, however, because they decrease the number
Ii :J1i

"
'.: 1';";" '(.". S·;"; rf";";"";~"')~~ :. ~€"-,:>c~

r~lry, rf'tll ,li-..(I t":"~J l,rf,l· tfJ t:~,',~";:' i.','· c::(:wa
impact of interstate banking.

Since the primary benefits of interstate banking
are closely related to the number of potential
and real entrants it allows in local markets,
limitations on de novo entry and on the location
of potential entrants diminish the potential bene
fits. The extent of the diminution is closely
related to the extent of the limitation-..

Arguments in favor of limitations premised on
local control of credit are not convincrng, Thev
assume that there is now some local control of
savings and investment flows. In most markets.
we have argued above, rio such control exists. It

"The public generally should
benefit from the adoption of

interstate banking."

exists only in t he noncompetitive markets where
the benefits brought by potential new entrants
would be the greatest.

Arguments premised on the need for local
involvement in and identity with financial insti
tutions are difficult to analyze There are, certainly.
local banks whose managements are closely
involved with and supportive of local com
munities. Acquisition by a regional rather than a
national company mayor may not be more likely
to continue that involvement Benefits of this
increasing probability are difficult to quantify.
Political bodies making the interstate banking
laws are probably in the best position to weigh
those benefits.

Implications

The above analysis has several implications:
1. The public generally should benefit trorn
the adoption of interstate banking.

AJ'RIl lCJU4. t l'O"OMIC Rl \'11 \\
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Introduction

Office of the General Counsel
April 25, 1984

STATE LEGISLATION ON INTERSTATE
ACQU IS ITIONS BY BANK HOLD I NG cor~?';i~I ES

.
This memo ·summariz~s all ~nacted st~te statutes govern~ng

interstate acquisitions by bank holding companies and all proposals
on th~ sam~ topic introduced to date in the 1984 sessions of the
state Leq Ls La t u r es, The restrictions which the statutes and
proposed legislation place on out-of-state bank holding corn?any
dcquisitions of financial institutions vary substantially. An
attempt hdS be~n 'made, whenever possible, to group the statutes and
bills according to th~ir similarity. Therefore, the legisldtion has
be~n divided irito nR~ciprocal" and "Non-Reciproc~l" classifications.

The legislatur~s of Connecticut, ,Georgia, Kentucky, Maine,
MaSSdchusetts, New York, Rhode Island, and Utah have ~n~ct~d

r~ciprocal interstate banking statutes. However, even within the
"reciprocal" category, these statutes differ. For ~xdmpl~, New York
authoriz~s out-of-stat~ bank holding compahi~s or subsidiaries to
dcquir~ in-stat~ fin~ncidl institutions if reciproc~l rights are
granted by the other state. Connecticut, Mdssach~setts, dnd Rhode
Island allow ~ bdnk holding company or subsidiary located in one of
the New England states to acquire a b~nk in their st~tes if th~ir

bdnk hol~ing companies or subsidiaries are permitted to m~ke similar
dcquisitions in the other spe~ified jurisdictions. Th~ Rhod~ Island
provision limiting r~ciprocity to oth~r N~w Engl~nd states expires
on July 1, 1986. The reciprocity feature in the Main~ statute,
first passed in 1975, has been deleted by un ac t of the .Le q i s Le t u r e
early this year. The G~orgid statute is the first enacted in the
Southedst, and 'th~ Utah mea s u r e c r e a t e s d \~estern region that
cxclud~s California. The Kentucky rne~sur~ extends reciproc31 rights
toe 0 n t i guous 5 t ~ t e s for two yea r s ~ n d t h (~ n cJ1 lows n d t ion a 1
reciprocity.

The statutes uf D~l~wdr~, M~rylJnd, Ncbrcskd, Nevad~, South
~~ko~a ~nd Virginia ~r~ c~tcgoriz~d dS "Non-R~ci~roc.::ll--L~ws with
Limitations on Activiti~s of SubsidiJries." With the ~xception of
South Dakota, these statutes duthori~~ un out-of-stdte ba~k holding
c omp.i n y to ac qu i r e <1 newly e s t ab l i s b e d bunk 'limited to c1 s i nq Le
o f f Lce within the stat~. In 1983 "'South Dakota b r o ad e ned its statute
to pe r mi t an ou t e-of e s t a t e ba n k ho Ld i nq c ornpa n y to acquire up to
t~r~c in-state banks, subject to specified limit~tions. All of
t n e s c laws r e s t r i c c ~ht: ac t i v i t i e s of the ac qu i r i n q ba n k holding
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company and provide that the acquired bank must be operated in a
manner that is not likely to compet~ with ~xisting banks by
attracting customers' from the general public •.

The -Non-Reciprocal Laws" classification contains additional
subdivisions, including "Laws Without Restrictions," "Failing
Financial Institution Laws," and "Miscellaneous Laws." Th~se

statutes range from the Alaska law under "Laws Without Restrictions"
which permits virtually unlimited entry by out-af-state bank holding
companies, to the West Virginia statute under "Miscellaneous Laws"
which prohibits a subsidiary of a bank holding company with its
operations located outside of the state from controlling more than
5% of a state bank or bank holding company.

This memo does not cover legislation which prohibits in-state
acquisitions by out-af-state bank holding companies or to
legislation applicable only to intrastate acquisitions by bank
holding companies. «:

RECIPROCAL LAWS:

Connecticut, S.B 419 (1983)" permits ~ Connecticut bank or bank
holding company to acquire banks, s~ving5 banks, and s~vings and
"loan associations in another New England state if the other New
England ~~dte permits similar acquisitions by Connecticut banks or
bank holding companies.

Georgia, H.B. 1198 (1984), permits a southern region (Alabama,
Florida, K~ntucky, Louisiana, Mississippi', North Carolinu, South
Carolina, T~nnessee, and Virginia) b~nk holding company to acquire a
Georgia bank that has been in operation dt least five y~~rs or
another southern region holding comp~ny with a Georgia bunk
subsidiary on a reciprocal basis. The act would take effect on
1/1/85 if two contiguous states enact reciprocal legislation with
effective dates e a r Li e r than 7/1/85; c t he r wi s e , it will -t a ke effect
on 7/1/85.

Kentucky, H.B. 67 (l984), permits dcquisition of K~ntucky banks
or bank holding companies on a reciprocal basis. For the first two
years after the bill becomes eff~ctive, only bank holding companies
from contiguous States (Illinois, Indiana, Missouri, Ohio,
T~nnesse~, Virginia, West Virginia) may make acquisitions in
K~ntucky; after that, holding companies from uny state m~y ~cquire

banks or bank holding companies in Kentucky. No more than three
banks or bank holding companies may be acquired in ~ny l2-month
p~riod, acquisitions are not be permitted if they would result in
control of banks holding more than 15% of total bank deposits in the
state, and banks chortered'after the ~ct becdme eff~ctive and
chartered f o riLe s s than five y e a r s may not be ac qu i r ed . The bill
was amended by committee to terminate the thre~ bank per year
~cquisition limit fiv~ years ~fter the ~ct b~comes effective.

1-1 ~ s ~ cJc h USe t t S, C h ~ P t c r 1 6 7 t'\, g2 (1 9 8 2), prov ide s t h i.l t ,
cffectiv~ July 1, 1983, an out-of-~t~te b~nk holding COm?c3ny in
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Connecticut, Maine, New Hampshire, Rhode Island, or Vermont, with
prior written approval of the board of bank incorporation, may -
establish or acquire direct or indirect ownership or control of more
than 5% of the voting stock of one or mor~ banks or bank holding
companies in Massachusetts if it is 50 permitted by its own state
laws and if reciprocity is extended to ~lassachu5etts financial
institutions.

New York", S142-b>of Banking Law (1982, am~nded 1983), permits
an out-of-state bank holding company or its subsidiary to charter or
acquire control of banks in New York, provided that New York bank
holding companies ar~ allowed to do the same in their stat~ on a
reciprocal bai~s. Control is presumed if an out-af-state bank
holding company or its subsidiary owns or holds 5% or more of the
voting stock of the bank. A proposed acquisition may not be
approved unless the superintendent finds that the laws on which the
out-of-state bank~:holding company or subsidiary conducts its
principal banking business specifically authorized such acquisition.
Application procedures necessary for acquisition are outlined.
Subsidiaries established in New York are sUbject to the laws and
regulations that are applicable to New York banks and bank holding
companies, including hom~ office protection. Chapter 665 (1983),
~menQs Sl42-b to require prior approval of the superintendent before
a bank holding company or its subsidiary may acquire an out-of-state
bank holding company or bank.

Rhode Istand, s.s. 661 (1983), permi~s an out-of-state bank
holding company located in New England to acquire 5% or more of the
voting stock of a ~h9de Island bank, bank- holding company, savings
bank, or savings and loan, if the laws of thc- other state permit
similar acquisitions by Rhode Island banks or bank holding
companies. The N~w England limitation expires on JU~Y 1, 1986.

Utah, S.8. 9-XXX (1984), p~rmits acquisition of failing
inst'itutions by institutions from Alaska, Arizona, Colorado, Hawaii,

.-Idaho, Montana, Nevada, New Mexico, Oregon, Washington, and Wyoming;
institutions from the sam~ states may acquir~ healthy Utah
institutions if the acquiring institutions' home states pass
r~ciprocal legislation.

NON-RECIPROCAL LAWS:

L~ws with Grandfather Clauses*:

Florida, S658.27 (1980) , prohibits an out-oE-state bank holding
company from dcquiring an interest in a bank loc~ted in Florida.
However, this law does not,apply to dcquisitions prior to
M~rch 28, 1972. .

* A gr3ndfdther cl~usc, wh~n us~d in this context, allows bank
holding companies ~lrcady ~n~uged in certain activities on a
particular date to continue these ~ctivities.
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Illinois, Chapter 17, ~2510 (1981) t prohibits an out-af-state
holding company from controlling mo~e than '5% of the voting shares
in an Illinois bank unless prior to' January 1, 1982, it was
re9ister~d with the Federal Reserve and controlled at least. two
banks in Illinois.

Iowa, §524.180S (1972), prohibits an out-of-state bank holding
company from acquiring interests in a state bank, unless the holding
company was registered with the Federal Reserve Board on January 1,
1971.

Nebraska, sa-903 (1963, amended 1981, 1983) I permits bank
holding companies, including out-of-state holding companies that
owned at least"two N~braskd banks on 3/12/63, to acquire state or
national banks in Nebraska chartered at least five years as long as

total deposits in the Neb~a5ka banks held by the holding company do
not exceed nine percent of all bank and savings and loan deposits in
the state and as long as the holding company owns or controls no
more than nfne Nebraska banks at a time. Neb. Rev. Stat. sa-903
(Supp. 1983). For a summary of' Nebraska L.B. 454 (1983), see- the
section Laws with Limitations on Activities of SubsidiarieS:-

Laws with Limitations on Activities of Subsidiaries:

Delaware,· Title 5, S803 (1981), permits an out-af-state bank
holding company or its subsidiary to acquire and hold not more than
5% af the voting shares of any bank Loc a.t ed in Delaware. However,
an out-af-state bank holding company or subsidi~ry mdY acquire all
or substantially all of the voting shares of a single bank located
in the state, if the bank whose stock is to b~ acquired is a newly
established bank with a single office in Delaware and has a minimum
capital surplus of $10 million to start and $25 million after the
first year. The acquired bank must employ not less than 100 persons
and must operate in a manner not likely to attract customers to the
detriment of existing banks located in the state, provided it
operates in a manner likely to attract and retain custom~rs with
whom the bank, out-af-state bank holding company or the holding
company's subsidiary has or has had business r~lations. The
acquisition must 'receive prior approval of the commissioner.

Maryland, §S5-901 through 5-908 of Financial Institutions Code.
(1983), would prohibit an out-of-state bdnk holding company or its
subsidiary from acquiring any voting shclre of or interest in the
assets of any bank located in Maryland. However, an out-af-state
bank holding company or its subsidiary may dcquire and hold all or
substantial~y all of the voting shares of d single bank located in
Mdryland if the newly established bank has no more than one banking
offic~ and has a minimum cilpital stock and p~id-in surplus of $10
million to start and $25 million after the first year. The newly
acquired b~nk must employ not less than 100 persons and be operated
in a manner and at a location that is not likely to attract
custom~rs trom M~ryland to the substJntial detriment of existing
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state or national banks or federal savings banks located in
Maryland, provid~d th~ bank may b~ operated in a manner likely to
attract and retain custom~rs with whom that bank, th~ out-of-state
bank holding company, or the holding company's subsidiary has or has
had business relations. The acquisition must receive prior approval
of th~ commissioner.

Nebraska, L.B. 454 (1983), permits an out-of-state.bank holding
company or its sUbsidipry to acquire and hold all or substantially
all of the voting stock of a single newly established bank located
in the state if the newly established bank is limited to a single
banking office, and this bank may not acquire, establish, share or
mdintain an additional banking office or remote service unit in
Nebraska by merger, consolidation, or otherwise. The services of
this bank are limited to soliciting and processing loans instituted
by a credit or other transaction card. The acquired bank must have
a minimum capital.$tock and paid-in surplus of $2.5 million. The
acquired bank mus~ employ not less than SO persons and operate in a
manner and at a location that is not likely to attract customers
from the general' public to the detriment of existing banks in the
state, provided the bank is operated in a manner lik~ly to attrac~

and retain customers with whom the bank, the out-of-state bank
holding company, or the holding company's subsidiary has or has had
business relations. For a summary of Neb. Rev. Stat. 58-903, see
the section Laws with Grandfather Clauses.

Nevada, ~.~. 2-X (1984), passed in special session, allows
out-of-state bank holding companies to acquire a Nevada bank or
charter a new bank in the state. Operations will be limited to
activities related to credit card processing. The bill was signed
by the governor on 3/30/84.

South Dakota, S51-16-40 (1980, amended in.1983), permits an
out-of-state bank holding company to acquire up to three in-state
banks, including a single new state bank which has a minimum total
capital of $5 million, a single new national bank which has a
minimum total capital of $5 million, and a single existing state
bank. An acquired bank is limited to d single banking office, and
this bank may not acquire, establish, share or maintain an
additional offic~ or remote service unit, whether by merger,
consolidation, or otherwise. A single banking office may not
op~r3te in a manner which is likely to attract customers to the
d~triment of existing banks in the state.

Virginia, 56.1-392 (1983), prohibits an out-of-state bank
holding compdny or its subsidiary from acquiring more than 5% of the
voting shures or assets of a bank locuted in Virginia. However, an
out-of-state bank holding company or its subsidiary may acquire all
or s~pstantially all of the voting shares of a single bank located
in Virginia if th~ bank is cr~at~d for the primary purpose of
~ngaging in multi-stat~ credit c~rd oper~tions, has a minimum
c~pital stock and paid-in surplus of $5 million or an amount equal
to 8% of its total dssets, will employ not l~ss than 40 persons, and
op~rdtes in ~. mann~r that is not likely to attract customers to th~
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detriment of existing banks in the state, provided the bank is
operated in a manner likely to attract and retain customers with
whom the bank, the out-af-state bank holding company, or the holding
company·s subsidiary has or has had busin~5s relations. The
acquisition must receive prior approval of the Commission.

Laws without Restrictions:

Alaska, 506.05.235 (1982), permits an out-of-state bank holding
company to acquire and own the voting securities or other capitdl
stock of state banks, bank holding companies, or national banks
conducting business in Alaska unless the state or national bank was
recently formed. A "recently formed bank" was defined as a bank
conducting business in Alaska- on or after July 1, 1982, that has not
been in existence and continuously operating in the state for more
than three years. Chapter 60 (1983), effective October 12, 1983,
deleted the restriction that prohibited an out-af-state bank holding
company from acquiring~a ftr~cently formed" state or national bank.

Main~, Title 9-B 7 §l013(1975, amend~d 1977, 1979, 1983),
per~itt~d an out-of-stat~ bank holding company to acquire Maine
financial institutions or their holding companies on a reciprocal
basis under conditions no more restrictiv~ than thos~ imposed by
Maine, as determined by the superintendent. However, Chapter 597 of
1984 (H.P. 1500), which. was signed by t he governor on 2/9/84,
r~moved the reciprocity requirement from the provisions permitting
acquisitions ey'out-of-state financial institution holding
companies.

Fdiling Financial Institutions Laws:

Minnesota, §49.48 (1982), permits an out~of-state bank holding
company or its subsidiary to acquire a savings. bank wh~n the
commissioner determines t.hat exigent circumstances require such an
acqu i s i t ion to prevent the probable failure of -the sdvings bank.

Oregon, §716.920 (1983), authorizes an out-of-state bank
holding company to acquire a failing mutual savings bank, subject to
specified branching limitations and restrictions on additional
acquisitions.

Washington, 530.04.230 (1981), prohibits an out-aE-state bank
holding company from ucquiring more than 5% of the shar~s of th~

voting stock or assets of Washington state or national comm~rcial

banks or trust companies. S.8. 3182 (1983) I adds a provision which
allows an out-of-st~te bank holding company to acquire a commercial
bank or trust company th~t the supervisor of banking determines is
in danger of closure, failure, or insolvency.

Miscelldneous Laws:

Arkansas, Act 118 (19B3), prohibits bdnk holding compani~s

domiciled outsid~ Arkdnsas from ~cquiring direct or indirect control
of a bank in the st~te, and it permits Arkans~s bank holding
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companies to acquire control of banks outside the state if the laws
of the other siate p~rmit th~ Arkansas bank holding company to do
SC"-

New Jersey, S17:9A-345(b), (amended 1982), prohibits a bank
holding company which owns more than -25% of the stock of either a
bank located outside New Jersey or of a foreign (other nation) bank
from acquiring more than 5% of the stock of a New Jersey bank;
however, S17:9A-346{b) allows this limit to be e xc e ed ed °if the
acquiring entity is a for~ign (other nation) bank or bank holding
company, if the stock acquired was owned by the purchas~d bank or
was issued by tit to facilitate the acquisition, if the total stock
acquired does "not exceed 49% of stock outstanding (including stock
issue~ to facilitate acquisition), and if notice and priur state
commissioner approval r~quirements are met. Finally, S17:9A-346(c)
permits a bank, its parent company., or its subsidiary to acquire the
stock of a foreign l~ther nation} bank or bank holding company that
does not control a bank in New Jersey.

West Virginia~ §3lA-8A-4(e) (1982), prohibits a subsidiary of a
bank holding co~pany with its operations located outside of the
state from acquiring 5% or more of the int~r~st in or assets of any'
West Virginia bank or bank holding company.

PENDING LEGISLATION:

The following section presents summaries of bills to be
introduced or presently under consideration by -the 1984 sessions of
th~ state legislatures. The summaries include bills carri~d over
from 1983 sessions as well as bills newly introduced this year, and
th~y ar~ divided into r~ciprocdl, non-reciprocal, dnd failing
financial institution categories.

Reciprocal Bills

,.I Florida, S.B. 370 (1984), would permit d bank, trust company,
or bank holding comp~ny thdt conducts its principal operations in
Alabama, Georgia, Louisiana, Maryland, Mississippi, North Carolina,.
South Carolina, ~ennessee, Virginia, West Virginia, or D.C. to
acquire direct or indirect control of any Florida bank, trust
company, or bank holding company that has conducted business in
Florida for at least fiv~ y~ars if the dcquiring entity's home
jurisdiction's s t a t u t e s specifically authorize Florida banks, trust
companies and bank holding companies to make dcqui3itions in th~

oth~r jurisdiction. A bank, trust company, or bank holding company
from outside the region would be permitted to acquire Florida banks
dt lea5t fiv~ yedrs old that have assets under $400 million; the
asset Li.rn i t a t Lon would not apply to "agreements made before 1/1/84.
Acquiring entities from outside the region would only be permitt~d

to dcquir~ on~ banK, holding company, or trust compilny during each
of t he five c e Le nd a r .y e a r s a f t e r pa s s a qe of the act; after t ha t
time, all regional limitations would ce~se. As of 4/23/84, the bill
was in the Commerce Committee. 5.B. 409 would per~it a bQnk
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holding company with its principal place of business in Alabdrna,
Georgia, Louisiana, Maryland, Mississippi, North Carolina, South
Carolina, Tennessee, Virginia, West Virginia, or D.C. to acquire a
Floride bank in operation at least two years or a bank hclding
company whose bank subsidiaries have operated at least two years if
the statutes of the acquiring bank holding company's principal place
of business permit acquisitions by Florida bank holding companies.
If an acquiring bank holding company ceases to hold at least 80% of
its total deposits in the states comprising the region, it would in
some circumstances be forced to divest it~ Florida acquisitions.
S.B. 409 would take eff~ct on 7/1/85 unl~ss any two states in the
region enact reciprocal legislation with earlier effective dat~si in
that" case, the bill would be effective 1/1/85. The act would be
repealed automatically on 7/1/89 if no other state in the region
puts a reciprocal bill into effect. The bill had its first reading
in the Senate on 4/18/84. H.B. 795 very closely resembles S.B. 409,
but it sets its effective date as the earlier of 7/1/85 or the date
on which the state or seates in the region, other than Florida, that
have 20% of the region's total deposits put reciprocal bills into
~ffect. The bill would be repealed if no other state in the region
puts a r~ciprocal bill into effect within fiv~ y~arsl and it would
be repealed in any case on 10/1/91 under the state's sunset
provisions. H.B. 795 passed the House by a vote of 113-2 on 4/17/84
and was sent to the Senate Commerce Committee. (Source: American
Banker,4/19!84.) R.B. 727 would 'permit F_.orida savings
associations operating at least two years to reorganize, merge, or
consolidate with out-af-state associations or fed~ral associations
on a reciprocal basis, and it would allow out-of-state associations,
federal associations, and regional banks or bank holding companies
(as defined in S.8. 409) to acquire a Florida association on a
reciprocal basis. Out-of-state financial institutions with a
Florida SUbsidiary or a Florida bank holding company subsidiary
could acquire Florida associations under rules. applicable to
acquisitions by Florida financial institutions. H.B. 727 passed the
House by a 113-0 vote on 4/17/84 and was ref~rred to the Senate
Commerce Committee. (Source: American Banker, 4)19/84.)

~ Illinois, H.B. 1063, which was held over from last year's
s~ssion, would permit a bank holding company with subsidiaries in
dnother jurisdiction to acquire an Illinois bank if Illinois banks .
w~r~ permitted to m~k~ similar acquisitions in the other state.
(S ta tus : Hea rings be for e the Hcus e Finance Comm i t tee are sched u led
for 4/24/84.)

Michigan, H.B. 4633 and S.B. 369, which w~r~ carried over from
1983, would p~rmit acquisition of new or ~xisting Michigan banks by
out-af-state bank holding companies on a r~ciprocal basis. (Status:
As of 4/24/84, both bills w~r~ still in committ~e.)

North Carolina's l~gislaturc will consider ~n interst~te bill
at its June session that would permit acquisition of a North
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Carolina bank by an out-of-state holding company based in Alabama,
Arkansas, D.C., Florida, Georgia, Kentucky, Louisiana, Maryland,
Mississippi, South Carolina, Tennessee, Virginia, and West Virginia
if th~ laws of th~ holding company's hom~ state permit acquisitions
'by North Carolina bank holding companies on a reciprocal basis. Bank
holding company bank subsidiaries must have 80% of their deposits
within the listed states ~o be eligible to acquire North Carolina
banks. ~oQrc;:e: .Ame r i c an Banker, 3/-30/84.)

Ohio, H.B. 762 (1984), would permit out-of-state banks or bank
holding companies to charter or acquire Ohio banks or bank holding
companies on a rec~procal basis if approved by a vote representing
a t least two- th i r d s of the shares -of the acqu i red bank unless the
acquisition would give the acquiring entity control of more than 20%
of total bank, savings bank, and savings and loan deposits in the
state. The bill would p~rmit acquisitions of troubled institutions
free of the shareholder approval and aggr~gate deposit limits.
(Status: referred -to House Financial Institutions Committee,
3/29/84.) ~,

Rhode Island,' H.B. 7978 (1984), would permit Rhode Island
cap i tal s toe k banks to merge wi th au t -of -5 ta te ban ks on a rec Lpr oceL
basis on approval of the holders of at least two-thirds of shares
entitled to vote. Mutual banks could merg~ with out-of-state mutual
ba nk s on a ree iprocal bas is if approved by vote of a t leas t
two-thirds of ,tQe board of trustees and of the corporators. The
bill also would permit int~rstat~ purchases of ass~ts and
assumptions of liabilities for capital stock and savings banks and
building-loan associations on a reciprocal basis. (Status:
referred to House Finance Committee, 4/3/8~~)

j South Carolina, H.B. 3743 and 5.B. 959 (1984), would allow bank
holding co~panies from Alabama, Arkansas, D.C., Florida, Georgia,
Kentucky, Louisiana, Maryland, Mississippi, North Carolina, South
Carolina, Tenness~e, Virginia, or West Virginia to acquire South
Carolina holding companies and banks at least five years old if th~

other state's laws would permit similar acquisitions by South
Carolina holding companies. If passed, th~ bill would take effect
on 7/1/86. 5.B. 959 would also permit reciprocal acquisitions of
savings and loan.associations from the same st~tes and would permit
credit unions from any state to operate in South Carolina on a
reciprocal basis. (Status: H.B. 3743 was passed by the House on
4/18/84 and sent to Senate Banking clnd Insurance Committee. Source:
Am~rican Banker, 4/20/84.)

Non-Reciproc~l Bills

California, A.J.Re$. 96 (1984), would urge the President and
Con g r e 5_S. tor e pea 1 proh i bit ionsag a 1ns t na t ion wid e bra nchi n 9
(McFadden Act, 12 u.s.c. 536) I repeal prohibitions on own~rship or
ac qu i s i t i on of banks .in mor e t han one s t a t e by bu n k holding
companies unless cxpr~ssly ~uthorized by st~te law (Dougl~s

Arne n d men c , 1 2 U.s. c. § 1 8 4 2 (d ) ), and pre ~ mP cst d tel d \J S t hat con f 1 i c t
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with repeal of the branching and ownership prohibitions.
introduced 1/23/84".)

{Status:

Failing Institutions Bill

Michigan, H.B. 4684, provides that, with the approval of the 
commissioner, an out-of-state bank holding company may acquire
control of a bank in danger of closing. The commissioner will
approve an application if he determines that the following
conditions are met: the bank to be acquired is in danger of
closing, pursuant to criteria established by th~ Federal Deposit
Insurance Act;' there is not a bank or bank holding company located
in Michigan with sufficient resources that is willing to acquire the
failing 'bank on at least as favorable t~rms as the out-af-state bank
holding company: the out-of-state bank holding company has an
acceptable record of me~ting the credit needs of the banking
community, consistent with safe and sound operations; the
acquisition will not have an adverse impact on the structur~ of
financial institutions in Michigan; the acquisition will not have an
adverse impact on the convenience and needs of the public in
Michigan; and the acquisition-must not aff~ct the powers or
privileges of the acquired bank.' (Status: as of 4/24/84, still in
commi t tee. )

DEFEATED LEGISLATION:

The following section presents summdries of bills alr~ady·

considered and defeated during the 1984 s~~sions of the state
l~gislatures. The bills are divided into reciprocal and
non-reciprocal categories. '

Reciprocal Bills

Arizona, H.B. 2117 (1984), would have permitted a Colorado, New
Mexico, or Utah bank or bank holding company to op~rate in AIizona
or dcquire one or more Arizona banks or bank holding companies if
the same rights were extend~d by those states to Arizona banks and .
bdnk holding companies, if the stockhold~rs or board of directors of
the acquired Arizona bank or bank holding company approved the
acquisition, and if the proposal was approveo by the state banking
superintendent. (Status: held in committee; further action
un l i ke Ly , )

California, A.B. 2094 (198-l) I which was carried over from 1983,
woulrl hdV~ authorized an out-oE-state bank holding company or its
sUbsidiary to acquire a st~te bonk if the superintendent of bunks
d t: t e r min e 5 t h <J tea1 i for n i a ban kSand ban k hold i n9 com pan i e s hd ve
reciprocal rights in the otherstdte. (Status: ~ssembly Finance
dnd Insurance Committ~~ declined to take ~ction on 1/10/84 that was
required in order to keep the bill und~r consideration. Source:·
Cdliforni~ Danker, J~nu~ry 198~.)
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Connecticut, S.B. 326 (1984), would have converted the state's
New England reciprocity statute to .one that permitted nationwide
reciprocity. (Status: moved to botton of Senate calendar 3/28/84;
furth&r action unlikely.)

Georgia, H.B. 1231 (,1984), would have allowed an out-af-state
bank holding company to establish a bank in Georgia on a recip~ocal

basis, but only within the corporate limits of any city with a
population of 400,000 or more. (Status: tabled in.committee.
Source: Georgia Bankers Association Bulletin, 2/3/84.)

Iowa, H.S.B. 567 (1984), would have permitted out-of-state ban
holding-companies within the Midwestern region to acquire Iowa bank
holding companies that have at least 10 banks and $750 million in
d~posits on a reciprocal basis. States in th~ region
included Illinois, Kansas, Minnesota, Missouri, Nebraska, North
Dakota, South Dakota, and Wisconsin. H.S.B. 567 failed to emerge
from committee consideration. S.F. 2220 was am~nded on the Senate
floor to excluae regional interstate provisions similar to those of
H.S.B. 567. (Source: Iowa Bank~rs Association Legislative
Bulletin, No. "10, 3/9/84.) "

Maryldnd, H.B. 323 and S.B. 425 (1984), would have permitted
out-of-state bank holding companies or th~ir subsidiaries to
acquire, directly or indirectly, contro~ of one or more new or
existing Mar~land banks or savings banks on a reciprocal basis.
(Status: H.B. 323 received an unfavorable committe~ report on
3/22/84. Source: Washington Post, 3/27/84.)

Minnesota, S.F. 1837 (1984), would have permitted bank holding
companies from Iowa, Kansas, Missouri, Montana, Nebraska, North
DaKota, South Dakota, Wisconsin and Wyoming to acquire an existing
Minnesota bank if th~ acquiring holding company's horn~ state
permiited acquisitions by Minnesota banks and bank holding companie
under conditions no mor~ restrictive than those in this bill. The
dct also would have p~rmitted holding companies from the same state
to control a newly organized Minnesota bank. The bill was defeated
in committ~e. (Source: Americdn Banker, 4/2/84.)

Missouri, ~.B.· 1239 (1984), would ha ve permitted bank ho Ld i nq :
companies from ddjacent states to acquire Missouri b~nks or to merg.
with or acquire Missouri bank holding compunies on a reciprocal
bdSis. H.B. 1368 (1984), would have permitted out-of-state bank
holding companies to acquire on~ or more n~w or operating Missouri
banks on a reciprocal basis as long .35 the totc:ll d~posits held by
the acquiring bank or bank holding company do not exc~ed 13% of
total bank d~posits in the state. S.B. 598 (1984), would permit an
au t -of -s ta te bank ho ld i ng company to acqu.i r e one or more new or
op~rating Missouri banks fr~~ of any r~ciprocity limitation as long
as__ the acquisition would flotresult in banks owned by the acquiring
holding company h~ving total deposits that ~xc~ed 136 of total bank
d~posits in th~ state. (Status: S.8. 598 rcceiv~d d "do pass"
r~comm~ndation f~om the S~nate Banking Committee on 2/1/84, but was
~m~nded to requir~ reciprocity, p~rmit only ~cquisitions, ~nd limit
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entry to Kansas City and St. Louis only. senate debate on 5.B. 598
was set aside on ~/2/84, and further action is unlikely unless the
measure is added as an amendment to another bill. American Banker,
4/4/84, 4/17/84. Missouri Bankers Association Legislative Watch of
3/15/84 suggests that further action on H.B. 1239 and H.B. 1368 is
unlikely.)

Nebraska, L.B. 1069 (1984), would have permitted bank holding
companies and banks from the north-central states (Colorado, Iowa,
Kansas, Minnesota, Missouri, Montana, North Dakota, South Dakota,
Wisconsin, and Wyoming) to acquire control on a reciprocal basis of
up to nine Nebraska banks or few~r banks if their aggregate deposits
Q~ount to nine percent of total bank and savings and loan deposits
in the state. ~ The bill was de f e a t ed in committee. (Source:
Nebraska Bankers Association Legislative Update, 2/17/84.)

Vermont, H.B. 612 (1984), would have p~rmitted out-af-state.
banks, bank or non-di~~rsified savings and loan holding companies,
or savings and loans to acquire existing vermont banks, holding
companies, or saving~ and loans on a reciprocal basis.

Washington, S.H.B. 1185 (1984) would have permitted acquisition
of in-state banks in existence at least three years by out-of-state
bank holding companies on a reciprocal basis. An attempt to bring
S.H.B. 1185 to the floor of the House in time to meet a deadline for
consideration of bills originating in that chamber failed on 2/7/84.
(Sources: American B~nker,. 2/9/84; Legislative/Governm~ntRelations
Bulletin of Washington Bankers Association, 2/10/84.)

Wisconsin, A.B. 800, S.B. 534 (1984),' would have permitted
out-af-state banks or bank holding companies to acquire one or more
Wisconsin bank holding companies or banks chartered at least three
y~drs on a reciprocal basis. The chairman of the Assembly Banking
Committee chose not to move recommended passage of A.B. 800 in a
committee meeting on 2/9/84 following defeat of both substitutes
deleting the bill's substantive language and proposing Legislative
Council study of the topic and of a regional reciprocal interstate
substitute; unless the bill.is discharged from the committe~, it
will receive no further consideration this year. Hearings on S.B.
534, the Senate companion bill to A.B. 800, w~re completed on
2/8/84; defeated' in committee, 4/2/84. (Source: American Danker,
4/2/84.)

Non-R~ciprocal Bills

New r-1exico, H.B. 216 (198~), would h o v e pe r mi t t ed an
out-of-~tdte bank holding company to acquire, dir~ctly or
indirectly, one new N~w Mexico bank with at least $25 million in
capital or one existing bank in the st?te on a non-reciprocal basis.
The bill w-as killed when the Hou s e adop t cd an u n f a v o r e b Le report on
the bill from its Business ~nd Industry Committee by voice vote on
2/7/84. (Source: Arneric~n Danker, 2/9/84.)

ve r mon t , H.B. 66l (198~), would have r e q u La t ed f i n a nc i a I
institutlon holding comp3nies in Vermont and permitted acquisition.
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of a Vermont financial institution or holding company by a company
(defined broadly enough to include out-of-state or foreign nation
corporations) if the acquisition would have given the company
control of Vermont financial institutions holding less than 25% of
total financial inst~tution deposits of vermont origin in the state.

~iling Institutions Bills

Nebraska, L.B. 1027 (1984), would have permitted. acquisition of
a failing Nebraska financial institution by an out-of-state bank
holding company.or financial institution if there was no Nebraska
holding company or institution with sufficient resources that is
willing to acq~ire the failing institution on terms at least as
favorable as t~ose offered by the out-af-state holding company or
institution. The bill failed to advance on second readino.
(Source: Nebraska Bankers Association Legislative update: 4/6/84.)
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SU~1MARY OF 1984 INTERSTATE BILLS

:;te Bill No. Reciprocal Regional Wide Open Status

H.B. 2117 yes yes-AZ, CO, no held in committe
NM, UT

A.J.Res. 96 no no 1/ introduced 1/23/
A.B. 2094 yes no no defeated

S.B. 326 yes no no further action
unlikely

H.B. 727 yes yes-AL, DC, no introduced
GA, LA, MD,
MS, Ne, SC,
TN, VA, WV

H.B. 795 yes: yes-AL, DC, no passed Holise;
GA, LA, MD, s~nt to Senate
MS, Ne, SC,
TN, VA, WV

S.B. 370 yes yes-AL, DC, no in committee
GA, LA, MD,
MS, NC, sc,
TN, VA, WV

S.E. 4-09' yes yes-AL, DC, no first reading
GA, LA, MO, 4/18/84
MS, Ne, SC,
TN, VA, WV

H.8 •. 1198 yes yes-AL, FL, no enacted
KY, LA, MS,
Ne, sc, TN,
VA

H.B. 1231 yes no no tabled

H.B. 1063 yes no no hearings schedul

H.S.B. 567 yes yes-IL, KS, no defeated
MN, MO, NB, ND
SO, WS

H.B. 67 yes yes-for 2 yrs- no enacted
IL,IN,MO,OH,
TN,VA,WV,-then
nationwide

H.P. 15-00 no no yes enacted

H.B. 323/ yes no no defeated
S.B. 425
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MI H.B.4683/ yes no no in comm i t tE

S.B. 369 1983

MN . S.F. 1837 yes yes-lA, KS, no defeated ir
MO, MT, NB, committee
.ND, SD, WS,
WY

MO H.B. 1239 yes yes-AR,IL,IA no further act
KS,KY,NB,OK, unlikely
TN

H.B. 1368 yes no no further act
unlikely

S.B. 598 yes 2/ no no further act
unlikely

NB L.B. 1027 no 3/ no no defeated
",- ..

L.B. 1069 yes yes-CO,IA,KS no defeated
!-iN , MO , t-1T , NO ,
SD,WS,WY

NV 5.B. 2-X no no yes 4/ enacted

NM H.B. 216 no no yes 4/ defeated 2/~

NC 5/ yes yes-AL,AR,DC, no legislature
FL,GA,KY,LA, convenes 6/j
MD,MS,SC,TN,
VA,WV

DB H.B. 762 yes no no in committee

RI H.B. 7978 y~s no no in committee

sc H.B. 3743 yes yes-AL,AR,DC, no passed House
FL,GA,KY,LA, Se'late
MD,MS,NC,SC,
TN,VA,WV

S.E. 959 yes yes-AL/AR,DC, no introduced 4.
FL,GA,KY,LA,
MD,MS,NC,SC,
TN,VA,WV

UT S.B. 9-XX yes yes-AK,AZ,CO, no enacted
HI,ID,MT,NY,
NM, OR, WA. , WY

-r: H.B. 612 yes no no defeated

H.B. 6611 no no yes defecJted

\..J rl S.H.B. 1185 yes no no defeated 2/7/
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Notes

A.B. 800

S.B. 534

yes

yes

-16-

no·

no

no

no

defeated 2/9/8

defeated in
committee

1. The resolution urges repeal of the federal McFadden Act and Douglas
Amendment by Congress; repeal would authorize interstate branching and
acquisitions.

2. 5.B. 598 was not a reciprocal bill when introduced; amendments
added the reciprocity requirement.

3. L.B. 1027 would permit acquisitions of failing institutions only •.

4. Would permit credit card processing only.

5. ~o bill number is shown because the legisl~ture has not yet convened.
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Citicorp Position on Interstate Banking

My name is Bill Dick, and I am Vice President and Regional

Manager of Citicorp Person to Person Financial, Inc., a non

banking financial services subsidiary of Citicorp. I would like

to discuss our Corporate position on the issue of interstate

banking.

As a bank holding company subsidiary, we are pr~sently

engaged in a number of lending activities here in Virginia.

Through our offices in Vienna, Richmond and Virginia Beach, we

provide first and second mortgage financing for the local

marketplace. Through the Choice Credit Card, we provide retail

credit. Cash advances can also be obtained. by using the Choice

Card at Citicorp Financial Centers, located, or soon to be

located, in the 3 mentioned offices. Other Citicorp subsidiary

offices in Roanoke and Virginia Beach lend money for the purchase

of imported recreational vehicles and automobiles through a dealer

network.

At present, we employ over one hundred and ten Virginians

with an annual payroll in excess of $2.5 million. Additionally,

we spend approximately $1.7 million per year in Virginia for

services and supplies.

To-our 5200 mortgage customers' in Virginia, we have loaned

$185 million while our auto/RV financing activities have provided
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another $238 million to 26,000 customers. Citicorp has issued

262,000 Choice Credit Cards throughout the state to cardholders

who may deal with 10,000 merchants at 17,000 locations. To date,

Citicorp has provided $88 million in consumer retail financing to

its Choice cardholders in Virginia.

To summarize, we have loaned in excess of $740 million in

Virginia and have customer relationships with 391,000 consumers

in the' state.

Both as a corporation,and as individual Virginians, we have

over the years given freely of our time and money in support of

community activities. This support extends from health care to

cultural, educational and environmental institutions and

services. We are especially pleased to support The Ri~hmond

Symphony, The Virginia Center for the Performing Arts and the

Chesapeake Bay Foundation. We do these things in the belief that

a healthy community leads to a healthy business climate.

Citicorp expects to remain and continue to grow as ·8 good

corporate citizen in the Commonwealth of Virginia.

Although one of the issues before you concerns interstate

banking, I respectively submit that by virtue of businesses such

as ours, interstate banking is no longer a fact to be pondered,

but a reality. The questions remaining to be addressed are

taking of deposits across state lines, and/permitting full

competition between all banks for the provision of financial

services.

-7
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Onder existing law, an out-of-state bank operating in Virginia

may import funds without limitation into the state to lend to

its customers; but without special legislation it may not accept

one dollar in deposits within this state to help fund these loans.

We don't think this situation is fair. All we ask is to be
)

allowed to ·play on a level field w with the same rules applicable

to everyone.

You have heard from opponents of interstate banking. However,

it is not really int~~state banking that they oppose, beoause

there is no objection to that side of interstate banking in which

an out-of-state bank pumps money into a state; the concern only

begins when someone suggests letting an out-af-state bank compete

for deposits within the state. It is -the growing threat of

external competition to Virginia-based financial institutions"

that concerns the VBA and its members. Interstate Banking Paper,

pg.2.

Today, banking and other sectors of the fi~ancial services

industry are undergoing a major transformation. A great many new

kinds of banking services and some old ones are being offered by

businesses not involved in banking before. A prime example is

Sears, the world leader in retailing_ Sears also owns a savings

and loan (Sears Savings Bank), a major brokerage firm (Dean

Witter), a major real estate company (Coldwell Banker) and a

large insurance company (Allstate). ~he institutional boundaries

that once separated financial services have all but disappeared.

-3
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If non-banking financial services providers can compete freely,

without regard to state lines, then why not banks?

Allowing out of state banks to compete freely in the

marketplace would give Virginia consumers and businesses new

sources of financial expertise, the ability to draw on larger

pools of capital, and most of all, the opportunity to reap the

benefits of greater competition for their deposit dollars.

The possibility of increased competition understandably makes

some uncomfortable. However, no legislation can sever the

business relationships built over the decades between local banks

and their communities. Local banks possess a strong competitive

advantage which they will retain as long as they continue to meet

the needs of their customers. Out of state banks cannot achieve

any measure of success unless they can offer and deliver

something better for the customer.

Now is the time for Virginia to take a leadership role and

enact legislation that would permit fair and open competition in

the financial services marketplace. Virginia has a unique

opportunity this year to pass legislation and capture a leading

position as a financial center.

Unrestricted interstate banking legislation would be

beneficial to all segments of our community. Only those banks

who are afraid--or unwilling to compete in ~n open market have

anything to lose. All we are talking about is increasing

competition. However, there have been many misconceptions ~

-4-
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regarding the effects of full interstate banking. The claimed

disadvantages are, in our opinion, completely without foundation

and unrelated to the real issues. Let me anticipate these claims

by raising and answering them now.

1. -The big money c~nter banks will come in here and gobble

up all the little banks in Virginia·. This exaggeration

overlooks the important fact that 'you have it in your power to

restrict acquisition to "friendly· takeovers or even allow only

the establishment of new banks, thereby eliminating the -gobble

up· risk altogether. If you restrict acquisition to friendly

takeovers, there will be more bidders in the market than there

have been in past acquisitions of small banks. This is highly

desirable for the Wforgotten masses· in this debate -- the bank

shareholders.

2. Interstate banking has also been misrepresented to mean

unfair competitive advantage of larger banks over smaller banks.

If true, all the small Virginia banks would have been eliminated

as effective competitors by the large Richmond banks years ago.

Please note that while United Virginia Bank is 52 times larger

than the National Bank of Fredericksburg, Citicorp is only 25

times larger than UVB and is marketing financial services

throughout the whole world, not just Virginia. There is no

evidence in Virginia or anywhere else that this competition is

destructive, or that it favors large banks. According to the

Atlanta Federal Reserve Board, -There are no economies of scale

-5-
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in banking -- it is (not) reasonable to suppose that these large

organizations are going to swallow up small ones ••• small banks

are equally capable of competing with large banks. There is no

reason to suppose they would be driven out of business •••• •

As an example, consider the case where in mid-19B3, Citicorp

acquired a troubled savings and loan in California. The same

unfair competition arguments were used then. However, Citicorp

has not driven any California institutions out of the market.

Mr. Paul Prior, Chairman of ..the u.s. League of Savings

Institutions, said: "In,California, the Citicorp people are

building up the business of Citicorp Savings ••• They are

considered by many people to be a good citizen of the financial

service community in California definitely looking for new

business and being innovative, but not killing for deposits.- As

a last example, one only needs to look at New York State. In

upstate New York, Citibank has never captured more than 3% of the

market. If New York City banks can't dominate in their own back

yard, they are certainly not going to be able to dominate

Virginia banking.

3. Another fear frequently expressed is that money center,

or out-of-state banks will siphon off deposits from Virginia to

New York or elsewhere, to fund foreign loans. As of last count,

Citicorp had $42 billion in u.s. loans and $25 billion in u.s.

deposits. The ~emaining $17 billion is funded from foreign

deposits, the professional money markets of the world and our

stockholders. At present, we are a net importer of funds into

-6-
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Virginia of roughly $740 million. The irony here is that Virginia

banks are the ones who are taking deposits out of state. Research

has indicated that the Virginia banks loan out roughly 70% of

their deposits. The excess deposits taken in ana not lent out in

the marketplace by Virgini~ banks are invested, or loaned,· in the

nation's money markets. This is precisely where ~ go to borrow

the money we lend to our Virginia customers. We are ~ the ones

taking the money out, we are the ones bringing it back in to the

Commonwealth to meet consumer demand.

With respect to ~orei9n loans,. let me assure you that

Citicorp~ DQt use domestic deposits to make foreign loans.

For this reason, Virginia consumer deposits would not be used for

overseas lending operations •.

Although Citicorp has brought almost three-quarter billion

dollars of loans into Virginia, we are not allowed by law to

receive one dollar of deposits in the state to fund our loans.

Where is the logic or fairness in this?

4. Much has also been said about the "loss of local control·

and the lack of concern for Virginia's problems by out-of-state

managment of money center banks. Successful large financial

organizations such as Citicorp are highly decentralized. To

compete locally and be successful, a business must be part of its

community~ sensitive and responsive to local needs. Anything

less would render the business ineffective, uncompetitive and not

-~
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a very strong factor in the marketplace. It is critical to the

success of any business that it support the community it serves

and in which its employees live. Our concern for the local

community can be well documented in every market we serve.

The regional protective zones, recently being considered or

enacted, appear to have been meticulously mapped out so that they

will result in the fewest possible benefits of expanded banking

coverage. Regional banking does not represent true interstate

banking. It is nothing more than an enlarged, but restricted,

geographic zone where regional banks are protected from national

competition. In our judgement,' the needs of businesses and

consumers in a national economy are not met by banks that are

restricted to one state or even to an arbitrarily chosen group of

states.

The implied purpose of the regional approach is to allow

the smaller banks in the region time to build up their

competitiveness before true interstate banking brings larger banks

into their market. A recent publication from the Federal Reserve

Bank in Atlanta states that this would be a good initial step

toward lowering geographic restrictions. But it adds that a time

limit, or nnational trigger n date in a few years is, on balance,

desirable and the best available option. Kentucky and Rhode

Island have adopted regional reciprocal banking bills with
---

national trigger provisions.
.--/

Similar legislation is under

consideration in Tennessee, Michigan and Ohio.
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This national trigger would strike a compromise by allowing

the Virginia regional banks to grow through the regional process

for a specified period, 2 to 3 years, for example. While we don't

want to espouse a general rule appllcable to all states, we're

ready to accept a consolidation period as a reasonable approach

for the Virginia market to prepare for full interstate banking.

In conclusion, Citicorp favors a regional approach as the

initial step toward unrestricted national banking, provided that

the legislation c~~tains a 'trigger provision to allow full

interstate banking after three years. Citicorp only wants the

opportunity to'offer financial services to the consumer, subject

to the same rules and regulations as other Virginia banks. We

believe the full competition resulting from this compromise is

the best way to allocate the nations limited resources of people,

credit, services and products.

Thank you for your consideration of our position.

,-
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CITlCORP IN VIRGINIA

Lending functions: First and second mortgage loans, open end retail credit
and direct cash advance loans through Choice credit
cards, indirect sales finance lending for purchase of
imported recreational vehicles and imported
automobiles, Master Card, Visa and Diners Club.

Service/Product

Mortgage Loans
Indirect Loans
Choice Card
Master CardjVis.a
Diners Club/Carte Blanche
Commercial & Industrial

I Customers

5,200
26,000

262,000
86,400
11,000

10
390,61·0

jmm

$185,000,000
$238.000,000
.$~: 88, 000, 000
$ 65,000,000
$ 15,000,000
$150.000,000
$741,000,000

~

:.J1
00

· S·Office Locat10D •

Employment: "

Annual Payroll:

Purchased Goods
and Services:

Education and
Civic

Involvement:

Richmond, Roanoke, Virginia Beach and Vienna, Virginia

110 Virginians

In excess of $2,500,000 per year

In excess of $1,700,000 per year

Matching gifts to 42 Virginia schools, colleges and
universities totaling $86,000 for past 5 years.

Grant of $3,000 to Colgate Darden Graduate Business
School of University of Virginia.

Grant of $50,000 to VMI in honor of John D. deButts to
initiate a comprehensive academic computing program.

Richmond Symphony
Virginia Center for the Performing Arts
Chesaveake Bay Foundation



CITICORP SHAREHOLDERS IN VIRGINIA:

No
Shares

Individuals * 1000
U.V.B.
Sovran )
C.F.B.
Lowe, Brockenbrough & Tierney

Total

246,000
207,600

47,000
31,600
56,400

589,200

* Does not includ~ shareholders purchasing through broker accounts
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ot too many years ago, the idea that banking
COlII(l be COI1(11lctcd across state Ii ill'S was a II

alien notion ill this eouutry 'l'lu-r« wer« ti rt~r
separate banking markets, noutly (lplllal'{'Htt,<1

by state U01II1{1,lrips, give or take a few except ions that
slipped through the cracks of law HIl<1 I'pg'lliatioll aloll~
the W(lY: .:

This made banking the only line of husitu-ss ill a $;J.f>
trillion eCOIl()B1Y that had <1 fence around it. I~vPIl insur..
ance companies, which are subject to a welterof regula
tions, only }H1VC to stiffer the inconvenience or applyiug
for new licenses ill new states. •

What's lTIOrC, there was and is 110 111~1)1 ic support fOI'
such restriction. When banks have made t lu-i II i 11 f're
quent foravs into unfamiliar states thev have (J'PllPI'allv'J ,~ t"" _

been met with a popular aud editorial yawn. 'rial' finan
cial community may l)p ill an uproar; but the public tak(\H
the attitude, "what took you so long?" 'I'h is is pa tit ie
ularly true since, as 1)1: Larry Frieder and his e()llpa~llt's

point out in their report to the Floridu House of' ]{(lllI'P"

sentatives, 'floll-depository· institut ions provide a very
substantial portion of 11('arly every eategory or l~r{\( Iit
ill this couutrj; and they operate with iIUI)1111 it.v Ht'I'OSS

state lines,
Maybe that's \vI1)' things are ehungirur now for hanks.

There is soruething of all air of inevitubilitv about till'
process,

Within the changing climate of opinion, howvvc); thPI'P

,1I-e considerable (lr'PHS of (lisagrppiuPllt, SOIHP of lIS favor
a national free market, or short of that, reciprocal inter
stutr-bankiug, ill which individual states woukl throw
tlu-ir (100r8 wide 0PPII to bunks from all statt's that rot uru
tllt.\ privilege.

Another mot hod is reg ional rceiproca l intvrst at o
banking. This idea has become very I)OI)ulal: ill till} la~t

yem; although I understand there is no truth to tilt'
1-\1IU01' that it will be 11HII1Pcl tho official intvrstntc hank
iJIg ~t rat pg-y or t he lHH..t- ()I~r mpics.

But, as those of )fOU in the regll1atol'~' eoiuumuitv arp
wi-ll (1\\"(\ re, moment (1I1~! popula ritv (1( H~~ not ulwav» Ina l«:
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for" g'oo(l puhlie 1)01 iCJ: It. is npCPSSHI")' to ClPCll"I)' def IlP the
Hilus or all)' ehallge ill poliev and t lu-n to consider the
likelihood that any e(H11"SP or act ion is goillg to achieve
I hosl' (,JHIs.

i\1.\' O\\'1l t'l,p)ingo is that if tll(~ g'oal is bf'tt('r'l)ricill~ (lJ}(1
svr vice for COIlStllHPI"S HIHIpcOI10lllic gr·o\\'t.h fOI· the
l uitcd Suues, then intcrstat» banking with frP(· (lCCPSS

to markets I))' all inst itlit ions is a verv SPllSil>}l' approach.
I{t'giollaiballl(ing, on tlH~ other hand. has all the inlu-rcnt
dl'Ii~~il'lleips of uui! banking 011 a state basis, 01· single-
stall' bunking.

'ro redraw thp houndaries of {irt~/ smulk-r markets into
a lin1rdozen larger but st iIl-eontrnlled murkets is contra
t lit~tOl")' to thf' eall~p of hptu-r service through compet i
t ion, 'l'his is PSI>l\(!iall)' true if those lines eurel'ullv ex
l·hull' SOJllP or tilt' (Ir iviug COIHI)Pt it ive forces or t hp
jilt lust l·~; ill tIi is east' the IHOI u-y center banks-s-Ch ieag-o
lor t ht\ 1\1 it lwest, Cal i 1<)1-11 in for- thp \\()st aIH I N{l\V 1()1"1( for
tilt' I~ast"

II()I {' / , II(I rsI(II (. IJ(1111..i JI fJ
I JI ( ,1'( 1(1S( -" ('() 111 J)r! iI ,.()}I

Fj rst , let's consider thp benefits of interstute bunking,
'rhl' Atluntu I~()(i saitl ill its Jaln1(ll"~; lnH~ EcoJl()n~.ic

'irricu: that l'r()l' putl·)r of lHlllks illtn llulI-kpts <lops ill
'l'l\(lS(' COllll)t't it iOIl. Stlul}·illg" thp t'XI)P .. il'IH~l' ill I~'lol·i{la,

\\"hi(,h shiftl'(1 froBl a lillit.-hallkitlg' S~:stl'lllto a nntlti-·
flank h()ltlill~ e()1l11)al1~' S,vstl'lll, thp Huthol"S (!Ollehu)p(),
'as tlu\ Illllllhpl" of lillks ut.\l \rePII til-illS· iller·paSt'S, tht'
h\~l'l\l' or eOlllppt.itioll hf't.,rpPll thosp fil·UIS illl'I-PHSPS:'

1:xtl·apo)atillg f.·oll) this (lata, thp~' sa)~ hlp~islati\"('

'ita llg't\S that iIlll )-l'(lSP l hp 1nllllIH~I" or IlIH rkptsill \\'hieh
IlHjol" firllls eOllll)l'lp thl·()\l~ho\lt till) llatioll a..(' likpl~" to '

Jl(' ret'asp t.ht' Il'ypl of eOllll ll't itiOll."

,rlit.' eo 11S l'q Ut' Il (~P S or (~O II \ I) t' t iti011 a r(' \\'t'11-k110'\"11

'''"PI'' I)rit'l's to kt'l'(l 01<1 (~llst()1l1('rs, a I"ash of 1)I·otlu(!t
llJlOvatio!l to nttrael UP\\, (HIPS, hig-hpr b,ulgpts rO)" r(l
"Cll"l'h HIHI (lp\·ploIHIlPllt to ill' SUI"P that ,\'Oll (.'an J)I·o\·itlp
II of tlit 'Ill \r it h \vhat t lit\,,\' \\"H Ilt ill t Ill' rut II I"t\

This all SOU1ICls pretty good for consumers, and ordi
narily YOq would expect their elected represeutut ives to

embraee it. 'Io make matters better; finaneial services
growth produces all ki 11(18 of beuefits for- COIH UHI)}it it's at
large, such as jobs, increuscd IH1Si llt'SS for suppl i(\ J"S,

builders, and other sub-contractors, and IllOI"P tax rove
nues for municipalities ,111<1 states.

The Delaware Chamber of Conuuerco fO\lIH 1that PVl1I-j·

hundred new jobs ill the financial services in Dclawure
would create 110 SIJi n-eff jobs, $7.~ Hi ill ion 11101-(' ill I)PI·

sonal income, $1.9 million ill localbank deposits, oIll'

more retail establishment, $8()(),(){)() more ill state UIHl

. local taxes per year; construct ion of sixteen new hO\1Sl\S~

and $:3.4 million ill retail sail'S pel' yean
There is abundant statistical and anccdot al iuforma

tion to support this pointbecause there has been so much
growth ill tile industry throughout the' United Stutvs.
Indeed, fOI-llHlI1J" purposes, interstate banking is all"pa(l,,\'
here. Balik holding companies CHIl already (10 most of'
what they want.

Hero ill Illinois, for example, Citieorp was tilt) sixth
largest bank as of December 1988, if measured by cus
tonier loan volume. ,\t~ had eighteen offices i 11 five cit ir-s
and nearly five hundred employees, making lIS the pig-hth
largest bank employer; The acquisition or the sixty-ouc
IH·all(!h Fi,"sl. F'et.lertll Sn,villgsUlld I.JO~lll ill Chicago, IIO\\"
callp(i CiticOJ-p SUVillgs, ill JUllllar)~ of this )·PHI- has
u<lrlpfl COllSi(icl"ubl}" to those figllres.

III l\lass~tcll\lsrtts, \\ye ClI·P tllP llilltillal-gt'st l)<lllk IJIt'H

Slll-('(J h,' loall "OIUHIP, \\'e IlH\r(\ e}rvell offiel'S ill fi\'P

COtlllllllJ;itips, (111(ll'U1I»)O)" 0'''('1- 200 l)t~oplt'.
Siluilal- figures np(11)r ill statps thrO\lglu)llt till") COllllt •.~:

No {)tlP ill (ltl)' of thenl is SI)llrllillg the tlolla."s C'iti('OI-P
·h')uls or t.hl} (lOllatiollS \VP Junk..' to loea) chariti(\s, elilt lll"al
itlstitlltiollH nIH! othl',·})hihlllthl"Ollit.'s, or the IllillioJ)s of
tlollars ill taXl\S al1fl \\'ugps \ve I)a)~

\\\l al-l' cont rilnlting Ver)' reSl)('etnbl.v to the peollolllic
"uul social \\,pll-hpillg'or t.hese alul SOlllP t{H·t~' othllr statps.
(~'it icorl) is for all ~)..act ieal I)UI"j)()SPS a IHIIHhl)l- or )oea)
institutiollS, attullP(1 to thp lu'(\(ls or tlu)ir' (~()llll111111jtil'S,
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1101 suusuuuru-s 01 lllHOIHlY center nank,
Ifall t Itis results from competition, then you woukI

thillk evcryou« wouk1 welcome it, particularly sinee any
otlu-r t)llll' of hnsim-ss would he \\'OOllO a\'i(I)~' by every
statl' ill the eounn-y '1'0 S\VPPtPll the pot, a paekage of tax
'_\~Plllptions, t ru i 11 i Ilg" ~ ..ants, and other i nduevment.s
woul.I bt\ tIt I'O\\' 11 ill,

Itt JJi(.J JI (1/ (1() JJ/ I )(1rts I({'(II iJI (.

tII () 1:( I J11_' iJIf/ ~ll(I rl:(./

Unhuppil..\; \\"P al"t' uot that popular; II1St(\(l(1 we face a
rising ti<lt.) of S(,lltilll('ut for regional interstate banking
eompncts, which, ill (,trt\(~t, redliue th« banking market.

Inxteud of lif'tv protveted markets, tlu- map has IlPPIl

redrawn iul o a 1111))11)pl' of super..states. If \\P(\ aeeept the
purposes of a national banking system to l)p (l(!CPSS to
capital, the prmuot iou or competition among hanks, and
service of customers and husinesses wherever thev
choose to loeutc, then till' shortcomings of these rl'gi())l(~l
compacts are Pill i11P}lt l)r clear;

Their ostensible purpose is to allow smaller banks time
to eotuhi11(\ with ot h('I's of siIII i lar size to 111(\I{(\ thom too
big to bt\ a(~ql1i1'(\(1 b~" Ill()ll(~~V c(') It Pl' Inlll}{S,

'rhpl'p is no UUHIIC' art ie\lhtt(\ SI)O]{t'SIlUlll ror' this l)oil1t of'
vil\\\' than (1 ('I'al(l '1~l\llllligall, tll(~ fo)'n\(,\r l\lassaehust'tts
hanl~il1~ (-Ollllllissiolll'I' \\'lto \\'US illst l'UB1Pllta) ill I)HSsing
that statp's I't'g'iollal rt\eilll'o<,'al hallkiJl~ ll)~islatioll, l-Ip
r()Cl1Iltl)' tol(1 IJoslon ~l/l1!lazinc. "If illtplostatt\ ballkil)~

\VPl'P to go into t.)tl'('(~t tOlla~; Citil)Hn]\ eOllltl pasil~' (li~l\st

luost or t lip hanl,s ill Ilost Oil, 1\ Ilt I (~it ilUlilk is just OIlP or
SP\'t\I'al hig' luutlis. ~~V'\Il~\H\II~· )'Oll \\'ou)(1 HIl(1 that all of

the lllajor' finHlleial i nst itlit iOtlS of Ilost 011 \\·prp O\\'}l('(l

HIl<llllHIlHg't\(1 ill ~P\V )()rk or SOIHP othPlo eit~:"

I \\·0\1)(1 likl' to thallI< hilll f<u· his faith ill Citihallk's
ul)il it), to .'aist' thl\ tl\JlS or hiII ions of (IollaI'S ill eapit aI that
\\'holl\Sa It' Hat iOIl\" i< 1(\ al'qu isit iOIl \\·onl{ I .'(\(1\1 i rl).

'J'hOSl\ \\"110 .iull1l) to flu\ (l(~qllisition aSSHlllptioll, ho\\·
P\'{,I~ havPJl"t l'pad 0\1 r st loat pg'ic I>hlll, or llou't l)p) it'\'p OUI'

oft(\Il-stat('(l illtt\lllioIlS, If )'0\1 think al)()llt tlH' l)fi tot itll\llt

business economics, you will realize that acquisition is
just one possibility of sevcral-ssuch as starting a new
bank from scratch as we have done ill Maine, and new
forms of marketing Stich i1S telcmurkct iug with H()() 11\1111

bers, which might offer better returns. }1'\111~' estab! ishe. i
branch banks are, of course, extr'PIH()),V ('XI)PI1Sive to
operate and some banks are already stat,tiug" to thin out
such struetu res,

If the compact really just. buys t im« 1'01° smaller hanks
to grow; then why (IO{'SI1't the Mussuchusett« law contuin a
sunset provision 01" trigger; like the ]{ho(lp 181al1(1 one
does, with <1 deadline after which an)' bank anywhere ill

the country call acquire or organize a hank ill tlu: stat{\"!
'rile Florida bill in particular seems to lu\ iU1UUIIH,\ to

8(\1f-destruetiou. This impression is oll'tV 81 rengt heued h~"

the explicit rejection of trigg(,l·}t'gislat ion, as endorsed b)"
Larry Fr-ieder and his co...uuthors, with tho cvcntuul goal
of true national banking,

One trouble with laws Iike these is that t Ill'~' develop
constituencies of their' 0\\'11 aud rat ionules that far' UtU Ii\ l'

their original purpose, .Iust look at what 'hap)ll'IlPtl wit h
price controls 011 oil a decade ago. Controls became a
subsidy for e)lerg~' inefficiency HII() it. \\'(1S on }~. after t hp~'
were fi na II)" removed that S\11ll)I)' IHut cllp'.l (1t)1l HlIHi, PUt)

ilIa' shortH()'('\S Ull(l eVt'lltllall" brillgin(' <10\\'1\ tlap rpaln b ~. ~

l)ricp of oil.
]~Vt'li \vith ll\lilt-ill ('Xpil'atioll (lat(\s, tilt' l>ig lospl'S f1'0111

1'(\giOlull CO)ll}),lels \\,ilJ ue CllS(OItH'I'S, 'l'ht)~' \\'ill ha\'{' to
\vait rOle I"l'al COIHl)t't.itioll t.o rpaeh tlu\jI' Illarkt\ts, \\·ith
(lttPll(lallt inll)rOVPIlH'11t'ill 1)I'iCt\s (lIHl St\I·"i(·t'. Stoe){
hol(lt~rs, too, \vill be l)ig los(\l's, sill(~(\ if slllall{'r 1)(1I1ks
eOllll)illP t() }llalit' thelllSl\lvt.\s iIHlig-t'stil.tt" tlU'11 tiltS stoek
hol( Il'los ellanct' 1'01" g-(~tt i Ilg t.1lt.' hpst I>l'iep f()I' tilt'i l' slta IlIl'S

\\,i11 hilVt,\ fll\( 1.
Thp olll~r trlle Ilatioll\\'i<.le uu('tiolls foro (If'p()sitol'~' inst i

tllt ions t.hat have l)PPll cOIl(hll,t l\(l ill t Ii is ~ ('Ollllt l'jr ha\'('
ShO\\'ll tlUlt.l>Hllkillg sharps Ht'P Ilot t\XPlllpt frotH thp la\\"s
of tht' H1HI'ket.plu(,(\-ollell COllll){'t.it ion I)I'O( hll'PS thl' bpst
I)I'iep, llllight <1<}<1 that thes(' ulu,tiollS 1t'(1 to till' ('rpatioll
of (;iticOlllll Sa\'i llgS,

M
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St ockhoklvrs also lose when mauageuu-uts vote them
selves lurgt- golden parachutes ill the event of takeover;
Iikc the t wo ~'pal'S or I'll) I salury for six t (1) peopl« at on«
0:P\\" 1~Il~hlJH 11)(1 Jl k f I',,(ul about.

/1.1' I'(' r.'1 ~\ .( ·('(I \\(.
.1/(;(>1 Is I.I()(»(II

1\11: ~l\llli~all arti(~ulatlls another public policy concern
uvBoston J/tl!/tlZini', H1Hl since 110 discussion of the subjeet
\\"0111<.1 Ul\ complete without it, 1<1 like to address it. III

rf'r,-,rriJl~to tilt' I'pgiollal interstate hill he said, "Tho local
It.'ll< 1(,1' is nH) I'l~ Iil«)I~l to meet locaI 11('PtI8. I f )'0\1 don't
subscribe lo that thpor); then Brennan II (the Massachu-

I ) I " C· · · d ·spt ts H\\" IlIH «-s IIO SPllSP. _,Iticorp S onu-st Ie corporate
bunk is the largpst profit center in till' entire eorporation
w ith hund reds, if Bot thousands, or eustomers i 11 every
stat l' ill t lap count r)~ The consumer hank \\'it11 ]() III i 1,1 iOI}

cust omers is tIll' In rgest provider of fi nance 1'01' housing
ill till' l'O\llltl'~; tlu\ largest issuer of credit cards und thl\
lal'g"ps( issuer of st udent loans, with 801ll(\ 4:1(l,O()() ill all
firt~, states. l\.IHI till' ~\lCCl\SS of all our businesses has
hillU'p(1 OIl thp (ll\cisiOll to ntt·O\\' thl"\lH \\'hpl-p till' 111011PV ist'" b •

bl'ill~ 11Sl\ll.

1'hosp eustolllt'I·S 0\\'11 hOllll'S,',)HS· loeal taxps alHI :yote
inloeal pll~ctiol\S. Ifthp InOl\l'~'\\'t\ 1t'IHl tlll'lIl is not lIS('{)

loeH Il~· thpll \\'hpl'P is it usp(ll ]~Vl'I'~' Ill'f'( I \\"t\ Illl~l\t is
HInca}!'· I t'HIl'lt hllHg-illl' tht' cil'elllllstanttps that \\'otilil
eausp us lu alt l'r Oll r )PIH Iilig IlnttprllS i r \\'t' \\'llI'P ~iVt\1l thp
I)O\\'l'" to tal-a' lhlposits; tilt' IllH.,kpt <If'lllHlul 1'01' (-)·p(lit is
~~11nl)I)· that. Hllll <IOPSll't lllalll\lHI Oll thl' lll'llosit si(lll.

.\ Ilolit it'all,\'I)oJlu)ar extl'11sioll of this litH' of thinking'
i:--; that banks \vill ~I)il'it <lpJ)ositH O\lt ·of till' (-Ollutr'.,' for
!'nl"l\igll loans. \l\t, illtl'I'llatiollal hallkt'(·s at'll full,\" H\\'arl'

that fOl"l'ig-1l IOHns art' fllJ}(h~(1 frotH till' 1~\1"()l'\lI'l'Plll'~'

Illil.,kpts. 'It,ll thp (lp})()sitol·s of till' (,'hittt'IHl,'n ('\)I',)ol'a
l i.)J 1 ill \llrU10lll IU){ to \\'Ol'I·~" just l)l't'HUSP a vigorous
i Ilt l \ rnat iOI\H1iIlst itut ion Iikl' 1~allk or Ilost Oil i~ t 1'~' iH~ t()
htl\, into it.

'I (Ioll't think all)' of llip failliliar HI"g'llIIlPJlts ..pall)'

make it OIl this issue. If acquisition is tile problem, you
call require that IlCW interstate entrants build f'rom the
ground IIp. If size is tile problem, you eun limit the size of
the acquisition. I f size is a big problem. t IH'I'() is a ,"prJ'
viable program of ant i-trust prosccut ion in this count ry
that only recently prevented c1 couple of st l'pllllPrgprs,

'J lit r] J)1'1 )I t ('/ i()J,

a11(11fl nt«! .llt/r/.·(ls

I-IO\\"CVCI; I don't think any of these explanut ions art'
germane. If you warit. to really apprcciut P what's at work
here, you might eonsidce another iustunce of turf protee
tion written UI) recently ill the New )ork 'I'imes. It seems
that a number of 11e\V pizzerias ill 1\1 iam i 1Ia\'(\ heen blown
up ill the last few months becaus« thp.v luul the had ·
judgment to open ill ncighborhoo: Is ul rt~all~' SPI'Yt'll I)~'

entrenched pizza interests. This 11tH'; lent a new 1l1PHnillg'

to the term "target market," The methods Ina)' he (I i f1't'r
ent, but the principle is the same.

Having come of age ill a tightly controlled environ
mcnt, the tendency for llU111Y bunkers is to trv to fino tune
tlu..~ legal strllct\lre, al\\rays ill the' 11aBle of 1)111)1 ie intrrl'st,
bllt 11C\~er to COIl flict \vith tlleir O\rll COlllllt\t itivp I)()sit iOIIS.

III 1'.lilllll1SOt t1, for eXllllll)]e, t\VO llUllk holtling COlllpa

.lies h(l\,(' t\\'('llty-five perCPllt each of lhl' Inal'kpt all(1 HI-P
tryillg to prOl11ot(\ a regiollal illtel'statp COlllI1Hl't. T.hp~"

\\,illllPl'rl it, beCfillSf' if ill(IPI)l'lUll'llt ballkl'rs ha\'P thl'ir
wa)·; grO\\T t.h with i11 t.lle st.ille 1))' (lll~r i Ilst it tit iOll \\' ith H101'('

than tPll [lPrcent of thl' IlHlrl{('t \\' iII l)p IlI'O)} il )it P(J. ()ll

Vi()llSl)~ SOllle Il(\OI)le thilll{ tlll\re ,U'(\ too lllHIlJ' allg'l\ls OIl

the hl~a(l of the Ilill lllld othprs t.hinl" t.h(,l'l~ arl'll'lt t\llo11gh .

011 llcither sicle is t hpl"p clll~' rl\e()~n ition that the halll\~

it'lg 111Url{pt is (lrivell by peoI>I(l's 11PP<! HIHl tastl's.
I thilll{ their real re<.lSOllS lip SOlllP\\·hpl'tl othl'.· than

COlle(l[·n f(ll' tht) Plll>lic illtrl·l\st. 1\ 1(\xas hallkpl' (llit it thi~;

\\'a)~ ~·1'his is a prOSJlcrOllS al·()a. \\{~ I'pall,,\' tlon"t \\'aJlt

o\ltsi(ll~ COIHpetitors shclriug OUt· Ilr()Sp(,I'it~:··

Allj'OllP CHIl sYJllpathizr \vith that. ;\0 011(' \,'allts to
hshul'P pl'oSllprity" if it 11\pallS tong-hpl· (~()1l11)Pt it ion nlH1

~
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lower profits, But these sentiments Iie at the heart of'all
protect ionism, Are they really tho best foundation for
1)\1\)1 ie polic),tl

Competition, 011 the other hand, means a break 1'01- the
eust Oil ll\ I- ill the form of better prices, product innovat ion
and f'reer access to capital. 'I'his is the choice that faces lIS

,11Hi I hope \\'P make the right 011l~.

1·'01' uddit ionul ('Opil':-i wr itt' to
f'itil'o,op

P"lali(' ~\n'ai rs 1)\'partuwlll
:I~HJ Park .\V\'."", l~t h Floo.'; ZUllt' ~

1':,'\\' '.u'k. N,\: IOO·I:J
P.'i ntvd ill t '.S ...:\.

~
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8-15-84

INTERSTATE BANKING LAWS

~
~

STA'l'E

ALASKA

CONNECTICUT

DELAWARE

YEAR ENACTED

19~;l

1983

1984

1981

1984

CITATION

S.B. 752/
Chapter 75.

S.B. 419/
El~ACTED

6-8-83

S.B. 326/
ENAC'l'ED
5-8-84

H.B. 28/
Chapter 8;
H.B.29/
Chapter 7

II • B. 724/
ENACTED
8-13-84

PROVISIONS

One-way full national by acquisition of an c~{isting

bank , (I t the bank to be acqu ired wa s not in
existence on the effective date of this bill, th~

acquisition woulu have to wait until such hdS been
in operation at lea~t three y~ars.)

Req Lona L reciprocal interst.ate banking wi t h i n the
Ne\/ Bngland s t ate s r Lnc r e a sed S&L powers; and 2
non-banking subsidiary offices per year fGr
out-af-state banks. .

As enacted treezes the definition of a bank and BHC
so as protect certain pending regional interstate
mergers; limits establishment of S&L holding company
subsidiaries to two per year, and attempts to prevent
establishment of 'non-bank banks by BHes. (The full
national interstate banking language originally in
the bill was deleted.)

Financial Center Development Act; one-way, tull
national de novo, $10 million minimum capital, which
must be increased to $25 million within one year
from commencement of business, and 100 resident
employees within one year of operations; no retail
competition in state; favorable taxation;
deregulation of rates on open-end revolving credit
and closed-end installment loans; number of
incorporators reduced from 15 to 3.

Permits an out-af-state BRC to acquire a second bank
in Delaware with only one office, which does not
attract customers from the general public, and
requires that this new bank and its in-state
affiliates must employ at least 200 persons within
the first year.
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FLORIDA

GEORGIA

..-
~
-.1

ILLINOIS

KENTUCKY.

, MAINE

1984

1984

1984

1984

1975/
1978 Effective

H.B. 795
ENAC'l'ED
5-22-84

Ii.B. 1198/
ENACTED
4-5-84

S.B. 1236/
ENACTED
6-26-84

H.B. 67/
ENAC'l'ED
3-24-84, with
out Governor's
signature.

'I'itle 9-8,
Sec. 1011

8-15-84

Permits reciprocal Lnt e r s t a t,e banking by a cqu i s i t i on
of a Florida bank in operation for ill least 2
years by a BHC with its p r i nc Lpa I p La c e of bu s i nu s s

within t he region which Lnc Lude s Al abarna , Ge o r q t a ,

Louisiana, Maryland, Mississippi, North Carolind,
South Carolina, 'l'erlnessee, Virginia, \tJe:st Virginia
and the District of Columbia. Requires that the
regional BHC applying to acquire (1 F'Lor i da bank have
at least 80% of the total deposits of lts uanking
subsid1aries.within the region. Provides for an
effective date of 7-1-85, or the date on which states
having at Lcast 20% of tile total depos its in the
region, excluding~rlorida, have in effect similar
legislation.

Regional reciprocal interstate banking among
the states of Alabama, Florida, Georgia, Kentucky,
Louisiana, Mississippi, North Carolina, South Carolina,
Tennessee and Virginia. Takes effect 7-1-85, unless 2
contiguous states enact similar legislation prior to
that date in which case it can be moved up to the
effective date of the second state to ~nact, but no
earlier than 1-1-85.

P~rmits acquisition of a troubled bank in the
state with assets of at least $1 billion
by an in-state or an out-of-state BHe,
with preference given to in-state acquirers.

Inter alia, permits reciprocal contiguous state
interstate banking for 2 years after enactment,
after which permits full national reciprocal
interstate banking.

Full national interstate banking either by acquisition
or de novo, on a reciprocal basis, under conditions
no morerestricti.ve than t ho se provided by Maine law
which currently requires reciprocity and the approval
of the Superintendent.
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MAINE

MARYI.JAND

1983

1984

1983

Ii • B. 768/
ENACTED
5-18-83

H.B.1500/
ENACTED
2-7-84.

s .n. 591/
ENACTED
5-1U-83

8-15-84

Sets net new funds standards for interstate
acquisitions of Maine institutions.

Repeals the reciprocity requirement in Ma i ue ' s
interstate banking law.

DeLawa r e-vs ty le bi 11 -- one-way full na tiona 1
de novo, $25 milliun capital requirement; 100
eii\pluypes required wi t.m n one ye a r of ope r a t i.on r
no retail compet1tion; permits an annual
membership fee in~: an open-iend cred it ag reemen t
and other pricing ~elief.

MASSACIIUSETTS 1982

-..
~
7)

~l.B. 6724/
Chapter 626

Regional reciprocal Lnt.e r s t a t.e banking via acquisition
within 6 New- England states; precludes "leap-froggir\g";
pe rma t s regional reciprocal tull interstate EFTS but
only limited, i.e., no deposit-taking; authorizes one
way interstate EFTS outside the region and only through
sharing with Massachusetts bank operated terminals.

MINNESOTA

NEBRASKA

1982

1984

1983

S .u. -832/
Chapter 372

H.B. 1678/
ENACTED
4-26-84
Chapter 502

L.U. 454/
ENACTED
4-18-83

Permitted acquisition of failing mutual savings banks,
allowing the acquisition of F&M Mutual Savings
Bank, the only mutual in the state.

Inter alia, may expand the authority of the Commerce
Commissioner to permit the acquisition of a failing
bank by an out-of-st~te BHC, to be accomplished by
conversion of a failing commercial bank to a thrift
institution which then may be acquired without
further enabling interstate banking legislation.

One-way full national interstate banking on a
de novo basis, limited to a credit card
operation; deregulates credit card interest rates.

NEVADA 1984 S.B. 2/ Provides for full national limited purpose interstate
ENACTED 3-30-84 banking as well as certain changes to the consumer

credit statutes.

_1_



NEW YORK 1982

1983

1984

A1452/
Chapt~r 417

A6859-B/
ENACTED
7-25-83

At3 87'3-A/
ENACTED
7-19-84

8-15-84

Full national reciprocal interstate banking by
acquisition or de ~.

Clarifies that NY's reciprocal interstate banking
law applies only to reciprocal arrangements and
not to invitational laws by other states.

Modifies interstate banking laws to require
the Banking Superintendent to determine if
the laws of the home state of a BHC which
is seeking approval to acquire a New York
bank allows direct or indirect acquisition
of banks by otit-o~-stdte BHes, and specifies
that a condition cannot be met if the other
state's laws hold restrictions which are not
in New York law.

0')
<.0

NORTH CAROLINA 1984 S.B. 706/
Ratified 7-7-84

Provides for· enactment of the North Carolina Regional
Reciprocal Banking Act which permits acquisition of
banks in North Carolina which have been in continuous
operation for more than five years by a BHC located
within the Southeast region comprised of Alabama,
Arkansas, Florida, Georgia, Kentucky, Louisiana,
Maryland, Mississippi, North Carolina, South Carolina,
Tennessee, Virginia, West Virginia and the District
of Columbia, on a reciprocal basis, under the same
conditions or limitations which would apply to
the acquisition of a bank or BHC in that other
state by a NC BHC; provides for the nonseverability
of the provisions of this act; effective 1-1-85.

OREGON 19U3 H.B. 2149/
ENACTED
4-4-83

H.B. 2150/
ENACTED
7-11-83

Authorizes out-af-state acquisition of failing
mutual savings bank by a financial institution
in a contiguous state.

As enacted, restricts interstate acquisit~ons

under H.8. 2149 to prohibit the BHC from acquiring
additional banks/branches in the state.
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SOUTH CAROLINA 1984

RHODE ISLAND

SOUTH DAKO'rA

--I

UTAH

1983

1980

1983

1Y84

S.B. 661/
ENACTED
5-18-03

H.B. 3743/
ENAC'fED
5-21-84

H.13.1370/
Chapter 331

S.H. 256/
ENACTED
3-4-83

5.B. 9/
ENACTED
4-6-84

8-15-84

Provides for New England regional interstate banking
to beq i n in July, 1984 and full national Lnt.e r s t at,e
to begin in July, 1986.

Permits regional reciprocal i n t.c r s t at.e b.u.k i nq ,
Ln t ru-dndus t ry , o I comme r c i.a I banks and S&LS t :

among the s t at.e s of Alabalna, Arka n s a s , F lorLd a ,
Georgia, Kentucky, Louisiana, Maryland, Mi~sistiippi,

North Carolina, South Carolina, Tennessee, Virginia,
West Virginia and the District of Columbia, permltting
acquisition of a South Carolina institution only if
it has been co~tinuously operating for five years;
also permits fulllnational branching of credit unions;
effective 7-1-86."

One-way full national interstate banking via acquisitio!
of de novo state or national bank; single office; no
in-itare-retail competition; $25 million n.inimum capita~

Expansion of 1980 interstate law to permit acquisition
of up to 3 banks - an existing bank, a new state bank
and a new national bank - with reduced capital re
quirements of $5 million; also expansion of bank powers
to engage in all facets of insurance business.

Two-part interstate bill (impetus for legislation
comes trom need by regulators to deal with
distress~d Utah banks) which provides for: (1)
reciprocal interstate banking among BHCs domiciled
ill- the Western U.S. states of Alaska, Arizolla,
Colorado, Hawaii, Idaho, Montana, Nevada, New
Mexico, Oregon, Washington and Wyoming, but excludes
California, by acquisition and (2) increased authority
for the Commissioner to permit acquisition of a
distressed insti tution by a depos i tory based wi thin tile
region, however s pec Lf i.ca Lly proh i.b i t s an out-af-region
BHC wi th a deposi tory subsidiary based wi t h i n the r eq i ot
from acquiring a distressed Utab .institution.
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~
~

VIRGINIA

WASHINGTON

1983

1983

H.B. 623/
Chapter 193

S.B. 3182/
ChaRter 157

8-15-84

One-way, full national interstate on a de novo basis;
permits a single office, $5 million minimum capital re
quirement; minimum staff of 40 within a year of opera
tion, with activities limited to credit card operationE

Permits out-af-state BHCs to acquire
ailing/failing banks or Biles if no in-state DklC
is financially able to do so.
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SPECIAL -PURPOSE INTERSTATE STATUTES

FLORILJA

ILL1NOIS

~

tJIOWA

NEBRASKA

WASHINGTON

1976

1983

1982

1983

1972

1983

1981

l'-'la. Statute
Chap. 658.29

S.B. 580/
Chapter 30

Ill. Rev. Sta.
Acts of 1972

S.8. 699/
P.A. 83-307

Chapter 1114,
Acts of 1972

L.B. 58/
ENACTED
2-16-83

S.B. 3042/
Chapter 83

Permits out-af-state BHCs which owned banks in the
state as of 12-20-72 to acquire additional in-stdte
banks and trust companies. (NCNB, North~rn Trust
and Royal Trusteo were thus grand fathered) .

Permits out-af-state banks to share ATMs owned and
operated by Florida banks, but prohibits ~nterstate

deposit-taking.

Permits the one out-af-state BHC that owned a bank
in the state as of 12-31-81 (Gene r a I Bancshares) to
acquire addi t.Lona l: banks in the state.

Permits out-of-state banks to share ATMs operated by
Illinois banks, on a reciprocal basis; prohibits
interstate deposit-taking.

Grandfathers interstate entry so that only BHes
already owning 2 banks in Iowa as of 1-1-71 are
eligible; aimed at Norwest/Minneapolis.

Grandfathers interstate entry so that only Biles which
owned 2 banks in the state on 3-12-63 sha Ll be
permitted to expand within the state to the same
extent as in-state hoLd i nq companies.
No·rwast/~linneapolis is lead BIle ~() grandfathered.
(At tempt to amend in contiguous inters Ld to
provisions failed.)

Permits out-af-state banks, t r u s t comp.m i e s ,
and thrifts to use s a t.e Ll Lt.e facilities ill s t a t e
on a reciprocal basis.
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SENATE BILL NO HOUSE BILL NO .
A BILL to amend and reenact ~~ 6.1-5. 6.1-382. 6.1-383.1 and 6.1-392 of the Code of Virginia and to

amend the Code of Virginia by adding in Title 6.1 a chapter numbered 15. consisting of
sections numbered 6.1-398 through 6.1-407. to authorize interstate banking on a regional
reciprocal basis in Virginia.

Be it enacted by the General Assembly of Virginia:

1. That ** 6.1-5. 6.1-382, 6.1-383.1 and 6.1-392 of the Code of Virginia are amended and reenacted
and that the Code of Virginia is amended by adding in Title 6.1 a chapter numbered 15.
consisting of sections numbered 6J~398 through 6.1-407 as follows:

* 6.1-5. Who shall not do a banking or trust business. - No person, copartnership or
corporation, except corporations duly chartered and already conducting the banking business or
trust business in this State Commonwealth under authority of the laws of this ~
Commonwealth or the United States, or which shall hereafter be incorporated under the laws of
this ~ Commonwealth or authorized to do business in this StiNe Commonwealth under the
banking laws of the United States, shall engage in the banking business or trust business in this
State Commonwealth, and no foreign corporation. except as permitted in Chapter 14 (§ 6.1-390
et seq.) and Chapter 15 (§ 6.1-398 et seq.) of this title. shall do a banking or trust business in
this~ Commonwealth ;~ #ilH . Nothing in this chapter . however. shall:

(1) Prevent a natural person from qualifying and acting as trustee. personal representative,
guardian, committee or in any other fiduciary capacity ..

(2) Prevent any person or copartnership or corporation from lending money on real estate
and personal security or collateral, or from guaranteeing the payment of bonds, notes. bills and
other obligations, or from purchasing or selling stocks and bonds. or

(3) Prevent any bank or trust company organized under the laws of this Slafe
Commonwealth from qualifying and acting in another state or in the District of Columbia, as
trustee, personal representative, guardian or committee or in any other fiduciary capacity. when
permitted so to do by the laws of such other state or District.

Nothing in this section shall be construed to prevent banks or trust companies organized in
this State Commonwealth and chartered under the laws of the United. States from transacting
business in Virginia.

~ 6.1-382. Registration. - Every company that controls one or more Virginia nnanciat
institutions shall register with the Commission in accordance with procedures established b/ the
Commission and. unless such company (except as provided in Chapter 15 (§ 6".1-398.1 et seq.) of
this tit/e) is a corporation chartered under the laws of Virginia, it shall be admitted to transact
business in Virginia in accordance with * 13.1-102 of the Code of Virginia. Unless the
Commission allows additional time, registration shall be completed within eRe Rt:lRereEl eigINy 180
days after July 1. 197~. or after the company acquires control of a Virginia financial institution,
whichever date is later.

* 6.1-383.1. Acquisition of interests in financial institutions and financial institution holding
companies; prerequisites: notice: information to be made available to public. - A. Except as
provided in Chapter 14 <* 6.1-390 et seq.) and Chapter 15 (§ 6.1-398 et seq.) of this title, no
company shall acquire or make any public offer to acquire, directly or indirectly, control of a
Virginia financial institution ; or a Virginia financial institution holding company, and no Virginia
financial institution holding company shall acquire more than five percent of the voting shares
of any Virginia financial institution ; or of any other Virginia financial institution holding
company, unless it first shall:

1. File with the Commission an application in such form as the Commission may prescribe
from time to time;

2. Deliver to the Commission such other information as the Commission may require with
such certification of financial information and such verification by oath or affirmation of other
data as the Commission may deem appropriate:

3. Pay such application fee as the Commission may prescribe from time to time; and

4. Except in the case of a company which is a domestic corporation or a foreign corporation
qualified to do business in Virginia. deliver to the Commission a written consent to service of

174



process in any action or suit arising out of or in connection with said proposed acquisition
through service of process on the Secretary of the Commonwealth.

B. Upon receipt of an application, the Commission shall notify the affected Virginia financial
institution ; or Virginia financial institution holding company, and shall solicit the views of the
affected Virginia financial institution , or Virginia financial institution holding company. The
application and all other information required by the Commission under this section, except such
additional information as the Commission determines should be kept confidential, shall be held
as part of the public records and made available to the public.

* 6.1-392. Acquisition of - interests in bank located in Commonwealth by out-of-state banking
holding company or subsidiary; conditions. - Exeetlt as provided ift l2~ i ~ aB6 CRapter
-1-3 ~~ ei seEt:t eI~ tHIe; 9f= as provided heFeiB, Be aut af state 9aftIt beleiag compaay 6f=

&BY su~sidiary thereof may acquire et= B&kI; directly et= iadirectly,~ tftaft Hs;e pereeat e:f~
Yeaftg sftaFes eI; iAtefest ift; &f ali 91= SHBstBAtielly all &I tfte assets e# &By 9aftIt located 1ft tftis
COfAfAa8Qlealtli. NetT!)ithsla8tIiBg tBe ,)loFegeiBg, a& An out-of-state bank holding company or any
subsidiary thereof may acquire and hold all or substantially all of the voting shares of a single
bank located in this Commonwealth When and for so long as the following conditions are
satisfied:

1. The bank whose stock is to be acquired is a newly established bank that has or will have,
when chartered and thereafter, no more than a single office located in this Commonwealth open
to the public for the conduct of banking business; and such bank shall be created for the
primary purpose of engaging in a significant multi-state credit card operation;

2. The bank whose stock is: to be acquired has or will have on the date of commencement
of business in this Commonwealth a minimum capital stock and paid-in-surplus of five million
dollars and thereafter will maintain capital stock and surplus of five million dollars or an
amount equal to eight percent of its total assets, whichever is greater, so long as it continues to
do business in this Commonwealth;

3. The bank whose stock is to be acquired employs on the date of commencement of its
banking business in this Commonwealth or will employ within one year of such date not less
than forty persons in this Commonwealth in its business;

4. The bank whose stock is to be acquired is operated in a manner and at a location that is
not likely to attract customers from the general public in this Commonwealth to the substantial
detriment of existing banking institutions located in this Commonwealth; f)Fe'/iaed lftat however.
such bank may be operated in a manner likely to attract and retain customers with whom that
bank, the out-of-state holding company, or such holding company's bank or nonbanking
subsidiaries have or have had business relations; and

5. Such acquisltton has received the prior approval of the Commission.

CHAPTER 15.

ACQUISITIONS BY OUT-OF-STATE BANK HOLDING COMPANY.

§ 6.1-398. Definitions.i-As used in this chapter. unless a different meaning is required by the
context. the following words or phrases shall have the following meanings:

"Acquire" means:

1. The merger or consolidation of one bank holding company with another bank holding
company:

2. The acquisition by a bank holding company of direct or indirect ownership or control of
voting shares of another bank holding company or a bank, if. after such acquisition, the bank
holding company making the acquisition will directly or indirectly own or control more than
five percent of any class of voting shares of the other; bank holding company or the bank;

3. The direct or indirect acquisition by a bank holding company of all or substantially all of
the assets 0/ another bank holding company or of a bank: or

4. An\-' other action that would result in direct or indirect control by a bank holding
company ·0/ another bank holding company or a bank.
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5. The term "acquire" does not permit the branching or merging of banks across state lines.

"Bank" shall have the same meaning as set forth in 12 ll.S.C. § 1841 (c) or an institution
which has or is eligible for insurance of deposits b.v the Federal Deposit Insurance Corporation.

"Bank holding company" shall have the same meaning set forth in 12 U.S.C. 9' 1841 (a) (1).

"Control" shall have the same meaning set forth in 12 U.S.C. § 1841 (a) (2).

"Principal place of business of a bank holding company' shall be the state in which the
largest amount of its deposits is located as 01 the end of the last calendar year.

"Region" means the States of Alabama, Florida. Georgia. Ken tuck}". Louisiana. Maryland.
Mississippi. North Carolina. South Carolina. Tennessee. Virginia and West Virginia. and the
District 01 Columbia. which tor the purposes 01 this chapter shall be considered a state.

"Regional" bank means a bank that:

1. Is organized under the laws of the United States or of one of the states in the region
other than Virginia: and

2. Has its main office and all branches. 11 any. located only in states within the region.

"Regional bank holding company" means a bank holding compan..v:

1. That has its principal place of business in a state within the region other than Virginia:

2. Whose regional bank and Virginia bank subsidiaries hold more than eight)' percent of the
total deposits held by all of its bank subsidiaries (excluding off-shore branches). other than bank
subsidiaries controlled by it in accordance with § 6.1-401:

J. That is not controlJed by a bank holding company other than a regional bank holding
company: and

4. That neither is controlled bv nor is a foreign bank as defined in the International
Banking Act of 1978 (12 U.S.C. § 3101 (7)).

"Subsidiary' with respect to a bank means:

1. An)' company twenty-five percent or more of whose voting shares /excluding shares
owned by the United States or by any company wholly owned bv the United States) 's directly
or indirectly owned or controlled by such bank holding company. or is held b)' it with power to
vote:

2. An)' company the election 01 a maiority of whose directors is controlled in an)' manner
b.y such bank holding company: or

3. AnJ' company with respect to the management or policies of which such bank holding
company has the power. directly or indirectly. to exercise a controlling influence. as determined
by the Commission. after notice and opportunity for hearing.

"Virginia bank" means a bank that:

1. Is organized under the laws 01 this Commonwealth or of the United States: and

2. Has its main office and branches. if any (other than off-shore branches). located onlv in
this Commonwealth.

"Virginia bank holding company" means a bank holding company:

1. That has its principal place 01 business in this Commonwealth:

2. Whose Virginia bank and regional bank subsidiaries hold more than eighty percent of the
total deposits held !J..\' all 01 its bank subsidiaries. other than bank subsidiaries controlled bv it
in accordance with .9 6.1-401.· and

3. That 1:C; not controlled bv a bank holding company other than a Virginia bank holding
company.
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§ 6.1-399. Acquisitions by' a regional bank holding company.-A. An.v regional bank holding
company that does not have a Virginia bank subsidiary' other than a Virginia bank subsidiary
that ",'as acquired either pursuant to § 116 or § 123 01 the Gam-St. Germain Depository:
Institutions Act 01 1982 (12 U.S.C. 1730 a (M), 1823 (f) or. except as acquired in the regular
course 0/ securing or collecting a debt previously contracted in good faith. as provided in
section 3(a) 01 the Bank Holding Company Act 01 1956 as amended (12 U.S.C. § 1842 (a)). rna)'
acquire a Virginia bank holding company or a Virginia bank with the approval 0/ the
Commission. The regional bank holding company' shall submit to the Commission an application
for approval of such acquisition. which application shall be approved in the event:

1. The Commission determines that the laws 01 the state in which the regional bank holding
company making the acquisition has its principal place of business permit Virginia bank holding
companies meeting the criteria in this chapter to acquire banks and bank holding companies in
that state; .

2. The Commission determines that the laws of the state in which the regional bank holding
company making the acquisition has its principal place of business permit such regional bank
holding company to be acquired by the Virginia bank holding company or Virginia bank sought
to be acquired. For the purposes of this subsection. a Virginia bank shall be treated as if it
were a Virginia bank holding company;

3. The Commission determines either that the Virginia bank sought to be acquired has been
in existence and continuously operating for more than five years or that all 01 the bank
subsidiaries of the Virginia bank holding company sought to be acquired have been in existence
and continuously operating for more than five years. The Commission may approve the
acquisition by a regional bank' holding company 0/ all or substantially all of the shares 0/ a
bank organized solely for the purpose of facilitating the acquisition of a bank that has been in
existence and continuously operating as a bank for more than five years; and

4. The Commission makes the acquisition subject· to any conditions. restrictions.
requirements or other limitations that would apply to the acquisition by a Virginia bank holding .
company of a bank or bank holding company in the state where the regional bank holding
company making the acquisition has its principal place of business but that would not apply to
the acquisition of a bank or bank holding company in such state by a bank holding company
all the bank subsidiaries of which are located in that state.

B. A regional bank holding company that has a Virginia' bank subsidiary other than a
Virginia bank subsidiary that was acquired either pursuant to § 116 or § 123 of the Gam-St.
Germain Depository Institutions Act of 1982 (12 U.S.C. 1730 a (m), 1823 (/) or. except as
acquired in the regular course of securing or collecting a debt previously contracted in good
faith. as provided in section 3(a) of the Bank Holding Company Act of 1956 as amended (12
U.S.C. § 1842 (a)). may acquire any Virginia bank or Virginia bank holding company with the
approval of the Commission. The regional bank holding company shall submit to the
Commission an application for approval of such acquisition, which application shall be
approved in the event."

1. The Commission determines either that the Virginia bank sought to be acquired has been
in existence and continuously operating for more than five years or that all of the bank
subsidiaries of the Virginia bank holding company sought to be acquired have been in existence
and continuously operating for more than five years. The Commission may approve the
acquisition by' a regional bank holding company of all or substantially all of the shares of a
bank organized solely for the purpose of facilitating the acquisition of a bank that has been in
existence and continuously operating as a bank lor more than five years; and

2. The Commission makes the acquisition subject to any conditions. restrictions.
requirements or other limitations that would apply to the acquisition by a Virginia bank holding
company of a bank or a bank holding company in the state where the regional bank holding
company making the acquisition bas its principal place of business but that would not apply to
the acquisition 0/ a bank or a bank holding company in such state by a bank holding company
all the bank subsidiaries of which are located in the state

§ 6.1-40f!: Same: investigation of application; prescribed investigation period; shortening.
lengthening or waiving of period; hearing; appeal. .; A. For ninety days following receipt of a
complete application under § 6.1-399. the Commission shall be empowered to conduct an
investigation for the purpose of determining whether:

1. The proposed acquisition would be detrimental to the safety and soundness of the
applicant or of the Virginia bank or Virginia bank holding company which the applicant seeks
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to control or whose stock is to be acquired:

2. The applicant. its directors and officers. it applicable. and an)' proposed nelr directors
and officers of the Virginia bank or Virginia bank holding company which the applicant seeks
to control or whose stock is to be acquired. are qualified by character. experience and financial
responsibility to control and operate a Virginia bank or Virginia bank holding company:

J. The proposed acquisition would be prejudicial to the interests of the depositors. creditors.
beneficiaries of fiduciary aCCOIJnts or shareholders of the applicant or of the Virginia bank
company or an)' Virginia bank which the applicant seeks to control or whose stock is to be
acquired: and

4. The acquisition is in the public interest.

B. 1. The ninety-day investigation period may be shortened or waived by the Commission.
as it deems appropriate, if the ,Commission finds that it must act immediately in order to
prevent the probable failure of a Virginia bank involved.

2. The ninety-day investigation period may be extended only if the Commission determine..s
that the applicant has' not furnished all the information required in order to make a
determination under § 6.1-399 or that the information submitted is substantially inaccurate or
misleading.

C. Within the prescribed investigation period, and upon request of the applicant or the
Virginia bank or Virginia bank holding company which the applicant seeks to control or whose
stock is to be acquired orc.upon its OJ,vn motion. the Commission may order a hearing
concerning the proposed acquisition.

D. Within the prescribed investigation period. the Commission, b.v giving written notice 01
its decision and the reasons therefor to the applicant and to the Virginia bank or Virginia bank
holding company which the applicant seeks to control or whose stock is to be acquired. may: (1)
disapprove the application, or (ii) impose such conditions on the acquisition as the Commission
may deem advisable to effect the purposes of this chapter. II the Commission takes no action
within the ninety-day period or any extension thereof. or within such shorter period as the
Commission may prescribe Linder paragraph 1 01 subsection B of this section. or if the
Commission issues notice within the prescribed period of its intent not to disapprove the
application. the acquisition may be completed by the applicant.

E. An." party in interest aggrieved by any decision of the Commission, as a matter of right,
may appeal to the Supreme Court of Virginia in the manner provided by law.

§ 6.1-401. Exceptions.i-A Virginia bank holding company. a Virginia bank. a regional bank
holding company. or a regional bank may acquire or control. and shall not cease to be a
Virginia bank holding company. a Virginia bank. a regional bank holding company. or a
regional bank. as the case may be, !J.\.' virtue 01 its acquisition or control of.'

1. A bank having offices in a state not within the region. if such financial institution has
been acquired pursuant to the provisions of § 116 or § 123 of the Gam-St. Germain Depository
Institutions Act 011982 (12 U.S.C. 1730 a (m). 1823 (f):

2. A bank having offices in a state not within the region. 1/ such bank has been acquired in
the regular course of securing or collecting a debt previously contracted in good faith, as
provided in section 3(a) 01 the Bank Holding Company Act of 1956 as amended (12 U.S.C. §
1842 (a)). and If the bank or bank holding company divests the securities or assets acquired
within two years of the date of acquisition. A Virginia bank. a Virginia bank holding company. .
a regional bank holding company. or a regional bank may retain these interests for up to three
additional periods of one year each il the Commission determines that the required divestiture
would create undue financial difficulties lor that bank or bank holding company: or

3. A bank or corporation organized under the laws of the United States or of any state and
operating under § 25 or § 25(a) 01 the Federal Reserve Act as amended (12 U.S.C. § 601 or §
611-31) or a bank or bank holding company organized under the laws of a foreign ·colintr.)' that
is principallv engaged in business outside the United: States and that either has no office in the
United States or has offices in the United States that are engaged only in business activities
permissible for a corporation operating under § 25 or § 25(a) of the Federal Reserve Act as
amended.

.9 6".1-402. Prohibitions.i-A. Except as expressly permitted by federal law. no bank holding
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company that is neither a Virginia bank holding company nor a regional bank holding company
shall acquire a Virginia bank holding company or a Virginia bank.

B. Except as required b.\" federal law. a Virginia bank holding company or a regional bank
holding company that ceases to be a Virginia bank holding company or a regional bank holding
company shall. as soon as practicable and. in all events. within one year after such event,
divest itself of control of all Virginia bank holding companies and all Virginia banks. Such
divestiture shall not be required if the Virginia bank holding company or the regional bank
holding compan..'V ceases to be a Virginia bank holding company or a regional bank holding
company. as the case may' be. because of an increase in the deposits held by bank subsidiaries
not located within the region and if such increase is not the result 01 the acquisition of a bank
or bank holding company.

§ 6.1-403. Applicable laws. rules and regulations»- A. Any Virginia bank that is controlled by
a bank holding company that is not a Virginia bank holding company shall be subject to all
laws of this Commonwealth and all 'rules and regulations under such laws that are applicable
to Virginia banks controlled by Virginia bank holding companies.

B. The Commission shall promulgate such rules and regulations, including the imposition of
a reasonable application and administration fee. as it finds necessary to implement and effect
the provisions of this chapter.

§ 6.1-404. Periodic reports; interstate agreements - The Commission shall have the authority
to examine such regional bank holding company owning a Virginia bank and each of its
Virginia or non-Virginia banks or non-bank affiliates and shall require reports under oath in
such scope and detail of each. regional bank holding company subject to this chapter tor the
purpose of assuring continuing compliance with the provisions of this chapter.

The Commission may enter into cooperative agreements with other regulatory authorities
for the periodic examination of any regional bank holding company or any affiliate that has a
Virginia bank subsidiary and may accept reports of examination and other records from such
authorities in lieu of conducting its own examinations. The Commission may enter into joint
actions with other regulatory authorities having concurrent jurisdiction over any regional bank
holding compan..v that has a Virginia bank subsidiary or may take such actions independently to
carry out its responsibilities under this chapter. assure the safety and soundness of any Virginia
banks. and assure compliance with the provisions 01 this chapter and the applicable banking
laws of this Commonwealth.

§ 6.1-405. Enforcement.-The Commission shall have the same powers to enforce the
provisions 01 this chapter as those granted under Title 12.1 of this Code.

§ 6.1-406, Notice 01 intent to acquire out-of-state bank.-A Virginia bank holding company or
a regional bank holding company shall file with the Commission notice of its intention to
acquire a bank' outside Virginia. together with .such information as the Commission shall
request. It shall within thirty days or an extended period not exceeding fifteen days, disapprove
such acquisition If it determines that the acquisition could affect detrimentally the safety or
soundness of a Virginia bank to be acquired by the same bank holding company. It shall
approve such acquisition within forty-five days if it determines that the acquisition will not
affect detrimentall) , the safety or soundness oj, such Virginia bank.

§ 6.1-407. Nonseverabiiity.s-It is the purpose oj this chapter to facilitate orderly development
of banking organizations that own banks with main offices and branches in more than one
state within the region. It is not the purpose of this chapter to authorize acquisitions of
Virginia bank holding companies or Virginia banks by bank holding companies that do not have
their principal place of business in this Commonwealth on any basis other than as expressly
provided in this chapter. Therefore. If any portion of this chapter, except those provisions found
in the definition of the word "bank" in § 6.1-398 and in paragraph 4 01 the definition of the
phrase "regional bank holding company" in § 6.1-398, limiting the acquisition of Virginia bank
holding companies and Virginia hanks by bank holding companies that do not have their
principal place of business within the region is determined to be invalid for any reason by a
final non-appealable order of any Virginia or federal court of competent jurisdiction. then this
chapter shall be void and 01 no further effect from the effective date of such order. However.
any transaction that has been lawfully consummated pursuant to this chapter prior to a
determination of invalidity shall be unaffected by such determination.
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SENATE BILL NO. HOUSE BILL NO.
A BILL to amend and reenact §§ 6.1-381 and 6.1-383.1 of the Code of Virginia, relating to

financial institution holding companies.

Be it enacted by the General Assembly of Virginia:

1. That *~ 6.1-381 and 6.1-383.1 of the Code of Virginia are amended and reenacted as follows:"

* 6.1-381. Definitions.-As used in this chapter, unless a different meaning is required by the
context, the words "financial institution holding company" shall mean any company which has
control over any financial institution or which has control over any company which controls any
financial institution. "Virginia financial institution holding company" shall mean any company
which has control over any financial institution authorized to do business in this Commonwealth,
or has control over a company which controls any such financial institution.

"Company" means any corporation, partnership, business trust, association, joint venture, pool,
syndicate, sole proprietorship, unincorporated association, or any other form of entity not
specifically listed herein. "Virginia financial institution" means a financial institution authorized
to do business in the Commonwealth of· Virginia. "Commission" means the State Corporation
Commission. As used in this chapter, the term "financial institution" shall not be deemed to
include consumer finance companies and savings and loan associations.

"Banh" shall include a bank as defined in 12 U.S.C. § 1841(c) or an institution which has or
is eligible for insurance of deposits by the Federal Deposit Insurance Corporation.

A company shall be deemed to "control" another company, referred to in this chapter as a
"SUbsidiary," if it owns twenty-five percent or more of tile voting shares of the subsidiary, or if
under the Bank Holding .Company Act of 1956, as amended, or. under Section 408 of the National
Housing Act, as amended, such company is presumed to control the subsidiary, or a
determination has been made by the Commission that such company exercises a controlling
influence over the management and policies of the subsidiary.

A financial institution holding company shall be deemed to own shares owned by a
subsidiary. Such holding company shall be deemed to engage in activities engaged in by a
subsidiary or by any other company of which it owns five percent. or more of the voting shares.

* 6.1-383.1. Acquisition of interests in financial institutions and financiaJ institution holding
companies; prerequisites; notice: information to be made available to public.c-A. Except as
provided in Chapter 14 (§ 6.1-390 et seq.) of this title, no company shall acquire or make any
public offer to acquire. directly or indirectly, control of a Virginia financial institution, or a
Virginia financial institution holding company, and no Virginia financial institution holding
company shall acquire more than five percent of the voting shares of any Virginia financial
institution, or of any other Virginia financial institution holding company, unless it first shall:

1. File with the Commission an application in such form as the Commission may prescribe
from time to time;

2. Deliver to the Commission such other information as the Commission may require with
such certification of financial information and such verification by oath or affirmation of other
data as the Commission may deem appropriate;

3. Pay such application fee as the Commission may prescribe from time to time; and

4. Except in the case of a company which is a domestic corporation or a foreign corporation
qualified to do business in Virginia, deliver to the Commission a written consent to service of
process in any action or suit arising out of or in connection with said proposed acquisttion
through service of process on the Secretary of the Commonwealth.

B. Upon receipt of an application, the Commission shall notify the affected Virginia financial
institution. or Virginia financial institution holding company, and shall solicit the views of the
affected Virginia financial institution, or Virginia financial institution holding company. The
application and all other information required by the Commission under this section, except such
additional information as the Commission determines should be kept confidential, shall be held
as part of the public records and made available to the public.

C. Notwithstanding any other provision of law. except as permitted in Chapter 14 (§ 6.1-390
et seq.) of this title. no holding company. other than a bank holding company with bank
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subsidiaries whose operations are principally conducted in the Commonwealth of Virginia. or
whose bank subsidiaries are presently conducting business in Virginia. may acquire or own a
bank organized under the laws of Virginia with its main office or branch in Virginia or a
national banking association whose main office is located in Virginia.
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SENATE BILL NO. 148

AMENDMENT IN THE NATURE OF A SUBSTITUTE

A BILL to amend the Code of Virginia by adding a section numbered 6.1-208.6, relating to
out-of-state credit unions.

Be it enacted by the General Assembly of Virginia:

1. That the Code of Virginia is amended by adding a section numbered 6.1~208.6 as follows:

§ 6.1-208.6. Out-of-state credit unions.s-A. A credit union organized and doing business in
another state may conduct business as a credit union in Virginia with the approval of the
Commission. The Commission shall find that the out-of-state credit union:

1. Is a credit union dlJI.J' organized under the laws oj~ another state which would allow
credit unions organized in this Commonwealth to conduct business in that state:

2. Has share insurance for its members:

J. Reasonably needs to establish a place of business in. this Commonwealth to adequately
serve its members in this Commonwealth:

4. Is examined and supervised by the supervisory authority, of the state in which the out-of
state credit union is organized: and

5. Has filed an application with the Commission to conduct such business.

B. The out-of-state credit union shall:

1. Grant loans at rates of interest not in excess 0/ the rates permitted for credit linions
organized under the laws of this Commonwealth:

2. Comply with the same consumer protection provisions that credit unions organized under
the laws of this Commonwealth are required to obey: ·

J. Designate and maintain a registered agent in this Commonwealth:

4. Submit all examination reports from. its supervl:f)or.~' agency to the Commission:

5. Have any insurer of shares designate an agent for service of process and agree that in
the absence 0/ such designation service may be upon the clerk of the Commission: and

6. Inform the members of the credit union who use an)" facility authorized pursuant to this
section of the state where the organization, supervision, and share insurance of the credit linion
are, and of the fact that it is not regulated. supervised or insured bJ' any agency of this
Commonwealth.

C. Credit unions organized in this Commonwealth may establish offices outside the
Commonwealth upon approval of the Commission.
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HOUSE JOINT RESOLUTION NO•••..
Continuing the joint subcommittee study, established under House Joint Resolution No. 30 of

1984, to review the savings and loan laws, the interest rate laws of the Commonwealth and
interstate banking.

WHEREAS, pursuant to House Joint Resolution No. 30 of the 1984 Session of the General
Assembly, a joint subcommittee was established to study the issue of interstate banking, the
revision of the savings and loan laws and the revision of the interest rate laws of the
Commonwealth; and

WHEREAS, the full joint subcommittee that was established was able for the most part to
complete its work on the interstate banking issue and the revision of the savings and loan laws
in order to introduce legislation but needs to continue to monitor federal activity in these areas;
and

WHEREAS, the interest rate subcommittee of the full joint subcommittee was diligent in its
efforts to complete its work but was unable, due to time constraints, to draft a final bill that it
felt was satisfactory and, therefore, needs to continue its study; and

WHEREAS, there remains a need to revise the interest rate laws and to state them in a
clear manner for the benefit of the citizens of the Commonwealth; now, therefore. be it

RESOLVED by the House of Delegates, the Senate concurring, That the joint subcommittee
established pursuant to House Joint Resolution No. 30 of the 1984 General Assembly, is requested
to continue its study of the .interest rate laws of the Commonwealth, in order to clarify and
consolidate them and to continue to monitor the federal government's activtty in the areas of
savings and loan laws and interstate banking.

The membership of the joint subcommittee shall remain the same. In the event a vacancy
should occur in the membership, the vacancy shall be filled by the same person or committee
as provided in the House Joint Resolution No. 30 of 1984.

All agencies of the Commonwealth shall assist the joint subcommittee in its study.

The joint subcommittee shall complete its work in time to submit recommendations to the
1986 Session of the General Assembly.

All direct and indirect costs of conducting this study are estimated to be $19,OOq.
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