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  a time when important change happens … 

 
Each of us has those moments in their personal and professional lives when 

something happens and you know your life will never be the same after that 

event occurs.  

As you examine First Monetary’s history, you’ll note that seven such 

watershed moments have influence its current reality:  

  The 1986 D&O insurance crisis that developed when the commercial insurance 

market limited or completely denied D&O insurance to community banks. A group of visionary New 

York Community bankers responded by supporting First Monetary’s founding. 

  The emergence of the internet in 1995.  We conceived the INTERmoNETary 

System solution to provide low/no cost web-site and related IT solutions to Members.  

  The 1998 Regulatory decision to allow large money-centered banks to enter the 

PMI reinsurance business. FM identified the emerging opportunities in the private mortgage 

insurance market space and became the first industry insurance company to provide a PMI 

reinsurance product to community banks.  

  The 2001 expansion beyond its NYS borders.  A group of similarly minded 

Pennsylvania community bankers agreed to join the Company and participate in FM’s PMI 

reinsurance program that year. 

  The 2008 financial crisis. This event accelerated industry consolidations adversely 

impacting FM’s gross premium income.  Compared to the 2007 baseline, D&O premiums declined 

in excess of $25,000 due to consolidation and related factors during the ensuing years. PMI income 

also declined $20,000 in the first year of the crisis in response to reduced mortgage activity. 

  The Federal Reserve's Zero Interest Rate Policy. This response to the financial 

crisis compressed rates and reduced FM investment income. Compared to 2007 baseline, current 

investment income declined more than $80,000 because of ZIRP. 

   The Consumer Financial Protection Bureau’s (“CFPB”) action against the private 

mortgage industry. This regulatory action compelled FM to voluntarily exit the PMI business.  

Compared to the 2007 baseline, gross PMI premium income declined in excess of $215,000 in 

response to this stroke of the pen action. 
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The three watershed events related to the 2008 financial crisis triggered a $220,000 reduction to income 

in 2015 compared to the 2007 base year.  By way of comparative analysis, if the financial crisis events 

had not occurred, FM could have posted a $100,000 profit in 2015 in lieu of a $135,000 loss using 2007 

baseline results. Notwithstanding the 2015 financial results, Member share values remain unchanged 

year on year because the Company long ago established a stabilization reserve fund to insulate 

Members from fluctuations in revenues and claim activity. 

Clearly, we are now approaching another watershed moment that’s been creeping up on us for most of 

the past decade. Inherent in the process is the question whether First Monetary can and should continue 

its fundamental mission to protect the decision makers at community banks.  

FM recognized the brewing storm and charted a new course in 2013.  The “Inititum Novum” (New 

Beginning) plan simultaneously addressed both income and liquidity issues triggered by the financial 

crisis. 

In response to the income issues, the Company launched its new Institution Affiliated Party (“IAP”) D&O 

insurance program creating an entirely new market segment – individual directors and officers and staff.  

An innovative web-based underwriting and administrative system is at the heart of the program.  The 

efficiencies realized from this 21st century distribution method allows FM to earn an operational profit 

(exclusive of claims) on premiums as low as $25 per year!  

Since the June 2015 meeting, three new bank members joined the company representing approximately 

$10,000 in new premium. In the same period, nearly one hundred IAP policies representing 

approximately $25,000 were realized. 

FM simultaneously faced a liquidity problem directly related to the CFPB action.  In short, the MGIC/FM 

PMI trust was prohibited from making cash transfers to FM until the final distribution of the program 

scheduled for March, 2023.  Distilled to the bottom line, PMI Trust assets in excess of $1,2000,000 were 

effectively “frozen” for ten years. 

Attendant to the IAP launch in 2015, FM’s action plan called for voluntary annual capital contributions 

from Members payable over a three-year period.   The voluntary capital contributions were intended to 

provide liquidity until the new IAP program generated an adequate revenue stream. The capital raise 

was intended to be temporary with the total amount being returned, without interest, to Members in 2017. 

FM raised $165,000 additional capital in 2014. The Company decided to not raise additional capital in 

2015 or 2016 due to the slower than anticipated IAP revenue.  

In lieu of raising additional capital, FM undertook a plan to commute the PMI reinsurance treaties with 

MGIC and RADIAN in Q3 2015. The Company worked with its PMI partners for nine months relative to 

regulatory, financial and other matters. The commutation process successfully completed in Q1, 2016.   
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Under the MGIC commutation agreement, FM relinquished claims to approximately $250,000 in 

projected future income over a seven-year period. In return, MGIC paid FM $30,000 in 2015 and 

released all remaining Trust funds in 2016.  The RADIAN program was also terminated at year end; 

approximately $125,000 of frozen funds were released to FM in settlement. These actions not only 

solved FM’s liquidity issues but also the uncertainty of potential adverse claim development in the future. 

That brings us to discussion of today.  Where do we find ourselves amidst these changing tides and 

what course should we chart next?  

At this point, there are no red flags relative to the Company’s statement of financial condition. In banker 

parlance, “FM has a clean balance sheet”.  Since the last meeting, the company’s liquidity issues have 

been addressed, with the commutation of PMI reinsurance treaties and the release of assets held in 

trust of approximately $1,300,000.  The majority of assets are currently held in cash or equivalents.  

There are no investment or collection issues. Claim reserves were reviewed at year end and deemed 

adequate by the Company’s claim actuary, Bill Miller of KPMG. Representatives from KPMG will present 

their findings at the annual meeting; their presentation is included in this report for reference. Lloyds of 

London continues to support FM. Underwriters at Lloyds renewed the D&O and IAP reinsurance 

program for 2016/17 without an increase in premium.  Additional risk management details are provided 

in the risk summation section that follows.  

To date, FM generated $35,000 in new business directly related to the IAP product. It’s unclear if IAP 

will generate the $200,000 revenues necessary to maintain long term operations at this time. 

Distilled to basics, First Monetary is positioned to carry out its current business plan through the end of 

the year. All Company services, including but not limited to E-Board, American Banker, Credit Union 

Journal and National Mortgage News will continue. During the period, FM will continue to aggressively 

promote the value of FM Membership to NY and PA banks as well as the importance of its IAP program.  

We will have a fuller picture by the time we sit down to year-end planning.  

To all involved, our sincere appreciation for your time and participation; both are noted…. and truly 

appreciated.  

Warmest Bermudaful Regards, 

 

 
 

Frank J. Shashaty, CPCU 
President & CEO 

First Monetary Mutual Limited 




