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Background:

The Financial Institutions Reform,
Recovery and Enforcement Act of
1989 (FIRREA) amended the Home
Owners’ Loan Act by adding Sec-
tion 5(t), requiring the OTS to adopt
minimum capital standards for sav-
ings associations. On November 6,
1989, OTS promulgated a new capi-
tal regulation for savings associa-
tions. This regulation became effec-
tive December 7, 1989.

The new capital regulation requires
savings associations to satisfy three
separate minimum requirements: a
risk-based, a leverage ratio (core
capital), and a tangible capital stan-
dard. The capital regulation also
requires a mandatory “phase-in” of
higher capital standards such that
the 100 percent risk-based capital
standard will be effective on Decem-
ber 31, 1992. FIRREA imposes sev-
eral statutory requirements that are
phased-in by January 1, 1995.

General Policy:

Proposals and applications to con-
summate a significant transaction
must adequately demonstrate that
the acquired or resulting association
will meet its fully phased-in capital

requirement upon consummation of
the transaction. The fully phased-in
capital requirement is the savings
association’s  minimum capital
requirement based on its current
portfolio under the statutory and
regulatory standards that will be
applicable on January 1, 1995.

Applications to consummate signifi-
cant transactions that do not demon-
strate to the satisfaction of the Dis-
trict Director that the resulting
savings association will meet the
fully phased-in capital requirement
upon consummation are generally
unacceptable unless all of the fol-
lowing criteria are met:

(1) The acquired or resulting associa-
tion will meet or exceed its currently
applicable tangible, core, and risk-
based capital requirements, upon
consummation of the transaction;

(2) In cases where the transaction
involves an acquisition of control
(including an acquisition pursuant
to a merger), the control party(ies)
of the acquired or resulting associa-
tion executes a limited capital mainte-
nance agreement in accordance with
OTS policy set forth in Thrift Bulle-
tin 5a ("Capital Maintenance Agree-
ments”). The acqulrer(s) must have
the resources and ability to meet the
obligations under such agreement
or the agreement must be guaran-
teed by a party acceptable to the
Director of OTS, or his designee;
and,

(3) The applicant submits a capital
plan for the resulting savings associ-
ation that is acceptable to the Dis-
trict Director and demonstrates that
the resulting savings association
will comply with the fully phased-in
capital requirement within a reason-
able period of time, not to extend
beyond December 31, 1994.

Standard and Simple Holding
Company Conversions:

When the net proceeds generated in
connection with a standard conver-
sion (or a simple holding company
conversion) from the mutual to the
stock form of ownership are not suf-
ficient to bring the savings associa-
tion into capital compliance with its
fully phased-in or current minimum
capital requirements upon consum-
mation of the conversion, the trans-
action may be permitted provided
that the applicant demonstrates in a
capital plan, acceptable to the Dis-
trict Director, that the resulting sav-
ings association will meet or exceed
the applicable minimum capital
requirements no later than December
31, 1992 and the fully phased-in cap-
ital requirement within a reasonable
period of time, not to extend beyond
December 31, 1994.

The capital plan must be submitted
in accordance with the requirements
of TB 36a ("Guidelines for FIRREA
Capital Plans, Exemptions and
Exceptions”) and successor Bulle-
tins.
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association would not meet its fully
phased-in capital requirements will
generally be disapproved, except
where the transactions involve capi-
tal distributions permissible under
OTS regulations and guidelines on
apital distributions.

As long as the resulting association
falls below its current minimum
capital requirement, the capiig
should not contemplatg
resulting savings assg
increase assets in a
inconsistent with the limit;
forth in FIRREA and
Bulletin 3a-1 ("Policy Staterng
Growth for Savings Associati®
and successor bulletins, or pay cap
tal distributions or engage in activi-
ties or investments that are gener-
ally prohibited for capital-deficient
associations as set forth in OTS
rules, regulations, policy statements
and existing supervisory or enforce-
ment documents.

Capisal Adequacy:

statement does not pre-
ice from requiring the
ed savings associ-

acquirer(s) or o
during the appli
capital must be mai
higher level and will Te
the business and capital
revised accordingly.

Cash-out Mergers:

Transactions that involve a cash-out
merger where the resulting savings

Delegation:

An application subject to this Bulle-
tin may be decided by the District
Director unless the application
raises a significant issue of policy or
law. Applications that fail to comply
with the policies set forth in this
Bulletin are deemed to present such
issues. OTS Washington staff will
consult with the Director before ren-
dering a decision on an application,
or sending the application to the
Director for a decision, where the
application presents a significant
issue of law or policy.

In general, non-standard conditions
should not be imposed. The District
Director must receive the concur-
rence of the Washington staff or the
Director before imposing an agree-
that contains non-standard
NEEAONS.

-+
— John F. Dyney

Acting Senior Deputy Director for Supervision
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