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SAVINGS AND TOAN ASSOCIATIONS: Reserve shares.

When the legzl reserve accounl equalz and exeeeds 50% of the outstand-
ing reserve shores, siweh reserve shaves beeome ineligible to recelve eswn-
ings in excess of the maximown dividends paid aed eredited all othec
classes of stock.

A sovings and Joan agsociation cannot issue additional reserve shares
subsequenl {o Lhe effective dute of Act 145, PA 1935, ’

No. 4318 February 21, 1966.

Hon. Jumes M. Hare
Recretury of State
Lansing. Michigan

You advisz me that only one savings and loan association invoked Sec.
5(e) of the Savings and Loan Act, Act 50, P.A. 1887, as amended. C.L.S.
1961 § 4895, MS.A. 1957 Rev. Vol, 1963 Cum, Supp. § 23.54%, and
msied Teserve shares,

Previous to 1958, Szc. 5{&) of the Savings and Loan Act providad in per-
tinent parl:

“Reserve shares may he igsuedd in establishing new associations and
may not be wilhdrawn until atter all liabilitics of the association have
been satisfied, including the pald in value of all other classes of stock,
and which reserve shares may receive as dividends, after all expenses
have heen paid, earnings nol cxcceding two |21 per cent over the
musimom dividends paid and credited all other classes of stock, unatil
the reserve fund hereinafter provided for reaches (501 per cent of
the -said reserve shares; and may be accomulated in addition to the
reserve fumd requirernents hereinafrer provided, which shares if issucd
shult be provided for in the articles of incorporation at the time of
ingorporation, * * % That associations now orzanized may make appli-
cation to the secretary of xlale 10 issne reserve shures. Upon the filing of
sich applizalion the secretary of state shall then procure the facts con-
cerming the finaneial standing and cligibility of such association, and
if after consideration of such evidence the secretary of stale deems 1l
advisable to permit such assowislion fo fssue reserve shures he may do
go.subjecl o the limilntions herein set forch.”

These shures were noi withdrawnble until after all liabilities of the new
sssocintion had been satisfied or unti] the logal reserve fund created our of
carnings equal 50% of reserve shares.

I understand that the one péw organization issuing sail reserve shares
was incorportated in 1945 and lesned such shores periodicelly during the
yvears 1943 o 1956, No other applications were processed.

The legal rescrve (loss reserve) acgount in this association as of Tune
30, 1963, in the amount of $12,883, not only excesded SU% wl rosorve
shures hul viriually equalled the then ouistanding total reserve shares, No
ndditional roserve shares were iasued after 1057 until July, 1963, when ano
additional $2,100 wers issued, making the ourreat outstanding fotal at
515,800,
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You have asked my opinion on the foliowing questions:

“1. Al such time as Ilcgal reserve account equalled and exceeded
30% of the outstanding reserve shares did such reserve shares become

ineligible to raceive earninps [n excess of the moximem dividends paid
amwl cresliled all olher classcs of stock?

“Z. May the association lepally issue addilional rescrve shares
subszequent to the ellective date of Act 148, Public Acts of 195877

In 1958 the provision suthorizing the issuance of such reserve sharas was
deleted from the act by Act 148, P.A. 1958, which has now Been super-
seded by Act 156, P.A. 1964, ns nmended, being Act 118, A, 1965, M.5.A,
Cur, Mat. § 23.540{110) ot seq., and this act likewiss has no provision for
rezerve Fhares.

See. 201 of the 1964 act provides in purt:

*Dividends shull be declated in sccordance with the prowvisions of
this act. Except as to short -tarm accounts and accounis of $50.00 or
Iess, no association shall prefer one of ils savings nocounts over any

other savings accounl us to the right to participate in dividends as to
tme or amount.”

You bave advised me orully that these reserve shates are peculiar to the
State of Michigan, although plans in other states have somewhat the same
purpose. For example, the "QGuarantee Capital Siock Plnp” discussed in
Sundheim-Building and Loan Associations (Thicrd Bditfon), page 13

“This gnatantee slock must be replenished in case of impairment.
Tn return for the risk involved those who supply thiz capiial receive
all the carnings of the assoclation over and above |he umount required
1o pay dividends to other classes of stock and have aclual contrel of

the affzirs of the uworiation. * * * The issuance of this kind of stock
musl be expressly authorized by statute,”

In opinion Weo., 1433, Q.AG. 1951-1952, muwe 302, we concluded that

reserve sharss should be classilfied as invested shares and not as legal
Teserves,

Therefore, your first question is answered “Yes™ amd your second gues-
ﬁﬂn “Nﬂ,“
FRANK 1. KELLEY,
Attorney General




