October 18, 2006

John Reich

Chairman

Office of Thrift Supervision

1700 G Street NW

Washington, DC  20552-0004
Dear Chairman Reich:

I appreciate you allowing Bob Russell of your staff to take a few minutes out of his busy schedule to visit with myself, Joe Rooney of the Maryland Office of Financial Regulation, and John Bishop of the Ohio Division of Financial Institutions on the subject of Money Service Business (MSB) relationships with banks. And especially to make available other key members of your staff for the visit as well. 
 
Each of our states is active in the Money Transmitter Regulators Association (MTRA), the states’ licensing and regulatory association related to MSBs. While there continues to exist a variety of approaches to MSB supervision at the state level (and not all states have such laws), there is substantial state-level interest in these businesses. That interest substantially overlaps the federal-level interest of seeking out and stopping money laundering and possible terrorist financing endeavors. To that end, we believe that our interests are the same as the federal banking supervisors. 
 
On the substance of our visit, we continue to find many MSBs having difficulty either retaining or obtaining depository relationships with banks, and for a variety of reasons. Our primary concern is that when the MSBs lose their depository relationships (and sometimes for reasons that do not appear to have sufficient justification from an overall risk aspect to the depository institution), those MSBs will effectively go underground. Our understanding is that this may be happening already. However, this is not to state that unresponsive, or unregistered, MSBs should be granted account access to the banking system. 
 
We believe there has been a substantial overreaction to congressional mandates as to how federally-insured depositories work (or do not work) with MSBs. The problems lie with the existing guidance and related examination procedures that place substantial obligation on banks to be the defacto regulators of these businesses.  In addition, bank examiners themselves overreacted early in this process and (unofficially) pressured banks to drop the accounts through various means. Lastly, some banks’ risk-averse  business models are now simply requiring that such accounts be closed. These areas need to be addressed in a positive manner.  
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Recommendations for consideration:
 
· Recognize the differences, distinctions, and variety of MSBs, as compared to banking organizations; 
 
· Consider a substantial revision to the April 2005 guidance to reduce the extent of a bank’s obligation to “know its customer’s customer”;
 
· Revise the risk matrix to delete the automatic classification of an MSB as “high risk”. Distinguish between the different categories of MSBs;  
· For your organization, the Office of Thrift Supervision, to establish an MSB specialty job classification as an on-going career position within the agency. The MSB Specialist position would become a resource expert on MSBs and be available to all field examiners to assist them in working with MSB depository accounts in the banks, and with bankers in maintaining these accounts. The MSB Specialist would develop direct knowledge of the various types of MSBs by joining state and IRS examiners on MSB examinations.  They would also be authorized to receive calls and input directly from MSBs and bankers on questions related to such banking and legal requirements, and be available to receive and act on MSB complaints of unreasonable treatment from banking organizations, and bank complaints of unreasonable treatment from examiners. 
 
There are thousands of MSBs around the country. Public policy is that it is better for them to operate within the banking system than to operate outside the system. Each of our organizations should do our best to provide for the entire structure to operate successfully. 
 
Thank you again for your time and your consideration.  
Respectfully Submitted,
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Randall S. James

MTRA Vice President and

Texas Banking Commissioner

Cc:

Joe Rooney, MTRA President



John Bishop, MTRA Board Member
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