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America’s Mutual Banks
701 8th Street NW Suite 700. Washington, D.C. 20001 
Meeting With Lance Auer, Deputy Assistant Secretary of Financial Institutions

U.S. Department of the Treasury

July 12, 2011

Attendees:

· William C. McGarry, Chairman and CEO, Ridgewood Savings Bank, Ridgewood N.Y.

· Fredrick E. Schea, CEO, First Savings Bank of Perkasie, Perkasie Pa.

· Jay Michael Ford, CEO, Crest Savings Bank, Wildwood N.J.

· Douglas Faucette, Counsel to AMB, Partner Locke Lord Bissell & Liddell LLP

· John Bruno, Counsel to AMB, Partner Locke Lord Bissell & Liddell LLP

ABOUT AMERICA’S MUTUAL BANKS

· America's Mutual Banks was formed for the purpose of advocating for issues unique to mutual savings institutions. 

· AMB is composed of persons and institutions who are committed to the preservation and advancement of mutuality as a viable business model for FDIC-insured depository institutions. 

· AMB’s goal is to be the voice to promote the mutual agenda among Federal and State legislators, regulators and other policymakers.  Another major goal is to educate legislators, regulators and other stakeholders about the unique attributes of the mutual form of ownership. 

· AMB strives to preserve mutual institutions' freedom of choice with respect to Federal or State charter and form of corporate charter. 

· AMB also works with the national and state trade groups to promote mutuality and will assist those trade groups on other issues, if deemed advisable, to the extent not inconsistent with our purpose.

Discussion Topics

1. Recognition of Mutual Form of Organization - Most mutual associations are small, well run, and well capitalized. They generally operate as traditional, community-based associations, focused primarily on home mortgage lending and retail deposits. Although both mutual and stock associations strive to meet the credit needs of their community, mutual institutions do not need to satisfy the demands of stockholders. Because mutual institutions generally are not under the same earnings pressure as their stock counterparts, they often have different strategic goals and objectives. Generally, well-capitalized mutuals do not concentrate on earnings growth, rapid expansion, or high risk/high return lines of business. Instead, they typically seek stable earnings, preserve their capital base, offer competitive rates, minimize fees, and provide customers with individualized attention. Often it is this low cost, highly personalized service that allows mutuals to successfully compete with stock institutions that are more aggressive.
2. Affirmation of OTS  Policies Relating to Mutuals – Over the years, the OTS has issued numerous policy statements on the manner in which mutuals would be examined.  Mutual institutions have relied on these well-established policies and principles in developing and executing their business plans.  AMB believes the federal regulators should affirm these OTS policies, which include:
· Creating specific  examiner guidance on examining mutual associations. 

· Ensuring that any peer group analysis compares mutuals to mutuals of similar size

· Considering the adequacy of the earnings relative to the need for capital. If management of a well-run mutual with limited growth plans and abundant capital has lower earnings, such earnings, if stable and consistent, should be adequate to maintain capital. 

· Do not consider residential mortgage lending to constitute, per se, a concentration risk.  Most mutuals’ business plans are centered around home lending, and have been successful for many years.  Indeed, thrift institutions by law must maintain a high percentage of their loans in residential home loans. 

3. Compensation Practices of Mutual Institutions - Although mutual associations may have some advantages over stock associations in attracting and retaining qualified employees -- stability and less threat of hostile takeover -- they may also have a disadvantage in not being able to offer stock based compensation. As a result, some mutuals offer a combination of higher salaries, bonuses, and benefits to attract or retain employees with needed skills or experience. Others create unique incentives such as phantom stock option programs. AMB considers such compensation practices appropriate, if done in a safe and sound manner. 

4. Mutual National Bank Charter -  Currently only thrift institutions may be chartered as mutual institutions. AMB believes that a mutual national bank charter should be created, particularly since the OCC will now be the primary federal regulatory authority for federal mutual institutions.  A mutual national bank charter was proposed in early versions of the Dodd-Frank Act  but was not included in the final bill.
5. Mutual Capital Issues – AMB applauds the Treasury’s and the Fed’s decision to allow subordinated debt issued in connection with the TARP program to be included as Tier 1 capital.  AMB also appreciates the exemption from the debt to equity limitations given to subordinated debt issued under the Small business Lending Program.  AMB would encourage Treasury to consider additional programs and regulations that would permit mutuals to include quasi-equity instruments as Tier 1 capital.
6. Alternative Forms of Capital – Mutuals are limited to raising capital through retained earnings.  Some mutuals were able to raise capital through the issuance of TRUPs, however, the utility of this instrument has been severely limited by the Collins Amendment to the Dodd-Frank Act.  Historically, mutuals had raised capital through Mutual Capital Certificates and Income Capital Certificates. AMB believes that federal regulators should revisit the methods by which a mutual may raise capital without affecting the risk to the institution or the deposit insurance fund.
7. Continuation of OTS Policy to Preserve Mutuals – OTS has established a policy that mutuals are governed primarily by the board of directors with limited involvement from members.  This policy is evident from the model charter and bylaws, as well as optional bylaw provisions, and OTS decisions with respect to corporate governance of mutuals.  With the elimination of the OTS, AMB expects more attempts by hostile members to take over mutuals for their own benefit.   In order to ensure the continued viability of the mutual industry, AMB believes that the federal regulators should reaffirm the OTS position on corporate governance.
8. Impact of BCFP Rules on Mutual Corporate Governance – The newly created Bureau of Consumer Financial Protection is authorized to regulate consumer financial products, including deposits and loans.  To  mutual institutions, these products are not only their business, but also create membership rights that affect their corporate governance. AMB believes that any rules adopted by the BCFP with respect to deposits and loans should take into consideration mutual membership rights and should ensure that such rules do not affect in any manner such rights.
9. Accounting Issues – Many mutuals  do not establish specific reserves, but rather charge off loans as they become losses.  This approach has been frowned upon by the SEC as not being consistent with accounting by publicly traded banks.  AMB believes that because of their already high capital levels, mutual institutions should be not discouraged from maintaining general reserves and continuing  robust charge off practices.  
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