
DISCONTINUANCE OF MEMBERSHIP OF NATIONAL 
BANK CONVERTING INTO STATE INSTITUTION 

I t appears t h a t a c e r t a i n n a t i o n a l bank may convert 
i n t o a S ta te bank, th rough vo lun ta r y l i q u i d a t i o n as a n a t i o n a l 
bank and the t r a n s f e r o f i t s assets and l i a b i l i t i e s t o a newly 
organized S ta te bank; and i t i s poss ib le t h a t i t may then be 
urged t h a t the newly formed S ta te i n s t i t u t i o n i s au toma t i ca l l y 
a member bank o f the Federa l Reserve System. I n order t h a t the 
Federa l Reserve bank o f the d i s t r i c t i n ques t ion may not be r e -
garded as acqu iesc ing i n t h i s v iew by any a c t i o n or course o f 
conduct, i t i s impor tant t h a t i t consider c a r e f u l l y what a c t i o n 
i t should or should not take i n order t o see t h a t the membership 
o f the n a t i o n a l bank i s te rmina ted and i n o rder not t o act i n any 
manner i n c o n s i s t e n t w i t h the f a c t t h a t the newly formed S ta te 
i n s t i t u t i o n i s not au toma t i ca l l y a member bank. 

There are .suggested i n the f o l l o w i n g l i s t c e r t a i n ac t i ons 
which the Federa l Reserve bank might w e l l take o r avo id f o r the 
purpose s t a t e d : 

C a n c e l l a t i o n o f Federa l Reserve Bank Stock* 

Forms f o r a p p l i c a t i o n f o r t he c a n c e l l a t i o n o f Federa l 
Reserve bank stock and the re fund o f balances due t o the n a t i o n a l 
bank should be sent t o the bank immediately upon advice o f i t s 
l i q u i d a t i o n and the mat te r then handled i n accordance w i t h the 
p r o v i s i o n s o f Regu la t i on I o f the Board o f Governors* Any o ther 
s teps cus tomar i l y taken i n connect ion w i t h the c a n c e l l a t i o n o f 
s tock o f a l i q u i d a t i n g n a t i o n a l bank should a l so be taken w i thou t 
d e l a y . Of cours&, no Federa l Reserve bank s tock should be issued 
t o the newly formed S ta te i n s t i t u t i o n un less i t should be admi t ted 
t o membership i n the es tab l i shed manner under the p r o v i s i o n s o f 
s e c t i o n 9 o f the Federa l Reserve A c t . 

C o l l e c t i o n s o f Cash and Noncash I t e m s . 

C o l l e c t i o n s o f cash and noncash i tems f o r the o l d bank 
should be l i m i t e d t o c o l l e c t i o n s cus tomar i l y made f o r member banks 
wh ich have been p laced i n l i q u i d a t i o n . L i kew ise , c o l l e c t i o n s o f 
cash o r noncash i tems f o r the new bank should be made, and i tems 
sent t o i t f o r payment or c o l l e c t i o n , on ly under the same c i rcum-
stances t h a t i tems are c o l l e c t e d f o r o r sent t o o the r nonmember 
banks. Of course, i t would be i n o rder t o t r e a t the newly formed 
i n s t i t u t i o n as a nonmember c l e a r i n g i n s t i t u t i o n , i f i t should so 
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des i re and should p roper l y e s t a b l i s h a balance w i t h the Federal 
Reserve bank f o r t h i s purpose pursuant to the prov is ions of sec-
t i o n 13 o f the Federal Reserve Ac t . I t might be w e l l to advise 
the new bank i n w r i t i n g of the cond i t ions under which items would 
be received from i t f o r c o l l e c t i o n . 

Reserves. 

The a p p l i c a t i o n form f o r cance l l a t i on of Federal Reserve 
bank stock would inc lude a p p l i c a t i o n f o r the r e t u r n of balances 
due from the Federal Reserve bank to the l i q u i d a t i n g bank. I n o r -
der to a n t i c i p a t e any suggestion or c la im t h a t such balances or any 
p a r t thereof should be considered as a reserve balance maintained 
by the newly formed State bank under sec t ion 19 o f the Federal Re-
serve Ac t , cons idera t ion might be g iven to adv is ing both the o l d 
and the new banks t h a t t h i s balance i s being he ld f o r d i s p o s i t i o n 
i n accordance w i t h du ly author ized i n s t r u c t i o n s from the l i q u i d a t i n g 
i n s t i t u t i o n , but t h a t i t can not be maintained as a balance f o r the 
new i n s t i t u t i o n . Of course, i f p roper l y assigned or t r ans fe r red by 
operat ion o f law to the new i n s t i t u t i o n , the balance could, under 
proper i n s t r u c t i o n s , be used as a nonmember c l e a r i n g balance under 
sec t ion 13 o f the Federal Reserve A c t . 

No deposi ts should be received from or items placed t o 
the c r e d i t o f the newly formed State bank unless and u n t i l an a r -
rangement f o r a nonmember c l e a r i n g balance has been consummated. 

C r e d i t Accommodations. 

The Federal Reserve bank should not extend c r e d i t t o the 
new i n s t i t u t i o n , through making any purchase from i t or making any 
loan or d iscount f o r i t , except i n so f a r as might be done f o r a 
person o ther than a member bank ( e . g . , under the l a s t paragraph of 
sec t ion 13 o f the Federal Reserve Act regard ing loans on>Government 
o b l i g a t i o n s , or i n the manner provided i n sec t ion 13b o f the Federal 
Reserve Act regard ing i n d u s t r i a l l oans ) . 

Reports and Examinations. 

No repor ts o f c o n d i t i o n or s i m i l a r repor ts should be 
c a l l e d f o r f rom the new State i n s t i t u t i o n by the Federal Reserve 
bank, or examinations or i n v e s t i g a t i o n s made o f i t by the Federa l 
Reserve bank (except i n connect ion w i t h an a p p l i c a t i o n f o r member-
ship) ; nor should any repor t s be requested from or examinations 
made of any a f f i l i a t e or ho ld ing company a f f i l i a t e on the bas is 
o f the membership o f the new State i n s t i t u t i o n . 
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Ei i fo rcement o f Law and R e g u l a t i o n s . 

I t wou ld seem u n d e s i r a b l e f o r t he F e d e r a l Reserve bank 
t o r e q u e s t o r r e c u i r e t h a t t he newly fo rmed S t a t e bank t a k e any 
a c t i o n o r r e f r a i n f r o m any a c t i o n w i t b a v i ew t o h a v i n g i t conform 
t o any p r o v i s i o n o f l aw o r r e g u l a t i o n a p p l i c a b l e t o t h e o p e r a t i o n s 
o f member banks o r t h e i r a f f i l i a t e s ( u n l e s s t h e P r o v i s i o n i s e q u a l l y 
a p p l i c a b l e t o nonmember banks o r t h e i r a f f i l i a t e s ) and i f any c o r -
respondence w i t b t he S t a t e i n s t i t u t i o n w i t b r e g a r d t o any such m a t t e r 
shou ld become necessa ry , i t shou ld be based uoon t be premise t h a t t h e 
bank i s no t a member o f t h e System. M e r e l y as examples o f t h e t y p e 
o f law o r r e g u l a t i o n i n q u e s t i o n , a t t e n t i o n i s d i r e c t e d t o t h e p r o -
v i s i o n s o f s e c t i o n 5136, Rev ised S t a t u t e s , and t he r e g u l a t i o n s o f 
t h e C o m p t r o l l e r o f t h e Cur rency t h e r e u n d e r , t he p r o v i s i o n s o f law 
p r o h i b i t i n g member banks f r o m l e n d i n g on o r p u r c h a s i n g t h e i r own 
s t o c k , t he p r o v i s i o n s o f s e c t i o n 23A o f t h e F e d e r a l Reserve A c t , 
and t h e p r o v i s i o n s o f t h e C l a y t o n A c t and t h e r e g u l a t i o n s o f t h e 
Board" o f Governors t h e r e u n d e r . There a r e , o f c o u r s e , many o t h e r s . 

Cu r rency and C o i n . 

The F e d e r a l Reserve bank shou ld no t s u p p l ^ c u r r e n c y and 
c o i n t o t h e newly o r g a n i z e d S t a t e ban-: o r r e c e i v e c u r r e n c y and c o i n 
f r o m such ban1 ' , o r absorb t h e expense o f sh ipment o f c u r r e n c y and 
c o i n t o and f r o m such b a n ; , except t o t h e same e x t e n t and under t h e 
same c i r c u m s t a n c e s as f o r o t h e r nonmember banks . 

S a f e k e e p i n g o f S e c u r i t i e s . 

I t wou ld seem i n a d v i s a b l e f o r t h e F e d e r a l Reserve bank t o 
u n d e r t a k e t h e s a f e k e e p i n g o f s e c u r i t i e s f o r t h e newly o r g a n i z e d mem-
be r bank ( e x c e p t perhaps as s e c u r i t y f o r b a n k r u p t c y f u n d s w i t h a 
p r o p e r c h a r g e ) , and i t shou ld a r r a n g e t o r e t u r n t o t h e l i q u i d a t i n g 
n a t i o n a l bank any s e c u r i t i e s h e l d f o r i t s accoun t as p r o m p t l y as 
p o s s i b l e . 

T r a n s f e r s o f Funds by Leased ' w i r e . 

Funds shou ld be t r a n s f e r r e d f o r t n e newly o r g a n i z e d s t a t e 
bank o n l y t o t h e same e x t e n t and under t h e same r e s t r i c t i o n s t h a t 
t h e y a r e t r a n s f e r r e d f o r o t h e r nonmember banks . 

Purchase and S a l e o f S e c u r i t i e s . 

U n l e s s i t i s t h e p r a c t i c e o f t h e F e d e r a l Reserve bank t o 
p l a c e o r d e r s f o r t h e purchase o r s a l e o f Government s e c u r i t i e s o r 
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other securities for the account of nonmember banks, no such orders 
for the purchase or sale of securities for the newly organized State 
bank should be handled by the Federal Reserve bank. 

Participation in Elections of Federal Reserve Bank Directors. 

Since the new institution as a nonmember would not be en-
t i t l ed to participate in elections of Class A and B directors of 
Federal Reserve banks, no le t ter , notice or other advice concerning 
such elections should be transmitted to the new bank. 

Informational Services. 

The name of the newly organized State bank should not be 
placed on the l i s t with member banks to receive any copies of re-
views, reports, bulletins, regulations, notices, etc., which are 
customarily sent to member banks but not to others. 

Miscellaneous. 

The conversion by the Federal Reserve banks of Canadian 
currency and coin into United States funds and the sale by the Re-
serve banks of other foreign currency and coin for the account of 
member banks are other services which i t is understood are performed 
only for member banks and should, therefore, not be performed for 
the new State bank. 

Federal Reserve exchange drafts could not, of course, be 
issued for the new State bank, inasmuch as i t would have no balance 
with the Federal Reserve bank available for the purpose. 

Inasmuch as the new State bank would not automatically 
be a member bank, i ts deposits would not be insured under section 
12B of the Federal Reserve Act except upon application and approval 
by the Federal Deposit Insurance Corporation. Likewise, i t would not 
be eligible to serve as a financial agent of the Government or as a 
depository of public funds (except in special cases). I t is assumed 
that i t would not be necessary to advise the Federal Deposit Insurance 
Corporation or the Secretary of the Treasury that the new State bank 
is not a member of the Federal Reserve System; but the point might 
be considered. 

I f the new State bank, without being admitted to member-
ship in the Federal Reserve System, should advertise or represent 
that i t is a member of the System in violation of the Act of May 24, 
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1926 ( U . S . C . T i t l e 12 , s e c t i o n 5 8 6 ) , i t wou ld seem t h a t t h e v i o l a -
t i o n shou ld be r e p o r t e d t o t h e p r o p e r a u t h o r i t i e s i n t h e same 
manner as o t h e r v i o l a t i o n s o f the c r i m i n a l p r o v i s i o n s o f t h e bank -
i n g l a w s . L i k e w i s e , i f t he new bank shou ld a d v e r t i s e o r r e p r e s e n t 
t h a t i t i s i n s u r e d unde r s e c t i o n 12B o f t h e F e d e r a l Reserve A c t 
w i t h o u t h a v i n g been a d m i t t e d t o t h e F e d e r a l Reserve System o r ap -
p r o v e d by t h e F e d e r a l D e p o s i t I n s u r a n c e C o r p o r a t i o n f o r i n s u r a n c e , 
t h e m a t t e r s h o u l d be b rough t t o t h e a t t e n t i o n o f t h e Board o f 
GovernorSo 
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