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ABSTRACT 

Major financial legislation affecting the competitive framework and regu- 

latory arrangements for depository financial institutions (commercial banks, 

savings and loan associations, mutual savings banks, and credit unions) was 

enacted in the 97th Congress. The law, P.L. 97-320, is known as the Garn- 

St Germain Depository Institutions Act of 1982. This report provides a brief 

explanation of the problems the legislation is designed to address, a general 

description of the most important provisions of the Act, and an explanation of 

specific titles of the law. Additional references are also provided. 
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P.L. 97-320, GARN-ST GERMAIN DEPOSITORY INSTITUTIONS ACT OF 1982: 
A BRIEF EXPLANATION 

I. INTRODUCTION - 

Major legislation affecting the competitive framework and regulatory 

arrangements for commercial banks, thrift institutions (savings and loan asso- 

ciations and mutual savings banks), and credit unions passed the Congress in 

the last days of the 97th Congress. - 11 P.L. 97-320, the Garn-St Germain Depos- 

itory Institutions Act of 1982, was signed into law October 15, 1982. The 

legislation is intended both to correct major structural impediments which 

have caused operating problems for depository institutions and to provide the 

Federal financial regulatory agencies with additional powers to deal with 

financially distressed depository institutions, including a capital assistance 

program for troubled depository institutions specializing in home mortgage 

lending. 

This report provides a brief explanation of the problems the legislation 

is designed to address, a general description of the most important provisions 

1/ The Conference Report, which includes the text of the legislation and 
the explanatory statement of the Conference Committee, appears in the Congres- 
sional Record, September 30, 1982, pages H8096-H8122. The Conference Report 
has been issued as FIouse Repdrt no. 97-899 and  Senate  Report no. 97-641. 



o f  t h e  Ac t ,  and an  e x p l a n a t i o n  o f  s p e c i f i c  t i t l e s  o f  t h e  law. A d d i t i o n a l  

r e f e r e n c e s  a r e  a l s o  provided.  1_/ 

2/ The r e a d e r  i n t e r e s t e d  i n  d e f i n i t i o n s  
U .  S.  Congress .  House. Committee on  Banking, 
r e f e r e n c e  gu ide  t o  banking and f i n a n c e .  97 th  
i n g t o n ,  U.S.  Govt.  P r i n t .  O f f . ,  1981. 81 p. 
The g u i d e  c o n s i s t s  o f  two p a r t s :  a  g l o s s a r y  o f  s e l e c t e d  economic and f i n a n -  
c i a l  te rms and o r g a n i z a t i o n s ,  and summaries of s i g n i f i c a n t  F e d e r a l  bank ing ,  
f i n a n c i a l  and housing laws.  

o f  terms may wish t o  c o n s u l t :  
F inance  and Urban A f f a i r s .  A 
Congress ,  1 s t  s e s s i o n .  Wash- 
CRS o r d e r  number: CP 1247.  



11. EXPLANATION OF THE LEGISLATION 

A s  pa r t  of t h e i r  ongoing examination of cond i t i ons  i n  t h e  depos i to ry  in -  

s t i t u t i o n s  system, t h e  House and Senate  Banking Committees considered s e v e r a l  

types  of l e g i s l a t i o n  dur ing  t h e  97th Congress. Many of t h e  proposa ls  a r e  

included i n  P.L. 97-320. Other proposals  can be expected t o  be sub jec t  t o  

f u r t h e r  examination i n  f u t u r e  Congresses. 

P.L. 97-320 i s  designed t o  address  problems a r i s i n g  from compet i t ive  and 

f i n a n c i a l  p ressures  depos i tory  f i n a n c i a l  i n s t i t u t i o n s  have experienced i n  re -  

cent years .  Since e a r l y  i n  1981, compet i t ion has  i n t e n s i f i e d  among f i n a n c i a l  

i n s t i t u t i o n s .  The h igh  i n t e r e s t  r a t e  environment and i n c r e a s i n g  s e n s i t i v i t y  

t o  i n t e r e s t  r a t e s  have been major c o n t r i b u t i n g  f a c t o r s .  The pub l i c  has  con- 

t inued  t o  ad jus t  t h e  forms i n  which i t  holds  f i n a n c i a l  a s s e t s  a s  households 

and bus inesses  have sought high r a t e s  of r e t u r n .  F inanc i a l  i n s t i t u t i o n s ,  tak- 

ing  advantage of t echnologica l  developments, have responded by o f f e r i n g  new 

s e r v i c e s  and packaging s e r v i c e s  i n  new ways. The d i f f e r e n t i a l  impact of laws 

and r e g u l a t i o n s  on var ious  p a r t s  of t h e  f i n a n c i a l  s e r v i c e s  i n d u s t r y  has  a l s o  

con t r ibu t ed  t o  compet i t ive  pressures .  

The high i n t e r e s t  r a t e  environment has  caused f i n a n c i a l  problems f o r  some 

depos i tory  i n s t i t u t i o n s ,  e s p e c i a l l y  savings and loan a s s o c i a t i o n s  and mutual 

savings banks. In  p a r t i c u l a r ,  t h r i f t  i n s t i t u t i o n s  have been sub jec t  t o  s eve re  

earn ings  pressures  as a r e s u l t  of t h e i r  s u b s t a n t i a l  ho ld ings  of long-term, 

f ixed- ra te  mortgages earn ing  lower r a t e s  of i n t e r e s t  than  t h e  r a t e s  they must 

pay t o  acqui re  depos i t  funds.  Since 1981 most t h r i f t  i n s t i t u t i o n s  have re -  

ported opera t ing  l o s s e s  and t h e  t h r i f t  i ndus t ry  as  a  whole has  experienced a  

s u b s t a n t i a l  dec l ine  i n  c a p i t a l  ( n e t  wor th) .  A t  t h e  presen t  t ime ,  numerous 

i n s t i t u t i o n s  a r e  f i n a n c i a l l y  d i s t r e s s e d ,  caus ing  problems which, by law, must 

be d e a l t  with by the  r e g u l a t o r s .  



The l e g i s l a t i o n  i s  in tended  t o  a d d r e s s  t h e s e  problems through t h r e e  t y p e s  

of p r o v i s i o n s .  F i r s t ,  i t  i n c l u d e s  p r o v i s i o n s  t o  r e s t r u c t u r e  and broaden t h e  

powers of d e p o s i t o r y  i n s t i t u t i o n s  i n  an a t tempt  t o  l e s s e n  t h e  s e n s i t i v i t y  of  

t h r i f t  i n s t i t u t i o n s - t o  i n t e r e s t  r a t e  c y c l e s  and t o  i n c r e a s e  t h e  c o m p e t i t i v e n e s s  

of  a l l  forms of  d e p o s i t o r y  i n s t i t u t i o n s  wi th  l e s s  r e g u l a t e d  i n s t i t u t i o n s .  Sec- 

ond,  i t  i n c l u d e s  p r o v i s i o n s  t o  i n c r e a s e  t h e  f l e x i b i l i t y  of  t h e  F e d e r a l  r egu la -  

t o r y  agenc ies  i n  d e a l i n g  w i t h  t r o u b l e d  d e p o s i t o r y  i n s t i t u t i o n s .  F i n a l l y ,  i t  

i n c l u d e s  p r o v i s i o n s  f o r  a  c a p i t a l  a s s i s t a n c e  p l a n  des igned t o  b o l s t e r  t h e  n e t  

worth of  home mortgage l e n d i n g  i n s t i t u t i o n s  which a r e  s u f f e r i n g  e a r n i n g s  prob- 

lems, t h u s  a l lowing  t h e  i n s t i t u t i o n s  t o  s t a y  i n  b u s i n e s s  a s  ongoing concerns .  

The law c o n s i s t s  of  e i g h t  t i t l e s .  T i t l e  I, t h e  Deposi t  I n s u r a n c e  F l e x i -  

b i l i t y  Act ,  expands r e g u l a t o r s '  a u t h o r i t y  t o  d e a l  wi th  t r o u b l e d  d e p o s i t o r y  i n -  

s t i t u t i o n s .  The Act stems from proposa l s  f i r s t  developed by t h e  r e g u l a t o r s  

i n  1980; e a r l i e r  v e r s i o n s  of t h e  l e g i s l a t i o n  were commonly r e f e r r e d  t o  a s  t h e  

II r e g u l a t o r s '  b i l l . "  The Act p rov ides  a d d i t i o n a l  f l e x i b i l i t y  t o  t h e  F e d e r a l  

r e g u l a t o r y  a g e n c i e s  t o  d e a l  wi th  t r o u b l e d  i n s t i t u t i o n s ,  i n c l u d i n g  t h e  a u t h o r i t y  

f o r  t h e  F e d e r a l  i n s u r i n g  agenc ies  t o  p rov ide  f i n a n c i a l  a s s i s t a n c e  under a  

b roader  range of c o n d i t i o n s  and i n  more expanded forms than  e x i s t e d  i n  p rev ious  

law. The Act a l s o  p rov ides  g u i d e l i n e s  f o r  t h e  F e d e r a l  d e p o s i t o r y  i n s t i t u t i o n  

r e g u l a t o r s  t o  fo l low i n  a r r a n g i n g  i n t e r s t a t e  and i n t e r i n d u s t r y  mergers under 

emergency c o n d i t i o n s ,  and,  f o r  t h e  f i r s t  t ime ,  p rov ides  a  temporary a u t h o r i t y  

t o  t h e  bank r e g u l a t o r y  agenc ies  t o  a r r a n g e  i n t e r s t a t e  mergers i n  c e r t a i n  i n -  

s t a n c e s  i n v o l v i n g  l a r g e  t r o u b l e d  banking i n s t i t u t i o n s  ( i n s t i t u t i o n s  wi th  a s s e t s  

of $500 m i l l i o n  o r  more). C e r t a i n  of t h e  emergency a u t h o r i t i e s  provided t h e  

r e g u l a t o r s  i n  t h i s  Act a r e  s u b j e c t  t o  a  t h r e e  yea r  "sunset"  p r o v i s i o n .  

T i t l e  11, t h e  Net Worth C e r t i f i c a t e  Act,  provides  f o r  c a p i t a l  ( n e t  wor th)  

a s s i s t a n c e  t o  t r o u b l e d  d e p o s i t o r y  i n s t i t u t i o n s  s p e c i a l i z i n g  i n  home mortgage 
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l ending .  While t h e  program i s  p r imar i l y  designed t o  a s s i s t  t h r i f t  i n s t i t u t i o n s ,  

commercial banks which have p o r t f o l i o  des igns  s i m i l a r  t o  those  of t h r i f t  i n s t i -  

t u t i o n s  would a l s o  be e l i g i b l e  f o r  a s s i s t a n c e .  

The law s p e c i f i e s  t h a t  t he  a s s i s t a n c e  be i n  t he  form of a  "paper f o r  paper" 

exchange whereby an e l i g i b l e  t h r i f t  i n s t i t u t i o n  o r  bank i s s u e s  c a p i t a l  i n s t r u -  

ments,  c a l l e d  "net worth c e r t i f i c a t e s , "  t o  be purchased by the  app rop r i a t e  Fed- 

e r a l  i n su r ing  agency with promissory no tes  t o  t he  i n s t i t u t i o n .  The resources  

of t he  i s su ing  insurance agencies ,  t he  Federa l  Deposit  Insurance Corporat ion 

and t h e  Federa l  Savings and Loan Insurance Corporat ion,  back the  governmental 

promissory no tes .  These no tes  would be payable i n  cash only i f  an i n s t i t u t i o n  

were t o  be l i q u i d a t e d .  Otherwise, t h e  promissory no tes  would be r e t i r e d  a s  an 

i n s t i t u t i o n ' s  ne t  worth p o s i t i o n  improves. Some cash would be generated f o r  

t he  i n s t i t u t i o n  during t h e  per iod the  no t e s  a r e  ou t s t and ing  s i n c e  t h e  Federa l  

i n su r ing  agency would pay i n t e r e s t  on i t s  promissory no t e s .  The i n s t i t u t i o n  

would pay dividends on i t s  ne t  worth c e r t i f i c a t e s  only i f  i t s  earn ings  would 

permit . 
Among the  requirements  t o  q u a l i f y  f o r  a i d  a r e  t h a t  an i n s t i t u t i o n :  

--have a  ne t  worth equal t o  3 percent o r  l e s s  of a s s e t s ;  

--have incur red  l o s s e s  during t h e  preceding two q u a r t e r s ;  

--not have incur red  l o s se s  a s  a  r e s u l t  of specu la t i on  o r  mismanagement; 

--agree t o  comply with a l l  terms which the  i n su r ing  agenc ies  s e t  f o r t h ,  
inc lud ing  those s p e c i f i e d  i n  the  l e g i s l a t i o n ;  

--have a  net  worth of  no l e s s  than 112 percent  of i t s  a s s e t s  a f t e r  
purchase of i t s  ne t  worth c e r t i f i c a t e s  by the  i n su r ing  agency; and 

--have a t  l e a s t  20 percent  o f  i t s  loans i n  r e s i d e n t i a l  mortgage 
ins t ruments .  



I n  g e n e r a l ,  t h e  amount of a i d  a v a i l a b l e  t o  an i n s t i t u t i o n  i s  determined 

by a  s l i d i n g  s c a l e  which t a k e s  i n t o  account bo th  t h e  l e v e l  of  n e t  worth and 

a c t u a l  l o s s e s  o f  an i n s t i t u t i o n .  An i n s t i t u t i o n  whose n e t  worth i s  between 2 

and 3 percen t  of a s s e t s  could  r e c e i v e  an amount equa l  t o  50 pe rcen t  of pe r iod  

o p e r a t i n g  l o s s e s ;  between 1 and 2 p e r c e n t ,  60 p e r c e n t ;  and between 0  and 1 

p e r c e n t ,  70 p e r c e n t .  However, t h e  i n s u r i n g  agenc ies  have f l e x i b i l i t y  t o  v a r y  

t h e s e  formulas ,  provided t h a t  an  i n s u r i n g  agency not  purchase  c e r t i f i c a t e s  from 

an i n s t i t u t i o n  e q u a l  t o  more t h a n  100 pe rcen t  of  t h e  i n s t i t u t i o n ' s  o p e r a t i n g  

l o s s e s  f o r  t h e  preceding pe r iod .  

S t a t e - i n s u r e d  i n s t i t u t i o n s  which o t h e r w i s e  q u a l i f y  f o r  c a p i t a l  a s s i s t a n c e  

a r e  pe rmi t t ed  t o  r e c e i v e  a i d ,  provided t h e  S t a t e  i n s u r a n c e  fund a g r e e s  t o  indem- 

n i f y  t h e  a p p r o p r i a t e  F e d e r a l  i n s u r a n c e  fund f o r  any l o s s e s  i n c u r r e d  by t h a t  

agency a s  a r e s u l t  of p rov id ing  a s s i s t a n c e ,  and provided t h e  S t a t e  i n s u r a n c e  

fund m a i n t a i n s  a  s p e c i f i e d  l e v e l  o f  assessments  on i t s  members. 

These new a u t h o r i t i e s  e x p i r e  t h r e e  y e a r s  a f t e r  enactment of t h e  l e g i s l a -  

t i o n .  

T i t l e  I11 i s  e n t i t l e d  t h e  T h r i f t  I n s t i t u t i o n s  R e s t r u c t u r i n g  Act.  It 

c o n t a i n s  t h r e e  types  of p r o v i s i o n s  of p a r t i c u l a r  n o t e .  F i r s t ,  i t  broadens  

c e r t a i n  d e p o s i t ,  l o a n ,  and inves tment  powers of  f e d e r a l l y  c h a r t e r e d  t h r i f t  

i n s t i t u t i o n s ,  both  i n  a r e a s  where t h o s e  i n s t i t u t i o n s  a l r e a d y  have o p e r a t i n g  

a u ~ h o r i t y  and i n  a r e a s  t h a t  a r e  new t o  them. The p r o v i s i o n s  which a l iow 

t h r i f t  i n s t i t u t i o n s  t o  develop r e l a t i o n s h i p s  wi th  commercial customers a r e  

cons ide red  t o  be e s p e c i a l l y  s i g n i f i c a n t .  F e d e r e l  t h r i f t  i n s t i t u t i o n s  a r e  

pe rmi t t ed  t o  put up  t o  10 percent  of t h e i r  a s s e t s  i n  commercial l o a n s  by 

January 1,  1984, and m a y  accept  demand d e p o s i t  accounts  from commercial l a a n  

cus tomers .  A t  t h e  same t i m e ,  t h e  d e p o s i t  i n t e r e s t  r a t e  d i f f e r e n ~ i a l  allowed 
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thrift institutions over commercial banks on certain types of accounts is to 

be phased out by January 1, 1984. 

Second, the Act provides for the establishment of a new type of account 

available to all forms of depository institutions to be "directly equivalent 

to and competitive with" money market mutual funds (MMFs). Among the regulatory 

distinctions affecting the competition between depository and non-depository 

institutions have been the exemption of MMFs from the reserve requirements, 

interest rate limitations, and other regulations promulgated by the Federal 

depository institution regulators. On the other hand, MMFs are not eligible 

for Federal deposit insurance. The Act directs the Depository Institutions 

Deregulation Committee, which administers deposit interest rate ceilings, to 

write regulations for the new account within 60 days of the legislation's 

enactment. 

Third, the title overrides State-imposed restrictions on enforcement of 

due-on-sale provisions in mortgage contracts, with certain exceptions. - 31  

Other significant changes are included in Title VI which limits insurance 

activities of bank holding companies, particularly underwriting and sale of 

property and casualty insurance, and Title VIII, known as the Alternative 

Mortgage Transaction Parity Act of 1982. According to the Conference Report, 

Title VIII "authorizes non-federally chartered housing creditors to offer 

alternative mortgages in accordance with the Federal regulations issued by the 

3/  According to a definition provided by the United States League of 
savings Associations: 

In signing for a mortgage with a due-on-sale clause the borrower 
agrees to pay the loan in full when the home is sold. This allows 
lenders to upgrade mortgage portfolios in times of fluctuating 
interest rates. 



a p p r o p r i a t e  F e d e r a l  r e g u l a t o r y  agenc ies .  Thus, t h o s e  c r e d i t o r s  w i l l  have 

p a r i t y  w i t h  f e d e r a l l y  c h a r t e r e d  i n s t i t u t i o n s . "  

A d d i t i o n a l  p r o v i s i o n s  r e l a t i n g  t o  n a t i o n a l  and member banks ,  amendments 

t o  t h e  F e d e r a l  C r e d i t  Union Act,  and misce l l aneous  d e p o s i t o r y  i n s t i t u t i o n  

amendments appear  i n  T i t l e s  I V Y  V ,  and V I I ,  r e s p e c t i v e l y .  

Among p r o p o s a l s  no t  inc luded  i n  t h e  f i n a l  l e g i s l a t i o n  which were inc luded  

i n  some v e r s i o n s  of e a r l i e r  l e g i s l a t i o n  a r e  p r o v i s i o n s  d e a l i n g  wi th  s e c u r i t i e s  

a c t i v i t i e s  of  d e p o s i t o r y  i n s t i t u t i o n s  and usury  c e i l i n g s .  P roposa l s  t h a t  would 

have al lowed d e p o s i t o r y  i n s t i t u t i o n s  t o  o f f e r  mutual funds d i r e c t l y ,  i n c l u d i n g  

money market  a u t u a l  funds ,  and t h a t  would have expanded o t h e r  p e r m i s s i b l e  

s e c u r i t i e s  a c t i v i t i e s  f o r  d e p o s i t o r y  i n s t i t u t i o n s  were excluded.  P r o p o s a l s  t o  

o v e r r i d e  c e r t a i n  t y p e s  o f  S t a t e  usury  c e i l i n g s ,  i n c l u d i n g  t h o s e  on consumer 

l o a n s ,  and t o  extend t h e  Federa l  preemption o f  S t a t e  usury  c e i l i n g s  on b u s i -  

n e s s  and a g r i c u l t u r a l  l o a n s  provided f o r  i n  P .L .  96-221 beyond t h e  c u r r e n t  

e x p i r a t i o n  d a t e  o f  A p r i l  1 ,  1983, were a l s o  dropped.  These p roposa l s  a s  w e l l  

a s  o t h e r  changes f o r  d e p o s i t o r y  i n s t i t u t i o n s  a r e  expec ted  t o  be  cons ide red  

i n  t h e  98 th  Congress.  
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