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TUESDAY, JULY 21, 1864

U.S. SENATE,
CoxarrTEE ON FINANCE,
‘ Washington, D.C.

The committee met, })ursuant to notice, at 10:20 a.m., in room 2221,
N'ew‘g_enate Office Building, Senator Harry Flood Byrd: (chairman)
presiding. - : v

Present :'Senators B{frd ‘(presiding), Douglas, Gore, Talmadge,
McCarthy, Ribicoff, Williams,; Carlson, and Dirksen.

Also present : Elizabeth B. Springer, chief clerk.

The CrarMAN. The committee will come to order.

The committee today is considering H.R. 8297 to amend section 501
(c) (14) of the Internal Revenue Code of 1954, to exempt from incomse
taxation certain nonprofit corporations and associations orgaiiized to

rovide reserve funds for domestic building and loan associations.

his bill is identical with S, 738 which was introduced on February 7,
1963, by Senator Daniel B. Brewster, of Maryland, for himself and
Senator J.'Gleiin Beall, of Maryland. Also the hearing includes
amendment 426 to T R. 3297, introdiiced by Senator Jacob Javits, of
New York, for himself and Senator Kenneth B. Keating, of New York,
and Senator J. Glenn Beall; of Maryland. Amendment 426- would
continue tax-exempt status to a State-chartered intstitution' which is
performing the same functions as the Federal Home Loan Bank Sys-
tem. I place in the record copies of the bill, the amendment, and
departmental reports from the Treasury Department, and the Bureau
of the Budget with attdched letter by the Chairman of the Federal
Home Loan Bank Board to tHe Divector of the Budget. =

(The documents referred to follow )

[H.R. 3207, 8§th Cong., 1st sess.]

AN ACT To amend séctic‘m ﬁbl (¢) (14) of the Internal Revenue Code of 1954 to exempt
front income faxation certain nonprofit corporations nnd assoclations organized to provlSe
reserve funds {ur domestic bullding and loan associations, and for othér purposes
Be it enacled by the Senate and House of Representatives of ‘the United Statés

of America in Congress assembled, That section 501(c) (14) of the Internal Revy-

enne Code of 1034 is amended by striking out “September 1, 1957" and inserting

in lleu thereof “January 1, 1963, - , ,

© 8ec. 2. The amendment made by the first section of this Act shall apply only

Xltth respect to taxable yvears endings after the date of the enactment of this
ot. .

Kassetd the House of Representatives June 27, 1663,

" Attest: ‘ a
L. 'RarrH R. ROBERTS, Clerk.

i
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[H.R. 3207, 88th Cong., 2d sess.)

AMENDMENTS Intended to be proposed by Mr. Javira (for himself, Mr. KpATING, and
Mr, BEALL) to H.R. 3297, an Act to amend section 501(c) (14) of the Internal Revenue
Code of 1934 to exempt from income taxation certaln nonprofit corporations and associa-
tions organized to provide reserve funds for domestic Lullding and loan associatlons,
and for other purposes, vis:

‘On page 1, line 8, insert “'(8) " after ‘‘That”, )

On page 1, between lnes § and 6, insert the followving new subsection:

“(b) Such section 501(c) (14) is further amended by adding immediately
after the semicolon the following : ‘corporations or associations organized bclore
July 22, 1032, and operated for mutual purposes and without profit performing
functions substantially similar to those performed by Federal home loan banks;'".

TREASURY DEPARTMENT,

: _ Washington, July 21, 1964.
Hon. HAgrrY F. BYRD,

Ohatirman, Committee on Finance,
U.8. Senate, Washington, D.O.

DeAR MR. CHAIRMAN: This is in response to your request for the Treasury
Department’s vlews on_amendment No. 426 to H.R. 3207 entitled “An act to
amend sectlon 501(c) (14) of the Internal Revenue Code of 1954 to oxempt
from income taxation certain nonprofit corporations and associations organized
to provide reserve funds for domestle bullding and loan associations, and for other
purposes.”

H.R. 3297 is designed to extend the exemption from income tax accorded by
section 501(e) (14) to the Maryland Savings-Share Insurance Corp. In our
report to you of September 25, 1963, we stated that, if your committee determines
that the proposed extension of sectlon 501(¢) (14) is warranted, the Treasury
Department would not interpose objections from a tax viewpoint. We expressed
no opinion as to the merits of H.R. 3207 from the viewpoint of its effcct on
methods of insuring the stabllity of financlal fnstitutions. i

The proposed amendment to H.R, 3207 is designed to extend to the New York
State Savings & Loan Bank the exemption from income tax provided by section
B501(c) (14). This would be accomplished by applying the exemption to “cor-
porations or assoclations organized before July 22, 1932, and operated for mutual
purposes and without profit, performing functions substantially similar to those
performed by Federal home loan banks.”

The -factual background leading to the proposed amendment is set forth in
a memorandum on amendment to H.R. 3207 regarding the New York State Sav-
ings & Loan Bank, appearing in the Congressional Record of February 25, 1064,
at pages 3818 and 8314,

The Savings & I.oan Bank of the State of New York was created by an nct
of the Legislature of the State of New York in 1014 and commenced operating
in 1916 as the Land Bank of the State of New York. Its name was changed to
the present one by the New York Legislature in 1932, The Savings & Loan Bank
(bereinafter referred to as “bank”) 1is organized without capital stock and
membership 18 limited to savings and loan assoclations in New York. It Is au-
thorized to extend credit to, and act as a service bank for, its membership. The
bauk’s function is to maintain a lquidity fund to make loans to assoclations
which are short of liquid assets. The bank is also authorized to administer a
fund for the insurance of savings accounts in savings and loan assocliations, but
it does not perform this function,

Prior to 1952, savings and loan assoclations were exempt from Federal income
tax, In 1935 the Internal Revenue Service ruled that the bank was also exempt
from tax, under scction 103(4) of the Revenue Act of 1932 and the correspond-
ing provisfons of prior law, a8 an integral part of_the savings and loan system
of the State of New York. : '

When the tax exemption of savings and loan assoclations was repealed by the
Revenue Act of 1051, the predecessor of section 501(c) (14) was snacted to
continue tax exemption for certain State-chartered organizations “operated for
mutual purposes and without profit for the purpose of providing reserve funds
for, and insurance of, shares or deposits {n'" savings and loan associations, cooper-
ative banks, and mutuat savings banks. [Emphasls supplied.]
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The above provision was adopted by the conference committee and there ap-
pears to be no published explanation of the intended beneficlarles. However,
the limited information in our flles indicates that it was designed to continue
the tax-exempt status ot the Cooperative Central Bank and the Mutual Savings
Central Fund in Massachusetts, the Savings Bank Guaranty Fund of Connectlcut,
and a similar organization in New Hampshire. Thoe memorandum in support
of the present amendment states in part that this 1051 legislation “was expected
to cover the Savings & Loan Bank.” However, we have no information indicat-
ing that the 1051 legislation was designed to fnclude the bank. Moreover, with
respect to the 1951 legislation the memorandum also states: :

“The predecessor of section 501(c) (14) was added at the behest of the two
mutual deposit guarantee funds in Massachusett.s. No thought was given to
New York. [Emphasis supplied.]

It appears, therefore, that the proponents of the 1951 legislation either were
unaware of, or were not concerned with, the situation of the bank, and that the
similarities and dissimilarities between the bank and the other organizations
-exempt under section 501(c) (14) has not been considered by Congress. In
any event, the bank was not then, and is not now, covered by the exemption
because it does not provide insurance of shares or deposits {n its member
associations even though it does provide reserve funds for its members,

In 1952 the Internal Revenue Service received a letter, dated October 22, 1952,
from counsel for the bank requesting a ruling that the bank was exempt under
the predecessor of section 501(c) (14). This letter enclosed a legal brief in sup-
port of the ruling which set forth at length, in 18 pages, the powers and func-
tions of the bank. This brief did not specifically allege that the bank in fact
provided insurance for the shares of its members, but it did state in part:

“It would thercfore scemn certain that the statutory creation of the Savings &
Loan Bank by the State of New York as a nonstock corporation operated for
mutual purposes and without profit for the purpose of providing reserve funds
for, and the insurance of shares or deposits in domestic building and loan associ-
ations in the State of New York, {s the controlling factor in this case, and not
subject to challenge.” [Emphasis supplied.]

The legal brief did not raijse, or make any issue of the fact that, the bank’s
fallure -to provide Insurance for the shares of its members might be an im.
pediment to a favorable ruling, The matter appears to have been routinely
handled within the Service and a standard form rulihg of exemption was
fssued under date of December 1, 1952. The only available admintstrative
memorandum dealing with the case simply summarizes the ruling as one ex-
empting the bank as one “* * * operated for mutual purposes and without
profit for the purpose of providing reserve funds for domestic building and loan
assoclations.” There {8 no evidence avatlable as to whether representatives of
the bank were aware in 1052 of the significance of the fact that the bank did not
provide insurance for shares, and it seems clear that representatives of the
Service overlooked this point.

In September 1961 the bank requested the Service's advice as to whether the
performance of certain additional functions by the bank would interfere with
its tax-exempt status, The Service, in reviewing the information used as 2
basis for the 1952 ruling, discovered its prior error relating to the insurance of
shares and notified the bank in December 1961 of the Service's intention to
revoke its prior ruling.

Disposition of the matter was delayed during 1962 to permit the bank to
' pursue previously instituted efforts to obtain an amendment in the New York

Tegislature which would effectuate the bank’'s authority to provide insurance
of shares. Although New York law authorizes the bank to administer a fund
to insure the shares of members, such fund can be established by not less than
100 savings and loan associations whose share llabilitles represent at least 3314
percent of the total share liabilities of New York savings and loan assoclations,
The requirement of a minimum of 100 assoclations was adopted at a time when
there existed approximately 350 New York associations. Apparently, the bank
is unable to obtain the requisite 100 assoclations to establish an {nsurance
fund to be administerd by the bank, since there are now only about 145 New
York assoclatlons. The proposed modification of the New York banking law,
which would have eliminated the requirement that 100 New York assoclations
participate in the fnsurance fund, was ot enacted. In July 1003, the Service
revoked its prior ruling, effective for 1062 and subsequent years.
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~ The proponents of the amendment contend that the bank should be entitled

to exemption because it performs functions substantially similar to those per-
formed by Federal home loan banks which are exempt from income taxes. They
urge that the fact that the bank does not insure savings accounts should not be
significant because, under the Federal system, this function is not performed by
-‘Federal home loan banks but rather by the Federal Savings and Loan Insurance
Corporation. Of the 119 assoclations which are members of the bank, 108 are
- insured by thoe Federal Savings and Loan Insurance Corporation, - If ‘the bank
were to provide insurance, such insurance would primarily be supplemental to
Federal insurance.

From a tax viewpoint, the fact that the bank does not provide insurance of
ghares, but performs more limited functions than do other simflar State-char-
tered reserve funds, would not appear to be a disadvantage. To the contrary,
- the Department’s concern would be with the expansion of activities and sources
- of income eligible for tax exemptlion.

The Department is not in a position to express an informed opinion as to

. whether the bank does in fact perform functions substantially similar to a Fed-
-etal home loan bank. There are certain resemblances between the two types
- of organizations. The principal functions of the two types of organization
appear to be to provide additional liquidity and funds for seasonal mortgage
. lending to their members from resources consisting primarily of deposits of
- members and borrowing from the capital markets. The bank's statements of
- condition, earnings, and reserves and undivided profits for 1963 (coples of which
are attached) show that the composition of its assets, liabilities, and sources
of income resembles those of a home loan .bank. Ilowever, the statement of
earnings shows that $34,651.99 of total operating income of $600,449.98 was
derived from a “mortgage service,” which we understand is not a functfon
- presently performed by a home loan bank. The annual report of the bank for
1963 states that it provides a “complete mortgage accounting service, including
escrow analysis and statistical reporting * * *. An off-line savings account-
ing program has also been developed and will be in use at the start of the sec-
ond quarter of 1964. Equipment designed for a complete on-line system is
presently on order and will be delivered during the third quarter of 1964.”

We understand_that home loan banks do not perform the above functions
although the New York Home Loan Bank does provide a mechanized system
for a puncheard reconcllement service for general drafts, Christmas club checks,

- dividend checks, money orders, and other accounts requiring the issuance of a
large number of checks, :

In view of the historleal Federal income tax treatment of the bank, the
Treasury Department would not interpose objections to this amendment to H.R.
32907 if your committee finds that the Savings & Loan Bank of the State of
New York does perform functions substantially similar to those performed by
Federal home loan banks, and if your committee determines that the proposed
extension of section 501(c) (14) 18 warranted. The Department expresses no
opinlon as to the merlts of the proposed amendment to H.R. 3207 from the
viewpoint of its effect on the stability of financial institutions. On this latter
issue, the Department defers to the views of the Federal Home Loan Bank Board.

The Bureau of the Budget has advised the Treasury Department that there is
no objection from the standpoint of the administration’s program to the presenta-
tion of this report, .

Sincerely yours, .

STANLEY S. SURREY, Assistant Sccerelary.

NEw YoRrkK, N.XY., January 17, 1964. -

ACCOUNTANTS' REPCRT

"The Board of Dircctors, Savings & Loan Bank of the Slate of New York:

. We have examined the statement of condition of the Savings & I.oan Bank
of the State of New York as of December 31, 1983, and the related statements of
earnings and reserves and undivided profits for the year then ended. Our ex-
.amination was made in accordance with generally accepted auditing standards,
and accordingly included such tests of the accounting records and such other
auditing procedures as we consldered necessary in the circumstances.

In our opinion, based upon our examination, the accompanying statement of
condition and statements of earnings and reserves and undivided profits, together
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with the notes to financial statements, present falrly tlié financial pdsition of
the Savings & Loan Bank of the State of New York as of December 31, 1963,
and the results of its operations for the year then ended, in conformity with
generally accepted accounting prineiples applied on a basls consistent with that

o

f the preceding year.

CALLATAN & FRIES,
Certified Public Accountants.

Statement of condition, Dco. 81, 1968, with comparative figures at Deo. 31, 1962

Deac. 31
1963 1962
Assets:
Cashonhandand duefrom banks.......c..oeenieeiirunrecnnecnenns $2,362,854. 44 $1,773,416.35
U.8. Qovernment securitles. ..o neienii it iiciiiacacaiaaaas 6, 637, 633, 25 12,324, 410. 58
1oans to member assoclations. . .. ooo i ieiicceiacaeea. 14, 240, 000. 00 5,968, 000. 00
Accrued Interest recelvable .. ... aiiiiiiaiiiaa 40, 801. 06 120, 017. 67
(0132 8- LT SR 21,5871.00 24,183. 04
Y ¥ 1) N . 23,302,859.75 20, 207,027, 64
Liabilities: .
Membershtp shares .................................................. 1,627, 400. 00 1, 527, 400. 00
Deposits of member associatlons. . ... .coo o iciii i aiaaaaan 14,612,232. 28 18,230,749. 25
Borrowed money.......ceuinciniecnnnnnan Meeccecccceeesacesann wif 6,650,000.00 {.c.eneniaaaanan
Other Habilllles.. oo oot e i i iecciercceaancaa i 206, 306. 8 85,717. 39
Reserves and undivided profits R
SUIPIUS. . eeeeen e ceeemeaeeeeeacaaseeinasecacransanannneaann 177, 300. 00 160, 500. 00
Reserve for bad debis........ Geesectecaeasesecasessssnasneraanes §1,662. 29 432,476, 54
Undivided profits. .. ..coooiieiiiiitniicaceccecncnecncnnnaen 177, 658. 36 181, 184. 48
Total...... eeeeeccctacieccaecnaacnas eeeeeetcecteeesenannnnan <] 23,302,550.75 20, 207, 027. 64

No1E.—See accompanying notes to financlal staternents.

Statement of earnings, ycar ended Deo. 31, 1963, 1with comparaﬁve ﬂyurea Jor

the year 1962

Income:

Interest On 108N, cooueenn i iiaiiiiii it aiii i cacenemaseccacrcaancnanns
Interest on secUNitles. ..o iiiiiiiiiricractceataccnanane
Interest on certificates of deposit. o oooeoe oo
D3 (I Y- LT3 £ o 1 P
Other Income. ... ..... tesesastestatesreanasccnnsanans feeecaceareane PR

Total Incomg.......... e

Eixpenses:

N

Sq!ar{ e essecccenseceacteanceatsctanterancceasotaecanaeasaneonatnaneen

Rent, light, and matntenance. « covocnooeim oo ii e ciecaaraecann-

({uipmem [ (17 PP etenaes
Interest

On members' time deposits

On borrowed money.........

Other opcrating expenses

4T EL IS 0t L N FOSN

Net operaling carnings. ... .......... S eeecdmecieseseesneccarnenan ‘ee
etloss on sale of secUHtleS . .. oo i ceecreernana

Net earnings before U.S. income tax.... ..ot

Estimated U.S. IN0OME ta8X.. oo i iie it oiiiiitiecaiacrnacacrasnaasns

Netearnlngs. ... ..ot eeieeenctsaisetenmeaatcnanen

Application of net carnings:

Transfers to—
33114 01 L S PP
l{esrne for bad debts. oo e e iciiiiinamicreanaaaaas
Undivided profits. .. cvoineiareiiniascenensesscnnnncaaoroanacanss

b X1 Y PPN

1963 1962
$250,874.81 |  $133,5%6.31
am,msz 354, 003. 25
gg.wo.zs
34,651.99 , 003, 00
493,22 4,372.37
600,440.98 | 548,595.21
05,9052, 18 6,
12,735 25 16,814 28
23 139,92 10,
371.73 303,763.13
e e e

533, 434.91 463, 525.08

018,07 07013
%‘ | TR
3,409 | 8432040

1850000 [....oeneme
S1,0H.0 | 84,3040
e0000] 770000
018575 | 4%4Tase
65l | 314488
B.6M.59 | 84,320.40

NOTE.—See accompanying notaes to financlal statemncents,
35-830--64--— 2
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Statement of rescrves and undivided profits, year ended Deo. 31, 1963

Surplus Reserve for { Undivided
bad debts profits

Balance at Deo. 31, 1962....... etessecstecctcascecacecuannanne $169, 500. 00 $42,476. 54 $181,184. 48
Add transfers from net earnings..c .o oo icevencaiiacaneannnans 7,800, 00 9,185.78 34,658.84
B X1 7| P 177,300, 00 $1,662.29 215,843.30
Deduct dividends pald. .. uieneeneoenieccmereeen e i i e e 38,185.00
Balancoat Dec, 31, 1863« ooecieeiiicciaccenanncnan 177,300, 00 81,662.20 177,658.30

NorEe.—See accompanying notes to financial statements.
Notes to financial statements, December 31, 1963

(1) U.8. Government securities are carried at cost less awmortization of
premiums. All of the U.S. Government securities and securitles with a par
value of $700,000 of a member association, with a short-term loan, are pledged to
secure the borrowed money of $6,650,000.

(2) During the year 1963, a communication received from the U.S. Treasury
Department stated that a review of the bank’'s exempt status as to Federal income
tax disclosed that said exemption should not have been granted; that since the
bank relied upon the exemption granted, the bank would not be required to file

U.S. corporation income tax returns or be liable for Federal income taxes for .

years ended on or before December 81, 1961. A return was flled, as a cooperative
bank, for the year 1962, and on that basis there was no tax.

Net earnings appropriated to general reserves and considered as a bad debt
deduction in computing Federal income taxes for the years 1962 and 1963 amount
to $67,162.20, If these appropriations are used for any purpose other than to
»nbsorbsg;d debt losses, the amounts so used will become taxable income in the
year used. ;

(3) The Morgan Guaranty Trust Co. confirmed holding in trust custody
account, $36,086,650 of securities held in safekeeping, free of any llens, for
member assoclations. ,

EXEecUTIVE OFFICE OF THRE PRESIDENT,
BUREAU OF THE BUDGET,
Washington, D.C., Seplember 26, 1968.
Hon. HarrY F. Byro, i
ORairman, Commiitce on Finance,
U.8. Senate, Washingion, D.O. . ,

Dear MB, CHAIRMAN: This is in response to your letter of June 29, 1863,
requesting the vlews of the Rureau of the,Budget.cn H.R. 3207, a bill to amend
gection 501(c) (14) of the Internal Revenue Code of 1134 to exempt from income
taxation certain nonprofit corporations and associations organized to provide
reserve funds for domestic bullding and loan assoclations, and for other purposes.

The existing exemption applies to nonprofit mutual organfzations which have
no capital stock and were organized prior to September 1, 1937, to provide reserve
funds for and insurance of shares or deposits in domestic building and loan
assoclations, cooperative banks, and mutual savings banks. H.R. 3207 would
extend the exemption by changing the cutoff date to include such organizations
organized before January 1, 1963, with respect to taxable years ending after the
date of enactment. The amendment I8 designed to exempt the Maryland Savings-
Share Insurance Corp. which was created recently.

The Treasury Department in a report being sent to your committee, raises no
objection to its enactnient, on the basis of tax conslderatlons. It observes that
slmilar exemptions apply to comparable institutions in Massachusetts and Ohto
and that it might be discriminatory tax treatment not to enact H.R. 83207. At
the same time, Treasury points out that part of the justification for the exemp-
tion was eliminated by the Revenue Act of 1962, which levied taxes on the income
of mutual savings institutions. Therefore, the Treasury would wish to reexamine
its position should the bill be enacted and the exemption develop into & device
for widespread tax-free accumulation of reserves.

L} wm{i‘i&
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Tax considerations alone, howerer, are not a sufficient basis for judging the
merit of this proposal, as the letter of advice received from the Federal Home
Loan Bank Board (copy attached) indicates. While the Maryland Savings-
Share Insurance Corp. has objectives similar to those of the Kederal De-
posit Insurance Corporation and. the Federal Savings and Loan Insurance
Corporation—as do the other State insurance organizations—and while the
insurance provided by such organizations may be accepted by the publle as
roughly comparable to Federal insurance, they do not necessarily enforce com-
parable standards on the institutions which they insure. Favorable income tax
treatment would tend to encourage formation of other State insurance corpora-
tions, with the attendant danger of competitive lowering of insurance standards
from those established by the Federal Savings and Loan Insurance Corporation
for the institutions insured by it.

Because of these and other conslderations advanced by the Board, the Bureau
of the Budget opposes the enactment of H.R. 3207. .

Sincevely yours,
PurmLrre 8. HuGuES,

Assistant Dircclor for Legislative Referenoe, -

Attachment.
FroEraL HoME JOAN BANK BOARD, .
Washington, D.O., July 16, 1963.
Hon. KERMIT GORDON, ‘
Director, Burcawu of the Budget,
Washington, D.O. : :
Attentioit’ of Mr, Phillip S. Hughes, Assistant Director, Legislative Reference. -

DEAR Mr. GonnoXx : Reference {8 made to legislative referral memorandum’dated
July 8, 1963, requesting the views of our agency on H.R. 3207 “to amend section
501 (c) (14) of the Internal Revenue Code of 1954 to exempt from income taxation
certain nonprofit corporations and associations organized to provide reserve
funds for domestic bullding and loan assoclations, and for other purposes.”

It appears that H.R. 8207 was passed by the Hous¢ of Representatives on June
27, 1963, aiid is now pending before the Senate Committee on Finance,

Under present law, section 501 (¢) (14) of the Internal Revenue Code of 1954,
as amended, an exemption from income tax {s provided for nonprofit, mutual or-
ganizations which have no capital stock which are operated for the purpose of
providing reserve funds for, and fnsurance of shares or deposits in, domestic
bullding and loan associations, cooperative banks, or mutual savings banks.
However, under said section of the Internal Revenue Code, the exemption from
income tax applies only to organizations organized prior to September 1, 1057,
H.R. 3207 would change the September 1, 1057, date to January 1, 1063, with the
effect, as stated in the House committee report accompanying H.R. 3207, that the
recently organized Maryland Savings-Share Insurance Corp. would be entitled
to income tax exemption. ,

The Federa] Home Loan Bank Board recognizes that the prineipal considera-
tion as to the desirability of enactment of H.R. 3207 is its effect on the tax struc-
ture, and the tax consideration probably formed the basls for the Treasury De:
partment's position on such bill as indicated in the following statement included
in the House committee report (Rept. No. 459) accompanying H.R, 8207:

“The Treasury Department has indicated that it does not object to this bill
although it stated that, if widespread use is made of these guarantee organiza-
tions to accumulate reserves, the baslec exemption may merit reexamination in
light of the revised taxation provided for these savings institutions by the Reve-
nue Act of 1962.”

However, it appears to the Federal Home Loan Bank Board that there is
another factor which should be taken into consideration in determining whether
H.R. 3207 should be enacted into law. Both the FDIC and the FSLIC were
established by Congress to insure accounts in financlal institutions. The objec-
tives of the Maryland Savings-Share Insurance Corp., and other State-guthorized
account insurance programs are in large measure the same as the objectlves
of ¥FDIO and FRILIO and this is essentially the ground stated in House Report
No. 459 for the favorable report by the House Committee on Ways and Means.

Consldering §ts responsibilities with respect to the Federal Savings and Ioan
Insurance Corporation, the Federal Home Loan Bank Board is of the opinifon



<3

8 BUILDING AND LOAN GUARANTY FUNDS

that tho interests of the United States are not served by a policy of bestowing
tax exemption on various Statechartered insurance schemes for financial insti-
tutions, which frequently serve as substitutes for the more rigorous standards
of Federal account insurance and may be accepted by the public as roughly.
comparable. They are not in fact equivalent. Although the capital stock of
FSLIC has been retired, the United States has a financial interest in the FSLIC
through the authorization in section 402(1) of the National Housing Act, as
amended, for it to borrow from the Treasury .up to $750 mlilion outstanding
at any one time,

In addition, the United States has an inierest in the financial stability of
FSLIC and institutions insured by it because of the relationship to the general
economic health of the Nation. The enactment of H.R. 3297 may encourage
the formation of other State-authorized insurance corporations which would
reasonably expect similar income tax treatment and the Board does not favor
encouragement of proliferation of such formations. This is said with recog-
nition of the action taken in 1960 with respect to the Ohio Deposit Guarantee
Fulrlld. The following are the Board’s reasons in support of the recommended
policy: .

1. Financial institutions have broad interdependence and fallure of any State-
authorized insurance fund may have adverse repercussions on FSLIC and
institutfons insured by it. ’

2. As a broad generality, savings and loan associations which are not insured
by FSLIC represent the smaller and, in many instances, weaker classes of
assocliations. Thus, they are not as well equipped to compete and are more apt
to fail under economic stress than those insured by FSLIC. It would follow
that the strain on State-authorized insurance funds, with less risk diversification,
would be greater than in the ¢ase of FSLIC, | ) _ .

3. If the Maryland example becomes a pattern, the State-authorized fnsurance
funds would be essentially privately operated without any real public control
over the State-authorized insurance corporation. While the Maryland law (art.
27, sec. 181QQ) envislons an exchange of Information concerning insured asso-
ciations between the State supervisor and the Maryland Savings-Share Insur-
ance Corp., no provision 18 made for independent examination of, or other cortrol
aver, the insured assoclations by the State-authorized Insurance corporafion.

.The directorship of the corporation-in Maryland will be largely composed of

representatives of member insured associations. No provision is made -in the
Maryland statute for términation of insurance where an fnstitution s pursuing
an unsound course, ‘ ] . S
- 4. Because of disparities in face amount of insurance, State-authorized insur-
ance programs for savings and loan assoclations might in future be established
and used as competitive devices Inconsistent with the objectives of insurance
of accounts to promote stability. This possibility is preseint in Maryland in
that the Maryland statute (art. 23, sec. 16188) states that. the insured limit
“may-not exceed by more than the sum of $10,000 the amount of prevalling insur-
altll;l:e"avallable from the FSLIC or. its successor instrumentality from time to
time. . . T . -,
. For the reasons indicated, the Federal ;H_o‘me Loan Bank Board recommends
against the enactment of H.R. 3207. It should also be noted that, in the opinion
of the Federal Home Loan Bank Board, the Congress has a measure of control
over the Nation’s financlal structure through its control of FDIC and FSLIC,
which .control would be subject to erosion if the effect of the enactment of
H.R. 3207 would be to encourage other State-autborized insurance programs for
financial institutions,
Sincerely yours,

JosepH P. MCMURRAY, Chairman.

. The CHAIRMAN. In lieu of testif; inﬁin person, the Chairman of the
Federal Home Loan Bank Boatd, the Honorable Joseph P. M¢Muiray,
has submitted a written statement giving the views of the Board on
this legislation and the pending amendment. ‘
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- -(Thestatement of Chairman McMurray follows:)

‘STATEMENT (0N H.R. 8207 nY Josepit P. MOMURRAY, OHAIRMAR, FEDERAL HOME
o - " LOAN -BANK BOARD .

. Mr. Chairman and members of the committee, I have been asked to present
the views of the Federal Home Loan Bank Board on H.R. 3207, which was passed
by the House of Representatives and is now pending before your committee.
- Under present.law, section 501(c) (14) of the Internal Revenue Code of 1054,
as amended, an exemption from Feéderal income tax is provided for monprofit,
mutual organizations which have no capital stock and are operated for the pur-
pose of providing reserve funds for, and insurance of share or deposits in, do-
mestic buildihg and loan associations, cooperative banks, or mutual savings
banks, However, under sald section of the Internal Revenue Code, the exemp-
tion from i{ncome tax applies only to organizations organized prior to September
1, 1957.- H.R. 3207 would change the September 1, 1957, date to January 1, 1963,
with the effect, as stated in the House committee report accompanying H.R.
3297, that the recently organized Maryland Savings-Share Insurance .Corp.,
‘would be entitled to income tax exemption.
. The Federal Home -Ioan Bank Board recognizes that a major consideration
as to whether H.R. 3297 should be enacted into law is its effect on the tdx struc-
«ture. The Federal Home Loan Bank Board expresses no view in that regard,
but does believe that there is another factor which should be taken into ‘con-
‘sideration by the committee. . . ‘ . . ' e
* Both the Federal Deposit Insurance Corporation and the Federal Savings and
Loan Insurance Corporation were established by Congress to insure accounts
-in financial institutions. - The objec¢tives of the Maryland Savings-Share In-
‘surance Corp., and other State-authorized account insurance programs, are. in
large measure the same as the objectives of FDIO and FSLIC and this {8 essen-
tially the ground stated in House Report No. 459 for the favorable report by
-the House Committee on Ways and Means. . :
. Consldering its responsibilities with respect to the Federal Savings and Loan
‘-Thsurance Corporation, the Fedéral Home Yoan Bank Board is of the opinion
that the interests of the Unitéd States are not served by a policy of bestowing
-tax- exemption on various State-chartered insurance schémes for financial insti-
-tutions, which frequently serve as substitutes for the' more rigorous standards ¢f
-Federal account insurance and may be accepted by the public as roughly
.comparable. They are not in fact equivalent. Although -the capital stock of
FSLIC has been retired, the United States has & financial interest in the
FSLIC through the authorization in section 402(1) of the' Natlondl Housing
-Act; as-amended; for! it to borrow. from!the Treasury up to $760 million out-
standing at any one time.
. The .enactment of H.R. 8207 may encourige the formation of other State-
authorized insurance corporations which swould réasonably expect similar in-
come tax tregtment and the Board does not favor encouraging.the prolifera-
tion of such corporations., The Board’s reasons for this posjtion may be sum-
marized as follows: ' ' Tt h
Fiist, finaneial institutions have broad intcrdependence and failure of any
State-authorized insurance fund may have adverse repercussions on FSLIC
and institutions insured by it. The Unlited States has an interest in the financial
stabllity of FSLIC and institutions insured by it because of their relationship
to the general economic health ‘of the Nation. Coeme Y :
Second, as a broad generallty, savings and loan assoclations which are not
insured by FSLIC represent the smaller and, in many instances, weaker classes
of assoclations. Thus, they are not as well equipped to compete and are more
apt to fail under economic stress than those insured by FSLIC. It would
follow that the strain on Stat¢-authorized insurance funds, with less risk
diversification, would be greater than in thé case of FSLIC. : ‘
Third, because of disparities in face amount of insurance, State-authorized
insurance programs for savings-and loan- assoclations may be established and
used as competitive deylces in a.manner Inconsistent with the objective of
insurance of accouiits to promote stability. For example, the Maryland statute
(art. 23, sec. 16188) states that thé insured limit “may not exceed by more than
‘the sum- of "$10,000 the .amoutit  of. prevatling Insiranée available from 'the
FSLIC or {ts successor instrumentality from time to time.” [Itallc supplied.]

' E .. 5 i ! e Sy s ¥, . o= o B B
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Accordingly, Maryland assoclations that are jembers of the Savings-Share
Insurance Corp. could advertise daccounts ingured up to $20,000.

Fourth, a State-authorized insurance fund could be essentially privately oper-
ated without any real publie control over it. For example, while the Maryland
law enviglons an exchange of Information concerning Insured assoclatlions
between the State supervisor and the Maryland Savings-Share Insurance Corp.,
no provision is made in the statute for independent examination of, or other
control over, the insured associations by the State-authorized insurance cor-
poration. The directorship of the corporation in Maryland will be largely
composed of representatives of member insured associations. No provision
i8 made in the Maryland statute for termination of insurance where an insti-
tution is pursuing an unsound course.

In essence, the Board’s objection to encouragerient by the United States,
through grant of Federal tax exemption, of proliferation of State-authorized
‘insurance funds is that such State funds can reap the benefit of conditioning
.of thé public to insurance of accounts in savings and loan assoclations by

FSLIC, aud thus gain public acceptance. At the same time, such State funds
Inay not have the safeguards and diversification of risk of FSLIC. The like-

lhood of failure may be greater for such State funds than in the case of
FSLIC, with possible adverse repercussions on FSLIC because of assoclation in
the public mind. :

It is understood that your committee is also considerihg an amendment to
H.R. 3207, which amendment i3 designed to extend to the New York State Savings
& Loan Bank the exemption from income tex provided by section 501(c) (14) of
the Internal Revenue Code. While the Federal Home Loan Bank Board has not
had opportunity to study this matter at any length. my immediate impression is
that the reasons assigned for recommending against extension of the tax ex-
emption to State corporaions engaged in {rsuring saccounts are not as applicable
to a State corporation designed to supplement the type of assistance provided
savings and loan assoclations by Federal home loan banks.

It is understood that the Savings & Loan Bank of New York maintains a
liquidity fund to make loans to New York savings and loan associations which
are short of liquid assets, Broadly speaking, the same function i{s performed by
Federal home loan banks for their members. An operation such as the Savings
& Loan Bank of New York, 80 long as it is not regarded as a substitute for the
Federal Home Loan Bank System, would simply represent a supplementary
means of meeting liquidity: needs of savings and loan assoclations. That the

“operation of the New York Savings & Loan Bank. is supplemental to and not in

substitution for the Federal Home Loan Bank System is borne out by the fact
that nearly all of its members, it is understood, are also members of the Federil

-Home Loan Bank S8ystem. The Board, therefore, does not object to this amend-

ment.

-~ Advice has been received from the Bureau of .the Budget that there 18 no ob-

Jection, from the standpoint of the ad_x'nlnlstratlon’s program, to the submission

-of this report. :

" The CramrymaN. The committes is very much honored today to have

-the-Governor and the two U.S. Senators from Maryland.

The Chair'recognizes Senator Brewster.© o
STATEHMENT OF HON. DANTEL B. BREWSTER, A U.S. SENATOR FROM
: . : THE STATE OF MARYLAND

Senator BreivsTer. Mr. Chairman and members of the committee,
first of all, we would like to thank the chairman and the committee
for giving us this chance to appear before the Senate Finance Com-
mittes on Senate bill 789, and House Resolution 3297. Senator Beall

‘and I introduced the Senate bill em(;lg in the 1st session of the §8th
u

Congress. 'The House bill was introduced on their side, and passed
the House of Representatives on June 27 of last year. '

The bills are identical, and are applicable only to the State of
Maryland. ”
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Briefly, the background in Maryland: In our savings and loan asso-
ciation industry in years gone by we have had some troubles. We have
in the State met these and have carefully regulated our industry. It
is now in excellent shape by virtue of legislation passed by our legis-
lature and recommended by Governer Tawes.

One of the measures which passed the Legislature of Maryland was
the creation of the Maryland Savings-Share Insurance Corp.

The bill before the Finance Committes today pertains to this cor-
poration, a nonprofit State insurance corporation.

Rather than explain the details of the bill myself at this point, I
would rather, with the'chairman’s permission, introduce the Governor
of the State of Maryland, who has taken the lead in the regulation of
this industry, has assured that it now has the confidence of the people
of Maryland, and is here to testify on these two bills pertaining to
the Maryland Savings-Share Insurance Corp.

My, Chairman, I rgresent to you the Governor of the State of Mary-
Iand, Gov. J. Millard Tawes.

STATEMENT OF HON. J. MILLARD TAWES, GOVERNOR OF THE
STATE OF MARYLAND :

Mr. Tawes. Thank you, Senator Brewster.

Mr, Chairman, and members of the committee——

The Ciamman. Governor Tawes, we are honored to hear you.

Mr. Tawrs. I take the unusual step of appearing before you today
to urge a favorable report by this committee of H.R. 8297 because the
financial strength of Maryland Savings-Share Insurance Corp. is an
;m%ort.ant commitment of my administration as Governor of Mary-
and. ‘ :

" As you perhaps are aware, in 1960 Maryland was the object of a
raid by outside interests who sought to exploit the then unregulated
State building and loan business.

The lack of regulation prior to this time simply reflected the sound-
ness of that business as conducted by Marylanders. In short, no
regulation has been necessary. I do not recolléct the' name of any
Maryland bnilding and loan’ that failed during:the great depression,
but I do know that the number was infinitesimally small.

In any event; tlie appearance in Maryland' building and loan circles
of identfiably corrupt el‘ement@beqame,ap({)arent during the February
1960 legislative session. - A bill wagdrafted and passed, but iy experi-
ence as coniptroller of Maryland for 17 years and bank commissioner
for 3 years told me that this bill, with all the hasty amendments
attached thereto, was not an effective regulatory measure, -

. On April 6, 1980, I vetoed the bill, and on May 1 of that year I
appointed & commission composed of leaders in the building and loan
field, representing both Federal and State associations, and leadin

isﬁators. Under the experienced and able chairmanship of Richar
W. Case, this group prepared a ¢omprehensive and sound regulatory
measure. This was introduced in the 1961:legislative session, and de-
spite strong opposition, it was enacted into law.

‘When its opponents petitioned this act to referendum—which would
have delayed its effect until alter the 1962 general election—I con-
vened a specidl session of the legislature on June 9, 1961, at which a
similar, emergency act was passed.
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Nevertheless, I knew .that the problems which we faced could not
be solved by regulation alone... I realized that the unscrupulous opera-
tors, whose Ponzi:like promotions were then beginning to collapse,
wou‘ldwconsvlderably damage the previously splendid reputation which
t}w Mgi'yland savings and loan business.had enjoyed in the eyes of
thoepublie. .. .. . . . S ,

So, initiating the second phase of my program for dealing with the
financial fives which thesp operators had started, I appointed a second
commission, under the chairmanship of the late Col. John S. Shriver,
the then director of Maryland’s Fiscal Research Bureaw. This com-
mission was charged with the duty. of recommending a sound, viable,

“industry-sponsored system of insurance for free share accounts held
by the public in State-chartered building and Joan associations.

I did not then and I do not now believe that the building and loan
business must come under the control of the Federal Hlome Loan Bank
Board in order to be conducted on a sound basis. The history of State-
chartered associntions in Maryland during the depression is the most
vivid evidence to which I can point in support of my feeling.

The result of -the Shriver Commission’s work was the creation of
Maryland Savings-Share Insurance Corp. by;-special act of the 1962
Maryland General Assembly. This corporation has already made
giant strides toward its goal—to restore public confidence not only in
State-chartered associations but in the entire building and loan busi-
ness thronghout the State of Maryland. . *

Maryland Savings-Share Insurance Corp, does not depend upon gov-
ernmental. subsidies or grants to maintain its existence. No public
funds of any kind are involved. The credit of the State of Maryland
cannot be pledged by the corporation. To the contrary, every capital
dollar of the corporation has been contributed by its members. In
short, Maryland Savings-Share Insurance Corp. is a singular example
of people, helping themselves, for their mutual benefit, and for the
benefit of the members of the general public as well. :

In order to attain full strength an&) to fulfill its purpose, this cor-
poration needs and deserves, freedom from taxation. John Shriver
recognized this when the corporation’s legislative chorter was being
prepared. That charter contains a complete exemption from State
taxation.

The calculated and deliberate dishonesty of a relatively few people
operating in the Maryland buildinpi and loan field has caused me more
distress during my administration than I can possibly convey to you at
this hearing, and I have given my best efforts not just to sto% the ex-
cesses but to effect reforms which will at once strengthen the building
and loan business and prevent any future upheaval in this field.

One aspect of this program is sound and reasonable regulation.
The other is a State-sponsored, industry-supported program of mutual
insurance, The future economic health and welfare of the latter pro-
gram is before you gentlemen today. :

I am trying to speak as impersonally as I can, although the vilifica-
tion to which I have been subjected as a result of the financial crisis of
the past few yvears makes it difficult.

But what I want to convey to the committee is; first, my complete
confidence in this cornoration and, second, my unshakable conviction
that the defeat of H.R. 3297 will be a serious blow not just to those
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who Hhave toiled with me in these matters but to the whole saving
public in Maryland, without bringing any identifiable benefit either
to that saving public or to the Federal Government. T "

Gentlemen, I thank you very much for this opportunity to present
this statement to you. B N

The CxamryMaN. Thank you, Governor. We are very much pleased
to hear from you.

Senator Beall?

STATEMENT OF HON. J. GLENN BEALL, A U.S. SENATOR FROM THE
. STATE OF MARYLAND

Senator Bearn. Thank you, Mr. Chairman, and members of the
committee. I am grateful to the committee for providing me with
this opportunity to testify in support of HR. 3297,

This House bill is identical to a bill introduced by Senator Brewster
and myself in the Senate. .

It will amend section 501(c)(14) of the 1954 Internal Revenue
Code so as to exempt from Federal income tax the Maryland Savings-
Share Insurance Corp. ‘This corporation is a nonprofit, quasi-govern-
mental agency chartered by the Maryland Legislature to insure de-
posits in State-chartered savings and loan associations.

As the committee members are aware, similar exemptions apply to
comparable institutions in Massachusetts and Ohio. In Maryland the
savings and loan industry has recently weathered trying times. I am
gratified that my own efforts back in 1958 resulted in the cleaning out
of unscrupulous promoters who were taking advantage of savings
and loan investors in Maryland. Not only did I take the Senate floor
and warn the public about doing business with these unscrupulous
operators, but as a member at that time of the Senate Banking and

urrency Committee I instigated a committes investigation and
hearings.

Following the exposé the State legislators, and officials took up the
cause, and today the Maryland savings and loan associations are free
of these unscrupulous operators. -

Speedy approval of this legislation will end the job we started in the
Senate back in the Banking and Currency Committee in 1958, and
enactment of this legislation will culminate our efforts to insure that
investors in our Maryland savings and loan institutions will never
agiin experience those dark days of 1958.

Thank you, Mr., Chairman, and members of the committee.

The CHairMaN. Thank you very much, Senator Beall.

The Chair recognizes. Senator Brewster to introduce Mr. Case——

Senator Brewster. Thank you, Mr. Chairman,

The Cramyan (continuing). As the next witness, ,

Senator Brewster. Mr. Chairman, and members of the committee,
with us today are the members of the board of directors of the Mary-
land Savings-Share Insurance Corp., and also Mr, Borden, the presi-
dent of Loyola Federal Savings & Loan Association, the largest sav-
ings and loan association in Maryland, also a federally insured associ-
ation. He is here to support this measure.
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.,.The president and chairman of the Maryland Savings-Share Ingur-
g;igq.c%m;ﬂs ‘gy wv?llfl;;‘l’qwi} }Mnrilqnd attorney who.is beside .me,
1. Richard W, bas,g._ I would like to present Mr., Cuse to the qom-
q;i;tge, He will tegtify to the details of the measure which Senator
1 ‘eﬂll,‘thé‘ Governor, and 1 support. N AT

. l\‘,‘ aS8, T e ) S TR
_“'I‘h‘e'gnxmmm. Mr. Case, proceed, sir. - e e

STATEMENT OF RICHARD W. CASE, CHAIRMAN OF THE BOARD
- OF . MARYLAND -SAVINGS-SHARE . INSURANCE  CORP.; ACCOM-
PANIED BY CHARLES B. ORTH, CHAIRMAN OF THE BOARD,

BUILDING SAVINGS & LOAN COMMISSIONERS OF STATE OF
* MARYLAND; AND €. EDWARD KLINE, PRESIDENT, CITIZENS
* BUILDING & LOAN ASSOCIATION OF SILVER SPRING, MD. = -

‘Mt Case. Mr. Chairinan, and members'of the comniittee, at the blt-
set, I should like to spy that I have a-somewhat detailed and perhaps
téchnical prepired stitement which is being circulated and which I
wish to have intréducéd here, but with the committee’s }])ermissi,on,
rather than read that statement I would prefer to summarize what is
said there and perhaps touch upon some other matter which are not
‘completely included in'the statement. ‘ .

- Additionally, we have here today copies of the first financial state-
ment of the Maryland Sdvings-Share Insurance Corp., together ‘with
ity bylaws, rules, and régulations, and these also I should like to have
¢ons d‘ere,cf,“or' ask they be considered by the committee in it8 de-
libérations, ' o : o R
f;l (’,I;hevbylaws and regulations were made a part of the committeo
' Now, the specific object of the subject legislation here today is to
amend the Internal Revenue Code, section 501(c) (14) by advnr@bing
the date when certain nonprofit corporations established to insuré thé
deposits of savings and-loan ‘associations may qualify for exemption
from'Federal income tax. - : ' SR
- The bill now gu'ovides that, such associations created on or before
September 1, 1957; qualify for this exemption. 'The subject bill would
adviance that date to January 1, 1988, o b

There is only ong association or corporation which now gains the
benefit, we are told, from the g‘rovisions of section 501(c) ff&);_a’n‘d
that is the Ohio Guarantee Fund, = o

The Maryldnd Savings-Share Insurance Corp, would, if this bill
becomes law, be put in the same Fosition‘ns the Ohio fund, and gain
exactly the same tax benefits'that that fund now receives, ‘

With reference to the background; Mr. Chairman, and members of
tho committee, of this legislation, it would be presumptuous for me
to élaborate on the remarks of (tovernor Tawes. I would say, hotv-
ever, that the committé¢e shoyld keep in mind the framework in ‘which
this legislation came to Maryland, and tliat was that the situation in
the savings and loan field had reached dire results. W had, before
the storim was over, over 30 associations put into court receivership or
conservatorship or under court protection at one time or another, and
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these assocjations amounted to inore than $10 million in savings of the
people of Maryland. Lot - .

Additionally, there were very unfortunato malefactors who were
convicted, some of them very promineit people, two of them formier
members of the House of Representatives, one of them the speaker of
the House of Delegates of the State of Maryland. : R

Now, within this framework, Governor Tawes sponsored a two-
pronged attack. He realized, first, that adequate regulation was
needed to govern the savings and loan industry in the future, to set
thgguidelmes for the workaday situations that developed in tliat
industry. : te I

But.lge also recognized that there was & cardinal element lacking-in
regulation, and that was the restoration of public confidence:in the sav-
ings and loan business, and it was to the second. point that'the Mary-
land Savings-Share Insuranct Corp. was directed, because it was felt
that if a State-sponsored program of insurance could be:implemented
by law, that the people ofp Maryland would regain the lost confidence
that they had lost in the savings and loan business. -

So the nct was pasged-by the genéfatassembly. -

Very briefly, as-Has already been stated, it establishes a nonprofit
nonstock corporfition. All of the funds of this cegporation come from
capital contptbutions made by the-members of the sgrporation. Hav-
ing no stogk, of course, the cor .hias membersjand these mem-
bers pay/A one-shot &jual to 2 perkent of the free
share agcounts of e -

The, cori)omti n today, gs the Rpapcial stage
mittep will show, i
as « gesult of these capita

Ng¢w, a salient provi
of the commifteeyis tha
kind to anybpdy

ents befpre the com-
450,000 K securities,

\ M. Cha 'himn’, anfl members
flistribution of prdfits of any
gs-Share. Insurgnce Corp.

~ Sdnator Wikrraas. . Wt en if there were a fliquidation
of this corporation?,” .\ ’ -

Mr) Cask. 1
be very difficult to say. It ]
escheat)\the profits w escheat to thie State'be: .
says thak there shal no distributioh ofprofits of ghy kind to any
member, and I wou hat the“answer is £ither as I have
suggested, orif the corporation were liquidated bylegislative act, the
legislature wotld have to make provision for s#is, and, of course, it
could do this. = P : :
.. Senator WirLLiaAMs. g is nothingéiithe bylaws; then, that wounld
spell out that it would not go back to the banks, is there?

Mr. Casr. The law itself says that, sir, and therefore it-was felt
not necessary to put it into the bylaws of the corporation. The actual,
the legislative direative makes-that point very;.very clear, .7 .
. Now, this corporation, Mr. Chairman, and .members of the com-
mittee, is, in_fact, a quasi-State agency, There are at least seven
reasons why I make this statement, and they ave briefly as follows:

~ First, the bylaws, riles, and regulations of the Maryland Savings-
Share Insirance Corp. must be filed .with the appropriate State

gn, - Senatfr, it would
at this /noney would
ause the Inw clearly-

agencies before they became effective. f
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- Second, any amendment in these rules, regulations, or bylaws must
first be agproved by the appropriate State agencies before they can
become effective. - ‘

Third, every- member association of the Maryland Savings-Share
Insurance Corp. must be examined by a State examiner who must
certify that it is ready for membership in the corporation before it can
become a member of the corporation.

Fourth, the Governor appoints 8 members of the 11-man board
who are public members and represent the public on the board of
directors of the corporation. :

Next, all supervisory letters or status letters of any kind sent by the
director of the Maryland Department of Building Savings & }:oan
Associntions is forwarded to the Maryland Savings-Share Insurance
Corp. for its consideration.

Sixth, the files of the Maryland department are made available to
the Blfaryland Savings-Share Insurance Corp. with references to any
member.

And, lastly, the corporation has been permitted to use a very attrac-
tive seal which we call a symbol, which resembles, as I think the
members of the committee will recognize, the great seal of Maryland,
by an official opinion of the attorney general.

Now, the rolationskip, fiscalwise, with the State, is as Governor
Tawes has stated in his prepared statement.

First of all, the corporation is free from all taxes in the State of
Maryland; and, secondly, the legislation expressly states that the
credit of the State cannot be pledged for any of the obligations of the
corporation,

he law has many other detailed provisions, and I don’t intend to
take the committee’s timeto go into them.

I would like to say, however, that one provision controls the invest-
ments that can be made limiting these investments to very narrow
and safe type of medium.

This corporation began its operations in late May of 1962. T was
appointed chairman of the interim board of Governor Tawes, and
I met with 11 dedicated people. These men, Mr. Chairman, and
members of the committee, worked around the clock, virtually around
the clock, to %et guide rules that could be used to solicit membership,
and guide rules were propared in a sufficient status to solicit mem-
bership in June, 3 weeks after the corporation had met.

It is a surprising and, I think, heartwarming thing to know that
during the first week solicitation more than 58 associations involving
more than $118 million in free shares, had asked to become xembers
of this corporation, and they hadn't even seen the bylaws, rules, and
regulations that they were going to be governed by, a most remarkable
performance. 4

I shall not try to outline the rules and regulations which are before
you, Mr. Chairman; and members of the committee, but suffice it to
say that the whole bent of these documents is to insure that the member
associations conduct safe and sound operations.

T would like to point out that if a member association does not, in
the opinion of the board of directors of the insurance company, or is
not conducting a safe and sound operation, it can be expelled from
membership, and if it is expelled from membership, either it must
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notify its depositors or the insurance company will notify the de-
positors for it.

It has been suggested that the high standards prevailing in the rules
and regulations add a second, and perhaps more stringent regulatory
agency in the State of Maryland over the member associations.

Now, Mr, Chairman, there is a great public benefit to be gnined, it
seems to me, by the passage of this act, and I should like to say just
for a minute what I thinE the theoretical benefit is, which I hope is
obvious, and, secondly, give you an actual example of what has ‘mp-

sened already in the State of Maryland to show how the people of our
gtnte benefit from the existence of this insurance company.

As a theoretical thing, of course, the protection of the peoples sav-
ings is the business of government everywhere, and the Maryland Sav-
ings-Shavre Insurance Corp. reaches an area which the Federal Savings
and Ioen Inficance Corporation does not reach.

This subjuct insurance company covers the small association, the
well-run, woll-managed old line association. But these associations in
most part are too small to qualify for FSLIC coverage, and, therefore,
they are denied that coverage.

This corporation gives the savers coverage, and therefore, it supplies
a very needed useful public purpose, in my judgment.

Asa practical matter, let me cite one case which might be of interest
to the members of the committes. '

Last year, just about world’s series time, as a matter of fact, I was
taking the day or so off. I was called at my home and said that one
of our assured associations had been the unfortunate victim of a theft,
This was embezzlement, and, of course, nobody can guard against this.
This association had been strenuously examined by State examiners,
it had a surplus in_excess of 10 percent, its mortgage portfolio was
extremely sound. The insurance company granted the insurance.

About 6 months later we found out tYmt an employee of that associa-
tion had been stealing from it for over 8 years, and she had gotten
away with about $65,000. The association was insolvent, and there
was nothing to do but put it under court protection.

In the old days this would have meant a very disastroiis Christmas
for some of Senator Beall’s constituents, but the Maryland Savings-
Share Insurance Association was able to step into the breach, supplied
legal and accounting talent in this particular case, and before Christ- -
mas every depositor except two who were not officers and directors of
this association had been paid in full in cash the amount of their
savings share accounts. * The two who were not paid, one had an
account over the limit, which I might say is $20,000, and the other
we didn’t know about, because the defaulted employee had just failed
to put this depositor'sname on the books. SR R

When we found out who it was we petitioned the court for authority
to pay this individual, too. - A -t et

Now, I cite this merely as an example of the public good: that' this
company ‘has done in Maryland and will do in the futire. = !/

I don’t intend to take the comfnittes’s time to'go into a great many
statistical comparisons between insured associations -covered by thé
Maryland Insurance Co. and those coveied by FSLIC. - Suffice it to
say that gagad on every yardstick with which I am generally familiar,
the Maryland insured associations are stronger than those covered by
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FSLIC. Based on the ratio of reserves to potentinl linbility, this
is s0.

Now, if the committee please, it seems to me then that there are
three essentinl reasons for giving favorable rveport on this subject
legrislation.

The first reason which I would suggest is, and one which I have not
touched on, is that this matter has been thoroughly investigated by the
Treasury Department, not once, but twico. ‘The favorable report
which accompanies the report of the House Ways and Means Com-
mittee is the second timo this matter went. into—has been gone into by
the T'reasury Department, the first time being when a similar bill was
introduced by Senator Brewster when he was in the House of Repre-
sentatives in the 87th Congress. The Treasury at that time went into
the matter. We filed brioﬁ‘ with them, they were completely satisfied,
as they were on the subjeet legislation,

Secondly, it scems to me that it wounld be a gross, almost incompre-
liensible diserimination against the people of the State of Maryland
were this legislation not enacted, becnuse the indentical purpose is
being served now by the Qhio Guarantee Fund in Ohio.  As o matter
of fact, the Ohio fund served in many ways as a pattern for the
Maryland Savings-Share Insmrance Corp.

We had many conferences with the executive vice president of the
Ohio fund. Our bylaws to some extent are deawn from their fund,

. The Criamyan, May 1 interrupt yon a moment{  Was specinl
legisIation passed to give Ohio tax free status{

M, Cask, Yes, sir; it was. That was the 86th Congress, in Publie
Taw 86128, in the 86th Congress,

The Ciaieman. Is that the only State that is tax free?

Mur. Case. Yes sir; Tunderstand thisistrue,

The history of this legislation is rather intercsting on that scove,
Senator Byrd. In 1951, as you know, the Congress amended the In-
ternal Revenue Code to withdraw the tax free status of all savings
and lonn associntions. At that time, however, this particular section,
section 501 (c) (14) was passed to continue the tax free status of two
Massachusetts organizations, one in Connecticut, and one in New
Hampshire. It is my understanding, and the Treasury Department’s
report confirms this, that these corporations are no longer in tho busi-
ness of insuring the deposits of savings and loan associntions,

In 1060 the ﬁill was, or this section, was amended to provide that it
should cover all associations created on or before September 1, 1957,
and the express purpose of that act was to grant this Ohio fund tax
exemption, exactly why we are here today, sir.

Senator WinLiams, Is the faith and credit of the State of Ohio
pledged in any manner?

Mr. Case. No,sir; it is not.

Tho Cuamtan, How many States have operations such as you
mentioned {

Mr. Case. Senator, to my knowledge, Maryland and Ohio are the
only ones, although I believe New York is seoking to have this but
have not yet done it. L.

When ‘we say operations, I am referring in a very limited sense to
the insuring of free share accounts in domestic savings and loan
associations,
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Semator Gore. Mr. Chairman, T would like to suggest that the wit-
ness has just made a very signifieant suggestion to ﬁl('. committee, that
is, that. other States are considering doing this same thing. In my
opinion, if you open up this tax leophole pm'mittinﬁ associntions to
hide away reserves with tax exemption, then wo will not have just
New York but perhaps all of the States coming in, and this may seri-
ously weaken the l*‘m‘lm'ul Savings and Loan Insurance Corporation,
and the regulnfory activities of that corporation in the public interest.

Senator Wrrniams, There is another point that disturbs me; and
that is, tho use of the State seal and the State name which implies
to the depositors that these lonns ave insured with the faith and eredit.
of the State in back of it when in reality all the State is lending is
its name.  The assets of the corporation, to insure these deposits aro
very small in relation to the amount of insurance involved. It is not.
exactly solvent.  One failure of one major institution and you are
bankrupt, and yet you are giving the impression you are insuring all
desposits up to £20,000, not £10,000 as under the FDIC, the Federal
Corporation, the faith and credit of the United States is put in back
of this to gnarantee the payment.

If the States put. their faith and eredit. to some extent back of this
insurance and gnarantee these deposits T wounld snrport your hill,
I ean seo giving the implieation to the depositors that the State of
Maryland or the State of Ohio or whatever Stato may be involved is
guaranteeing these deposits mny fool a lot of depositors.

As T see ity tha depositors may well bo putting their money in theso
banks thinking they have n guarantee by n State when in reality all
the Stata is giving is the use of its name.

I am quite concerned about this.

Mr. Case, Senator, there are several answers to that, First, T should
like to nnswer the statement that was made immediately preceding
vours, if T may, and that is that this is not a scheme to hide away the
reserves of member associations, These associntions contribute their
capital knowing full well that they will never get any benefit. Asa
matter of fact, they are getting vather n serions loss since they are
not abla to earn on the moneys that ave put up into the capital deposit
and will never get any income from that. A

Senator Wirrniams, Do they charge it off ns business deduction

Mr. Case. No,sir.

Senator Wirriams, The contibutions to this fund?

Mr. Case. No, sir. This is a capital contribution. Tt is not subject
to deduction,

Senator Wirrtams, You mean the individunl savings and loan can-
not. charge it ofT

Mur. Case. No, sir. The only privilego they have is to show the asset
ns an asset on their books.

Senntor WirLrass, Well, if they carry it as an asset on their books
then there must bo some indication that it would be recovered in the
case of liquidation.

Muv, Case, Well, I must say——

Sonator Winriams, Otherwise, it is a false claim as an asset.

M. Case. It isan asset. I am sure they do. T don't represent any
sanvings and loan, myself, sir, but I think—

Senator Wirrraxs. You follow what Iam gettingat?
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‘Mr. Case. But it is probably carried as an asset on their books.

Senator WirLraMs. &f it is carried as an asset theve must be in inten-
tion to recover the money in tho event of a liquidation, otherwise it
isa false asset.

Mr. Case. Accountingwiso you may have a good point there, Sena-
tor, but in my judgment there will never by any return of income of
any kind.

enator Wirrianms. That is beside the point.

Savings and loans are not allowed to carry as an asset something
which they will never bo able to recover, that is irrevocably gone;
aro they? I wish you would clarify that for the record.

Mr, Case. Would the Senator permit me to consult some of my
associates heref .

Senator Wirrtans, And furnish it for the record if you wish,

Mur. Case. Yes.

. It has been suggested that perhaps the reason this is done, Senator
Williams, is that the withdrawing—an association ean withdraw from
this insurance company.

Senator Wirrrass. That gets back to what I said ; they would with-
draw their assets. . ‘

Mr. Case. You said if the whole thing dissolves, what happens?
If they withdraw on a piecemeal basis, then they would fget back only
the amount they contributed, and this over a period of time, this is
also true in Ohio. .

Do I make myself clearon that? )

Senator WirLiaas. Suppose there is a major failure in the State of
Maryland, a failure which would go beyond the assets of the corpora-
tion. Could any of the members start withdrawing their contribu-
tions priorto it?

Mr. Casn, No, sir. They cannot withdraw under the rules within
a period of 12 months, and then can only be given a certificate of
participating interest. But I think the point that you made, Senator,
with reference to the failure of one big association, if I could meet
that I would Jike to do so. Under the rules and regulations, all of the
associations who are members of this corporation are in a sense pooled,
and they, the nssociations, have ag by bec,ominﬁ members that
they will stand for a call on their assets to any amount that is necessary
on a pro rata basis. So that if an association did fold up, heaven for-
bid, but if it did, then the corporation has a total of upward of $150
miliion of assots to call on bofore the whole thing would collapse. - In
other words, Senator, I should like to have you understand, sir, that
this is a mutual organization with this corporation sort of as the focal
point. It has a certain amount of money in the till now, which I
might say amounts to considerably more to the insured liability than
the Federal Savings and Loan Insurance Corporation has to its po-
tential liability, . . : .

But this is only the first reserve agrainst which losses can be clmr%((a)((l),

)

1

and if there is n further loss which would exhaust that $2,500,
which is the amount that we have now, then, of course, additional calls
can ba made,.. S N S s

- Senator WiLLiApMs. Aro they irrevocably bound to pay thatassess-
ment under any circumstance -+, . . .

i E N
LI O I B SR P il o *
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Mr, Cask. Yes, sir, The bylaws provide, sir, that they shall con-
stituto an irrevocable contract between the association and the Mary-
Innd Savings-Share Insurance Corp., and that by npf)lying for
membership this is in substance an offer to contract, which when the
membership is accepted is an acceptance of that offer and that theso
liabilities can be enforced in court. ' .

I was saying, Mr. Chairman, and members of the committee, that
in my judgment it could be, and I hope it will be in yours, a rank
discrimination to give the people of Ohio this legislation, and not give
it. those of us in Maryland who have fought so hard with Governor
Tawes to remedy the situation that we had there in 1960-61 period.

The third reason which I urge as a basis for the support of this leg-
islation is, of course, the public benefit and welfare. I have already
talked about that, .

I think that this corporation is doing a very good job. It is a sec-
ond line of dofense against any types of fraud and other things that
can happen in fiscal institutions, o

It does carry out the program of a sovereign State, it does protect
savings in thoso associations where FSLIC does not reach, and it is,
as Governor Tawes suggested, an example of a mutual effort of the
people of a sovereign State to help themselves through mutual action.

I, therefore, would ask you to give a favorable consideration, sir,
to this legislation. - , .

In closing, I should like to say that there is here in the hearing
room today with me Mr. Sam W, Borden, who is president of Loyola
Federal Savings & Loan Association, a savings and loayi association
having assets upward of $160 million to $170 million. It is either
the first or second largest savin{zs and loan association in Maryland,
and one of the largest in thie United States. : It is federally insured. ’

Mr. Borden is here as an advocate of this legislation, and if the
committes would care to hear n statement from Mr. Borden, he would
be glad to give it. . '

he Ciatryan, ‘Mr, Case, how much is involved in the way of
taxationt , ‘ N

Mr, Cask. Senator Byrd, of course, thinking in terms of the Federa!
situation, it js infinitesimal. It is expected that this corporation will
have approximately $214 million in investable funds. If you multiply
$214 by 4 percent, you come up with $90,000 of incoma. . Assiming
that it is going to take us about $35,000 or $40,000 to run it, so yon
would get down to maybe $45,000 and it. wonld be whatever—it would
n«l\t b?ttimite 50 percent, but it would'be n 48-percent break, that ig
what it is. » S o e

'But the reason that. the tax exemption is needed is that the way that
this corporation will build up its reserves is to keep putting this money
into additional securities, and every year the situation ,E;ets stronger
and stronger as tinié goes on. But actually thétax effect or impact is
minlltiﬂo R B E ' : e T

-Senator WirLrams, ‘What will the tax liability be for the last fiseal”
yearor last calendar yeay, assuming thisbill isnot pdssed: =~ "

Mr. Cagg, Tn'the Jast'fiscal year it wwould have been nothﬁ:g, Senator
Willianis, becauge .tho corporation had just been organized, and. the -
running expenses were in excess of income,” - -+ . o o S

Lvtedy . 9t
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During the first 6 months, first 5 months, of calendar year 1964 the
g;orporntion had net income after the payment of expenses of about
$10,600.

Now, I am at the pleasure of the committee as to whether or not
Mr. Borden should be heard. T will say that he sponsors and favors
this bill and, perhaps, that might be sufficient.

(The prepared statement of Mr. Case follows:)

STATEMENT OF RIOCHARD W, CASE, CHAIRMAN OF THE BOARD OF MARYLAND
SAVINGS-SHARE INSURANCE CORP,

PURPOSE

Mr. Chalrman and members of the Senate Finance Committee, the purpose
of IL.R. 3207 is to amend section 501(c) (14) of the Internal Revenue Code of
1954 which exempts from Iincome taxation certain nouprofit corporations
organized to provide insurance for free share accounts of domestic savings and
loan associatlons.

Under present law, an exemption from income tax is provided for nonprofit,
mutual organizations having no capital stock which are operated for the pur-
pose of providing insurance for shares or deposits in domestlic savings and
loan associations if such organizations were created before September 1, 1057,
The subject bill (H.R. 3207) would extend the income tax exemption now
available to qualifying organizations to similar corporations created before
January 1, 1063,

The original exemption was added to the Internal Revenue Code by the
Revenue Act of 1051. It was enacted to continue the tax-free status of the
Cooperative Central Bank and the Mutual S8avings Central Fund in Massachu-
setts, the Savings Banks Deposit Guarantee Fund of Connecticut, and similar
organizations in New Hampshire. In 1960, by Public Law 88128, 8Gth Congress,
H.R. 6155, the exemption was enlarged to provide tax-free status for the Ohio
Deposit Guarantee Fund (the Ohio Fund), a mutual deposit guarantee associn-
tion organized in December 1050,

It is our understanding that the Ohio Fund {s the only organization now
benefiting from the provisions of Internal Revenue Code sectlon 501(c) (14).

The Maryland Savings-Share Insurance Corp. (MSSIC) was created by an
act of the General Assembly of Maryland to accomplish the same purposes as
those of the Ohlo Fund. The two organizations ar identical in their overall
framework and objectives. MSSIC was organized in November 1962, Accord-
ingly, the object of H.R. 3207 is to extend to MSSIC the same income tax
treatment as that now enjoyed by its counterpart in Ohlo, i.e., the Ohlo Fund.

BAOKGROUND

Prior to 1960, there was no regulation of any kind over Maryland domestic
savings and loan associations, the free shares of which were not insured by the
Federal Savings and loan Insurance Corporation. In that year, however,
certaln members of the General Assembly of Maryland became concerned over
the fact that the savings and loan industry had become the pawn of dublous
operators who were largely of non-Maryland origin. To correct this situation,
a bill was Introduced into and passed by the general assembly for the purpose of
instilling a degree of regulation for the industry. ]

Although acceptable in design, the 1860 act was fraught with inconsistencies
and abounded with obvlous loopholes. To meet this situation, Gov. J. Millard
Tawes vetoed the bill and appointed a nonpald, nonpolitical comnmission to devise
a workable and acceptable regulatory act.

The commission organized in June 1960. It was composed of legislators,
industry leaders, and orie person (its chairman) having no connection with the
savings and loan business. The capacity of this commission is testifled to by
the fact that one of its members- I8 now a judge of the U.8. District Court for
the District of Maryland, one 1s a member of the Supreme Bench of Baltimore
City, one {8 & judge of the municipal court of Baltimore City and one is the
former U.8. district attorney for Maryland and currently the Democratic
candidate for the U.S. Senate.
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The investigation and research conducted by the commission revealed that the
fears concerning the Maryland savings and loan industry were not unfounded.
Meeting on an average of twico weekly, the commission devised a realistic and
workable bill to cope with the situation. Thig bill was subsequently introduced
into the General Assembly of Maryland, and, after one of the most bitter legls-
lative battles ever witnessed in Annapolls, become law:.

Opponents of the new regulatory act were quick to respond with counter-
measures. During the early spring of 1961, they were successful in obtaining
sufficient signatures on a referendumn petition to suspend the operation of the
act until the fall of 1062, The reaction of the State administration to this move
was quick and sure. A special session of the general assembly was called, and
an emergency measure was passed which adopted all of the salient features of
the suspended act. The constitutionality of the emergency law was tested in the
courts and was upheld by a decision of the Maryland Court of Appeals.

That the Maryland savings and loan situation was badly in need of correction
is clearly evident from the sequence of events that followed the passage of the
regulatory act. Over 30 Maryland savings and loan assoclations involving more
than $40 million in free share accounts were placed under court protection.
Convictions for mail fraud and larceny after trust were numerous, The male-
factors included not only out-of-State fiscal opportunists, one of whom was a
Member of the U.S. House of Representatives, but also a Maryland congressman,
a member of the Maryland House of Delegates and the speaker of the Maryland
House of Delegates.

The executive conimission which devised the Maryland regulatory act belleved
that simple regulation of the savings and loan industry would not be sufficient
to restore public confidence to the business. For thls reason, ways and means
were sought to regenerate lost public esteem. The idea most acceptable to the
commisston was the creation of a sound insurance program that would protect
the depositors in Maryland Institutions that were not covered by the Federal
Savings and Loan Insurance Corporation.

Because time did not permit a thorough investigation of & program of insur-
ance by the commission, It recommended that the Governor appoint a second
group to inquire into the feasibllity of such a plan. In making this recommendan-
tion, particular emphasis was given to the Ohio fund which was then {n opera-
tion and which enjoyed an exemption from Federal income taxatlon.

Responding to this recommendation, Goverhor Tawes, in June of 1061, created
a second executive commission which was charged to inquire fnto and report
upon the possibllity of establishing a nonprofit organization, similar to the Ohlo
fund, which would have as its object insuring of free share accounts of State-
chartered, uninsured savings and loan assoc¢iations. ‘

The second execative commission organized fmmediately and undertook its
assignment. In this connection, numerous meetings were held with the executive
vice president of the Ohio fund. By January 1, 1962, the second commission
had completed its studlies and thereafter recommended the passage of an act to
create a nonprofit organization, patterned after the Ohfo law, which would have
as itg object the Insuring of free share accounts in Maryland savings and loan
assoclations, This act was passed by the General Assembly of Maryland during
its regular session in 1062. . ’ .

MARYLAND BAVINGS-SHARE INSURANCE COBP.

Maryland Savings-Share Insurance Corp. was created by chapter 181 of the
acts of the General Assembly of Maryland of 1062 (the act). ' It is a nonstock,
nonprofit corporation, vested with powers, privileges and immunities of other
corporations, the purposes of which are “to promote the elasticity and flexibility
of the. resources of member associations, to provide for the liquidity of such
assoclations through a central reserve fund, and to insure the free share ac-
counts of such associations.”” The act specifically provides that the earnings of
the corporation shall be accumulated by it “dnd no part thereof shall be returried
to the member associations.” K R

The itiembership of the corporatlon 18 limited by lJaw to those assoclations, the
financial affairs, solvency, managément and directorship of which liave been
éertified as eligible by the director of thé Maryland Department of. Building,
Savings & Loan Assoclatlons. Thus, there exists an absolute legal Maisoi be-
tween MSSIC and the Maryland authorities who are charged with the responsi-

bility of regulating the savings and loan industry in that State.
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Other salient provisions of the act are as follows:

1. Conirolicd invecstments—The act limits the power of the corporation to
invest its funds to the following: cash, insured bank or savings and loan de-
posits, interest-bearing municipal or corporate bonds, corporate stocks (within
defined Hmits), Maryland ground rents and mortgages upon unencumbered real
property purchased from a member assoclation,

2, State control.—The appropriate State authorities exercise a continuing con-
trol over the affairs of MSSIC. The Governor is required to appoint 3 of
the 11 authorized directors. No assoclation may become a member until it has
first been certified for membership by the director of the Maryland Department
of Building, Savings & Loan Associations. The bylaws, rules and regulations of
the corporation must be filed with the Maryland Department of Assessment and
Taxation, and any change or modification thereof must have first been approved
by appropriate State agencles.

3. State fiscal responsibility—MSSIC is financed entirely from capitat con-
tributions made by its members. The act specifically provides that under no
circumstances shall the falth or credit of the State be pledged for the purposes
of the corporation.

4. Insurance limits—'The rct empowers the corporation to insure free share
accounts in member assoclations but limits the amount of this insurance to a
sum not in excess of $10,000 above the amount of prevalling insurance available
from the Fcederal Savings and Loan Insurance Corporation from time to time.

The act provided that the Governor of Maryland should appoint an interim
board of directors of 11 people to prepare workable rules and regulations for the
corporation. It further provided that applications for membership could be
received by the interim board, that such applications should be reviewed by the
State department of bullding, savings and loan assoclations, and that the corpo-
ration should cease to exist if it did not accept for membership at least 25 asso-
ciations having free share accounts of $235 million which had flled applications
for membership prior to August 1, 1002,

In May 1062, the Governor appointed the interim board of directors of MSSIC.
Meeting weekly for the purpose of setting overall policy and the development
of an outline. of governing rules, this board was in a position to solicit applica-
tlons for membership in the corporation by the end of the first week in June.
In making thls solicitation, prospective members were told only that if ac+
cepted, they would be required to pay a capital contributlon equal to 2 percent
of their free share accounts.

By June 11, applications for membership had been recelved from 58 associations
having approximately $30 million in free share accounts. One week later, these
figures had increased, respectively, to 105 assocliations and $118 miltlon. The
most remarkable aspect of these events is the fact that the associations applied
for membership on faith alone—they had not recelved a copy of any bylaws,
rules, or regulations at the time they applied for membership.

The organization of the corporation was completed on November 23, 1962, .\t
that time, 149 associations having free share accounts of $108 millfon were ap-
proved for membership by the board. :

As of May 1, 1904, Maryland Savings-Share Insurance Corp. had 164 members
with total assets of $144,873,348. Of this number. 133 assoclations were incorpo-
rated between the years 1869 and 1938, and 84 assoclations were incorporated
before 1915. These statlstics provide ample evidence of the fact that the member
assoclations are truly old-line, conservative institutions that have weathered the
storms of countless depressions and perlods of economic adversity without a
faltering step. .

BYLAWS, RULES, AND REGULATIONS

The bylaws, rules, and regulations of MSSIC create a contractual relatlonship
between the corporation and its members. They set the standard of conduct and
responsibility to which each member association must adhere if its insurance
Is to continue in force. The bylaws, rules, and regulations are the product of
countless days of study, drafting, dlscussion,. and debate.. They are tailored to
fit the precise conditions which confront MSSIC and its members and draw,
where appropriate, upon the rules and regulations of the Ohio fund and the
Federal Home Loan Bank Board, - : o
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Prominent among the provisions of the rules and regulations of MSSIC are
the following:

1. Applicants for membership are required to submit complete ata not only as
to thelr charters nnd bylaws but as to the occupations and experience of all
oficers and directors and as to their fiscal affairs during at least the previous
3 years.

2. Each application is preliminarily reviewed by the corporation’s membership
commiltee and is then referred to the director of the State department of build-
ing, savings and loan assoclations. This State officer must then examine the
applicant’s affairs and certify that they are in order, after which the member-
ship committee makes a final report.

3. Before any applicant is admitted to membership, its application must re-
celve a favorable vote of the majority of the whole baard of directors.

4. Applicants and members must agree to amend thefr charters or bylaws in
order to insure conformity not only with laws of Maryland but with the bylaws
of MSSIC.

5. Appllcants and members must agree to provide any fiscal reports and statis-
tical Information which the MSSIC board may at any time require. ‘

0. Member assoclations must also agree that, should the State departmoent
notify MSSIC that the member is violating certain provisions of State law, then
MSSIC may appoint a person to serve on the board of directors of the nssoclation.

7. No member |s permitted to inake any representations about its membership
in MSSIC except to display the advertising symbol and to state that its accounts
are insured up to $20,000 by MSSIC, a corporation created by the laws of
Maryland.

K. Members must maintain a loss reserve of not less than 6 percent of the
aggregate withdrawal value of their free share accounts.  If an applicant does
not maintain this mintmum reserve, it must execute and deliver to MSSIC a
hypothecation of accounts in nmount sufiiclent to meet this mintmum,

9. Auy member which does not maintain general reserves and undivided profits
cqual to 10 percent of the nggregate withdrawal value of its free share accounts
must maintain a net liquidity fund equal to 6 percent of its total free share
acconnts,

10, Members must keep MSSIC advised of delinquent accounts and of any
change in dividend rates.

11. Any capitat change in a member association by way of consolidation,
merger, dissolution, or traunsfer of property must be submitted to MSSIC for
prior approval by its board of dircctors.

E 12, Members must comply with any recommendation made by the member-

ship committee of MSSIC, must maintain fidelity bonds in amounts equivalent
to the requirements of the Federal Home Loan Bank Board, and must generally
conduct their affairsin a safe and sound mainer.

If a member association is vielating any provision of the laws of Maryland,
conducting an unsafe or unsound business, or is found to be in violation of any
of the corporgtion’s bylaws, rules, or regulations, it may be expelled from mem-
bership. In the event that a member is expelled, it must notify its free share
holders of this faet, and fajlure to give such notice will authorize the corporation

to supply the defliclency.

PUBRLIC BENEFIT

That the fnvesting public is the prime beneficlary of MSSIC is a self-evident
fact. Member savings and loan associations in Maryland are not only subject
to the Maryland regulatory act but are also required to meet and maintain the
higher standards imposed by the corporation’s bylaws, rules, and regulatfons.
Faflure to comply with these higher standards may cause a member's explusion
from MSSIO, and notice of this fact must be made known to all of its free share
holders. The investor is thus assured of a continuing surveillance over his
savings, , .

It is an unfortunate fact, however, that all fiscal institutions are exposed to
the possibility of loss through the defalcation or fraud of dishonest employees.
No regulation can prevent this; no insurance programn can prevent it. But an
{nsurance program can, in such cases, obviate the attendant hardships which be-
fall the innocent investor when an employee of a savings institution has breached
his sacred trust.

. MSSIC has already demonstrated its public value in this area. In late
October 1903, it was discovered that an employee of an old-line savings and
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loan assoclation in Cumberland, Md., bad appropriated to her own use in excess
;»t $i’30000 of the assoclation’s funds. This defalcation rendered the assoclation
ngolvent.

The insolvent association was insured by MSSIC., At the time of its original
cxanmination, the insolvent assoclation had shown an excellent financial picture;
{ts mortgage portfolio was sound; it had reserves in excess of 10 percent of
frec share capital; its board of directors was composed of leading business and
professional people in the Cumberland area; and its president was a long-time
member of the Maryland bar,

Within 8 days after the theft was reported publicly, the executive coamittee
of MSSIC had miet and devised a program to eliminate the attendant hardships
which would have befallen the association’s depositors had MSSIC not been
in existence. At its own cost, MSSIC supplied accounting and legal services
to the circunit court of Allegany County which had assumed jurisdictlon over
the assoclation. Before Christmas, every depositor who was not an officer or
director of the insolvent assoclation (except two) had received in cash the
full amount of his deposit. Of the two exceptions, one received $20,000 in cash,
the limit of MSSIC's coverage; the second was unknown, since his deposit
had never been entered in the association’s books by the defaulting employee.

his last depositor will also be paid in full upon receipt of appropriate instrue-

fons from the circulit court.

It thus appears that MSSIC's existence is not only theoretically an {nstrument
for the public good and welfare but also practically justifiable. The citizens
of Cumberland, Md., who were depositors in an insolvent savings and loan
assoclation will remember Christmas 1963 as demonstrative of this simple truth,

THE REPORT OF THE FEDERAL HOME LOAN RANK BOARD DATED JULY 16, 1968

A report flled with the Bureau of the Budget by the Federal Home Loan
Bank Board (the Board) dated July 16, 1963, recommended against the enact-
ment of HR. 4207. The Board gave four principal reasons in support of its
position. These reasons are listed below, together with the response of Mary-
land Savings-Share Insurance Corp. in connection with each point:

I. The Board contended failure of any State-authorized insurance fund may
have adverse repercussions on the Federal 8avings and Loan Insurance Corp.
and {nstitutions insured by it.

The corporation’s response: This reason assumes that State-aathorized insur-
ance funds will fail in the future. There 18 no evidence to support this con-
cluslion. To the contrary, all of the avallable facts support the position that the
State-authorized insurance funds are more stable and conservative than the
Federal Savings and Loan Insurance Corp.

The Ohlo Deposit Guarantee Fund has operated at a profit since its fnception;
it now has a reserve fund in excess of $1,070,000 and total assets in excess of
$10,900,000. ,

The Maryland Savings-Share Insurance Corp., in its first full calendar year
of operation, had a profit of $17,543.68; total assets of $2,129,038.806; and a sur-
plus of $18,577.76.

Both the Ohio Deposit Guarantee Fund and the Maryland Savings-Share
Insurance Corp. are operated by experienced savings and loan people. Each
corporation combines at least as much, and probably more, experience in the
ﬁavlndgs and loan fleld than the membership of the Federal Home Loan Bank

oard.

The bylaws, rules, and regulations of the Maryland Savings-Share Insurance
Corp., which are binding upon all associations insured by the corporation,
require the maintenance of safe and sound management and fiscal policles by
all members. To qualify as an ingsured member, each association must agree
to maintain a liquidity fund of 6 percent and a reserve account of 6 percent;
they must file complete fiscal information with the corporation at least annually.
That membership in Maryland 8avings-Share Insurance Corp. is limited to only
the better operated associatlons is shown by the fact that of a total of 288
assoclations applying for membership, only 164 have been accepted.

A comparison of the Maryland Saving-Share Insurance Corp. and its insured
members with the Federal S8avings and Loan Insurance Corporation and its
Insured associatiops will demonstrate the fallacy of the Board’s position. It is
reliably reported that member associations in FSLIO have'a ratlo of reserves to
fnvested ¢apital of approxiniatély 8 percent. The corresponding figure for mem:
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ber associations of MS8SIO is 12.83 percent. The ratio of F*SLIC reserver to in-
sured savings at June 30, 1064, Is e¢stimated to be 1.20 percent. The comparable
figure for MSSIC I8 currently 1.808 percent, but this figure will increase {o 2
percent and over when each member has contributed its full capital share. It
thus appears that Maryland S8avings-Share Insurance Corp. and its member as-
soclations are in a stronger current positrion than are Federal Savings and Loan
Ingurance Corporation and its insured associations, & fact totally ignored or over-
looked by the Board’s report.

II. The Board contended the risk upon State-authorized funds would be
greater than on the Federal SBavings and Ioan Insurance Corporation because of
the slze and claks of justitutions lusured by each.

The corporation's response: The factual basis for this point {s disputed.

There have been many federally insured savinga and loan assoclatious that
have been placed into either recelvership or conservatorship by the courts. Asa
result, the Federal Savings and Loan Insurance Corporation has been required
to spend large sums of money for the purpose of honoring its lnsurance commit-
ments. For example, in the year 1063 the Federal 8avings and Loan Insurance
Corporation sustained a net insurance loss of $16,518968. As of July 16, 1004,
the Federal 8avings and I.oan Insurance Corporation had merged or taken under
supervision eight assoclations in greater Chicago with total assets of $144,500,000,
and, although the loss cannot be determined at this time, 1t is belleved to be
in excess of £30 million.

The Oblo Deposlt Guarantee Fund, which has been in existence stnce January 1,
1037, has never been called upon to make advances or give financial assistance
of any kind to {ts members.

In Maryland, insured members of Maryland Savings-Share Insurance Corp.
restrict thelr mortgage lending to conventional home mortguges. They make
no home improvement loans; thelr commercial lending is almost nonexistent. Ton
the contrary, federally insured assoclations engage in home Improvement lend-
fug; they may have as high as 18 percent of their assets in commerclal loans.
The facts make it clear that the associations insured by the existing State-
anuthorized funds are as safe as, and probably safer than, those insured by
Federal S8avings and Loan Insurance Corporation,.

I11-A. The Board contended the Maryland 8avings-Share Insurance Corp. I8
essentially a privately operated corporation without any real public control.

The corporation’s response: The factual basis for this point is disputed.

The Maryland 8avings-S8hare Insurance Corp. is a quasl-public corporation
having a legislative charter. The corporation 18 not an ordinary business
corporation (a private corporation) formed under the general provisions of
article 23 of the Annotated Code of Maryland (the corporation article). By law,
the corporation I8 required to file its bylaws, rules, and regulations with the
Maryland Department of Assessments and Taxation. No amendment can be
nade In these bylaws, rules, and regulations unless approval thereof Is first
obtained from the director of the Maryland Department of Bullding, Savings,
and Loan Associations.

The Governor of Maryland is required by law to appoint 3 of the 11 directors
of MSSIC, and these indlviduals represent the State on the board.

No assoclation may become a member of MSSIC unt!] {t has been certified for
membership by the Maryland Departuent of Building, S8avings, aud Joan As-
sociations. All examinations of such assoclations preliminary to membership in
MSSIO are conducted by State examiners.

The director of the Maryland Department of Bullding, Savings, and Loan
Assoclations attends all meetings of the board of directors of MSSIO aa well as
meetings of its membership committee. Coples of all determination or status
letters gent by the Maryland department to any member of MSSIC are also sent
to the corporation. The files of the Maryland department are made completely
accessible to MSSIC, and duplicate flles of member assoclations are given to
MSSIC upon request.

The corporation has been permitted to use & seal which closely resembles in
form and structure the great seal of Maryland, such peimission being granted
by an opinion of the attorney general of Maryland dated November 13, 1062,

Thus, Maryland Savings-Share Insurance Corp. is not ‘‘eagentially . privately
operated without any real public control,” as stated in the Board's report.

1II-B: The Board contended: No provision: is made for examination of or
control over insured associations by Maryland Savings-Share Insurance Oorp.;
no provigion {8 made in the Maryland statute for terminating Insurance where
an fnstitution s pursuing an unsound course.
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The corporation’s response: Section 161-MM of article 23 of the Annotated
Code of Mar$land (1937 ed., and 1961 supp.) provides that the board of direc-
tors ‘'of Maryland Savings-Share Insurance Corp, may adopt and promulgate
bylaws, rules, and regulations which conform to thé' intent and purpose of the
act which established the corporation. The law further provides that the rules
and regulationd shall apply to members of the corporation and to associations
applying for meémbership. “The bylaws, rules, and regulations duly promulgated
nnist be flled with the State department of assessments and taxation. From this,
it follows that the bylaws, rules, and regulations of Maryland Savings-Share In-
slrance Corp, have legislatlve sanction and thierefére have the force and effect
of law. ‘ : S ' :

The Maryland Savings-Share Insurance ‘Corp, has adopted bylaws, rules, and
regulations and has flled this material with the State department of assessmeénts
dnd taxation as required by ldw. These bylaws, rules, and regulations provide,
among other,things, the following ;- , o :

;. (1), That the finanelal, condition of ‘all associations applying for mem-

’ bership~ih;f.il,e',,éorpoi'ntlon 'shall be examined by the department of build-
ing, savings, and loan associatlon and, if necessary, by a representative
of the Maryland Savings-Sharé¢ Insurance Corp. B o

: (2) That each member Aassociaq()n]slmlll fille such fiscal reports nd

. statistical 1nf9rmﬁ' koh as the hoard of ‘directors of Maryland Savings-Share
Insurance Corp. shall require froni time to time. .

. - (3) That each assoclation shall maintain safe and sound management
and fiscal poligies and shall comply. with.the laws of the State of Maryland
and the orders and directives of the director of fhe Maryland Depdrtment

.“of Building, .Savings, and Loan Assocjations apd the recommendatios of
.the membership committee of thé Maryland Savings-Share Insurance Corp.

(4): That the Maryland Savings-Share Insurance Corp. may expel any
member from membership and. terminate; ifg. insurance if the member is

- condlucting an unsafe or uygound practice in the-conduct of its business or if

-such ‘member. is violating: any of:the bylaws, rules, or regulations of the

. corporation.. . ,, P L

It thus appears that, contrary to'the assumption made by the Federal Home
Loan Bank. Board, valldly adopted-and legally binding legislative regulations of
Maryland Savings-Share Insurance Gorp..do make adequate provision for “termi-
nation of insurance where an institution is pursuing an unsound course.”

IV. The Board contended : Because of disparities.in face amount of insurance,
State-authorized insurance programs for savings and loan associations might in
the future be established and used as competitive devices inconsistent with the
objeéct of insuring accounts to prémote stabtlity. - .

The corporation’s rdsponse: If this statement is taken nt face value, it means,
in essence, that the Federal Home Loan Bank Board opposes H.R. 3207 because
Maryland Savings-Share Insurance Corp. imposes a threat of competition to
the Federal agency. - e

The objectives of Maryland Savings-Share Insuranee Corp. do not embrace

any competitive purposes with either the Federal Savings and Loan Insurance
Corporation or any other Federal or private entity. Maryland Savings-Share
Insurance Corp. was formed as a gnasi-State agency to fulflll a genuine need in
the Maryland savings and loan industry. Its creation répresents an effort on the
part of a sovereign State to solve'its internal affairs without recourse to govern-
mental aid or subsidy. : i ‘ ‘ )
It is regrettable that fear of' competitivn should motivate the opposition to
H.R. 3207 currently ddvocated by'the Home I.oan Bank Board. The putrposes
and objectives of MSSIC are the same as those of FSLIC. The board of directors
of MSSIC wishes to cooperate with—not ¢ompete with—the appropriate Federal
authoritfes to the end that stablility ind ‘safety will be instiiled in all savings and
loan associations doing business in Miryland. ‘ '

REASONS FOR PASSAGE OF H.R. 3297
. .t 5 .

No extended recitation is needed to6 demonstrate the benefits that will acerue
to Marylaud Savings-Share Insdrance Corp. from the passage of H.R. 3207.
The greater:the surplus accuimulated:by MSSIC, the greater the protectién it can
afford to’ the people.of Marylarid:who'have entrusted their savings to its mem-
ber. assoclations. If MSSICig‘réquired to pay:Federal income taxes, however,
its surplus :will grow only half as:fast.! :?:ot'userulfpntpose would be served
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in this presentation to further elaborate this admnitted and self-evident fact. ¥or
the following reasons, therefore, we urge the committee to give a favorable
report to the subject bill: RE

1. The public welfare.—MSSIC performs a useful, public function without gov-
ernmental subsidy or grants of any kind. It is a prime example of people helping
each other through mutual effort. It §s an integral part of the program of a
soverelgn State to correct a disastrous situation which befell its people. Its
program is demonstrably workable, It adds another safeguard in au area which
is of paramount concern to government everywhere—the protection of the sav-
ings, in some cases the life savings, of the people. .

2. Digcerimination.—All that Maryland asks from the Congress is to be afforded
the same, identical treatment that the Federal Government now affords the pécple
of Ohfo. As stated previously, MSSIC was inspired by and patterned after tie
Ohio fund. An unconscionable discrimination would result 'if the Ohlo fund
were to remain tax free and its exact countérpart, Maryland Savings-Share
Insurance Corp., were to be subject to tax. o0 D

3. The Federal reventte—H.R. 3207 has, obviously, no impact on the Federal
revenue, The bill—and a similar measure that was introduced into:the 87th
Congress—has twice been given careful and -detdailed study by the Treasury

Department. A favorable report has been made in both cases. The report b{ the

Treasury Department on a tax measure is entitled to paramount consideration.

‘We ask that the report of the Departmeht in this ‘cas¢ be sustained by this

committee, ‘

. The CuairaraN, Any questions? . - '
Senator Doucras. Sir; I regiet that I wasnot able to‘hear the flrst
part of your testimony. I was at h méeting of the Banking and Cuar-
rency Committee of which I am alsoa member. e
I notice in your statement you shy that as of the 1st of May 1964,
the Maryland Stivings-Share Insurancé Corp: hdd 164 mémbers with
total assets of $144.8 million.. May I ask if these savihgs and loan
associations had ever been ihsured under:the Federal Savings and
Loan Insurance Corporation? ', =~ o
Mr. Cask. No, i, Senator Doiutglas; théi'!v' htid not been. L
Sgnn’t;)r“‘Dov'(;ms. Had they applied for mémbership for any in-
surance? - - : LT
Mr.: Case. Whether they had Applied or not ‘is something tliat I
really -wwould not be‘able'to say because I do'nédt kfiow thie details of
each of the associations. But I would be sife in saying to you, sir,
that certainly 99 percent of them'lind'notapplied. - = - Co
Sendtor Dou6ras. Had not applied?t =
‘My, Casg.-No,sir.. - ¢+ -
You see, Senator Donglas——~— - - * SRR
Senator Douaras. Do you know why they had not applied? .-
Mr. Case. Yes, sir. The reason why they hdad not appliéd, by and
large, is because they are:smll, usually 1-day-a:week associations,
which would not qualify under the limits that the Federal Savings and
Loan Trsurance imposes: thege being, first; a totul'of $3 million' In' free
shate of capital§ sécondly, the 'abiht.y- to' mhintain’ an-office’ 5 days a
weoky ‘ahd, thirdly, to have this office on'i ground floor location, ™
Now, many bf these nssociations;Senator, are:old-line regionnl as-
sociations located in Baltimore City which were really, many df them,
ethnic in charactér..” They were Poligh; Jewish, and Gerfhan, and so
on, ‘which meant 1 night & week or maybe 1-day a week, and' wdre a
relatively small gize; mayl{)en quarter of n’millioli-to hialf a:million

.
i v

' .

dollars. S ! ter oty ORI ¥ B R S E N PR
. Senator Douaras. Were any of these members in the go-calledMeén-
sik Tangiers Insurance Co.? .
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. .M, Casr. No, sir. I can say that withont equivocation, absolutely
J)o,t' a:'.‘;~ :;~:n{' LA . .. il . .
Sonator Dovaras, We have our troubles with the savings and loan
associations, X ' o
Mi Cdse. Yés, sir; Iknow you have. o L
Senator Douar.as. So I am not going to point the fingor of scorn at.
Maryland excopt to say that the F%doml Savings and Loan Insurance
Corporation has, I think, exercised o healthy in%ue‘n‘ce‘ with respect to
the boards of the savings and loan associations. It is not alwpys as
.‘\iig‘orous as it should be but; on.the whole, it has been a healthy in-
uence. ~ : :
“- Are you at all fearful'that a mutual directed by these local agsocin-
tions will bo less stringent in it§ examinations than the FSLIC?
... Mr: Case, We have been told that onr examination is more stringent
and, T -might say in that connection, it is my information that exam-
Inntions ate made by FSILIC on the avernge of about once even?' 13
ritonths, whereas it js'intisipated that the Maryland Saviiigs-Shaie
Insurance Corp. will'examine its members on af least a yearly basis.
We have a program of continuing contact with 164 associations
who are members of our corporation through our excutive vice presi-
dent, and since they are.in a relatively. constricted aven it makes it
possible for frequent_contact not.only in a personal but in a super-
visory mariner. o el e
.- Senatar Dovar.as, Arethese primarily Baltimore institutionst,,
.’ Mr, Casg. Yes, siry; L.would say. 90 percent of them are:located in
Baltimore City. Y Mot ! e
,.:Senntor Dovaras. :And etl ,nic_,and;neighborhood-institutlons?,,‘ L
Mr. Cask. In many cases that is trueysiy, .. ., . ooy oo
Senator Douvaras.. Perhaps, if.these igeneral: provisions,, su %(quted

¢

by the Senator from Tennessee, are grantad; you might haveall kinds
of private mutuals forming all over the country which would take in
the weak savings and loan. institutions, and.with:a, less rigid: ingpec-
tion system; might; thierefore, load.to o breakdgwnt ... Ave you at all
fearfulofthatpossibility # -« iiyrc ¥ 0 wiguioce b o
Mr. Cask. Senator;Iouglas, ~]‘.r,mm.nob, sufficiently - knowledgeable
about the situation that exists throughout thejUnited States:to.give
you anything other than my opinion ‘on that point, which woukl be
only my opinion. I seems to me, first—if.yon-care to have my
opinion——— ., i 0 war e WG e
1,;;SollathDQU01;Aa. %17&‘3;"0:‘00“1‘39“‘3-»‘!:-:' i <:~.'( T
. -Mr..Case (continuning)i That thiy dangen.is more imaginary than
real for:a mumber ofreasons.: ..yl i np o LD
-+ Fivst, in most.of the other States.of the Union you have, of rourse,
yon had regulation,;and in. many:States'this' regulation has bpen. very
good, ;- Therefore; the smaller State-chartered -assooiations. haye,. hy
nngi.:inr re, been under n fairly strict type of survelllance as distin-
gu1Sheﬂ‘, l‘()m'ﬂ—'r" B R B 4‘:'!:-..i 2o h 3:\" watt b g AT
.o Spna m‘,Douor,As.v:I‘)oyou‘t{pmkthatxsrea]l trued i i st
« -Miv Gase, (continuing).- Well, we found—I.tvng also.chairman of
the icommission :whichexamined into and/ recomniended:.thd.réguln-
tory act; and we, of course, looked at all of thé regulatory acts througli-

aup:the country..
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Now, whether in practice thoqo nets nve carried ont or not. T do not.
know. But as a matter of substance on the lnwhbooks, many of them
ave very, very good.

Senator Doveras. Tf T mny speak from oxlpol ience about 'my own
State, we had a gentleman as State auditor by the name of Orville
ITodge, of whom some of you may have heard, who succeeded in got-
ting through the logaslnhn'o a bill per mittmg State mutuals to con-
vert themselves into State stock associntions, The trouble which wo
have had and are continviing (o hinve, with many savings and'loan in-
stitutions, has been almost uniformly—I think there are one or'two
oxcoptions to this—confined to State savings and loan' banks rathoer
than to federnlly chartered ones, Also, thete has been o high degreo
of deterioration on the mutunls converted into stock ussomntlom '

Mvr, Case, There you havea very good point. .

Senntor Dovaras. Whatigthat? ™

Mr. Cage. There you have a very good point, 4

Senator Dovaras, Yes, o C

Mr, Casg. "Thig ennnot be done in Maryland., 'Our law, px‘bhibits‘it.
Thera can be no stock associations,

. But may T say, Senator Douglas‘ in connection with your “dther
statomont, and not sceming to conifradict you

Senator DovarAg. I am not speaking abont Maryland, I ani on‘ly
speaking about. my own State, . .
f}\{v Case. Noj; and I should like fo say qomothmg abmit Tlinois, too,
if ITmay,

It is my nndorstundmg that three oé the Inrgest nssocmtibﬁs“{vliich
have had findneial dimculties In your State'are federa“y insuved, thoy
being Hillside Savings & Loan Assocmhon——-— .

‘Senator Dovar.as. . Which ¢ o

Mr, Cask (contmﬂlnff? W]nch iad wasots of abﬁﬁt $17—-—-—~

- Senntor Dovoras, Hillsid e ” o o ; o

Mr. Case’ contmui % mlon. C oo

Senator Dovams eq, lllsule, I grant lyou tlmt

M. Cask. Propertv Federal Savings & Loan,

Senabor Dovatas: ;W1 twastlxe o mron IR

Mr. Casuy Proporty I edeml nvmgs Loau Associhhon whi‘ch
had assets of $8 milfion. ! '

Senator Douaras, Arethey suspengi ‘

Mr, Case. Well, they haye heon— hey are ‘onies thht haVe béen-——-
reported dlﬂictﬂhos as Dindevstand it, 7 .. S o

irst Fci_;;ml Savn’}‘qq&l'xoan Associdtion.”

Senator otrqg.m. hat js a huge ohe, |

M, Casr, Whigh was merged into the qecon(‘l I‘édém] quvmp& &

T.onn Association having nsqetsof—-o-—-, o

.Senator Dovgras, Yes '

- Mr. Cask, (contimung).:Wln ]x had nssets of mi]lion. .

]Se;mltor lI)on(mAs.t Arﬁ you sg{);%nokin of tlig fa ous First F¢derhl ‘
which has denosits of well over mf f

f Caér. i[vg?\fm?}nation §$ g;dt the X I‘xrét Fet‘émi St{vm & Tiohn
t n.of Morton Grove 3 nsa tsof 1lioh qrid ‘Whé org d

by FS f& hto anoth oup oﬁ et ebm‘é ve lars ‘I'hhmpﬂ i
enator OUGLAS. ave 10 Tnst two gond iito qut’n atton't’;: -

'R
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Mvr, Cask, No, sir. I understand that they have been merged by
FSLICto fpleventhqmdatlon ,

Then, of course, thers are a number of others.

Senntor voras. Well, I think the general statement is true; the
incidence of loss has been gléatel in the case of the State savings and
loan institu ions than in the case of the Federal institutions, But the
conversion of mutuals into stock companies has lessened the care with
which they have been managed, and even though I congratulate you
l()m havm% such n prolubitory Inw in Maryland, the law can always

e chan

Mr, (g ase. Well, that cextainlv is true, sir, Tt is rather difficult to
griet it: through, and we fight like tigers before we would permit n
change. -

Seﬁatox Dovaras. That isall, Mr, Chairman,

The CriAIRMAN. Senator Carlson f

' Senator Carison. Mr. Case, you are chairman, I behe\ o of the board
of the Maryland Savings-Shars Insurance Corp

Mr, CASF. Yes, sir; that is correct.

‘%eiu}tm Oarrson. Who' eomposes it the’dlrectorslup, of tlns o' gm’n-
zation

Mr. Case. The directorship of the co&'pérahon, Sendtor, is composed
of eight men who are ropresentatives of member gssociations.

‘Now, both 6f those words are, in effect, words of nrt and, therefore,
let me. define them, A member association we have already ‘talked
about is 6he who has been examined, and so on, and’is pnrt bf the
organjzati , o
S Bn};to'%r(g‘&m,sox Anda part ()f this t:oi'pomtxon

AsE. Yes, sir '
A representatlve of that mémberis’n offier of dnmtor ot attorney

of the member.who has been desi gnatgd ag, mpres'entdtive by the merm-
ber associatioh.

The bylaws provide that there shpll ba eight, of these peop]e selected
as members of the board. oo

Senator CarusoN, By w 10;11? ‘ ' o

~ Mr. Case. By the mémbers}ﬁp dting at {ts an \ml meetmg‘ :

"The, 1ay plso says that th b”t'erfnor of Maryland shall appoint
tin'ee publié members to the‘ board for 4-year terms anid tliey, of course,

can be reappointed. N
If you wish ma to follow the di’l‘éctbrsh' p"a httie fltyther, the bylaws

provide further that the mémber. "ilésbcmﬁon,s repl‘eseutatlve‘a éan
serve two terms and then they ) must give way to others, :
The corporation’s by]aws also \ndb‘ for'n’ membe&‘slnp do\mmt-
tee of the board which, in additiol’ to diréctoi's, has tywo, other persons
who are representatlves of meniber assodiations, and th snt with {he
membership committee and attend board meetin but t:annot. vote,
Senator ?4 reoN. - Then if I u ders,tand correctly, out of thils group
of th f aid of dxrqceg)rs, the,réally ,tx‘uly fmbho represe\\tatives wduld
o
Mn PAﬁI" Well m the se &e ﬁ\hté thqy ‘dd hbt have tb by’ lfepresent({
or}s afin dorrect, s
tor. A pliblia Te g s hiti&ﬁf'of those
’mv éllptheig gmnby‘ ,m‘ he qs@gqng&q}‘ inifted ‘to'thess® ¥ 15@0
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Muv. Casr. Woll, the safety of the people’s money is very much the
concern of overy man on that boaxd, sir. o
Senator Canvson, I alppreciate that very much. But the point is
that I—and, of course, I am not. familiar with this, but I think it is
only natural that you would get back to your own State in——
Mr. Casp. Yes, sir. :
Senator Carrson (continuing). In dealing with these problems, and
I have had the honor of serving as the Governor of a State myself.
But this happened before I became Governor some years back. We
ostablished a State bank guarantee law, one of the first in this Nation
pretty much along the lines that you have established the guarantes of
‘the savings and loan associations. When the difficulties arrived, the
thing, of course, went into bankruptey. It was not based on the faith
and credit of the State. Many people had placed their mon?' in these
banks on the theory that they were protected, and they found out they
were not, to their dismay and to the regret of many of us and, there-
fore, I am greatly concerned about the creption of agencies of this type
without more back of it than the institutions themselves, because in
our own State we had a number of bankers who would not enter into
this guarantes program. They contended that they were prudent
bankers, and they intended to conduct their banking facilities, and this
operation of the guarantes let some people be a little loose in han‘dling
some of their operations and they got into difficulty. o
There is one problem that comes into my thinking when I think
about your problems today, and X p.pgreciate your problems in Mary-
land. I shall,at least, keep an open judgment on this. .
The Onalrman, Senator Gore? .~ ~ i L
enator Gore. Do you hold in any way a position with the govern-
ment of the State of Maryland? - =~ o .
. Mr. Case. No, siy. I amsorry,Ido. I am a member of the board
of éﬁg'ent,sdf‘t 10 University of Maryland.. .~ = o
. Sengtor Gore. Is le,l,e institution for which you now speak in any
sense an.mstltutlpiig'o the government of Maxyland? L
.. My; Casp. We think it is & quasi-governmental agency, Senator, It
isnot an mstmmpnm‘ltty of the State of Maryland, . ,
Senatot Gore. If'it 1s not an jnstrumentality of the State of Mary-
lnnd,theniti%‘?rivate. B A PR
Mr. Case. Well, thers is.a shade of differencé between what yon are
saying, I think, and }711 at the trus fact is. T would say it is a quasi-
gubhq corporation. This is the way the .Treasur'y Degartment.,has de-
ned it, i ﬁot in writing at least to me in person, and this is the way
the Oh1o, Massachusetts, and New York funds, are grouped. -
.“,?gmwn Gorg. Ix)ogs‘tjxe government’of Maryland have any stock
m’ : : [ ‘ L
Mr, Case, No, gir, ;. ¢\, ., ... . T IR
6‘,§9q€%qr, Gorg, Does the government of Maryland have any control
OYOL IUY . i o e o
""Mr. Case, Yes, sir; very considerpble control, . .
Senator Gore. Docs the government of Maryland share in'any of the

L R
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. Mr, Ca }:,;;Qn}.the‘ boiefit that the people of Maryland’s savings aré
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Senator Gore. Well, thers might bo some results not. beneficial.
Would the State of Maryland be linble in any respect. for the losses of
this corpm‘atim)? .

M. Cask. The law says, as now written, that the faith and credit
of the State is not pledged to the obligations, /

Senator Gore. Then it does not perform a public function for the

ovérnment of Maryland,  Since the faith and eredit of the Stato of
g[ary]mad are not pledged, it must bo private unless you could say
that its mutuality )in somo way alters its private character or so it
would seem to ine, '

Mr. Cass. Well, it would equally scem to me that as the Treasury
Department and others who havo dealt with this subject through the
yoears have said, it is & quasi-public corporation.

Senator Gore. Youn are aware, are you not, that after many false
starts, with much troublo and controversy, the Congress has finally
made & start in taxing the profits of cooperatives and' mutual con-
cerns, including savings and loan associations and mutudl fhisurance
companies? . _ , o

"MF, Case.  Senagtor Gore, I am very familiar with that, sir, -
- Sontitor Gorr. But'now: yoli fisk us to'reverse ths tren and provide
¢§11}I>Ioto tax exemption for this corporation. o

"My, Casr. No, sir. T ask yott only to afford Maryland the shine ox-
omption you have hertofors afforded thoStatoof Qhio.. .+
~ Senator Gorr, Then, badause thé Congress erred in providing sich
tax ‘exemption té' cotporations in the State'of Olhio, you wonlc ‘}i‘r I
us to repeat the mistake with respect to Maryland, “Would yu ther
bo prepared t? snlg)ql‘t the same thing trith respect to Tennessedy New
York, and other States? ' T ST

Mz, Casp. Senator Gore, I wonld say, first, in' ajigwer to your ques:
tio, that I do tot'Belicve it was an“ertor . "I think the public good
is well served by this type of fion-Federal situation wlhore the public’s
money is not invélved, and T think it is a good thing not only for our
State but for our country as well to'have nssociations of this kind
where ‘)‘edplt\'can get togother andy in ‘a 'sénsg, do as they used té in‘the
olden days in the nuitter of self-self. “ T think that this'is good,

But with refertiice to your sqe’ciﬁc‘ question—— |

Senator Gore. Self-help without taxation,

M. Cask, Thatisright. Thisis asituation Whitth—

Senator (Gore. Siippose that yoti atd I organized one in the District
of Columbin. N - .

Mr, Case. Well, e could not for soveral reasons, but I am coming
to the burderi of your question, sir, . o

Senator Gonr. Let us go down to T'énnesses, and suppose wo orga-
nized one there. ‘ , L

Mr. Casp. I have spent many pleasant days in your Stato, sit,

Senator Gors: Sol f-helg can be rather profitable sometimes. ; I have
a feeling that we have a basic policy in this country for persons and
corporations to pay taxes on income earned, realized. . |

“Mr, Case. Unless those ¢orporations are serving such a publie pur-
pose which overrides the general tax philosophy of the Unifed States.

Senator Gone, Well, now, that same argument was given liere for
years to exempt the cooperatives and the savings and loan associations
from Federal taxation. We finally have moved in the direction of
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somo tax equity—not. very far, it is - ue, but we have made a start in
taxing cooperntives and mutuals on income realized,

Whether the Congress has gone far enough is heside the point here,
but at least we made a start in that direction, and many people ap-
plauded the Congress for doing that. But you now seck to reverse
that trend.

Mr. Cask. No, Senator, I do not seek to reverse it for this simple
reason: cooperatives, mutual savings and loan associntions, or stock
associntions, as Senator Douglas was talking about, all wind up sooner
or later with somebody profiting, that is to say, the depositors, the ofli-
cers, or somebody gets the benefit of this yield which we should call in,
botween us,

In this corporation nobody gets it because the law expressly states
that. it cannot be divided nl; and given back to anybody, so the differ-
ance, it scoms to me, is abundantly ¢lear, -

What you have done, and what the Congress lias done, in these other
acts it has said, in effect, “Here is a type of situntion which is, in effect,
distributing gains and profits of some kind, and we think even though
it is mutual, a tax should be applied because this is a distribution
coming back to the people.” - o

But in this corporation nothing comes back. It is completely—it
is isolated by law and,.thevefore, I think there is o very gredt distinc-
tion: between tlie cases you:suggest and the one we have before the
committes, R L e

Sonator Gore, Well now, -you said no one benefits. Iet us examine
that just n little. As the profits of the coiporation hetumulats, what
effect will thd acoumulation of profits, the assets of tlie corporation
have upon the insurance provided for its meabers by the cory oration

Mr. Case. In amount it will have no effect, it will create a larger ro-
serve fund, thereford, provide n safer vehicle, a larger vehiclo, but the
acount of insurance remains exactly the sanie. ‘ R

Senator Gore, The cost of insurance is what I am referring to.

Mr. Cask. The cost, Senator Gore, is made up by the 2-percent de-

osit which is paid within a relatively short time after an association
s become a member and, therefore, there is no continuing cost ex-
cept as freg share accounts are increased or decreased by the member
association, in which event there is an adjustment of the capital de-
posit on & semiannual basis, - | o o

Senator Gorr. Then, as the profits nccumulate and assets grow there
will bo more insurance and better-insurance provided at no extra cost.

Mr. Case. I'donot know what you mean by more and better. ‘The
amount will be: precisely the same, $20,000, and if, as has happened
in Cumberland last year, the free slmreﬁlo] er gets paid in cash, it is
hard for mo to see how it can be any botter. : : v

Senator Gore, If the reserves of the corporation are larger, the in-
surance is cortaily more reliable, it it not ¥ - LT

Mnr. Casr. It is only more Yeliable to the extent that additional ecalls
on moembers would: not, perhaps, have' to bé nade in the case of the
situation ‘that Senator Willinms disoussed earlier in our meeting, but
it would not be better, as I understand the use of that word. -

Senator Gore. But it would be riore beneficial to'the mémbers.:

d

Mr. Case, It would bo more beneficial-—
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Senator Gore. Less liability, as you just said, on the part of the
members.

Mr. Cask. In the sense they would not be called upon, perhaps, to
pag additional capital contributions.

enator Gore. And you said earlier that the faith and credit of the
State of Maryland is in no way pledged to support this, so as the
assests accumulate from the earned profits of tllle corporation, there
would be ready reserves to provide the insurance, and less liability for
& call upon the member associations. Would you say that was correct ¢

My, Case. I would say that is correct; yes, sir.

Senator Gore. Now suppose that a member association wishes to
enlarge and increase its operations. Does your law provide that they
shall pay an additional premium?

Mr. Case. Yes, sir; equal to—when you say enlarge, of course, I
assume you mean that they get more free share accounts, because this
is the only way a’'mutual savings and loan association can enlarge.

Senator Gore. Yes. "

Mr. Case. And the law does provide on a semiannual basis an ad-
justment of the capital deposit, either up or down, depending upon the
amount of free share accounts outstanding. o

. Senator Gore. Are you aware of the history of the provision in' the
Federal income tax law which was written into the law for the benefit
of a Catholic nun who wished to contribute practically all, if not all,
of her income to charity? This provision, which was motivated by
such a worthy cause, has become one of the largest loopholes of tax
avoidance in our tax structure, .- SR - o
. Mr. Case. You are suggesting the annual 90-percent contribution
act; yes, but I didn’t know that was the genesis of it. |

Senator Gore. Yes. - | CeL

Mr. Case. Iam completely familiar with theact. °

Senator Gore. That wasthe genesisofit. o

Now, you have come in with a cause which, on the surface, seems
worthy. But you propose that the Congress enact a general law. -Iam
impressed.. with the suggestion Senator Doublas made as to the vast
otentialities which we may not now be able to foresee, but of which I
lieve we should be forewarned, for the use of this provision, if writ-
ten into law, by many corporations other than the one for which you
speak and for purposes perhaps less commendable. -

.Mr. Case. g) i

t

enator Gore, my only answer is that is, of course; we-all
must be vigilant in the guarding of the revenue and also to instire
that the social justice be done. But when a corporation receiving o
State charter, as this one has, and doing what it has done is emulated
in any other: étatq under the éxact same situations, it seems to me only
fairness and justice would say:that that other association should: bé
afforded thesame tax benefit. . . - .- il ny e
Senator Gore. But it may not be the exact same situation. - ..cr
i Mr..Casg. Thelaw as it is drawn today wouldicertainly—yon have,
ag A matter.of fact, before you an'amendment which is proposed to
liberalize this act to:permit other things;which mutual banks ‘might
" do—I am not here, of course, to spesk to that, because I am having
enough. trouble. with my own.situation+but this is a_very tight law,
Senator Gore. It is pinned down to a point where I do not believe
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gbu could find great abuse of it, as you suggest you might find in the
uture, : - : -

Senator Gore. Well, in response to a question by Senator Douglas,
you acknowledged, of course, that the State of Maryland had ch‘angeti
the provisions of thé existing law—— ‘ |

r. Case. Well now—— . -

Senator GoRre (c_‘ontinuin%'). To comply with the bill now here pro-
posed. I do not criticize that at all. But I just point out you did
acknowledge that. Maybe I should not say acknowledge—you stated
it. DBut other States which do not have the same State law which
Maryland has could ‘qualify, or organizations within other States not
having the same law as Maryland, could qualify. }

Mr. Case. They could qualify, Senator.

My })oint is that they could qualify oiily under the strict Federal
law. I was speaking of the Federal law which is strictly written, and
which has been very strictly interpreted by the Internal Revenue
Service. I am not talking about the ability of the Maryland Legisla-
ture or anybody else to’change the law. This Congress can change
within limits ahy law it caresto.

Senator Gore. Is there any reason why these member associations
in Maryland could not obtain such insurance from the FSLIC?

Mr. Case. Yes, sir. I might say at the outset it has nothing to do
with their liquidity or soundness. What it has to do with is the size
of the association, the frequency of the times when they meet, and
usually the places at which'they meet. - In each of these areas, FSLIC
has rather strict requirements or requirements that are not, cannot, be,
me} by these associations, ' E

For example, the $3 million requirement which I understand is the
f)resent requirement on free share accounts could be met b{ onl:; a
1andful of the associations insured by Maryland Savings-Share In-
surance Corp. because they are much smaller. They do not solicit
deposits as such and, therefore, they have remained in’the neighbor-
hood in Baltimiore. They are small neighborhood organizations is
what they really are, many of them. o -

Sen?ator CarcsoN. Will the Senator from Tennessee yield at that

oint - o :
P Senator Gore. Yes. - : .

Senator Cakrson. I'believe I lave your report heré, and I was in-
te;?isted in this, in view:of what you are discussing. This sentence
reads: - ' Ce T e ‘

Your corporation now has 162'‘mémbers with total assets of $188,407,604.92.

1?3 I understand tliis would mean an average of less than $1 million
eac . . . . N .
Mr, Case, Youmean asimpleaveragef - -

Senator Cartson. Yes; asimple average is what T mean,

Mr. Cask.- Yes; they grevery small, . R

Senator Carrson. Thut getsinto thesize of it. o
. Senator Gore. Well, perhaps instead of giving tax exemptions
C(’g){g'ress should consider lowering the m%mrements set by FSLIC.

r. Case. Well, Senator, as Governor Tawes said, we in Maryland

do not think that every association is a good association that is gov-
erned by Federal Home Loan Bank Board riiles or insured-by FSLIC.
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Here is the situation where a State, a sovereign State, is seeking to

Iw%rk out its own problems and not come to Washington and ask for
welp. . .
S%nator Gore. I am sorry to disagree with you there. If this wore
a corporation owned by the State oi Maryland that would provide
this public service it would be a different thing. But this is a corpora-
tion which will:have investment income, and %or which you are asking
tax exemption. It is just that simple. True, it is organized under
the laws of the State of Maryland, but so is every other corporation in
Maryland. .

Mr. Case. You misunderstood me, Senator. What I meant was if
you lowered the requirements or required'the Home Loan Bank Board
to lower the requirements for Federal insurance, then you might as
much as double your budgetary réquirements for examiners, for addi-
tional help of ail kinds to make reports, and so on. And now, this
would be a bigger Federal agency. All I am saying is, of course, we
aroe here asking for tax relief, but all I am stating is that the situa-
tion we now present to you is.one where we are not asking the Federal
Government to get bigger in the sense of its agencies expanding.
What we are saying is we think that this situation can be controlled
at home. We are controlling it at home, and we would like to con-
tinue to control it at home, . :

- Senator Gore. I have no objection to the State of Maryland exer-
cising its regulatory power. To the contrary, I applaud it. T do not
know why it was so latd in starting. But asking for tax exemption is
another thing. o R : ‘

Are you acquainted with the practice in the House Ways and Means
Committee of annual members’ bills? o :

er. Casg. No, Senator. You have gone past my amount of knowl-
edge now. ‘ : : A

enator Gore. You do not know about this little club, this practice
of members’ bills? : : ‘

Mr. Casg. No, sir; I donot. :

Semgutor Gore. You do not know whether this was a members’ bill
or not '

Mr. Case. This particular bill here? |

Senator Gore. Yes, :

Mvr. Case. Well, T can:tell you what the bill was. I do not know
what it wasnot. What it was was a bill that I personally asked Repre-
sentative Fallon to introduce, and it was passed——

Senator Gorr. I will ask no further questions. 5

Senator Davaras. For the sake of the record, the comment of the
Senntor from Tennessee opéns up gréat possibilities. T understand
there is a principle in common law—the lawyers will correct me if T
am wrong—that every dog is entitled to one bite. o

Ts the Sentitor from Tennessee implying that every member of the
inner club of the Ways and Means Committeé is entitled to ohe bill
ayear? [Laughter.] ! A

Senator McCartry, As a former member of that elub I might say
that sometimes we got two. We go around the committee twice.
[Laughter.]’ | '_ o R

Senator Gore. Mr. Chairman, I do not know why there should be
discrimination s between ‘the two Houses of Congress. Have you
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considered. the possibility of permitting each member of the Senate
Finance Committes to have a pet bill passed per year? [Laughter.]

Senator Douaras. I am very glad to say that the chairman has not
permitted this.

Senator Gore. I asked him if he had considered it. ,

The Cnairyan. We do not have any pet bills in this committee that
I know of. , .

Senator McCawrrny. I think T can make a defense of the IHouse
Ways mllld Means Committee. It has stood up on general measures
very well,

enator Gore. I am not talking about how they stood up on general
measures, but talking about the members’ bills, , 5

Mr. Case. Representative Fallon is not a member of the ITouse Ways
and Means Committee, if that adds to this discussion in any way.

Senator Gore. I was not making uny reference to Congressman
Tallon, o

'The Crzairyman. Senator McCarthy. _ ,

“Senator McCarriry. How much money would be involved in this
insurance fund if all the eligible savings and loan associations in Mary-
land would contribute 2 percent? .

Mr. Cask. Yes, sir. I think it has about reached the oYtimum.“ I
would think it might go maybe another $10 million, $15 million, But
I believe that all of the associations that qualify for membership have
come in, or practically all of them. :

Senator McCarruy. How many of them are there?

Mvr. Cask. 164 now, sir; and t{ley have total assets, they are with
total assetsof$144,miflion.,_ L

Senator McCartiy. $144 million? _ e

Mr. Cask. $144.8 million and we have-got all of the good ones.

“Senator McCarruy. This would be ﬁle equivalent of increasing
their reserves by about 2 percent. S

Mr., Cask.. '}’ﬁs would be a 2-percent contribution in cash to the
insurance company is what it amounts to. ; ,

Senator McCarriry. It would be on top of the reserves which they
are now allowed. :

Mr. Case, Yes. ;

Senator McCarray. What are those reserves, 6 percent?

Mr, Case. In Maryland they are required to be 6 percent.

Senator McCarriry. That is a tax-exempt reserve, is it not?

Mr. Case. That is correct, sir. ,

Senator McCartuy. So this, in effect, would mean that you would
have 8 percent total reserves, which would not be subject to tax.

- Mr, Case. Except that the 2-percent contribution, Senator, was not
tax deductible. : .

Senator McCarriry, Yes, I understand.

Mr. Cask. This capital contribution is not tax deductible.

Senator McCartity. What percentage of your savings and loans
wm})d be covered by this $144 million in ass_ets?y S

Mr. Case. I am informed by Mr. . Wolf, who is a_former director
of the Department of Maryland’s Building, Savings, and-Loan Asso-
ciations that he thinks it is about 70 percent. - ,

Senator McCartiy. Seventy percent. 1Why would the others not
bo covered? , . “
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Mr. Cask. Some of those associations, Senator, are not in the busi-
ness of taking money from the public as such. The y are family cor-
porations which have a very restricted free share list. This 13 one
group that does not come in. ) ) o

Sonator McCartry. Does the public know which of the savings
and loans— ‘

Mr. Cask. Sirt ) .
Senator McCartry. Does the public know which of the savings and

loan associations in Maryland are this kind of tightly held family-type
savings and loan associations or are all savings an loan associations
under the same law ¢ . o

Mr. Case. If I understand your question correctly, it is do they
know, does the public know, whether the associations insured by
this— A :

Senator McCarruy. No, I assume they would know that. You
probably would put up a plaque or something.

Mr. Case. That is right,a symbol. ,

Senator McCarrrY. But some of these companies would not come in.
Could they not come in or would théey not come in?

Mr. Case. Anybody can come in who is a State-chartered savings
and loan association. :

Senator McCarriy. Why would the type of company to which you
have just referred not come in, assuming that its financial condition
was such that it would be eligible?

Mr. Case. I have asked that question many times myself, and the
answer seems to be that they are not interested in the public reaction.
In other words, they are not soliciting or do not want free share
accounts from the public and, therefore, the insurance—they know
they are sound, they are conducting their own business in their own
way. They may not want a second regulatory agency looking over
their shoulders.  These are several of the reasons suggested to me.

Senator McCartry. Your more reputable savings and loan associa-
tions in Maryland would not come in?

Mr. Case. Would not comein

Senator McCarTY. Yes,

Mr. Case. They arein. .

Senator McCartry. I thought you said these wounld not come in,
a}nd }iou said they had a good reputdtion and did not feel they needed
the plaque.

Mr. Case. No, because they are not searching for free share accounts,
Senator. '

I would say all of the well-known, reputable public.savings and
loan associations in Maryland are members of our corporation. I
should certainly like to correct the record if X misstated that one.

Senator McCarray. Yes. The point is they are not seeking free
share accounts.

Mr, Case. Yes, sir. .

Senator McCarrry, That is the point. Reading your report of the
0ld Line Savings & Loan Association in Cumberland, in which was
discovered that an employee had appropriated $50,000 of the funds and
that this threw the association into insolvency, tiley must operate on
a very thin margin.

My, Case. It was a small association with $250,000.
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Senator McCarrny. How coyld she get away with $50,000 in an
operation of that kind? CL o o
Mr. Casg. That is a very good question. - The lady, who has since
been convicted by the circuit.court for Allegany County, and is now
awaiting sentence, was a pretty clever operator.. She, the accountants
explained it to me in what I would call kiting, but she would take your
deposit and enter it under Sennptor Byrd's name and so on down. the
Jine until all accounts would seem to balance, but at one time the house
of cards fell in, and that was the end of that. . o
Senator McCarThy. $250,000, she must have really: run kind of a
whirling account. e
Mr. Casr; Well, she would take just in small am_ounts—rin_othei'
words, you would come in and make a deposit., .She would put the
deposit in her, pocket, enter it into somebody else's account, ., Some-
body else would come in and she would make & deposit in your account
and put it in her pocket or when mortguges were paid off, and this wag
one of her real ways of handling it, she would, take that.money and
instead of enterinig it correctly into the passbook she would take th
mortgage runoff and put it in her pocket. So the true unpaid princidpa
balance of the mortgage and the books of the corporation revealed dif-
ferent figures. - R S S
.Senator McCarray.. How many savings and loan associations do
they have of that size, $250,000, or under $1 million? .~ .., o
Mr. Case. Mr. Wolf informs me, who, incidéntally, is the executive
vice president of Maryland Savings-Share Insurance Corp., that there
are between 50 and75. ., . . ... . - .. e
Senator McCarray. How many ¢ el
Mr. Casp, Between 50and 75, .. T
Senator McCarray. Qut.of what total? . = .. -
Mr. Case. About 50, Senator, of the 16%1 e
Senator McCarTniy. About g third of them. ... | . .
My Casg, Yes, sir. T T s et
_ Senator McCARTHY. ‘Are there any other States in which that sitna-
tion exists or is Maryland somewhat uniqué in the numbér}qf“very
small associations? S e S T TT o L
Mr. Case. Well, as T mentioned-earlier,in response to some questions
Senator Doﬁﬁias, asked me, because of the way these assogiations. grew
in the neighborhoods in Baltimare City,, it,would be surprising for
me to find that you would have in many States, certainly, where this
situation exists.. . . - T verwl L o e L e
Senator McCarray. I have: n"o’.furtfler;que§tions,.,.Mg. Chairman.
~ Senator. Gore, One-other question. Is this 2-percent, ,ca;;ﬁ:ai ‘con-
tribution a_re,%uirement of State law or of the corpprationt = -,
Mr, Cask. Ths corporationgsir.,’ ... . « . .., - ., .
_ Senntor Ggre. Then if the assets of the corporation, :wit,’b tax exemp-
tion, accumulated, the corporation could lower that to 1:percent. -
" Mr, Case. No, Senator Gore, it could not. for this reason. . The 2
percen'thasalreadf'beenpai(l,fyousee.'., T I
Senator Gore. 1 mean for new associations or future expansions of
existing associations. e e
+.‘Mr.- Casg.: Noj,sir;-thit torme; wonld. .bg, discrimination .which-we
could 'be énjoined from doing. . I'do not think we could give-t— -

te
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-“Senator Gore. Certainly'the Federal Government, the U.S. Govern-
meént, would liave no control -over:that. -Whetherit sas 2.percent or
two-tenth§of 1-percetit ; you could still qualify. R

Mr. Case: The United States does not have any control over the
amount of the capithl déposit, this is perfectly true. '

Sénator QGore, So taking it to admittedly an absurd extension, you
would ask to be pfovided under this bill'tax exemption although your
assets might accumilate’to such an extent thiat any new association or
expansion of the existing member association could have insurance for
the 'ridiculously ‘low rate of two-tenths of 1 percent capital con-
tripution. , o , ,

Mr. Casg. This, I think, would be something that could hot be pro-
vided by the‘corporation. _ : |
" ‘Senator  Gore. Well, so far as the Federal law is concerned.

My, Case.’ So far as the Federal law is conceined ; yes, sir. DBecause
the Federal law——- - ‘

Senator ‘Gore. Don’t you see, then, what a’trap you are asking us
to enact? N : - ‘
. Mr.'Case. Well, Senitor, I must say that I do not see the trap. I
think it is, thislaw lias been, operating since 1951. It had been applied
in the State of Ohio where the exact same thing we are asking is go-
ing ‘oit‘every day. ‘I do'not think anyone ha$ ever suggested that the
Ohio situation is a trap in any way: :Therefore, I fail to see, with all
due réspéct to you, sir, & tigp heve. *= - C
" Senatoi GorE. Thank you, Mr. Chairman. 4

Senator CarrsoN. I haveno further questions. -

The CramrmaN, All right. A I

Senator Douaras. Ohe of the practices 6f Mr., Mensik, who hds not
been a credit to the State of 1llinois; and ‘whose influénce in‘the State
of Maryland was not very gbod éither—— T '

Mr. Case. A fecling we s.hare‘ﬁvith%ou. e e

_Senator Dougras (continuing). Was to put signs in the window
which were not’ precissly untruthful; but which did dot'convey the
full truth. AsX llz'éme'ﬁixb(‘a‘r' it, he woufd*say‘ the accounts were ifisured,
and this gave the impression that they were insured in"the Féderai
Savings & Loan Tnsurancé Co¥poration, - *:* -~ = "
"My themory goes back also.to 1929, I visited New York City a
numier of timed that simmer; 'and T would go by the bratiches of the
Bank of the Unitéd States: It did its business with immigrant groups
largely, and I do not, know whether people thought they'were déposit-
ing’ their moriéy-in‘the T ird Bank ¢f the United Stated: or hot, but
there' were very large accounts. Whils: I think the later oppiobrium
which waé‘é&é;{?tiﬁbﬁ’thé bank, ‘and apon Mr. Isidore J.- 1, its
attorney, was in many respects highly-eg:a rgafated, hevertheless, I
think this wasthé first bank whiéh failed in New York in the deépres-
sion whish followed: ~ "~ -~ o R
- Now, I hotice in your ptepared statement that you' stdte that the
{)awwl:;ls some restrictions about ‘the advertising symbol which is to
o afsed, o RN : AR -

Mr. Case. Correct,sir, _ I
" “Senator ‘Dbjr‘:.’ét’.As.f'I‘fﬁni not clear what it is; and I am not quite
‘clear whétheér it 18 adetquate. - I wondéred if you would explain thatf -

it
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Mr. Case. Yes, sir; I would be very liap}:‘y to.. Wae also were &ﬁbe
conscious of Mr. Mensik and thé Securty Financial Insurance Co., I
think is what he called it, organization; and therefore, when the
Maryland Savings-Share Insurance Corp. got uniderway it was the
consensus of the board, later made into a rule, that no statements
concerning the insurance eaverage of the Maryland Savings-Share
Insurance Corp. could be made without the Erior written approval of
the board of directors, eitherll‘)g'a'fs(})ecial'or a general resolution.
o

irectors of the mutual-——

Senator Dovgras. The boa
Mr. Cask. Of the insurance company:.
Senator Doucras. Of the mutual insurance.company.

Mr. Case. Yes,sir; of the insurance company. -

Senator Doucras. In other words, they are self-regulated. o

Mr. Case. Perhaps I'did not make myself abundantly clear, Senator.
No savings and loan association can make any representation about
this insurance unless it gets permission from the board of directors of
the insurance comp‘mkv. It cannot say anything about it at all.

Senator Dovar.as. And what do the present provisions say ¢

1(51{1'. Caske. The present provisions are that it may display the seal
and say——. : ' » o

Senaytor Douaras. The seal?

~Mr. Case. Thesymbol. .

:Senator Dogoras. Thesymbol. o : I
.+ Mr. Case. Which is'on the copy of the rules and'regulations, if
you have a copy before you, Senator. They may display: that symi)ol,
and'it may say; in effect, his corporation is insured by the'Maryland
Savings-Share Insurance Corp. created under the laws of the State of
‘Maryland.” And that is all. This problem ¥as one 'which we were
completely conscious of, Senator Douglas. = Coh e
;. Senator DotdiAs, That is better than the' previous sibsence ‘of pro-
visions which permitted Mensik to disguise the insurance of the Tan-
giers Co. as protective.: .- o b

- But I wonder if it'is adequate, particularly since this serves; as you
‘say, foreign langiiage groups? Now, granted that they hitve had time
to become assimilated in the population, but does not that look quite
formidable¢ =~ - - - , R S
" Mr. Case: Theseal, sir? g L

Senator Douglas. Yes. . S SRR

Mr. Case. Well, I hope it is considered to be a symbol of safety and.
trust in our'Staté. :* : - . - - ‘ e

Senator Doucras. But this could be changed by the decision of the
board of directors of the MSSIC? R TR

Mr. Case. It could be changed by the board, but only with the ap-
proval of the Stédte regulatory authoritiss. - A
- Senator Douaras.- Isee. Thankyou. : oL

The CiiatrMaN. Thank you very much, Mr, Case. - - _

Mr, Case. Thank you, Senator. '

- Senptor Gorg; Mr. Chairman, I must départ. I would like to’re-
quest that the Chairman of the, Federal Home Loan Bank :Board ‘be
‘asked to testify with regpect tothisbill.: ... . - ... .0 0y

., The: CuaryMAN, , The Chair has alreddy. placed :in'the:record the
fqrm{al;x_reFoyt_pf«ghe_ Federal Home Loan Bank Board, which was sub-
mitted inlieu of appearing. : 2 o -

[
.
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.., Thenext witness is Mr. Rahstejnek of the Savings & Loan Bank of
the State of New York, - , S
o Senator Javits hoped. to be here to-present you, but-was detained.
His statement will be putin the record.  .© - : o
.. ('The prepared statement of Senator Javits follows:)

. STATEMENT OF SENATOR JACOB K. JAVITS IN SUPPORT OF
L ' AMENDMENT TO H.R. 3207 .

The amendment which I have submitted to ¥R, 3207, with the co-
sponsorship of my colleague Senator Keating, and of Senator Beall, re-
lates only to the taxable status of the Savings & Loan Bank of the State
of New York, . - ' ’ R
.- The Savings & Loan Bank of the State of New York is a quasi-gov-
ernnmental institution oreated by the New York Leogislature for the pur-
‘pose of prbvidin}g resorve funds for domestio building and loan associ-
ations. It is believed that the Savings & Loan IBank of the State of
Now York is the oldest organization of its kintl, having been in con-
tinuous operation for almost 50 years, During ti\is petiod, it has per-
formed the vital function of insuring stability for an important aspeot
of our State banking system.

From its inception, the bank has been exempt: from New York'in-
come tax. And until very recently when the Revenue Service revoked
an -administrative ruling of long standing, the bank has also been
exempt from Federal incomo tax, R ey
- -The bank performs substantially the siime functions for its:nem-
ber ‘associntions in the State 6f New York as.the Federal home:lodh
banks perform on a Fedetal level. The Federal home loan:banks
are exempt from all State and Federal tax. H.R, 8207, with this
amendiment, will extend thé same tax tréatment to the Savings & Loan
Bank of the State of New York as the Federal home loan banks pres-
ently enjoy, and will correct an apparent legislative oversight at
the time the Corigress enacted logislation exempting from income tax
organizations similan:to the Savings & Loan Bank of the State of
New York:. . .. - = . R N o

I would like at this time to introduce to the committee the distiri-

ished president of the bank, Mr., Otto J. Rabstejnek, who will testify
::& detail on the amendment which I very much-urgethe committes to
adopb, it Lol ern T T

16 CitairmaN, Also Congressman Keogh has indicated his interest
in-the legislation, ...~ 0 |

Will you proceed, sirt B

STATEMENT ‘OF OTTO J. RABSTEJNEK, PRESIDENT, SAVINGS &
LOAN BANK OF THE STATE OF NEW YORK; ACCOMPANIED BY

JOHN T. SAPIENZA, ATTORNEY =, . ' .
- Mb RapSTEINEK. Mr,Chairman and members'of the committee, my
mame:i8'Otto J. Rabstejnék, I am president of the Savings & Loan
Bank of the State of New York'and I' Am 8peaking today on behalf of
the hmendment to H.R. 8207 cosponsored: by, thie distinguished Sena-
tors: froni-New "YorK, Mr.! Javits:and ‘Mr. ' Kehting;-and the: distin-

Sy
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uished Senator from Maryland, Mr; Beall. :My oral statement will
o as brief as possible, S : .
I am accompanied ‘by-our Wasliington counsel, Mr, John'T. Sapi-
enza, I am speaking as briefly ns possible, but I ask that my appen-
dixes be made a part of the record. - ‘ , . *
The Savings & L.onn Bank of the State of New York was created by
an act of the Legislature of the State of New York in 1914 and com-
menced ol)erating.in 1915 as the Land Bank of the State of New
York. The presont nume was acquired as a result of an act of the
Now York Stato Logislature in 1932, - - . SR
I'rom the date of its inception, the Savings & Loan Bank has been a
creature of the Now York State Legislature. Proposed bylaws for the
bank the general H)owers. of the Dbank and the restrictions on such
powers as well as thé composition of the bank’s membership and the
numboer and election of the bank’s directors are all specifically regu-
lated by statute. The Savings & Loan Bank, together with its capital,
accumttlations, and other funds, is exem{)t from State taxation under
section 448, article 10-B of the New York State banking law. ,
Tho Savings & Loan Bank is organized without capital stock and
memborship 1s limited to savings and loan associations in New York,
Tt is authorized to oxtend orédit to, and act as & service bank for, its
momber savings and loan associations operating within the State of
New York. = . . g L e e
“In'the cregtion of the Federnl home loan bank system, the creators
of the Federal systemn called upon the nearly 20 -yoars of exporience
of the Savings & Loan Bahk in this field, the §nly State institution
of its type, then as now, in existence.. The Savings & Loan Bank of
the State of New .York was the rbtotfrfe; of the Federal system., -
. The tax\excmpt,status of the Federal. home loan banks was estab-
lished by Federal statute when the system was created,. The Savings
& Loan Bank was officially recognized as a tax-exempt organization
by & ruling of the Internal Revenue ‘Service in:1938, Con i

n
1951, eliminated the tit,x-exemlpt provisions for domestic building and
loan nssocintions: but exprossly. provided for a tax-exempt status.for
?gate-)ghla:)tered ingurance and liquidity; funds in. what is now section
,10 ~ "z" v RN . s . . ' to P
Tﬂw Sanguuge of' this provisioti was made to order: for situations
then oxisting. in the - States :of - Massachusotts and: Connecticut,
Through inaﬁ ertence, no consideration was given to the Savings &
Loan Bank of the State of New York. Nevertheless; we believed that
e wore tax exempt and the Internal Revénue Service, by letter dated
Deocomber 1, 1962, reaflirmdd dur tax-exempt status, . .. 1 . ¢
- In December 1(561, the Internal Revenue Service notified the Savings
& Loan Bank 'of its intention to revoke the banks tax-exempt status
on the grounds thnt the Service had erred in reaffirming the ‘bank’s
tax-oxempt 'status in-1952. - ‘It considered it had errétl becduse’ the
Savings & Lodd Bank ‘did‘ not insure ‘accounts ‘in"suvings ‘nhd loan
associntions but'ohly provided reserve funds; -~ . ¢ i oor e
It is dppdrent that the Savihgs &'Loan Bank of the State of Now
York lias ‘beon the victiilt: of wh unititentiofin] Jegidlative: oversight!
The Innguags of section 501 (c) (14)" was added at the ‘bbhest ‘6f ‘tle
mutual deposit guafantes ‘funds’in’ Massachusetts and - Conieetictit
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vith no ﬂlought-beinigfiveanew York. . The Ohio Deposit Guar-
antee Fund which did not qualigy under the 1951. provision was
grarnited ‘tax éxemption in.1960. . No relief was considered: for :New
York' because ‘our bank had been t%ranted tax-exempt status under
this séttion by a special ruling of the Internal Revenue Service.
" 'The organizations which are tax exempt under section 501(c) (1#)
provide two services for their member banks. FRirst, they provide a
deposit insirance fund to aid théir members in: financial difficulties.
nd,’ they niaintain & liquidity fund to miake loans to members:
which are basically sound but short of ligtiid assets. "The deposit in-
surénce function is ge formed ungler Federal laws by the tax-exempt
Fedéral Savings snd Loan Insurance Corporation. The funétion of
maintaining a liquidity fund is performed under Federal laws by the
Federal home loan bapks, =~~~ o
» __It is not maintainied that the Savings & Loan Bank of the Stdte of
" New York perforiiis the function in' New York of the FSLIC. Itdoes
not. * It is noteworthy that approximately 90. percent of the members
of the Savings & Loan Bank have insutance with the FSLIC. Ité is
sibmitted, however, that the Savings & Loan Bank does perform the
fitiction in New York of theé Fedéral home loanbanks, = . - = .
' 'Section 18 of the Federal Home Loan Bank Act (12 U.S.C. 1433)
exempts from’ State #iid Fedéral income tax the Federal home loan
+ banks. This amendment to H.R. 3297 will provide equality for a
State-chutered institution which is performiing the sime funttion as
the Federal' Hothe Loari ‘Baiik of New Yotk.  ‘Thére is' 16 reason to
requiire tHat the Savirgs & Toan Bank of the State of New York per-
form’ the same futictions as both the Fedéral Home Loan Bank of
New York ahd the Federal Savings and Loan Insurince Corporation

to receive tax exermiption Wwhen' Coilgress has split these ,funétions"_be;
tween’instrumentilities and graited exemptiotis from"income tax;to

em}h.' R S A R R D
“'Wa pointt with:pridé to'the fact that New York hasa strohg dual
bariking system. - Federal and State savings and loan institutions have
beon ablé to'live side by side in'the promotion of the financil stability
and ‘the:general ecoriomic héalth' of the State of New York and the
Nation, Unless it is the intention of Congress to eliminate the “com-
petition”. of ‘the Savings'& Loan Bank' of ‘the State .of New. York,
there. is:nd )justification: for- taxing the .quasi-governmental:instru-
mentality of the State’of New York and-exempting froni tax the Fed-
eral Home Bank of New York. ' v . i/ 0o e, m Tl
i~The Savings & Loan Bank cbuld be déclared an' instrumentality of
the State of New.:York. By Federal ‘definition, -however, to beé
exempt from-tax as an instrumentality of the State the assets of the
Savings & Loan Bank would have to be wholly oanl by the State,
and all operating incone would have to acérue to the State;: It is not
doubted: that the Federal home 1dan banks are instrumentalities of the
Federal Government,.:: Yet, its assets.are not owned by ‘the Federsl
Goéverninent but are owiied by the member’ mooiatlonsi\,eycﬂy; the

«

4

the income. of .the Federal home loan banks sccrue to.the. Federal
quernmer?\té}{t rather; as in theicg 31

- .
- ——— .

ay.the @366$ng the Savings &Tioan Bank are owned. . Neither does -

er; as in the case.of the Savings & Loan Bank;
to the member; institutions that wm?éwn«,each:b@pké Dot

P S
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The_amendment to. H.R. 3297 which I am here supporting. will
grant Federal tax relief for the Savings & Loan Bank;similer, to that
en}gg’ed by its Federn] counterpart in New York. ‘While the Saving
& Loan Bank of the State of New York has been in existence nearly
50 years, only for the past 2:years has the bank been sybject, to tax
The revenue which will be lost,by: this; amendment %by..é;‘a; ngemi
Government is de minimis; the loss of the Savings & Loan Bank of the
State of New' York to its member itistitutions and to‘the finansial sta-
bility of .the dual banking system in New.York might well be

e 4

catastrophic. : : ‘ S :
- In asserting the similarity between the Federal ‘Home Loan Bank
of New York and the Savings & Lodn Bank of the State of New York,
the following:additional facts. are submitted to support:our.conten-
tion: R o A e
.- (@) The fimetions petformed by the Savings & Loati‘Bank of 'the
State of New  York and the services authorized und. rendered to
its members are substantidlly ‘the:-same as those ‘of- he Federal Home
Loan Bank of New:York: ' The powers and :anthority ‘'of the savings
and loan’bank havé been ,‘PrQSCribed by ‘sthtiitory - provisions  en:
acted by the Legislature.of the Stats"6T New-¥ark and dre set forth
in the New York State' hmtking laws. . Likewise,“substantially the
Sam%gp‘\zqrs- and-‘authorfty have: been conferred by thd\Congress.of
the United States upefi the Feédéral Home Loan Bank of New York,
as set forth inthe Ustited States Code. _ N, .
I am submittifg-for :the e

statﬁtg)? = grqvi ons” whichd
_'(5). The'Sajings & Ldan
thorized to isgue shares to™y

owever, are n
associations.

to redéem sudh
of the New 8-12.
United Statbs pitali

It
{

- | ekt Yol gividend
tribution without preferénes.” \The shireholders. can. require.

(i). The prowsiotis in'b
_ (o) Both institutions are a '
services to-their\respective (nemb
such authorized sekyices includes-the.engi (
- posits, time déposits\oins, safekeeping Ahe use-
each’ fmhk_’s-' data: prodesging fac’lities’ which five: atvajldbla" f6if ‘the
benefit of their respective member institutions, ', I gur'submitting, for
the record a comparison of the~principal serviees of the two institu-
tions.” This agtjain deronstrates the'similarity-of the two institutions,
Tt is respectfully -submitted - thatithe! li)styf‘yﬁ‘bf the SaVitlgs ‘&
Loan Bank of the State of New -York and thd fnots I Haye just suni-
marized - clearly ‘indicate -that under’present. condifions:the -State:
S i e B
New York is subject to a different staridard of qualificition for Keteral -
tNax‘ exYemEt;on wlg;n Qoimﬁareﬁl to%éf’%‘gc%gg"ﬂofﬁb ’ ‘Pagﬂ Bt}f}t{;lg_{
New Yorlk for substantiglly the same funetions and services and thal
& grave irijustice ﬁ'ibﬂ be ‘wﬂfered:b?the‘ Savings & Loat Bank of the

Y
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Stite of ‘Neiv York if the rellef sought forf in this’ amendment 1s hot

granted by the Oo‘ngless P
‘T wish to’express-my appreéiation, in_behalf of ‘the New York

State savings-and loan associations;' for the privilege of pbesenting
their views before this honorable commlttee. : ‘
'(The appendixes referred to follow:) -

APPENDIX A. COMPARISON OF PRINOCIPAL STATUTORY PROVISIONS

Savings and Loan Bank of the State of Federal Home Lodn Banks®
Neiw York! C

1. MEMBERSHIP

“Membership in the savings and loan  “Any bullding and loan association,
bank shall be limited to savings and savings and loan assoclation, coopera-
loan -assoclatlons, except, that the di- tive bank, homestead association, insur-
rectors of the savings and loan bank ‘ance compdny, or savings bank shall be
may, in their discretion, permit federal eligible to become a member of, or a non-
savings and lodn’ associations located member borrower of, a Federal Home
in this state to-be or become members Loan Bank if such institutlon (1) is
of the savings and loan bank. *' duly organized under the laws of any
(sec. 439(1)) - State or of the United States; (2) is

- ’ subject to Iinspection and regulatlon

e under the banking laws, or under simi-

, R o lar laws, of the State or of the United

i d 3 . States; and (3) makes such home mort-
o gage loans as, in the judgment of the
'+ board, are long-term loans (and in the
case of a savings bank if, in the judg-
ment of the board, its tlme deposits, as

) A o defined In section 461 of this tltle. war-

_ Sy rant its making such lonns) * ! (gec.
(i_, PR B (XN . R . . 1424(&)) : LN

““The incorporators shall. subscribe
and acknowledge . alpd submit, to, the
superintend, ent at hlz office pro oposed by-
laws in’ dup icate, w ich shall prescribe.
the maniiér ‘in’ which 'thd business of
suchi savings and loau bank shall be con-
ducted with reference to the following
matters: * % ¢ 6. The, minimum
dmount 'of sharés necessary to qualify
for membérship, * * *” (gec. 433) E

NoreE—The Legislature of ithe State A
of New York has delegated .to  the su-
perintendent of banks the power to ap-
prove or disapprove the savings and
loan bank’s bylaws and amendments
thereto::, . - * : . e ‘
. .*The . by-laws may be *altered or . o . R .
amended, from time to time, provided _ T
such alteratlons or amendments shall - -
have' first fécetvéd written approval of ' }
the superintendent arid shall thereafter
h?ve been duly adopted. at a meeting

tlgo directors' (sec, 443). .

‘fhe Pregent bylaws, therefore, are as ,
blndlng on ‘theé' savings and loan’ bank - .- aE s s
as the statutory provisions, Many of.. - . .. . S e
the, present bylay,: provisions corre- : S % TPRR U
sbénd to the present P;atutory pr0vi-[ e o :

‘! tohi bive €6 drti 10-8 of the New- Yor 1 Do
C{esgr:tgﬂﬂela’of%be Unlfed S?Atkelb‘élo :,Bal::l'u:ga&?ﬂded R T T
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APPENDIX A. COMPARISON OF PRINOIPAL STATUTOBY: PROVIsIoNs—Continued

Ravings and Logn Bank of the State of

New York

Federal Home Locn Banks ..

, 1. MEMBERSHIP-——continued

,sio;x:s governing the Federal home loan
‘ba

““Any savings and loan assoclatton
Aeligible K, membership pursugnt to
. Paragraph 1 of Sectlion 439 of the Bank-
1ng' Law may bécomé a, member. of the
Savings and Loan Bank of the State
of New York by the purchase from it

of shares in an amount not less than .

one-half of one per centum of the asso-
ciation’s own share liability as of De-
cember 81, 1047, or if thereafter or-

ganized as of the date of organization, .
There-

but not less than flve shares.
after, the Board of Directors may, in
its discretion, adjust the shareholding
requirements of each member upon the
basis of the Board’s determined per-
centage of each assoclation's share lia-
bility as of December 81st of any given
year: Provided, however, That the de-
termined percentage shall be uniform
to all members except that no member
shall hold less than five shareq"
laws, art. I, sec. 1)

T P R S

HEURINELA SUNET F TN

“Shntes sh(ﬂi’nqt be trafisferable, éx-
cept that. a hiehiber, which’ig tiot liable
to tle savingd and'lotitt bank' for iiny
'direct  oblightioi' ‘may - transfer ' its
shares thetein'to another, Bavings and
loan assoclation, by and!with the cou-
sent of the board of directors of the
savings and loan bank ; or it may retire
from membership and receive bdck Suth
.sums. as it has p or its share upon
‘giving” one yea tice 'In i
th fmviﬁgs a d lomi bank of s Tgch ln

t Pro t ed. I;bwcuer at, N0

with a 'ﬁ
r{’ o e sl i Wit
1 unt; o he odf pal o):
mvl g tpelow
dred thou’ olthy  bo

%Eém Zl} r(m! é o -

e
has l ol

sﬁﬁn ,6‘;‘3“3‘4@*’%‘% ﬁb iy

‘each_Institntion
‘ghail
paid loan prinéipal, but not less

++§+ [WITIIDRANWAL FROM MEMBERSHIP, - AT S

“The original stock aubscription of
zllgib e to ome, &
. inder section 424 'of thig title
“an’ amount gqual to 1 per. ¢en-
tuim ‘of tbe subseriber’s aggregateth

an

The bapk shall annually, as of

the d1088" ofbthe cdleridar Yeaf, adjust,
at ‘Such time and In such manner aid
upon such terms and, condltlons as the
eral Home Loan Bank Board may

y, régulations or othérwise prescribe,
the amount of stock held by édch mem-
ber 560 that such member shall have in-

mem

‘vested int 'the stock of the Federal Hoiie

an Bank at least an amount calcu-

_'21 ated in the manner provided .

ext precedin . sentence (but not léss
than $500). If the bank finds that the
lnvéStment of any member in stock 1is
greater than that required’ under this

ABE-. gg,{lg gau it may, unless prohibited by

Yd or by the provisions of para-
graph'(2) of this subsection, in its dis-
cretion and. upon. application of such
member retire: the stock.of such mem-
ber in excess of the amount 8o required.
Said Bosrq, in its discretion,:may, by
regulations or otherwise,- provide’-for

-adjustments:in amounts of; stock-to-be

issued. or .retired. in order ‘that.stock
‘may. be Issued ox retired.only ln eutire
ghares". (sec, 1426(0) (1)). e

" fAny niember other than o Fédei‘hl
savlngé; and loaft AsSociation Mipy Wit
“Avatl fron niémbership in”q -Fedd l
‘Home Lodh Bank'six ritonths attér g
‘with* the bonrtl" (vritten  n6licé ot in-
téntion 50 to do, *'* * [T1he Indefted:
ness of Siich ‘mefnber or nohmenbér Hor-
rower to the Federal Home Loan Bank
‘shall- be Hquidated, and the capital

Stock in the Eederal oq}pﬁiﬁaw nk
sur-

‘bined by
llq\?idridoh ot‘sueh debtt‘;%pés? sﬁc§

men;%tled B mﬁkp
i e ms;’&e;“‘?
paid subscrlpt?bhs foreqh
the board ﬂnds that the paid-in capital
of a Federal Home Loan Bank is or is

likely to be impaired as a result of
losses in or depreclation of the assets
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Savings and Loan Bank of the State of
New York

- Federal Home Loan Banks

2. WITHDRAWAL FROM MEMBERSHIP—continued

thousand dollars. Any member liable
.to the savings and loan bank for any
direct obligation which holds shares in
‘excess of the number required ‘by the
‘bylaws of the savings and loan bank,
‘may. trahstér such excess shares to an-
other savings and loan association, by
‘and with the consent of the board of di-
Tectors of the savings and loan bank;

,or it may, by and with the consent ot
‘the Board of directors of the savings and
loan bank, withdraw such excess shares
and recelve back such sum as it has paid
-for stich excess shares, upon giving one
year’s notice in writing to the savings
and loan bank of such intention: Pro-
vided, however, That no withdrawal of
shares shall be permitted by the board
of dirgetors; which shall reduce the
total amouné of the capital of the sav-
ings and loan bank below five hundred
thousand dollars” (sec. 439(3)).

held, the Federd! Home Ioan Bank shall
on the order of the board withhold from
the amount to be paid in retirement of
the stock a pro rata share of the aniount
of such impairment as determined by the
board” (sec. 1426(1) ).

...,

3. TRANSFER OF BHARES

“The incorporators shall subscribe
and acknowledge and submit to the
superintendent at his office proposed by-
laws in duplicate, which shall prescribe
the manner in which the business of
such savings and loan bahk shall be con-
ducted with reference to the following
matters: * * * 9, The transfer of mem-
bership, subject to the limitations of
section four hundred thirty-nine of this
article” (sec. 433). 4

“Shares shall not be transferable, ex-
cept that a member, which is not liable
to the savings and loan bank for any
direct obligation may transfer its shares
therein to another savings and loan as-
sociation, by and with the consent of the
board- of directors of the savings and
loan bank; * * *” (sec. 439(3)).

4. ADVANCES

“In addition to the powers conferred
by the general corporation law the sav-
ings and loan bank shall, subject to the
restrictions and limitations contained in
this articlé and its by-laws, have the
tollowlng powers: * * #2 ¢ ® ¢ t9lond
money to’'its members upon the security
of their promissory notes with or with-
out collatéral" (sec. 435).

““Stock subscribed for otherwise than
by the United States, and the right to
the proceeds thereof, shall not be trans-
ferred or hypothecated except as here-
inafter provided and the certificates
therefor shall so state” (sec, 1426(h)).

“A Federal Home Loan Bank may,
with the approval of the board, permit
the disposal of stock to another mem-
ber, or to an institution eligible to be-
come & member, but only to enable such
an institution to become a members”
(sec. 1426(3)).

TO MEMBERS

“Fach Federal Home I.oan Bank is
authorized to make advances to its
members upon the security of home
mortgages, or obligations of the United
States, or obligations fully guaranteed
by the United States, subject to such
regulations, restrictions, and limitations
as the Board may prescribe. ¢ ¢ Ll
(sec. 1430(a)).

Nore.—The Federal Home Loan Bank
of New York makes available three
types of advances:. (1) Short-term ad-
viinces, with a maturity of 1 {ear,

yable in equal quarterly ingtaliments’
(2) long-term advances, wlth a maturlty
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Savings and Loan Bank of the State of Federal Home Loan Banks
New York

4, ADVANCES TO MEMBERS—continued

of over 1 year and up to 10 years, also
repayable in equal quarterly install-
ments; and (3) short-term 90-day ad-
vances. Short-term advances for & pe-
riod of 1 year or less and 90-day ad-
vances may be granted on either an un-
secured or a secured basis, at the op-
tion of the bank. All long-term ad-
vances must be collateralized. = -

&. DEPOSITS OF MEMBERS

“’fhe savings and loan bank shall “Each Federal Home Loan Bank
not: 1. Do a general dcposit business shall have power to accept deposits
except with its members” (sec. 438). made by members of such bank or by

any other Federal Home Loan Bank or
other instrumentality of the United
States, upon such terms and conditiens
as the board may prescribe, but no Fed-
eral' Homeé Loan Bank shall transact
any banking or other business not au-
thorized by this chapter” (sec. 1431

(e)).
8. BURPLUS ACCOUNT
“The savings and loan bank shall ac- “Bach Federal Home Loan Bank

cumulate from its profits a surplus ac- shall carry to a reserve account semi-
count by carrying thereto annually a annually 20 per centum of its net earn-
sum equal to one-half of one per centum ings until sald reserve account shall
of its capital, until such surplus account show a credit balance equal to 100 per
shall be equal to at least fifteen per centum of the pald-in capital of such
centum of its capital” (sec. 438(1)). bank. After sald reserve has reached
100 per centum of the paid-in capital of

said bank, 5 per centum of its net earn-

ings shall be added thereto semiannual-

ly. Whenever sald reserve shall have

been impaired below 100 per centum of

the pald-in capital it shall be restored

- before any dividends are pald. Each

Federal Home Loan Bank shall estab-

lish such additional reserves and/or

make such chargeoffs on account of

depreciation or impairment of its as-

sets as the board skall require from

time to time. No dividends shall be

paid except out of net earnings remain-

ing after all reserves and chargeoffs

required under this chapter have been

provided for, and then only with the

tﬂ)g;OVﬂl of the board. * * *" (sec.

436).

7. DIVIDENDS

“The Board may declare dividends ‘Al stock of any Federal Home Loan
to the shareholders out of net earnings Bank shall share in dividend distribu-
as ascertained, periodically, as it may tions without preference” (sec. 1428
by resolution determine. The rate of (k)). : B
dividend shall be uniform to all share-
holders, but shares issued between divi-
dend periods shall participate in the
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Savings . and Loan Bank of the State of

New York

1. nxvmnnns———contlnued
next succeeding dividerd only in’ pro- ‘

portion to the.time elapsed since the
issue -'of . such - sbares” (Bylaws, -art.
VIII, gec. 4). ; S

i

‘Federal B’m_ne Loan Banks

R T 8. ‘POWERS

. General

) “In addltlon to the powers conferre?l
by the general corporation law * # "
(sec, 435).

e

; .t tlix]x addition to the powers conferred
e general corporation law the say-
ings and loan bank shall, subject to the

trlctions and limitations contained
in this article and its bylaws, have the
following -powers: :* * * 3.-To invest
ity capital and other funds in bonds
secured by first mortgages on real
estate situated within the territory in
which its member savings and loan as-
socidations .'are authorized  to make
loans; and  in securities in which: in-

‘vestments are authorized to be made by

savings banks"”-(sec. 435).

EA R P N AR S 1T R SEE | e
LTl v iy
H L St U R LT &5 B I TR LT 1O

“In addition to the powers conféx‘réd
by the general corporation law the sav-
Ings and loan bank shall, subject to the

i “c“‘Bdr:way’ Poend

“Each such bank shall have all such
incidental powers, not inconsistent with
the provisions of this chapter, as are
customary and usual in corporatlons
generally" (sec. 1482) .

e bInveatment T e

“Each Federat Home Ioan Bank
shall at all times have at least an
amount equal to the current deposits
recelved from its members invested in
(1) obligations of the United States,
(2) deposits in banks or trust com-
panles, (3) advances with a maturity
of not to exceed one year which are
made to members or nonmember bor-
rowers, upon such terms and conditions
as the Board may ‘prescribe, and: (4)
advances with a . maturity of not: to
exceed one year which are -made:to
members . or . nohmember borrowers
whose creditor labilitlies (not includ-
ing advances from the Federal home

. loan:banhk) do rot exceed § per centum

of thelir net assets, and which may be
made without the security of home
mortgages or other security, upon such
terms and conditions as the Board may
prescribe’ . (sec. 1431(g)).

“Such part of the assets of each Fed-
eral Home Loan Bank (except reserves
and amounts provided for in subsection
(g)) of this section as are not required
for advances to members or nonmember
borrowers, may be invested, to such ex-
tent as the bank may deem desirable

" and subject to such regulations, re-

strictions, and limftations as may be
prescribed by the board, in obligations
of the United States, in obligations of
the Federal Natlonal Mortgage Associ-
ation, and in such securities as fidu-
clary and trust funds may be invested
in under the laws of the State in which

: the- Federal Home Loan Bnnk fs lo-

cated” gsec,, 1431(1;)). P
AR TT, T ‘afl BOCENTLTICNTE BESN
:',“ ol g LT RIS
“Eaeh Federal Home‘moan .Bank
ahall ‘hdve power, subjéel to-rules and
regulationy prescribed by tha board; té

", e “‘, “-'(‘- "::fu Jh i | hu .h
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Savings and Loan Bank of the Statc of
New York

Federal Home Loan Banks .= -

. 8. 'POWER8—continued

¢. Borrowing—Continued

restrictions and limitations contained
in this article and its bylaws, have the'
foltowing powers: 1. To issue, sell, and
redeem bonds and notes secured by
bonds angd first mortgages mdde to or
held by its members and to issue, sell,
and redeem debenture bonds and notes”
(sec. 435). ’ :

borrow and give security therefor and
to pay interest thereon, to issue deben-
tures, bonds, or other obligations upon
such terms and conditions as the board
may approve, and to do all things neces-
sary for carrying out the provisions of
this chapter and all things incident
thereto” (sec. 1431(a)).

_ d. Oionership of real estate

“In addition to the powers conferred
by the general corporation law the gen-
eral corporation law the savings and
loan bank shall, subject to the restric-
tions and limitations contained in this
article and its by-laws, hiave the follow-
ing powers: * * ¢ 5, To purchase in
its own name, hold and convey real
property for the following purpdses and
no others: (&) ‘A plot whereon'theére is
or may be erected a building sultable
for the convenient transaction’ of its
business from porttons of which not re-
quired for its'own use a revenue may
be dérived. o o
. *“(b) Such as shall be mortgaged to’
it in ‘good faith, by way of security for
loans made by it or moneys due to it.
~“(¢) Such as shall‘be coriveyed to it
for debts previously contracted in the
cotirse of its busingss, dnd such as it
shall piirchase at sales under judg-
ments, deCrees or inortgages held by it"”
(sec. 435). oo .
‘“The savings and 1oan bank shall not:.
* ¢ ¢ 3. Invest more than twenty-five
per centuir of the surplus aécount in real
estate occupied, or to ‘be occupied, by it
as a place of business, without the
written approval of the superintendent”
(sec. 436). : '

“Upon the making and filing of such
organization certificate with the board,
such bank shall become, as of the date

.of the execution of jts organization

certificate, a body corporate, and as
such and in its name as deslgnaged‘by«.
the board it shall have power * * * to
purchase or lease and hold or dispose
of such real estate as may bé necessary
or'convéniént for the transaction of its
business, but no bank bufldivg shall be'
bought ‘or erected to house any such
bank, nor khall ahy such bank make any.
lease for such purpose which has & tefm
of: miore thén ‘ten years; * * *!-(gec.
1432). S S

-y

9. EXEMPTIONS

" wfhe bonds and hotes issued by the -

savings and loah bank and the savings
and-loan bank itself, together. with.its
capital, accumulation and funds, shall
have the same exemption from taxation
as other institutions for savings.
18w whilch ‘ta%es corporations in' any
form; or. the shites: thereof, or the dc- .
fgmu&atlons therein, Shal“ be deelt{n'edltg)
ciude the say DM 1080 bADK Q
lbﬂxes 6#11)%:1 s*gg?hgt& uﬂ?@me ’dg

specifically named In such law” (sec,

4486). 1. 1tgi franchise, itd capital,
i by SUFPIUG

Sounily cum greften’

No~
‘taxed, esthte, ' inheritance,  and- gift

“Any and all notes, debentures, bonds,
and othef such obligatlons issued by any-
bank, and consolidated Federal Home
Loan Bank bonds and debentures, gshall
be exempt both gs to princlpal and,in-

-

terest' from all ‘taxation’ (except sur-

Otten Sates oy oo eerieony 18
n tates, by, any, 'Territory, de-
pendency, .o‘tregﬁosSe%'gipﬁ ﬂfgredf, “or. by’
any State; cotinty, municipality/ o local
taxing authority. The bdnk; including
lus, .its ad geg&ryes. iy

Ats advances, and 1ts income,
ahal by exempt from aiT tadation now
or - hereaftet' | &s’ed"bflvthé. ‘IUnited
States, by any'Territory, depehdency,
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Savings and Joan Bank of the State of
New York

Federal Home Loan Banks

9. EXEMPTIONS—-continued

or possession thereof, or by any State,
county, munieipality, or local taxing
authority ; except that in any real prop-
erty of the bank shall be subject to
State, Territorial, county, munielpal, or
local taxation to the same extent ac-
cording to its value as other real prop-
erty is taxed. The notes, debentures,
and bonds issued by any bank, with un-
earned coupons attached, shall be ac-
cepted at par by such bank in payment
of or as a credit against the obligation
of any homeowner debtor of such hank"
(sec, 1433).

APPENDIX B. COMPARISON OF PRINCIPAL SERVICES

‘Loan Bank of the State
of New York

1. Provides either secured or un-
secured.loans to members for short- or
long-term needs. ,

.2, Provides demand . accounts for
members for clearing and settlements,

8. Provides time accounts for mem-
bers with cash reserves in excess of
operating requirements, . ‘

4. Provides safekeeping of members’
securities.

5. Provides data processing services
for members including mortgage and
savings account servicing.

6. Does not provide foreign draft and
foreign payment order facilities.

7. Does not provide research and sta-
tistical information.

Does not provide insurance of ac-
counts of members,

Savings and

The CrtarrMaN. Thank you.

Federal Home Loan Bank
of Ncio York

1. Provides either secured or un-
secured loans to members for short- or
long-term needs.

2. Provides demand accounts for
members for clearing and settlements.

3. Provides time accounts for mem-
bers with cash reserves in excess of
operating requirements.

4. Provides safekeeping of members’
securitles. ‘

8. Provides data processing services
for members, including reconcilment
services for drafts, Christmas Club and
dividend checks, and money orders.

6. Provides forelgn draft and foreign
payment order facilities. ,

- 7. Provides research and statistical
information.

Does not provide insurance of ac-
counts of members. !

How much of your income would not be taxed which is now taxed, of

your members?
Mr. RABSTEINEK,

Senator Bj'rd, the point is we have not been taxed

up until the time of our notice to revoke our exempt status. We have
been subject to the tax for the first time in 1968, at which time we paid
approximiitely $1,800 tax. ,

The CiAtRaMAN, Approximately what? ,

Mr. RasstesNEK. $1,800, and it has not yet been finalized because the
interpretations have riot been clarified by the Internal Revenue Serv-
ice.. - So far for'1964 they run $10,000. | {

'The CuAmmaN. In other words, you would save $10,000 by this
amendment § .
Mr. RapsresNer, That is right, sir, - 4
" The Cramiran. How many different organizations are theref
Mr. RasstEsNEE. Of our typet
The CHATRMAN, Yes. -
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Mr. RassTETNEK. Wo are the only one, sir; and the amendment pro-
vides that the exemption be granted only to those institutions that do
perform a function similar to what the Federal Home Loan Bank

rovides Frovided they were incorporated prior to the inception of the
f‘edem] Home Loan System for which we were the prototype, and we
are the only institution of that type.

The Cramman. Al right, sir. Thank you very much,

Mr. RansTesNER. Thank you.

The CuammmaN. The committee will adjourn until 10 o’clock tomor-
row morning in executive session to consider this and a number of other
House-passed bills.

(Whereupon, at 12:10 p.m,, the committee was recessed, to recon-
veno at 10 a.m., Wednesday, J' uiy 22,1964.)

O

i



