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1. An Act relative to the examination of certain state-
chartered BANKS AND CREDIT UNIONS.

Current law requires the Division to examine banks once in a calen-
dar year. The frequency of the examination of banks has changed peri-
odically over the years. Banks were required to be examined by the
Division once in a calendar year until Chapter 531 of the Acts of 1981
changed the frequency of bank examinations to once in every two cal-
endar years. Chapter 653 of the Acts of 1989 changed the examination
requirement back to once in a calendar year. The Division’s recom-
mendation seeks to extend the examination cycle to once every eigh-
teen months for only those banks which are well capitalized institu-
tions as that term is defined in federal bank regulations. No other
changes to the statute are made and the Division would still be
required to examine lesser rated institutions annually and would retain
the right to examine any bank at any time in the discretion of the
Commissioner.

An Act relative to certain powers of state-chartered banks

Congress has tied permitted activities of FDIC-insured, state-
chartered banks to those activities which are authorized for national
banks by the Office of the Comptroller of the Currency under statute,
regulation or ruling. The Division’s recommendation would allow
banks chartered by the Commonwealth to perform any activities
authorized to national banks if approved by the Commissioner, subject
to such terms and conditions as he may impose, and provided that
such activities are not prohibited by Massachusetts General Laws.
This latter clause would not allow banks to engage in insurance agent
or broker activities. It would, however, allow state-chartered banks to
maintain powers competitive with those of national banks.

An Act relative to certain multi-step transactions subject

TO APPROVAL BY THE BOARD OF BANK INCORPORATION OR THE
DIVISION OF BANKS

In the past, as well as during the current trend for market acquisi-
tions by bank holding companies and banks, a common structure of

LEGISLATIVE RECOMMENDATIONS OF THE
DIVISION OF BANKS FOR 1995
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the transaction is the use of interim bank mergers. The reason cited for
this framework is beneficial tax consequences for the acquiring insti-
tution. This procedure, however, triggers other banking statutes which
must be complied with. In particular, the establishment of a new inter-
im or shell bank, requires an applicant to comply with statutory
requirements that are designed for an ongoing bank. The interim bank
also triggers the bank holding company statute, including the require-
ment for a public hearing. This process is costly and serves no regula-
tory or public purpose. The burden on the petitioner for filing exten-
sive application documents for each step as well as agency review and
processing time is now required since current laws do not provide for
these interim steps and do not allow the Division or Board to waive
any requirements.

Unlike the Commonwealth, federal agencies have authority to
waive filings or abbreviate the process for certain transactions. The
Division’s recommendation will seek to provide for similar modified
requirements for those multi-step transactions in which the Division
will have review of the underlying or substantive transaction.

Section 1 amends the bank holding company statute to exempt an
applicant from obtaining the Board of Bank Incorporation’s approval,
a transaction in which no additional entity will continue as a bank
holding company and the transaction requires the approval of the
Commissioner. Section 2 would allow for the formation of an interim
trust company with the approval of the Commissioner and not the full
board if the interim trust company was part of a multi-step transaction
involving a bank chartered by the Commonwealth and did no banking
business.

4. An Act relative to the filing of annual reports by banks and

CREDIT UNIONS.

State-chartered savings banks, co-operative banks, trust companies,
and credit unions are governed by separate statutes concerning the fil-
ing of annual reports with the Division. In particular, the requirements
for attesting to the accuracy of the annual report varies widely depend-
ing on the type of institution. This recommendation, in section 1,
seeks to establish a uniform method of attestation for all state-char-
tered financial institutions. Each annual report would required to be
attested by a bank officer and three members of the board of directors
or board of trustees of the institution. Sections 2 to 5, inclusive, delete
the provisions from each statute. Section 5 also deletes the provision
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that requires a trust company to publish a statement of condition annu-

ally. No such requirements exist for other institutions and the Division
does not believe it remains necessary for trust companies.

5. An Act relative to certain licensees under the jurisdiction

OF THE COMMISSIONER OF BANKS.

This recommendation seeks to change provisions of law governing
licensees of the Division. Section 1 would add federal credit unions to
the list of institutions exempted from licensing under the small loans
law. It is consistent with exemptions contained in other licensing
statutes. Section 2 seeks to change the expiration date of a check casher
license from April 1 until June 1, while Section 4 would make the
same change in the licensing statute for mortgage brokers and lenders.
Section 3 would rewrite the penalty provision of the check casher
licensing statute to extend that penalty provision to those entities who
fail to obtain a license. Section 5 is a transitional section extending the
licensing date for certain licensees affected by sections 2 and 4 of this
recommendation.

6. An Act relative to certain actions of the board of bank
INCORPORATION AND THE COMMISSIONER OF BANKS.

Current statute allows the Commissioner of Banks to appoint the
Federal Deposit Insurance Corporation (“FDIC”) as liquidating agent
of a state-chartered bank which it insures. In conjunction with that
authority, the Board of Bank Incorporation is authorized to take cer-
tain actions under law without regard to notice or hearing require-
ments in order to assist in the resolution of such a situation. Section 1
of this recommendation seeks to update this statute to recognize the
existing federal insurance coverage, the existence of federally-
chartered institutions in the Commonwealth, the Resolution Trust
Corporation which would serve as liquidating agent of certain banks,
and the nationwide banking act of 1990. Accordingly, the law is
amended to allow the Board to so act on an expedited basis regardless
of whether the bank is state-chartered or federally-chartered; is located in
or out of the Commonwealth; and to also allow the Commissioner to
act without requirements of notice if a federal insurer has been named
liquidating agent.



1995] 5HOUSE No. 10

Presently, all state-chartered savings banks and co-operative banks
have their deposits insured by the Federal Deposit Insurance
Corporation (“FDIC”). Sections 3 and 5 of this recommendation, gov-
erning savings banks and co-operative banks, respectively, would
require any newly-chartered savings bank or co-operative bank to be
so insured before being authorized by the Board to begin business. In
conjunction with that additional requirement, section 2 for savings
banks and section 4 for co-operative banks would increase from six
months to one year the time period in which a new institution must
complete all requirements in order to transact business. The provi-
sions contained in sections 2 to 5, inclusive, of this recommendation
are consistent with the current statutes applicable to the formation of a
state-chartered trust company. Section 6 would make similar changes
in credit union law by requiring a credit union in formation to obtain
federal insurance of its shares or deposits while also extending the
time period for organization from six months to a year.

7. An Act relative to the operation of certain banking laws

This recommendation seeks to address various matters which have
confronted the Division in its efforts to implement or work within
existing statutes. Although some provisions are substantive, the
Division views the majority as technical measures.

With the conversion of a number of state-chartered banks from
mutual to stock corporations as well as those banks which have been
recently chartered more institutions are governed by the statute gov-
erning the payment of dividends by banks in stock form. That statute,
section 28 of chapter 172 of the General Laws, has not been updated
for many years. Section 20 of this recommendation would rewrite that
law to clarify the timing and payment of dividends and the base upon
which such dividends are to be calculated. Certain terms would also
now be defined within that statute.

State-chartered savings banks, co-operative banks and trust compa-
nies are allowed under the leeway law, so called, to make any invest-
ment not otherwise authorized by law. Section 4 of this legislation
amends the leeway law to limit the amount invested in or loaned to
any person under this statute to ten percent of its capital stock, surplus
account and undivided profits if a stock corporation and ten percent of
surplus if a mutual institution.
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Sections 6 and 8 of the recommendation, governing stock conver-
sions of savings banks and co-operative banks, respectively, seek to
substitute the process applicable to other state agencies for Legislative
review of regulations for the existing cumbersome process now
required for promulgation of stock conversion regulations. These sec-
tions also clarify the law relative to establishing an investigation fee
for the Division’s activities relative to such an application while also
clarifying the applicability of certain laws after conversion.

Sections 5,7, 9 and 19 applicable to savings banks, co-operative
banks, credit unions and trust companies seek to clarify the statutes
governing restrictions on interlocking directors and officers of such
institutions. These amendments would specify that the existing laws
would apply only to interlocking positions within banks which have
their main office in the Commonwealth.

Section 2 of this legislation seeks to technically correct the cite of
an aggregate investment limitation on certain bank stocks by deleting
the provision from the loan statute.

State-chartered banks are presently authorized to invest in bonds
and other evidences of indebtedness of corporations, and certain asso-
ciations or trusts. The current statute does not specify any minimum
standards relative to the quality of such bonds or indebtedness. The
singular intent of section 3 is to amend the existing law by adding a
provision requiring any such bonds or other evidences of indebtedness
to be at least investment grade as rated by a national rating service.
This proposal would therefore restrict a bank’s ability to invest in
so-called junk bonds. Other investment authorities of banks are not
affected by this recommendation.

Several sections of the recommendation affect only credit unions.
Section 17 would establish a process in state law for a state-chartered
credit union to convert to a federal charter while section 18 addresses
mergers of state-chartered credit unions and federally-chartered credit
unions. Current statutes specify both a credit union’s general invest-
ment authority as well as its liquidity fund investment authority.
Those laws currently contain references to certain entities which no
longer exist. Accordingly, sections 10 and 14 delete references in
those investment statutes to shares in a savings and loan association
chartered by the Commonwealth; sections II and 15 delete references
to banking companies; and section 12 deletes a reference to the now
defunct Federal Savings and Loan Insurance Corporation. Sections 12
and 16 also clarify the authority of a credit union to deposit money in
a federal savings bank in the Commonwealth.
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Section 13 of the recommendation seeks to amend the statute requir-
ing a credit union to maintain a reserve for losses on investments. The
amendment would require that investment reserve to be calculated in
accordance with generally accepted accounting principles.

In 1990, the existing mortgage review boards with voluntary partic-
ipation became mandatory and required each mortgagee to inform an
applicant of their right to appeal to a regional board. The boards were
established in conjunction with the passage in 1982 of a statute pro-
hibiting the denial of a mortgage on the basis of the location of the
property. That statute specified, however, that a mortgagee was not
precluded from denying a loan after analysis of standard lending crite-
ria as set out in the law. The four regional boards review, in the aggre-
gate, approximately one thousand denials a year. Those reviews
require analysis of other factors proposed as reasons for the denial.

Section 1 of this recommendation seeks to make two changes to the
current operation of the boards. The major thrust is to recognize, in
statute, that a board’s review involves consideration of facts which
may vary from standard criteria or procedure. For that reason, the rec-
ommendation would allow a board to review a case to determine that
the denial was not consistent with statutorily specified standard
criteria. The legislation would also require the board to now notify the
mortgagee of its determination in addition to the applicant.

Section 21 of this recommendation would repeal the section of law
requiring the Commissioner to approve insurance premium finance
contracts between a licensee and a consumer. No other section of law
requires such approval, and it is for this reason that the Division
recommends its repeal.

Section 22 of this recommendation would amend existing law by
authorizing any bank, federal savings and loan association, or federal
savings bank authorized to do business in the Commonwealth to
engage in the business of selling, issuing or registering checks or
money orders through agents. Present law allows only trust companies
and national banks to engage in these activities through agents.

8. An Act relative to the regulatory powers of the
COMMISSIONER OF BANKS.

M.G.L. ch. 167, s. 2 specifies that the Division’s Reports of
Examination are not public records. The Division is authorized to

make such examinations available to officers of the Commonwealth
on matters within their jurisdiction and to other federal and state bank
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regulatory agencies. As a result of numerous issues which have arisen

as a result of past bank failures, the Division believes the agencies to

which examinations can be made available should be expanded.
Section 1 of this petition would add other regulatory or law enforce-
ment agencies, as determined by the Commissioner, to the law.

The Commissioner is authorized to name a conservator of a trust
company under the provisions of sections 40 to 47, inclusive, of chap-
ter 172 of the General Laws. Section 2 of this legislation would insert
the provisions of those eight sections of law into one statute within
chapter 167 while section 3 would technically repeal those sections in
chapter 172. The effect of this amendment is to allow the
Commissioner to name a conservator for any state-chartered bank
instead of only a trust company. That authority would give the
Commissioner additional flexibility in addressing matters affecting
savings banks or co-operative banks whether in mutual or stock form
or a credit union.

If it were to appear to the Commissioner that a state-chartered sav-
ings bank was in an unsound or unsafe condition to transact the busi-
ness for which it was organized, current law prevents him from turn-
ing possession and control of the bank over to the Mutual Savings
Central Fund, Inc., the excess deposit insurer for each such bank. If,
however, a co-operative bank was involved a separate law would
allow the Commissioner to turn the operation of that bank over to the
Co-operative Central Bank, the excess insurer for state-chartered co-
operative banks. Section 4 of this recommendation amends the act
governing the Mutual Savings Central Fund, Inc. to authorize the
Commissioner to certify a savings bank to that Fund for operation by
it or for the liquidation of the bank’s affairs. This proposed amend-
ment would give the Commissioner the same option in addressing
matters in a savings bank that the law currently grants him for a
co-operative bank.

9. An Act relative to the list of legal investments prepared by

THE COMMISSIONER OF BANKS.

Prior to the recodification and equalization of powers in the
Massachusetts banking laws, the investment powers of various state-
chartered financial institutions were tied to the legal list of invest-
ments for savings banks, so called. That list is to be prepared annually
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by this Division and is to include those obligations which meet statu-
tory criteria or have been approved through a petitioning process also
set out in law. The expanded investment powers for savings banks and
co-operative banks which were included with the recodification elimi-
nated their need to rely on the legal list. However, state-chartered
credit unions still rely on the list and were substituted for savings
banks as the body to initiate the petitioning process for certain new
investments. The role of credit unions in that process has been
stymied by the fact that their investment authorities are limited by
their governing statute, Chapter 171.

The recommendation seeks to make two changes to the process for
preparing the legal list. Section 2 would eliminate the petitioning
process by credit unions and allow the Commissioner to add those
investments to the list which meets the existing statutory criteria as
well as the provisions added by this legislation. Section 1 would insert
into statute the criteria for the determination of a legal list investment
which is now in the law governing the petitioning process. These
changes will both clarify the preparation of the list and the legality of
investments made under this authority while maintaining the statutory
provisions which seek to insure that such investments are marketable
and liquid.

Recently, the currency of the legal list has been questioned by legis-
lators, credit unions, pension funds and investment advisors to various
entities. Most of the inquiries involve investment options that exist
today which were not included in statute when the laws governing the
legal list were frozen in place as they appeared on June 30, 1983 in
conjunction with the recodification and equalization of the
Massachusetts banking laws which occurred on July 1 of that year.
That interest may result in additional petitions being filed or amend-
ments being sought to this recommendation. For those reasons, the
Division has isolated this issue in a separate bill.

id. An Act relative to the merger and acquisition of state-char-
tered BANKS AND CREDIT UNIONS.

This recommendation seeks to make two separate and distinct
changes to the existing laws governing mergers and acquisitions
of state-chartered banks and credit unions.

Under the current statutes governing the merger of state-chartered
financial institutions, mutual banks and credit unions after receiving
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all regulatory approvals must submit a certificate signed by appropri-
ate officers of each institution stating that all the requirements of law
for consummation of the merger have been met. That certificate is
submitted to the Commissioner of Banks for his final approval thereon
and becomes the permanent record of the transaction. However, state-
chartered banks in stock form, like other business corporations, must
file articles of merger with the Secretary of State pursuant to
Massachusetts General Laws chapter 1568, section 78. Since the
Secretary maintains official records on most corporations that Office
has established systems to track that information and retrieve it quickly.

One thrust of this recommendation is to require mutual banks and
credit unions to file articles of merger with the Secretary of State.
That action will eliminate the different procedures now existing
between stock and mutual institutions and insure that these trans-
actions are recorded in the system established for other corporations.

The recommendation is lengthy since it adds the same provisions to
the several statutes governing mergers of mutual institutions. The
provisions added are adapted from the provisions applicable to stock
corporations.

A second major thrust of this recommendation is to eliminate the
requirement that approval of other entities be obtained before the
Commissioner can act on applications required to be filed with this
Division. Under existing law, a merger or acquisition involving a
state-chartered bank generally requires an application to and approval
by the Commissioner of Banks before any such action can be consum-
mated. Statutes passed in 1982 authorizing such transactions across
both industry and federal/state chartering lines, recognized that the
banks could have their deposits insured by different funds. Accord-
ingly, those amendments required that arrangements satisfactory to
each insurer had been made for the transaction prior to the
Commissioner granting any approval. Today, however, all state-
chartered banks are insured by the Federal Deposit Insurance
Corporation (“FDIC”). Insurance funds existing for savings banks and
co-operative banks remain as insurer of only the deposits in excess of
federal coverage in those institutions.

The FDIC as a federal agency has its own statutory and administra-
tive procedures required for each such transaction. Those procedures,
among other things, may not require the same matters to be consid-
ered as required by Massachusetts law, or may not be on the same
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timing cycle as the application pending before the Division. That latter
point is important since public notice, advertising and reporting is
generally done for each such application before the Division. As a
separate state agency operating under requirements of Massachusetts
law and a publicly announced schedule, the Division believes it
should be able to act on such matters without waiting for decisions by
other entities. As indicated, the FDIC will still have its authority to
consider such applications under federal law and its own procedures,
while the separate deposit insurance funds for savings banks and
co-operative banks, acting solely as excess deposit insurers, have a
role greatly reduced from when the existing provisions were enacted.

This recommendation deletes the provision at issue from merger
and acquisition laws governing savings banks, co-operative banks and
trust companies, One section, section 13, deletes similar language
involving a merger by a state-chartered credit union insured by the
Massachusetts Credit Union Share Insurance Corporation.

Section 14 of the recommendation deletes a provision relative to
the change in control of a state-chartered stock bank which eliminates
the need for an application to be filed with the Division if the filing is
done with a federal agency. That agency is generally the FDIC, since
again, all state banks are insured by it. When the Division initially
suggested that language in the statute several years ago, all banks
were not so insured. In conjunction with the other change sought here-
in, the Division believes a separate application should be filed with
the state agency which is the primary regulator for the bank involved
in such a change of control transaction.

Section 13 of the recommendation also eliminates the requirement
that notice of a meeting to consider a credit union merger be adver-
tised in a local newspaper ten days before the meeting. Since the
requirement has complicated past transactions, the Division proposes
to delete this mandatory requirement and allow the by-laws of a credit
union to control notice to members as it does for all meetings.

ii. An Act relative to aggregate loan and investment limita

TIONS GOVERNING CREDIT UNIONS

Chapter 79 of the acts of 1990 was landmark legislation which
recodified the laws governing state-chartered credit unions for the first
time since 1926. The recodification was achieved, in part, because it
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did not make any substantive change to the laws then governing credit
unions. The process that led to the recodification revealed an inconsis-
tency in the then existing laws which was not addressed in order to
remain true to the principle of no substantive change. The recodifica-
tion, however, highlights this issue. Consistent with the framework of
credit union law the majority of lending and investment authorities
granted are conditioned upon certain restrictions, including an aggre-
gate limit on the amount of activity under each such authority. The
Division’s review of the loan and investment statutes revealed
upwards of thirty such aggregate limitations. Reflecting the numerous
amendments to the law over the sixty-four years prior to the recodifi-
cation, neither the language of such limits nor the base upon which
they are calculated, were consistent. Some limitations referred to
deposits, some to assets and some to deposits, reserves and surplus
accounts. At least five different bases were noted.

The main thrust of this recommendation is to amend each of the
lending and investment sections so that a stated aggregate limit is con-
sistent both in language and the base upon which it is calculated, For
this purpose, the Division has proposed in each provision that the limit
be based on a percentage of the credit union’s assets. Since this is an
aggregate limit on a class of authority, rather than a limit of involve-
ment with one person, the Division believes that total assets is an
appropriate base. Depending on the existing law, the change in the
base may result in some increased or decreased aggregate authority. In
one situation involving recreational vehicle loans, the Division added
an aggregate limit where none currently existed. Moreover, for home
improvement loans the percentage limit was reduced to that for similar
classes of loans, second mortgages and open end loans, in conjunction
with the change to assets. Overall, the consistency achieved, will be
important to the credit unions subject to the limitations and the
Division in its enforcement of those provisions.

12. An Act relative to the filing and posting of certain reports

BY STATE-CHARTERED BANKS.

M.G.L. ch. 140, s. 114 C requires the Division to produce quarterly
a listing of the annual percentage rates and fees charged on credit
cards issued in the Commonwealth. The Division proposes, in Section
1 of the recommendation, to change the report from quarterly to semi-
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annually. The Division believes this information is available from
other sources and therefore, the burden on issuers to file and on the
Division to compile the information on a quarterly basis can be
reduced while insuring that the information remains available.

Section 2 of the petition would repeal the Commonwealth’s sepa-
rate Home Mortgage Disclosure Act (“HMDA”) requirements.
Federal Regulation C would require all state-chartered institutions
presently reporting to the Division to report the HMDA data to the
Federal Reserve Board. No institution reporting HMDA data would be
exempt from reporting if this recommendation became law and all
information required and available under the Commonwealth’s statute
would be available under the federal law.

The current statute was first adopted in 1990 as part of the
Nationwide Interstate Banking Act and, as a result, the Division
sought and obtained an exemption from the federal act and regula-
tions. Last year, however, the Federal Reserve Board terminated all
such exemptions thereby making the Commonwealth’s statute moot.

Section 3 of the recommendation would repeal M.G.L. ch. 167,
s. 17, which presently requires the Division to annually report on the
availability of home mortgages in the Commonwealth from three
state-chartered sectors of our banking industry. Since the report does
not include all mortgage lenders and the availability of mortgages has
not been a problem, the Division believes the production of this report
is of little value.

Savings banks under section 27 of Chapter 168 and co-operative
banks under section 21 of Chapter 170 of the General Laws are
required to file with the Commissioner of Banks a written notice with
an explanation of any net income deficit reflected in its annual report
to the Division of Banks. Since an amendment to applicable statutes
which became effective in 1990 requires the Division to conduct
annual examinations of such banks, and the Division has financial
information available to it on each such bank throughout the year, the
Division’s supervisory personnel will be aware of any such deficit and
its causes before the deficit is reflected in the annual report. This rec-
ommendation seeks to delete the provision requiring such written
notice and explanation. Section 6 is applicable to savings banks while
section 7 deletes the provision from co-operative bank law.

Under current law savings banks are required to file an annual
report with the Commissioner of Banks within 15 days from the last
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business day of December, and are to post a balance sheet in the lobby
of all banking offices within 15 days of the end of the fiscal year.
Trust companies are required to prepare an annual report of their
financial condition and post a balance sheet in each banking office
within 15 days of the end of the fiscal year. This recommendation
would increase the time limits for posting a balance sheet and filing
an annual report with the Commissioner from 15 to 30 days. Granting
these two types of institutions an additional fifteen days reflects the
time necessary to prepare these documents as well as makes these
time periods consistent with the time frames set in law for co-opera-
tive banks and credit unions. Sections 4 and 5 are applicable to sav-
ings banks, and sections 8 and 9 apply to trust companies.

13. An Act relative to trustees and directors of state-
chartered BANKS AND CREDIT UNIONS,

Current law provides that the office of any savings bank trustee
who takes the benefit of any law of bankruptcy or insolvency, or is
found to be unable to pay a judgment, shall be vacated. This recom-
mendation seeks to make the provision on bankruptcy applicable only
in the case of a personal bankruptcy; update the statute to use the ter-
minology of the bankruptcy code; and disqualify a person from serv-
ing as trustee only during the duration of the bankruptcy or the time
period during which the judgment remains unpaid. The legislation
also requires that a record of the vacancy be kept on the books of the
corporation. Sections 2, 3 and 4 of the legislation would extend these
same provisions relative to personal bankruptcy and the nonpayment
of a judgment to directors of co-operative banks, credit unions and
trust companies, respectively.

14. An Act RELATIVE TO CREDIT UNIONS

This multi-section recommendation seeks to address several mat-
ters concerning the governance, reserves, investments, accounts and
audits relative to state-chartered credit unions. Three issues involve
the Board of Directors of a credit union. Currently, the statute pro-
vides for a minimum of an eleven member board. No maximum is
specified. The Division recommends, in section I, that the law pro-
vide for a minimum of nine and a maximum of fifteen members for a
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board. Section 13 would allow directors on boards which exceed fif-
teen members to complete the terms for which they were elected.
Under the existing law, the number of directors who must serve on
specified committees varies. Section 2 seeks to provide that all such
committees may consist of three to five directors. Although the law
mandates three committees be established in each credit union, it pro-
vides reimbursement for a director’s actual expenses incurred while
serving on only two such committees. Section 4 of this recommenda-
tion would expand the provision covering reimbursement of actual
expenses incurred to cover all committees as well as those related to a
director’s responsibilities. As set out in the legislation, all such
expenses would have to be itemized in writing, approved by the board
and reported to the members of the credit union. The prohibition on a
director being directly paid for his service is retained.

The recommendation seeks to amend three statutes governing
reserves in a credit union. Section 10 would amend the loan reserve
statute which currently requires the reserve to be based, in general, on
average losses sustained as classified in the Division’s last three
examinations. Under the proposed amendment, the reserve would be
calculated according to generally accepted accounting principles or as
directed by the Commissioner. Consistent with current terminology,
the reserve would now be referred to as the allowance or reserve for
loan losses. Section 11 would make a similar change to the statute
governing the calculation of the reserve for losses on investments but
only on a credit union’s investments in specified stocks or investment
funds on the legal list of permitted investments. Since that legal list
does not include certificates of deposit, section 12 amends the liquid-
ity reserve statute which now erroneously refers to such certificates
on that list.

Three changes are also proposed in this recommendation involving
the investment authority of credit unions. The most significant change
is set out in section 7 which would set limitations on a credit union’s
investment in funds comprised of legal list investments. Since no lim-
itations exist in statute, this legislation proposes that a 5% of assets
limit be established for a credit union’s investment in any one such
fund with an aggregate limit in all such funds of 20% of assets.
Sections 8 and 9, involve a credit union’s deposits in banks. Section 8
would establish that the current authority to deposit money in banks in
the Commonwealth includes deposits which are made to term share or
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deposit accounts or certificates of deposit. In conjunction with that
change section 9 amends the certificate of deposit statute to make it
applicable only to banks located out-of-state.

The two amendments to a credit union’s authority to receive shares
and deposits are related. The statutes governing negotiable order of
withdrawal accounts and term share or deposit accounts require
approval of such products before a credit union may offer them.
Sections 5 and 6 would delete the requirement for prior approval by
the Commissioner for those two types of accounts.

The final change is made in section 3 and requires the audit com-
mittee to make an annual audit of the credit union instead of on a
semi-annual basis.
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