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BANK MANAGTIAFNT

INTRODUCTIOR

This study embraces a review of the principal provisions of Federal
and State laws which have been enacted and are in effect for the improve-
ment of the management of banks and of writings, speeches, hearings and
reports, and other data, indicating the views of prominent public of-
ficials, economists, bankers, btusiness men, and others (contained in
various periodicals, reports of hearings and commissions, ete.) with
respect to past management practices and policies, particularly with ref-
erence to their wesknesses and the effects thereof, as well as suggesticrs
which have been made for the improvement of bank manzgement. The study
has been divided into two principal parts. Part I indicates some of the
outstanding defects or wenknesses in minagement and Part II treats of
the statutes and practices now in effcoct and of suggestions which have
been made for the enactment of additiconal legislation and for the esteb-
lishment of certain other ypractices for the purpose of improving bank
management,

Many of the statutes prohibit unwise investments, the improper decla-
ration of dividends, the receipt of depesits after insolvency, and other
unsound practices, and were undoubtedly intended to insure sound bank
nanagement. While such statutes may plaoce restrictions upon the actions
8 directors and officers, they are simed ot the improper practices them-
solves and not at the gualifications of the managing directors and officers
and, therefeore, are not included in thip study. As used in this study, the
tern "pank management" is intended to refer t¢ those perscns charged with
the management of a bank--directors, officers and employees—--with particu-
lar reference to their qualification, fitness, and integrity. The term

"panker" or "bankers" is used synonymously.
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PAKT I

WEAKNESSES IN BANKL MAUACGEMENT AND EFFECTS THFEREQOF

The principal wecknesses or defects in bank manageiaent which have beaen
noted are incompetency, lack of sense of responsibility and inattention o
duties, and dishonesty on the part of bank directors und officers. Thes=
have been evidenced by the practices of benkers with respect to: viola-
tions of laws and regulations and scund principles relating to loans and
investments, slow assets, demosits, capital accounts, earnings and cdivi-
dends, personnel, too rapld expansicn or establishment of btranches, estan-—
lishment of and relationships with affiliated organizations, typves of busi-
ness and services rendered, parallel connections and services of bankers,
advances to bankers and their interests for speculative amd promctional
ventures, other transactirns in which the bankers have personal interests,
and the misapplicaticn and embezzlement of funde.

A classification by apparent couses of failures of the 1786 nsational
banks which suspended from 1865 through October 81, 1931, indicated that
incompetent management and dishenesty were invelved in the case of 1082 of

(1)

these banks, as shown by the following summary:
No. of banks

() Incompetent managencnt 617
(B) Dishoncsty 82

(A-B) Combinaticn of incumveotent manage-
nent and dishonesty 26

(A-C) Combinatitn of incompetent manage~
ment and local financial depression
from unforeseen disaster 292
(B-C) Combinatiom of dishonesty and local
financial depression frou unfore-
seen disaster 23
(A-B-C) Combinatisn of incompetent manage-
nent, dishenesty, end local fincneial
depression from unforescen disaste 2
1052

(3.) "The Analysis of. Naticnal Bank Failures 1865-19%2"%, Ph. D. thesis sub-
nitted by A. R. Tcbbutt at Harvard University in Docenber, 1934, hosed
upon date taken from the annual report of the Comptreller of the
Currency, 1931. (Comptroller's repcrts do not indicate causes of
failures subscquent to October 21, 19%1.)
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In this connection, the following tubulation(l) is of interest:
CAUSES 0T FAILURE OfF NATIONAL BANKS

Ratio of number of occurrences of each cause to the total
occurrences of all causes (in approximate percentages)¥

Fraud and Depression
Poor Violation  All Internal and Depre-
Manzgement  of law Causes ciation of
Years -1 - -2 - -1 - and - 2 — Assets
1865-1872 47 32 79 20
1873187 26 23 49 &0
1880-1889 Rl 41 62 38
1890--1900%% 3L 29 60 8
1901-1905 1 48 69 0
1806-1908 25 48 73 “8
1909-1913 20 55 75 25
1914-1820 25 83 88 12
1921-19R&%¢ 23 18 41 58
1925-1929#
West of Mississippi
Rivers 31 Y 40 60
East of Mississippi
River, mainly in
agricultural South 32 26 58 41
1230-1931%¢ 51 1 52 a7

#* Computed from data given in the Annual Reports of the
Comptroller of the Currency. The data apply to all
national banks placed in the hH:ands of a recelver.

e

% The starred pericds contnin years of severe depressilon.
These periods shew a sharp decline in fraud aznd illegel
practices s causes of fallure.

# Beginning 1925 the Comptrcller's reperts classify causes
of failure only as (a) incompetent management, (b) fraud,
and (c) depression. This results in a rcduction of the
size of Greoup 2 by putting viclation of banking laws, ex-
cessive loans, ete., into thie category of poor management.

(1) "Bank Failures - Causcs and Remedics", by R. G. Thoaas, Associate
Prof. of Fe., Purdue University, Jouwrnal of Buginess of the University
of Chicago, July 1935, p. R08.
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With respect to 210 state superviserd institutions which failed in

Indiana from 1925 to 1831, a table (see Appendix I(A)) prepared by the
Study Commission for Indiana Financial Institutions (19%2) indicated that
about 63% of such failures were caused by improoer loan policies, ineffi-
cient management and breach of trust; 8% by inadequate state supervigion;
and R9% by external causes, such as declining price levels and earnings of
Lorrowers, psychological attitude of the public, faillure of other banks,
ete.

In summarizing the causcs of failurc of 163 State banks in Michigen
between January 1, 1830, and February 11, 1933, Professor R. G. Fodkey,
of the University of Michigan, stated:

"But, while indiscriminate censure of all those
bankers whose institutions failed to survive is clearly
unwarranted, an overwhelming percontage of our 163
failurcs must be ascribed to one fundamental cause -
plain incompetence. % 3 9 ¥

"Two clements in our American banking system tend
to foster incompetence in the management of individual
institutions. The one is our system of indspendent
unit banks. 3¢ ¥ S 3

"The second element tending to breed incompetent
bank managements is closely related to the first. Ref-
erence is to our dual system of control. So long as
State banking departments and the Federal government
compete with each other for the privilege of granting
charters to promoters of new banks, the difficulty of
limiting such charters to competent persons is obvicus.

VR VEEN
PR S

"But incompotence in management cannct be elimi-
nated by merely rescrving to the Federal government the
right to grant bank charters. The problem cxtends even
to the managoments of old, well cstablished, and highly
respected institutions. To meet it, we must, in the
first place, find ways and wmeans of keening incomnctent
indiviauals out of c¢xceutive positions in banks; 2nd, in
the second place, wo must narrow the scopc within which
incompetont managenent may operate."(1)

(1) "State Bank Failurcs in Michigon', Vol VII, University of Michigan
Busincsg Studies for 1355. The author stated, "with one exception,
these banks were located outside Detroit and they therefore helonged
in the country bank classification. During this same pceriod 411
other State tanks remained open."
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J. J. Driscoll, prominent Philadelphia bank analyst, in discussing
bank manegement, stated:

"After loans and investments the factor most fre-
guently cited by receivers ce an importsnt cause of
failure was the quality of maonagement. In many cases
the former officials were referred to as incompetent,
weak, ylelding, and lacking in courage.

"Tt is o fair statement to say that 85 per cent
of the success of any bank is traccable to its manage-
ment and not to its size or location. The wnhaoalily
loan and security situation slready discusscd, and .
other pertinent points that have influenced these banks
largely reflect the viewpoint, ability and foresight of
the management.

"In some instances the size of the bank would
hardly permit the hiring of capable management because
of the lack of carnings to pay reguired salaries. Howe
ever, in many of these casces high rates of interest
were pald on deposits. It would have been sounder to
curtail interest rates snd apply a portion of the cum
saved to obtain more capable officers.

"Occasionally, the deminance of one man vho spent
only part of his time in the bank was the chief factor
of weakness. His conclusicng and pelicies forced on
the bank, were influenced by politics, and by nossible
¢ffect on other business with which he was associated,
etec.”

e
kK
e
e
s
B
J
B3
3
Al

"Lack of definite policics and goals to be at-
toined was very prevalont. Preconceived pelicios for
malking loans and investments, and for their liquida-
ticn were missing. Predetermincd stendards of earn-
ings to be attained were rarcly sasked of the manage-
ment. If these things are not worked out in advance
thon the final result is placed in the hands of luck
with everyone hoping for the Lest."(1)

(1) "Closed Banks — A Study of Causes", A.B.A. Journal, June 1933, p. 17;
based upcn data furnished to Thomas B. Paten, then assistent general
counsel of the A.B.A., by Government officials in charge of liquida-
tion. The number of banks cr the pericd covered was not stated.
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Mr. Driscoll listed, in the order of relative importance, 24 causes
of failure, from which the following caunses relative to management were
taken:

1. Frozen loans
2. Owned insufficient guantity of securities
3. Incompetent management
6. Dishonesty
11. Loans to officers and directors
15. Activities of individuals connected with
the bank, detrimental to good will
16. Excessive competition
2l. Loans to affiliated companies
23, Managed by persons with political
connection.

With further reference to the matter, he stated:

"The greatest number of closings is traceable to
loan losses arising from the fact that the bank did
not insist on ligquidation until it was too late, or
concentrated its loans in a few lines or suffered a
severe depreciation of collateral values. Incompetent
management was, of coursc, a factor of great impor-
tance in most fallures entering into this analysis.

"Contrary to a widely accepted belief, securitics

depreciation was not the cause of most failures. 3 3% %

"Failure to maintaln a reasonable degree of liqui-
dity was present in a great majority of instances. i %

"The banks included in this study were located in
farm, industrial and resort communities and in a few
instances in medium sized cities.

"The range of populaticon was from towns of 1,000
to cities of 80,000 or over. Wore than half the banks
in this analysis were in towns of 5,000 or less."(1)

(1) ibid. p. 14.
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In a paper presented at a meeting of the Academy of Politicol Sclence

in January 1833, Pierre Jay, Chairman of the Fiduciary Trust Company of

New York, made the following statement with recspecct to the responsibility

of management for bank failures:

With

A, Tamne,

"From the best information obtainable concerning
the bank failures of this eleven-year period, two
general obscrvations may be made:

"First, the vast majority of them were due to
mismanagenment reflected principally in over-lending,
in exploitation by officers and directors and in some
disregard of legal restrictions., ¥ % ¥ 3

A

"The second observation is that about 80% of the
failures were those of very small local banks * % % %,
They cannot pay for experienced management, even if it

3,

were locally available. % # 3¢ ¥

"If mismanagement was the principal cause of fail-
ures, it seems fair that the Tailure of bank supervi-
sion to correct it should also be assisned some second-
ary share in the responsibility for what has occurred.
¥ 3% % % But in assigning a share of the responsibility
to supervision, it must ne borne in mind that ncither
banking laws nor bank supcrvision can ever perfornm the
positive function of assuring sound bank management.
Bank suncrvisors do not muanage banks and, at best, they
can only perform the ncgative function of criticizing,
after the fact, the loans and investments which bank
managers have made; and only by extreme measures, which
the laws seldom permit, can they make their criticlisns
effective if bank officers snd directors are not co-
operative. * # % & M(1)

respect to directors' responsibility for bank failures,
State Bank Examiner, New Mexico, stated:

"I feel that indifferent and inexperienced dirsc-
tors were respinsible teo a large cextent for the many
failures in this state during the five yecars preceding
18€7. 1In my opinion, fully 60 pcr cent of the direc—
tors of the defunct banks in New Mexico were incapable
of analyzing a bank statement, and a large percentage
oif the remainder were too arsorbed in collateral under-~
takings to devote any time to the affairs of their in-
stitutions."(2)

Lawrence

(1) "The Structure of the Banking System", Procecdings of the Academv of
Political Science, Janaary 1933, Vol. XV, pp. 152-153.

() The Bank and Its Directors, Ronald Press (1929) p. 55.
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In writing on the subject of directors' lack of a sense of responsi-
bility and inattention to duties, Craig B. Hazlewood, Vice President of
the First National Bank of Chicago, stated:

"Directors often fail to be helpful because they
are inclined to take an impassive attitude rather than
active interest in managing and directing the affairs
of the bank. In other words, they fail to appreciate
the full significance of the office of trust in which
they are placed and which they must properly discharge
if they expect to make a proper accounting of steward-
ship to the stockholders whom they arc representing.
They are not only under obligation to direct a bank's
management, but they should have every confidence in
it themselves and do their business with it. There
are instances where the directors sit on the board of
one bank and keep thcir money in another, probably a
rival institution. A director should use every means
toward getting business for the bank and be its active
supporter.®

"In Michigan, Commissioncr R. E. Reichert became
convinced that many dircctors were not cognizant of
the condition of their institutions or of their re-
sponsibility for that condition. It was discovered
that the prerogatives of the dircctors were somectimes
usurped by the executive officer and that in many cascs
inaction was duc to incompctence, lack of initiative,
or insufficient time. On more than onc occasion it was
discovered that items which had been subjccted to criti-
cism in the correspondence following sxamination by the
State Banking Department, were omitted in the reading
of these letters before the board of directors and in
the written minutes of such meeting. Situations that
were seriocus and detrimental to the interests of the
executive officer were frequently omitted."

3w

N

7

L
<

-
i
o
S
e
¥

"The chief causes of fuilure, in summary, have been
ignorance, or an intellectual and moral disregard of
established rules and margins of safety; it is chari-
table to describe these causcs under the double heading
of mismanagement and incompetence." (1)

(1) The Bank and Its Directors, Ronald Press (19£9), pp. 33, 48 and 52.
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Mr. Hazlewocd also set forth the comments of several state bank super-
intendents and examiners on the negligence and incompetency of many bank
directors. Some of these comments are included in Appendix I(B).
VWith respect to the lack of sense of responsibility of directors,
F. ¢. Awalt, while Deputy Comptroller of the Currcncy, stated:

"Lack of knowledge of their rcsponsibilities by
dircctors still remains the cause of many bank fail-
ures. The duties of a bank director and the nature
of btanking places functions upon the director not un-
like those of a trusteec.

"The law does not intend that a director shall be
a figurehead, but placcs specific responsibilities and
liabilitiecs upon him. Directors are bound to maintain
supervision over the affairs of the bank at all times
and to have a gencral knowledge of the character of
the business and the manner in which it is conducted.
They may delegate the coperation of the business to duly
authorized officers, but this docs not absolve them
from maintaining supcrvision «over the affairs of the
baniz at all timces.

"Dircctors osre liahle under both statutory and
common law. They cannot cescape liability to stock-
holders by maintaining they did not know of unfortu-
nate transactions, were ignorant of the business of
the bank, or did not particlipgate in the transactions.
They may be suced where lack of knowledge is the result
of negligent inattention."(1)

(1) Summary of remarks on sn address, "The Duties and Responsibilitices of
Bank Dircctors", Procecedings Second Central Atlantic States Bank
Management Confecrence, Washington, D. C., Pebruary 26-27, 1931, p. 924.
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The following decision of the Supreme Court indicates directors'

responsibilities:

"The directors must exercise ordinary care and
nrudence in the wdministration of the affairs of the
bank and this includes something more than officiating
as figureheads. They are entitled under the law to
commit the banking business, as defined, to their duly
authorized officers, but this does not absclve them
from the duty of reasonable supcrvision nor ought they
to be permitted to be shielded from liability becauce
of want af knowledge of wrongdoing if that ignorance
is the result of gross inattention."(1)

In commenting upon the causes of poor or weak banking, L. A. Andrew,
Superintendent of Banks of Iowa until May 1933, said:

"One of the main causes of poor banking has been
the use of the bank's investments by officers for their
own profit. This has had many devious complications,
as is well known. Another important cause of weak bank-
ing has been the mixture of commercial and investment
banking in the same Institution, the bidding for busi-
ness by the making of unsafe loans, the payment of too
high interest, and the combination of banks and their
affiliates of different kinds to cover up the results
of speculative banking."(2)

A report of the Study Commission for Indiana Financial Institutions
(1932) contained the following statcment relative to causes of failure of
Indiana State banks from 1925 tc 1931:

3t 4% 3t Banks did not fail by reason of a lack
of ability to execute high and intricate finoncial
projects; they failed because they made obvious mis-

takes, the dangers of which are well known, and
¢1sily recognizehle by the ordinary successful bank

executive. Morcover % 3% % in 18 ingtances failure
wag caused by dishonesty on the part of officialsg.
%% %k n(3)

(1) Bowerman v. Hammer, 250 U. S. 504; 1918, quoted in Hazlewood's, The
Bank and Its Dircctors, p. R26.

(2) "The Futurc of the Unit BRank", Proccedings of HMissouri Bankers
Association, May 1934, p. 8.

(3) Report of Study Commission for Indiana Financial Institutions (1932),
po. 75-76,
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In this connection, the following statement by Marshall R. Diggs,
Executive Assistant to the Comptroller of the Currency, also is of

interest:

" % % % In the 19 banks that we have taken over
since deposit insurance went into effect, fifteen of
them have been brought about by either shortages or
dishoncst practices which are sufficient for criminal
prosecution."(1)

It is apparent that violations of the laws and of the principles of
sound btdnking have resulted in the loss, to a very great extent, of public
confidence in bankers and in the unprecedented number of bank failures in
the United States, particularly as compared with the small number of fail-
ures in Canada, England, and Scotland. Although many bankers, and in a
measure bankers in general, have been indicted in the press and in the
public forum by economists, business men, and others, it is obvious that
there are a large number of bankers who are not guilty of the faults and
practices of which they have been accused, particularly by certain types
of politicians who have seized upon the opportunity of malipgning vankers
in general because of the popular appeal to the masses. In this connec-
tion, B. C. Forbes, editor of Forbes Magazine, stated:

"The Good-will Portfolio is the most vital of all.

"Confidence is the element most necessary to main-
tain intact that portfolio.

"ihat really brousght ab:ut the collapse of our banks?

"It wasn't wholly the shrinkaze in the markct value
of bonds, of stocks, of mortzages, of real cstate, ter-
rific though that collapse wag.

"It was, rather, the loss of confidence in banks by
deopoeitors, by those who theretofore had faith in the
stability of the insgtitutions to which they had entrusted

[€) "Denosit Insurance and Sound Banking", Ohio RBanker, July 1935, p. 10.
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their nmoncy. The Good-will Portfelio shrank and
shrivelled fastcer than all other portfolios combincd.

"The innocent were made to suffer with the
guilty. Becausc a few - relatively few - of the
nation's bankcrs were found to be derclict, public
opinion, goaded by politicians, blindly applied the
tar-brush to all."(1)

W. ¥. Gephart, vice president of the First National Bank in St. Louis,
has stated (see Appendix I(C)) that the three most important causes of
bank failure are : first, the inadequacy of bank capital; second, the
lack of gualifications of those organizing and operating banks, and third,
the unnecessarily large number of banks.

The published statements of several other bankers, writers, ond
others with respcct to wecalmesses in bank management are included in
Appendix I{C). It should be noted that some have attempted to place at
least part of the blame for the weaknesses or defects in banlt management
uson the government officiszls and supervisory authorities. In doing so,
it has been contended that the authoritics have pesrmitted bLanks to be
organized with small or insufficicnt capital and by persons with little or
no banking or busincss oexpericnce to qualify them to conduct 2 banking
business; also, that banks have been permitted to be organized in comrmu-
nities already having adequate banking facilities or where there was not
sufficient business to support a properly conducted bank.

Lenieney by bank examincrs and supervisory authoritics with respect
to vinlations and unsound oractices have caused bankers to continue bad
practices, and even develop worse oncs, assuming such practices were
gound or would not be objected to by the supervisory authoritics in view
& the failure of such authourities to exercisce promptly or visorously
thelr supervisory suthority and recponsibility. BRBad or unsound nractices,
vhen pernltted to grow, have brousht about the unsound {inancial condi-
tion of 2 bank, as well as degenerated its management.

(1) "American Bankinz's Naticnal Progran", Banking, February 1936 (Sec. 2)
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PART II

METHODS FOR THE IMPROVEMENT OF BANK MANAGEMENT

(A) LEGISLATION

1. QUALIFICATIONS OF DIRECTORS AND OFFICERS.

(a) Licensing of bankers. Fron a review of economic and financia’

periodicals, proceedings of bankers associations, etc., it appeais that
various suggestions for the enactment of laws regulating bankers by
means of licenses have been made from time to time by speakers and
writers. However, it appears that only the State of Nebraska has
enacted such a law. The Nebraska statute, cnacted in 1921, now reads as

follows:

" 3 3 % Fxecutive officers of banks shall be
persons of good moral character, known integrity,
business experience and responsibility, and be
capablc of conducting the affairs of the bank on
sound banking principles. No person shall act as
an active executive officer of any bank until such
bank shall apply for and obtain from the department,
a license for such pcrson to so act. If the depart-
ment, upon investigation shall be satisfied that
any active exccutive officer of a bank is conducting
its business in an unsafe or unauthorized manncr, or
is endangering the interests of the stockholders or
depositors, the departmcnt shall have authority to
revoke said license. Any person who shall act or
attempt to act as an active executive officer of any
bank cxcept under a license from the department, or
any one who shall permit or assist such person to act
or attempt to act as such, shall be guilty of a
felony and upon conviction, shall be fined not more
than five thousand dollars, or be imprisoned not more
than ten years. The Department of Banking may make
and enforce reasonable regulations and prescribe forms
to be used to carry out the intent of this section.
Fach gxecutive officer acting as such when this act
takes effect shall be decmed to have a liccense for
three months thercafter subject to revocation by the
department." (Comp. Stats. of 1929, as amended,

Sec. 8-186)
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In Pennsylvania, the Departmen: of Banking, before approving the
articles of incorporation of a proposedlbanking institution, is required
to conduct such investigation as it may deem necessary to ascertain,
among bther things, "whether the responsibility, character, and general
fitness for the business of the incorporators, directors, and officers
named in the articles are such as to warrant the belief that the businecs.,
of the proposed incorporated institution will be honestly and efficient-
Ly conducted."(1) This provision, however, relates only to the fitness
of the original dircctors and officers of a bhank; and there is no pro-
vision for the approval by the Department of Banking of the subsequent
officers and directors or for the issuance of licenses to individual
officers and directors as in the case of the Nebraska statute.

The Federal statutes contain no provision for the licensing of
bankers, nor do they specify any qualifications relative fto integrity,
education, or general experience and ability which should be possessed
by elther directors or officers of banks. It is the general practice
of Federal bank authorities to consider the general qualifications of
the proposed directors and officers in acting upon applications for
charters, establishment of branches, trust powers, etc. However, the
licensing of banks should not be regarded as the licensing of bankers.
It does not necessarily follow that the officers and directors of a
bank on the opening dey will always manage it, especially since under
laws and practices heretofore existing the controlling stockholders,
whoever and however unscrupulous they may become, have the sole right of

determining who shall manage the bank for them. Under any practical

(1) Pcnna. Banking Code of 1933, Sec. 306, as amended.
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system of licensing present and future bankers it would be impracticable
to expect all licensecs to forever remain satisfactory bankers. There-
fore, insofar as the public supervisory bodiecs are concerned, the reat
remedy for the management problem seems to lie not merely in consider-
ing the qualifications of the management at the time of chartering
banks, nor in the licensing of bankers, but in the exercise of the pown:
of continuous, positive supervision, including the right to veto or
remove for cause any unsatisfactory element in the management at any
time.

The Federal laws relating to certification for Federal deposit in-
surance, membership in the Federal Reserve System, and the granting of
voting permits to holding company affiliates require that "the general
character of its management" be considered, without any further details
or explanations as to minimum requiroments or standards to be followed.
The Federal and several State laws contain more or less superficial
requirements relating to the gualifications of directors, as indicated
in the following sections of this memorandum.

It is apparent that the subject of licensing bankers has been
receiving more and more attention, but that very little has been
accomplished with respect to the formulation of definite plans for
putting the idea into effect.

A report of the Committee on State Licensing of Bankers, State
Secretaries Section of the American Bankers Association, presented at
the annual meeting in October 1929, was construed as being unfavorable
to a licensing requirement. The following excerpts are from the

Commitiee's report:
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n o3¢ 5+ % The Commititee was instructed to
include in its scope of investigation the following:

1. What States, if any have or are consider-
ing the licensing of men and women to
engage in banking?

2. How far should the licensing of bankers
extend?

3. If adopted as a policy of the State, how
should the State proceced to license bankers?

4, In what way may State Bankers' Associations
properly co-operate with the State in the ad-
ministration of such a system?

5. How much of sentiment exists among the people
of the States and among the bankers themselves,
favorable to a system of licensing bankers?

6. Could the work of the American Institute of
Panking and the co-operation of State Bankers'
Agsociations, with State universities, be
related effectively to the administration of
a State licensing system?

" % % % The Committec finds that there arc no
States in the Union having or considering the
licensing of bankers, save only that which obtains
in a limited way in the State of Nebraska, where it
appears bank executives, charged with the responsi-
bility of making loans, are required to secure from
the State a license. It is difficult to sce how such
a gystem measures up to any propoer conception of the
licensing of bankers. If a system of licensing of
bankers is to be established at all, it should fairly
compass the entire scope of the tank; for incompetency,
inferiority, infidelity and all olse that contributes to
he infirmity, and finally to the insolvency of banks,
have origin quite as frequently in the accounting depart-
ment, at the receiving teller's station, in safety
deposit administration, as in the discount portfolio."

ML AL M L AL
B S S I 12

"NWo sensible person will doubt the wisdom of
roising the standards of qualifications of all those
who now or may in the future hold official positions

in hanks. He who gives a momcnt to the scrious
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consideration of this far reaching movement will not
faill to be impressed with the magnitude of the problem.
It cannot be accomplished by legal fiat, nor by rituals
prescribed by an administrative board. The most that
can be done by either is to merely permit men to engage
in the banking business, it cannot qualify them. It
must be clear to every thinking person that the law can
do little or nothing to qualify men to be good bankcrs.
All the law can do 1s to create a system of banks, pro-
vide for their Government, impose limitations of capital,
prescribe the number of directors, establish a depart-
ment of supervision, clothe official boards with authority
to grant or refuse charters, impose stockholders lishili-
ties, cdothe the Banking Department with a large measure
of authority in all cases of infractions of the law, and
with power in case of insolvency to take charge of the
institutions and close out its affairs. The law has to
do with bank organization and with supervision over bank
management, but it cannot qualify the bank manager.
Boards of directors, chosen by the body of the share-
holders, make deliberate choice of those whom they will
call to manage the bank's affairs.

"The immediate question now presents itself: shall
there be established in every State a board of examiners,
before whom each applicant aspiring to engage in the
banking business must first present himself and pass
examination before being permitted to engage in the busi-
ness of banking? If so, and if left to the initiative of
the individual States, there would be 48 varieties of
standards and possibly in some States no standards at all.
Moreover, it could not apply to the 26,000 banks now
existing in which there are probably 200,000 officers and
employees, who for years to come will be continuing in the
service of their institutions--unlicensed, unhonored and
unsung. From the beginning this agitation for the
licensing of bankers has pointed for justification to the
fact that licenses are required of physicians and of . .
lawyers. !'Why not license bankers like we license
doctors?" is the cry. The answer is 'Amen, and Amen,
and Amen.'"

R R I I N T

"Furthermore, Federal and State laws do not contain
ample authority for the control of banking and do not em-
power Bank Commissioners and Banking Boards with authority
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for looking into the qualifications of bank officers,
and of removing them, for dishonesty, incompetency or
insubordination to lawful authority."

"The weakness of this proposal is that it assays
to do great things and accomplished nothing. It
promisces what it cannot perform. It is a specious thing
and easily invites applause when every thinking banker
knows that it is a mere formula, a mere ceremony, and adds
nothing to the integrity, intelligence and ability of the
bank officer.”

3 3 SE S ¢

"% 3¢ 3¢ If degrees of proficiency are to be demanded
in financial economies, let the student understand that
he can win the prize only through years of patient toil.
Sound, profound judgment, so essential to good banking,
becomes scasoned only through continuing years of
experience, while integrity, that other matchless pre-
requisite to good banking, without which the mightiest
financial structure will fall, is a gift coming down only
from above. Bankers are made, like the oak, from long
years of experience and endurance.

"Bankers should not wait to be prompted by public
opinion. They should, by their own resolution, elevate the
standard of banking. Associations of bankers can and
should hold aloft the highest standards of banking and
beckon all who would win to follow its lead i 3 3 3¢ % Iy
would be unfortunate if the law of the State would require
that none could be bankers but graduates of schools of
finance. Banking must cver remain to be a matter largely
of integrity and good judgment. Technical knowledge of
practical banking is simple and easy to obtaln, in fact
every day banking is the best school in banking.

"Then too, any rigid system of licensing bankcrs
would clash with the native propensities of men. Good
men differ. The best of two men, perhaps the best among
ten men, and the best qualified by far, it may be, to
successfully manage a bank in all that by which good
qualities for bank management are measured, might and often
would fare ill in an academic examination, compared with a
bright youngster, accustomed to thc atmosphere of the class
TOOM.
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"Finally, the impracticability of the proposed
scheme to license bankers must be apparent. VWhile
there are common standards for honesty and sound judg-
ment, it would manifestly Le impracitical, if not im-
possible, to establish uniform standards of qualifica-
tion in all classes and sizes of banking institutions.
All these adaptations can be much more satisfactorily
and efficiently taken care of within and among the banks
themselves than by the filat of the legislature; nor ig
any public board so capable of dctermining who are
qualificd to hold positions in country banks as the
individual banks themsclves. The appointment of a public
examining board with the requirement that all who enter
banking shall appear before them, and pay a liconse fee,
is but an added picce of useless machinery, adding noth-
ing to efficiency. Good bankers become bettcer bankers,
not by being branded by some public board, but when
diligently and patiently they have received training in
banking and when by higher tokens the grace of God rules
in their hearts, and the fear of the Lord is ever before
their eyes."(1)

In 1829, counsel for the American Bankers Association prepared a
draft of a model bill for licensing of bankers (see Appendix II(A)1(a)).
Under its provisions, thcre would be created in each State a non-
partisan State banking board, the five members of which would be bankers
in good standing appointed by the presldent of the State bankers associa-
tion subject to the approval of the cxecutive committee of such associa-
tion. The board would be an adjunct of the State banking department and
its necessary cxpenses of operation would be paid out of the appropria-
tions of the State banking department (license fees would be paid to the
Treasurer of the State and added to the appropriation for the State
banking department). It would be the function of such board to deter-
mine the qualification and fitness of apohlicants for License$ according

to ite required standards of education, ability, experience and

(1) "Report on Committee of State Licensing of Bankers", Commergial &
Financial Chronicle, A. B. Convention Section, October 19, 1929,
pp. 136-137.
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character, and make such investigations and provide for such examina-
tions as it deemed necessary.

It is noted that the bill would provide that a license be required
only of any person thereafter appointed or elected an exccutive officex
of & bank and that an applicant for a license be required to subuit
proof that he was over 21 years of age and of good moral character;
also, that licenses would be issued by the State bank commissiorer upon
the certification of qualification by the banking board, and that they
may be suspended for causc by the bank commissioner with the approval »f
two members of the banking board, and may be revoked by the board after
hearing.

Another feature of the model bill is that bank charters would bhe
granted by the State bank commissioner only upon approval and certifica-
tion by the banking board after it had investigated the need for a new
bank in the community, the character and capacity of its organizers.
adequacy of capital, etc., and had otherwise determined whether the
granting of a charter would be wise and desirable.

In June 1934, the "Committee on Grievances and Making of Banking a
Legalized Profession” of the Illinois Bankers Association submitted a
report prepared by Professor James Washington Bell of the Northwestern
University, in cooperation with the Committee, in which it rccommended
that banking be made a profession and legally recognized as such, by
means of a simple licensing system. In this connection, the report

reads as follows:
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e 3 3% Means should be provided to cover the situa-
tion not only of new bank incorporations, but (a) meet-
ing the problem of selecting and accrediting bank officials
during the life of the bank and (b) for eliminating un-
desirable and unfit bankers in the business.

"In the judgment of the Committee the most effective
means of attaining thesec ends is to incorporate in our
bill 3 3 #* provisions for licensing bank officers (either
the model A.B.A. bill or the simple Nebraska provision,
Statutes 1929, chapter VIII, 166). This function would be
administered by a state banking board, a superintendent of
banking, and bank examiners. The provisions contemplate a
judicial and nonpclitical board in order to avoid the
exercise of power to grant and revoke licenses for political
reasons. And the superintendent and examiners should be re-
moved from political appointment and influence to avoid the
pressure that might be brought by bankers intcrested and
affected to nullify and thwart the action of these officials
in the exercisc of their duties.

"Licensing would affect only bank officers, present
and future. Present officers should be presented with
licenses (on the theory that a general housecleaning of un-
fit bankers has taken placc) so that any violation of law
or sound and ethical practice nay be made the occasion of
suspension or revoking of the license.

"The limited experience which we have had so far
secms to point toward licensing as a salutary restraining
influence upon unsound banking. The Nebraska law, extreme-
1y simple in form, docs not attempt over-much and has not
been arbitrarily administered, but has been instrumentsl
in ridding state banks of those who willfully break banking
laws and who are otherwise unfit. The law has been ad-~
ministered chiefly in cases involving the revoking of
licenses. Licensing examinations are provided for but
these are not pro forma academic tests of knowledge of
banking operations and are not designed to furnish new
evidence of the 'licenseets' fitness for banking, but
the exaninations are rather a means of providing the authori-
ties with an opportunity to gather and weigh the past
evidence of the 'licensce's' experience and qualifications
to continue in business.

"The success of any licensing law obviously depends
upon its administration. The state banking board would have
to evolve certain standards by which to judge the qualifica-
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tions of candidates applying for license and for bankers
whose worthiness to hold office is questioned. Employees
or outsiders applying for a license would present their
case to the board to prove by cevidence of their knowledge,
g¥perience, and other qualifications of fitness that they
are or are not entitled to the privilege of joining the
fraternity of bank officials. Offenders, guilty of some
mal-practice or otherwise unfit for office, would be
brought before the board by the examincr and supcrintend-
ent of banking for a hearing to show cause why they
should not be removed. The board would have the power on
the basis of this evidence to suspend or revoke the
license.

"The above is a description of the most elemental
form of licensing scheme. More ¢laborate provisions
might contemplate: (1) periodic examinations at which
time the applicants could submit the record of their back-
ground, experience, and other qualifications (examinations
of the civil scervice type are not recommended); (2) es-
tablishment of qualification levels such as Class A for
staff officers or bank executives, managers and administra-
tors (the committee does not recommend including directors
in this category for reasons given below), Class B for
junior officers, subordinates and other employees;
(3) specification of defaults, such as repeated failure to
conform to the requirements or recommendations of super-
visory authoritics (definition and specification would
eliminate a certain amount of discretion and hence the
possibility of abuse of power on the part of administra-
tive officers); (4) specificd oenalties applying to
specified defaults.

"Standards once determinced could conceivably be
raised and strengthened with resulting improvement in the
caliber of our bankers. Even with very rough standards
young men coming up in the business would have a more
definite objective to guide them in their education, train-
ing and conduct. These standards would, to be sure, be
nerely external ones :applying to all banks in the juris-
diction and indivicdual banks might well requirc more
stringent qualifications but could not adopt less stringent
ones.

"It does not secem desirable to formulate specific
standards for incorporation into law because we are not
sure enough what provisions should be included. Until we
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have further experience to work out definite standards
these had better remain general to allow for administra-
tive discretion. It would be understood that the
adminigtrative body would take into consideration such
factors as (1) education, (2) training, (3) experience,
(4) intellectual and moral qualitics of the applicants
and licensees.!"(1)

With respect to licensing of directors, the Committee in its repcrt

stated:

"Some observers * ¥ 3 have advocated the licensing
of directors themselves. They feel that there is need
of an outside influence to control and even to remove
directors as well as officers. ©Such direct control may
not he necessary if officers are made answerable to
administrative regulation and the Committee believes that
the desired ends can be obtained without the more vigorous
measure which would make it much harder than it is to eon-
list competent men to scrve on boards of directors."(2)

In May 1935, the Illinols Bankers Agsociation's committec reported
as follows:

" 3% 3 s 3% Proposed state bank legislation and in
particular national banking legislation which is deal-
ing with bank and monetary structures has not made it
desirable to press the thought of making banking
a legalized profession. The subject can well wait for
studied consideration until these new structures have
been agreed unon. But the objective should not be
abandoned.

"Believing in the unit bank system and local bank
autonomy for the United States, bankers recognize that
laws can be adopted for the sound organization of banks.
But the chartered bank can be only a part of banking.
The management of banks lies in part in technical skill
but in larger part in a personal professional relation-
ship and trusteeship to the bank's customers. Indeed it
is this personal relationship with its possibilities of
sound direction which constitutes the chief merit of the
unit system. Therefore we helleve that bankers must be
developed for the continuation of that system, and that
the systewm should be in the future built as much around
a body of professional bankers as around the idea of a
soundly chartered bank.

(1) Making Banking a Legalized Profcssion; Committee report of
I1linois Bankers Association, June 1934, pp. 4-5.
(2) ibid, p. 11.
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"Starting largely by the licensing of those exe-
cutives now in charge of the banks we believe that o
license gystem should be adopted by the public for
those men who hodd themselves out as able to manage
banks. Other professions were so "started". We
believe that the running of a bank requires a body of
knowledge and a technique justifying the public to set
it up as a profession. We believe that the public has
as much right to know the qualifications of its banxers
as 1t has to know the nature of the assets of the banks.

"We believe that the public when it has had a hand
in qualifying bankers will look to such a body of pro-
fessional men for the financial policies of Government
as well as in personal and corporate finance. Ve
believe such a situation desirable for America.

"The Committee takes satisfaction in the know-
ledge that the minds of bankers are beginning to focus
on the idea which it is advancing. This is evidenced
in the reccent action of the American Bankers Association
setting up a Graduate School of Banking to hold its
first ssssion this coming June at Rutgers College in
New Brunswick, New Jerser. :

"We recommend that the Illinois Bankers Asso-
ciation adopt a steady, consistent program advancing

these 1deas to the point of their being adopted into
law."(1)

The following views on the matter appear to he worthy of note:

S. P. Meech (educator) and R. O. Byerrum (banker):

"There is clearly as muach nceed to regulate the
entrance end exit of bank administrative officers to
and from their profession as of doctors, lawyers, nurses,
and accountants to and from theirs. Further, the licens-
ing of bankers should not be the more or less neminal
process of certifying of life¢ insurance underwriters,
which is not legally prescribed or enforced. Law and
government must play a part in licensing and unlicensing
bank officers. Why license banks and not hank officers?
Is there not as much necd for the latter as for the for-
mer?  The high failure rate of recent years, the fact
that large and small unit and multiple banks failed,
points to bank administration as a vital factor in pro-
viding us with a safe banking system.”

(1) Illinois Bankcrs Association Bulletin, May 1935, p. 78.

Digitized for FRASER
http://fraser.stlouisfed.org/
Federal Reserve Bank of St. Louis



3K

MM A
OWOW W

"The writers advocate licensing of bank
executive officers because of the ‘public utility
nature! of banking; to keep out inexperienced and
dishonest bankers; to improve control of the quality
of bank credit; to facilitate and co-ordinate busi-
ness and credit planning as one means of avoiding the
extremes of the business cycle."(1)

C. .. Stout, Executive Vice President, Poudre Valley National Bark,

Fort Collins, Colorado:

"We secem to believe it 1s all right to allow the
ex-junk dealer, the merchants, the farmer or what have
you, to acquire control of a bank through purchase of
stock. He may immediately thereafter install himself as
executive manager. It appears that because a man has
been successful in another profession, that is the only
qualification nceded to insure against malpractice in
banking.

"Banking is a profession. One which can never be
completely mastered. Therefore every executive should
pass the most rigid requirements. It is not fair to
allow unskilled and insufficiently trained individuals
to enter this profession as executive managers. Un-
ethical and unsound practices in the management of
institutions csn be corrected by more rigid requirements.
We seem to believe it is all right for these individuals
to wield the financial knife just so they leave a little
meat here and there on the community skeleton. Remcmber
that while everyone carries fire insurance, it does not
prevent conflagrations, neither does life insurance pre-
vent epidemics. The Federal Deposit Insurance Corporation
will not protect us from banking diseases in the future.
There is no protection from the quack banker except to
disbgr him from the privilege of serving the public as
a banker."(2)

(1) "The Certified Public Banker (C.P.E.)", Journal of Business of the
University of Chiicago, October 1935, pp. 323; 335. Mr. Meech is
Associate Professor of Finance in the School of Business of the
University of Chicasgo; Mr, Byerrum is vice president of the
University State Bank, Chicago.

(2) Which Load Are You Going to Travel?", Northwestern Banker,

July 1936, n. 9.
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A. C. Agnew, Counsel for the Federal Reserve Banik of Suan Francisco,
in an address before the California Bankers Association in May 1933,
said:

"ot 3t % It has always been a mystery to me why
we should require a certificate of qualification
from our doctor, our lawyer, our minister, yes, even
our undertzker, but entrust our worldly goods to thé
care of one whose immediate prior occupation may have
been that of shearing sheep and whose only qualifica-
tion consists in an ability, with others, to raise
the small capital required to buy a bank charter.
What I have said leads to the suggestion that the law
should provide that no bank charter be granted until
the examining authority, after careful and personal
investigation, is satisfied that the proposed manage-
ment is thoroughly experienced in the business of bank-
ing, of good and successful past record and unimpeach-
able integrity."(1)

H. J. Haas, Vice President, First National Bank, Philadelphia:

"From time to time we hear much about the
licensing of bank officers upon their passing examina-
tions conducted by governmental agencies. The
preventicn of such 2 program ever being forced on us
by legisliative action plainly depends on the American
Bankers Association pursuing a policy that will raise
the standsrds of bank management not only in its
technical operation but in its social, economic and
ethical phascs as well, to such levels as to make
gover?m§nt paternalism in this respect plainly uncalled
for."(2

The outstanding views of a few others are included in

Appendix II(4)1(b).

(1) "Some Thoughts on the Future of American Banking",
California Banker, June 1933, p. 197.

(2) "Annual Address of the President", Commercial & Financial
Chronicle, A. B. Convention Section, October 1932, p. 29.
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In the consideration of the practicability of licensing bankers
numerous questions are presented, among which are those relating to the
following matters:

(2) The type and functions of the licensing
authorities;

(h) Standards of qualifications - education,
experience, ability, integrity, judgment,
etC.s

(¢) Examinations of bankers ~ scope and character,
re-examination, ete.;

(d) Persons required to obtain licenscs;

(e) Types of licenses issued and functions
covercd;

(f) The effects of failure of present bankers
to pass examinations or to meet high
standards or rigid requirements;

(g) The effects, if any, which the licensing of
bankers would have upon banking ethics and
practices;

(n) Suspension or revocsation of licenses - pro-
cedure and oeifects thercof.

Types and functions of licensing sauthorities. Two broad types of

boards for the licensing of bankers have been suggested--the local or
state type and the Federal Reserve district or naticnal type.

Some have suggested that as a practical matter it might be more
desirable to let the individual states take the initial gstep by the
enactment of a licensing law such as thc Nebraska law or the A.B.A.
model bill (see Appendix II(A)1(a)) with the hope that the various
states would join in the movement until a uniform law is in force in all

states. It has also been suggested that a Federal licensing law

Federal Reserve Bank of St. Louis



Digitized for FRASER
http://fraser.stlouisfed.org/

- 28 -

similar to the suggested uniform state law might be enacted. As
previously explained, the A.B.A. model bill provides for the creation

of a state banking board of five members, appointed by the state bankers
association. Such board would be an adjunct of the state banking depart-
ment and would be empowered to determine the qualifications and fitness
of applicants, standards of education, ability, etc., conduct exzmina-
tions, and grant and revoke licenses.

Another plan suggested(l) is that uniform laws, either state or
Federal, or both, be enacted to provide for a tripartite board in each
state, empowered to grant and revoke licenses, one member of which would
be chosen by the executive council of the state bankers association, one
appointed by the board of directors of the Federal Reserve Bank for the
district, and the third to be selected from academic circles by the
first two members.

One of the principal disadvantages or defects of the local or state
plan, it appears, is that if the matter is left solely to the initiative
of the individual states it is entirely possible that there might be 48
varieties of standards or that in some states there would be no standards.
Also, it is considered important that any licensing board function as a
part of or in close harmony with the bank supervisory agency, especially
in view of the importance of management and the responsibility placed
upon the supervisory agency for the removal of officcrs. State boards,
therefore, might not properly solve the problem unless supervision is

to be left largely to the 48 states.

(1) Meech and Byerrum, "The Certificd Public Banker (C.P.B.)", Journal
of Business of the University of Chicago, October 1335, pp. 335-336.
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Various suggestions have been made with respect to national or
Federal Reserve district licensing boards. Meech and Byerrum have
suggested a national board with one member chosen by the executive
council of the A.B.A., one appointed by the Board of Governors of +the
Federal Reserve System, and the third selected from academic circles by
the first two, the term of office of the members to be for life or
during good behavior. It has been suggested further that in addition to
the licensing body there might be an administrative body or "audit"
committee, composed of persons selected, one each, by the executive
councils of the A.B.A., the American Economic Association, the Associa-
tion of Collegiate Schools of Business, and the Board of Governors of the
Federal Reserve System, which could make an annual audit of the curricu-
lum required, the nature and extent of the examination, and the methods
applied in the various sections of the country. This plan would also
provide that examinations would be administered periodically through
A.I.B. chapters; papers would be graded tentatively by local examining
committees; and final grades would be determined by the national board.
One suggested advantage of such a plan is that it would be a means of
minimizing politics and of maintaining uniform and high standards of
exaninations. It might be regarded as defective inasmuch as it is some-
vhat removed from active bank management and bank supcrvision, and
would be slow in operation.

There have been scme suggestions that the Board of Governors of the
Federal Reserve System either act as a national licensing board or be

empowered to designate a licensing bosrd. It was further suggested that
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the actual administrative machinery of such btoard might be decentralized
into 12 districts. or zones and that the actual work of conducting exami-
nations, issuing ond revoking licenses, etc., might be administered by
the local commissions or committees, in accordance with the broad or
fundamental policies laid down by the national board.

A somewhat similar plan would be to cmpower the Board of Governors
to formulate licensing policies and to have the directors of the Federal
Rescrve banks, or committees thereof, or officers of the Federal Rescrve
banks, actually handle the administrative detalls in comnection with the
licensing of bankers.

It has also been suglested that the U.S. Civil Service Commission
might be a logical agency for the licensing of bankers because of its
long years of experience in conducting examinations and in the classifi-
cation of personnel through examinstions, special investigationg, ete.
It is pointed out that standards and policies of the Civil Service Com-
mission are largely determined by the central organization in Washington
and the administrative features of conducting examinations, special
investigations, etc., are handled in the districts, and that with possi-
bly only small additions these facilitics could be made available in
connection with the licensing of bankers. The power and responsibility
for the revocation of licenses shnould, of course, go with the power to
grant licenses and in order that the Civil Service Commission might be
able to exercise its power of revocation efficiently, it would secem
necessary that it keep in close touch with bankers through examinations

or by close cooperation with the supervisory authorities in that repect.
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Revocations might be based upon hearings and under a procedure somewhat
gimilar to that in connection with thce removal of officers under section
30 of the Banking Act of 1933. One of the objections which has been
offered to this plan is the political element which frequently enters in-
to a body of this type and the great number of objections voiced against
examinations of the Civil Service typg, especially if technical banking
laws and problems are to be covered. Another important disadvantage of
such plan is that the commission is too far removed from day to day

bank managemcent practices and requirements.

One of the principal advantages of any form of Federal licensing of
bankers is that the element of local political pressure ig reduced. An
objection oscasionally voiced is that the examination procedurc and
requirements involved would not be sufiiciently flexible to meet varying
conditions in the different districts or states.

One important advantage of having bank licenscs issued by an
exlisting bank supervisory agency or by a nery created board consisting
of bankers or tank supervisors--whether such board be a state, Federal
Reserve district, or national board---lies in the fact that ite members
would be in constant touch with banking developments and »roblems and
would therefore be in a better position to understand and formulatc
desirable standards, particularly those approvriate in the licensing of
bankers.

Many have indicated that onc disadvantage of the issuance of
licenses by state banking boards lics in the possibility and probability

of leocal political pressure being unduly cxerted and yielded to. As

Federal Reserve Bank of St. Louis



Digitized for FRASER
http://fraser.stlouisfed.org/

a means of eliminating or reducing such pressure, it has been suggested
that licenses be issued by a board consisting of Federal Reserve bank
directors or Federal Reserve bank officers, or by a committce consisting
of some of these and additicnal appointees named by bankers associations,
etc. One imoortant advantage of having a licensing board consisting of
Federal Reserve bank directors or officers, or committecs thereof,
functioning in accordance with the general policies laid down by the
Board of Governors, would lie in the probable closer coordination of
bank management problems with the credit and supervisory functions snd
responsibilitics of the Roard. Another advantage is that Reserve bank
officials arc in close teuch with operating and management problems of
many of the banks and their experience with bankers through operating
contacts and examinations and supervision shed considersble light upon
the character and ability of bankers. This feature should be doubly
important if consideration should be given to the annual or triemnial
licensing of banlkers.

One of the principal objections which has been offercd to the
licensing of bankers under any type of board is the general belief +hat
the licensing board or commission would not be able to formulate a type
of examinaticn which would insure the sclection of capably trained and
experienced bankers, especially with respect to integrity, general
ability, and judgment. This defect may be more pronounced if the cxami-
nations and the standards should be formulated by a body or commission
consisting of persons who are not engaged in banking or bank supcrvision.

Another possible licensing organization would be the American
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Bankers Association. This organization might formulate licensing
policies, prepare the examination questions from time to time, and de-
termine the methods of conducting the examinations and the minimum
standards of training, experience, ethics, and general ability of licen-
sees. It is probable that satisfactory machinery for conducting the
gxaninations and tentatively rating applicants could te set up through cr
in conjunction with the state bankers associations, where the appli-.
cations for licenses and the results of the examinations could be tenta-
tively graded and passed on to the A.B.A. for final grading and the
issuance of licenses. To be of greatest effect, it would be necessary
for the association to be recognized by Federal law, particularly with
respect to the matter of education, training, and licensing of bankers.
It might not be necessary that the law require a banker to be licensed
but at least it would be necessary that it require all banks to display
in their banking rooms a list of the officers who possess A.B.4. licenses
and of those who do not. Also, it might be required of banks to show in
their published statements the total number of officers and employces and
the number thereof holding licenses. In this way the public would have
an opportunity to know which bankers had demonstrated their qualifica-
tions by meeting the requirement of the A.B.A. and could decide which
banks or which bankers they might prefer to deal with. It would be
nccessary, also, that the A.B.A. have power to revoke licenses for cause.
To complete this type of licensing system, it would be desirable to

provide in the law that the A.B.A. be requircd to formulate a set of

minimum standards and requirements with respect to the education, train-
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fications which a licensee must

ing, Jjudgment, ethics, wnd other gual:
pogsess and the nature of the examinations required. It should be pro-
vided further that thesc stondards must be satisfactory to the consoli-
dated (or designated) supervisory agency, which should also have the
power to revoke for cause any license issued by the AJB.A. and not
revoked by it. Any revocation of licenses hy the A.B.di. adgnt be made
subject to appeal to the consolidated (or designated) supervisory
agoncy.

Some of the advantages of thisg method of licensing ore: The
A.B.A, has doveloped educational facilities for bankers and is strivings
for further development and this plan would zive 2 tremendous jmpetus
to bank education, particularly among country bankers. It is o plan
for self-advancement, and would be much less objectionahle than other
plans and would develop further interest in educalion and training,
which ig the base for futurc bank mansgement. It would remove from the
supervisory agency or wublic licensing authority an enormcus amcunt of
administrative detall in the matter of preparing examination rules and
questicns, preparing and handling applications for licenscs, cenducting
examinations, issuing and recording the differont classes of licenscs,
cete. Bankers themselves would be given an incentive to railse the
standards of banit management. The plan would probably receive from
bankers and the public in general much less criticiem than many of the
other plans suggested, especially during the first few years.

The A.B..i. is provably in clouser eontact with banking oproblens and

4

with a large number of bankers through its various divisions and
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committees than any othier organizatione except bank supervisory authori-
ties. Ilany prominent bankers are devoting considerskle of their time to
participating in the formulation and devclopment of cducational programs

the general raising of the levcl of standards of bank management
through the AJB.A.  The dssociation, therefore, is in a position to
formulate, with o minimum amount of additional preparation and work,
courscs of study preparatory to the types of cxaminations which way be
required in conncetion with the issuance of licenscs.

Some of the objections to thieg plan arc: The failurc of the AJB.A.
in the pasgt to hnrmonize various banking interests and to cause their
menbers to nut Into practice various standards of education, ethics, and
nrincisleg of sound bank management. This may have been largely due to
the fact that it has had no legal recognitlon and no power to compel
bankers cither to join the Association or to carry out its precents alter
they become menmbers. On usny occasion:s various sroupe of hanlkers, cuch ¢

the Stote Hanlere Divicion of the snericon Dan'zeve iLcscciation, Resarve

-

City Banlers, etc., bave objoctnd to actions and seolicies on ollar natio

fn'

propsescd by other civicions of the assoclation, resulting in delays in
sutting them into effect or the ultimatc zbandonment thereof. It is
casily conceival-le that country hankers would not rcadily agree upon the
ty e of educational and licensing program or standards which wight be
favored by Reserve City bankers. Another disadvantage of this »nlan lies
in the fact that the .issuclation is not constantly in ‘touch with the
banks and banikers through bank examinations, confurcenceswith officers on

various probleus, roediscounts, and nany other day to day transactions,
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as are the officers of the Federal Rescrve banks.

Standards of qualifications. 7The matter of establishing standards

of qualifications relative to education, experience, ability, integriiy,
judgment, etc., has been indicated by many bankcre and writers as onc oi
the principal difficulties incident to the licensing of bmnkers. MNany
have indicated that while there are common standards of honesty and
judgment, it would be manifestly impractical, if not impossible, to
establish uniform standards of qualifications for bankers in all classes
and sizes of banks and that banking must remain a matter largely of
integrity and good judgment rather than of a technical knowledge of
banking. This is particularly true of bankers in rural ssections where
opportunitiecs for technicel training are not so great as in Reserve
cities. Obviously, a great many injustices might result from the
requircment of an academic cxaminabion or a requircient that only gradu-
ates of schools of finance or persons who had pursued certain types of
training could be licensed bunkers. Then, too, thore mzy be instances
in vhich a person well qualified to successfully manage a bank night and
often would fare ill in an academic exauination, comparsd with a student
accustomed to the technicue of the class room. Others have said that
wvhile cducational training is important there is no substitute for

sound judgment based upon practical experience and consideration must
also be given to character, reputation for business leadership, etc.
These and many other questions presented in this matter are illustrative
of the problens encountered in attempting to sct up standards of quali-

fications for the exanination of bankers. lany who have advocsted the
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licensing of bankers have suggested that the determination of standards
of qualifications should be left to the licensing or examining body and
in this connection it is noted that thc A.B.A. model bill provides that
the state banking board "shaoll fix its own standards of education, abili-

ty, experience and character".

Frxaiinations of bankers. Numerous questions have been raiscd as to

the type, scope and details of examinations for licensce. Sonc of these
are:r Should examinations be written or oral, or both, asnd should such
examinations cover both educational training and experience? Can a set
of examination questions and requirements be designed to definitely and
adequately test all of a banker's qualifications--azs to technical and
general cducation, integrity, and judgnent--without being unduly burden-
some in general and unfair to many capahle applicants? Should the task
of formulating examinations be left to an cxanmining body, or to educa-
tors, or to others? Once a banker is licensed should he be required to
be re-examined, say, annually or every three or five years, to make sure
ke has kept up to datc on banking and other related matters? In view of
the developments in the many matters relating to banking which do not
always come to the bankers' attention as a part of the day's work, it
has been suggested that re-examinations would provide a stimulus for
kecping up with changes. Should each hanker be reguired to file sone
form of application for a license or for an examination or re~examina-
tion? Should forms for such applications ve drawn up in such manner as

to furnish useful data in considering whether a banker is eligible for

the examination or the license sought? Most advocates of the Licensing
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plan have suggested that the type, scope, and details of examinations
should be determined by the exumining or licensing agency.

Pergons required to obtaln liconges. Some of the questions ralscd

with respect to the different classes of bankers who should be required
to obtain licenses are: Should the requirement be limited to the cxccu-
tive officers of a bank (as provided in the A.B.A. model bill), or ex-
tenced to include directors and all hank employees? Should licensing
include all present officers or only those persouns who arce appointed to
officerships in the future (A.B.A. bill)?  The 1934 report of the
Illinois Bankers Association's Committee favored the adoption of the
AJBJA. model bill but stated that "present officers should te sresented
with licenses {on the theory that a general house-cleaning of unfit
bankers has taken place)". If licenscs are presented to all present
bankers, is 1t not possible that many unfit bankers would be licensed?
What would be donc about llcensing the many competent bankers who have
been forced out in the past due to circumstances bevond their control
and who are not now in banking service?

The Nebracka licensing law now in effect and the A.L.A. draft of a
nodel ©ill for liccnsing bankers provide for the licensing only of
exocutive officers. It should be noted, however, that the A.B.A. Con-
nittec on State Licensing of Bankers (1vE€9) stated that incompetency,
infidelity, etc., frequently have their origin at the receiving teller's
station, and in other deparitments of the bank, and that if a system of

licensing of bankers is to be established it should cover the entire

gcope of the bank.,
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gel=le) icenses issued and functions covered. ome of e ques-
Ty fi g d 1 funct s C d. 8 the q

tions presented with respect to these matters are: Should different
types of licenses be issued to bankers in different classes and sizes of
banks, different communities, etc.? Should licenses be issued to cover
a specified function, such as credit, investment, trust, personnel,
audit, foreign, general, etc., or would a licensed officer be permitted
to handle any and all types of transactions in a bank? Or would licen-
ses be general in nature and apply to all bankers alike, as in the case
of lawyers, accountants, etc.? Would unlicensed officers be prohibited
from participating in certain types of transactions?

Effects of failure of bankers to pass examinations, etc. The

effeets of the failure of the present bankers to pass examinations or to
meet high standards or rigid requircments appear worthy of much consider-
ation. Some of the guestions in his connection arec: Would bankers be
given a reasonable length of time within which to prepare themselves for
exanination and would adequate facilities be provided for such prepara-
tion? Would bankers unable to pass the academic phases of the examina-
tions be pernitted to prove their fitness on grounds of experience,
character and judgment? Would it be more desirable to begin with
reasonably lax standards and raise them as time goes on? Is it to be
expected that the really competent bankers, particularly many of those
in rural communities without educational advantages, who may be unable
to meet even comparatively simple standards with respect to education,
shall be forced cut of banks and the banks coperated by them be forced to

close, with considerable loss or injury to the bankers and the people in
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the community?

Effects unon bonking ethics and »nractices. The opinien has Leen

expressed that licensing of bankers will not eliminate all banking or
bank management defects ond difficulties. If properly administered,
however, any satisfactory system of licensing of bankers should con-
tribute to a further improvement of banking practices and ethice, since
standards of qualifications would be increased and nany of the present
undesirable types of bankers would be climinated in the futurc. This
nay be particularly true if the licensing process were closcly coordina-
ted with effective bank supervision. It appears doubitful that a systen
of licensing bankers could be inaugurated under prescnt circunstances
which would eliminate the unethical types of bunkers who have in tho
past developed and maintained large or powerful influence in their com-
mmmities or spheres. A license hanging on the wall in the lobby of a
bank can not long remain a substitute for integrity and sound judgment
behind the counters.

Suspension or revocation of licenses. Effective powers and pro-

cedure for the suspension or revocation of licenses would scem ¢ssential
to the successiul operation of a licensing plan. The AE.A. model bill
providcs that the state banking commissioner, with the approval of two
nembers of the state banking board, may suspend any licensce for viola-
tions of the state law or for the perrormance of his duties in an un-
safe, unauthorized, negligent or dishonest manner, etc., and that the
banking board, after 2 hearing, may revoke licenses. The suggestion has

been made that licensed bankers might be re-examined periodicnily and
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their licenses revoked if they fail to pass the renewal examination;
also, that the reports of bank examiners (assuming a state or Federal
licensing agency) might be used as a basis for notice of revocation
proceedings.

The A.B.A. model bill provides that during the period of suspension
the licensee may not be employed by any bank and that the state bank
conmissioner, upon approval by the banking board, may reissue a license
which has been revoked after one year from the time of such revocation
upon reasons deemed satisfactory and sufficient.

It is obvious that the principal questions concerning the suspen-
sion or revocation of licenses are: What should be the grounds and the
procedure for the suspension or revocation of licenses? Should a person
whose license has been revoked be forever disbarred from serving as a
banker, or may he again be licensed at some later date?

By way of summary, there are indicated below some of the principal

advantages and disadvantages and difficulties of licensing bankers:

Advantages

(a) The minimum of effort required by supervisory
agencies and minimum of injury to banks and
bankers resulting from the exclusion by examina-
tions of prospective unqualified bankers, as com-
pared with removal proceedings.

(b) The improvement in bank management which should
result from the power of the licensing authority
to decline to renew licenses periodically and to
suspend or revoke licenses for cause.

(¢) The impetus which would be given to the education
and training of bankers--both general and specialized.

(d) The ultimate improvement in the calibre of bankers
and in banking ethies and practices through the estab-
lishment of more rigid standards of qualifications.
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Disadvantages and Difficulties

(a) The difficulties which would be encountered in
connection with the selection and establishment
of a satisfactory licensing authority.

(b) The difficulty of setting up standards of
qualifications for bankers in all classes and
sizes of banks and in various communities.

(¢) The various administrative details arising in
connection with the formulation and holding of
examinations, re-examinations, etc.

(d) The problem of licensing those persons now en-
gaged in the banking business and the probable
effects of rigid requirements in this connection.

(e) The inability of the licensing authority to
determine by any reasonable examination an
applicant's soundness of judgment and ethical
principles--what they are at the time of
examination or what they might be in the
future--as compared with the position of the
controlling shareholders in these matters.

(f) The fear and danger of placing a premium upon
clerical and routine phases of banking and the
ultimate operation of banks by governmental
agencies or strictly in accordance with formulae
determined by them.

(g) The probable ill effects upon the attitude and
initiative of bankers.

From the foregoing, it is apparent that the possible advantages are
relatively unimportant when compared with the many disadvantages and
difficulties which would be involved in any plan for the licensing of
bankers. Neither does it appear that the licensing of bankers could
accomplish much of good which could not be accomplished as readily and
more effectively by the sound administration of adequate supervisory

authority. Furthermore, licensing of bankers would not relieve the
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necessity for continuation of the authority to remove bankers for cause.

Apparently no standardized set of requirements has been developed
which would warrant setting up formal examinations for bankers such as
exigt for doctors, pharmacists, lawyers, accountants, and other pro-
fessional men. As a matter of fact bankers are already subjcct to much
more regulation than most professional men. Doctors, pharmacistg, and
lawyers usually are required to pass only one examination covering
largely theory or technical subjects. Their licenses are subject to
revocation for reported and proved serious malpractices and on very few
other grounds, if any.  In most such cascs, the matters with which they
deal or the efficiency with which they handle such matters are not
easily susceptible of inspection or examination. In spite of this and
the fact that the interests‘of the public(whichrispractically helpless on
its own accord) are involved to a very great extent, once such a pro-
fessional men is licensed, largely upon the basis of a technical exanmi-~
nation, with but little emphasis upon ethics, general intelligence, and
sound judgment, additional examinations are only infrequently required,
if at all.

Bankers, however, are subject to rigorous and frequent cxaminations
in that their actions and the resulits of their judgment and their reputa-
tion with the public are closely scrutinized by bank examiners. Banks
are licensed at the time charters arc issucd and this, in effect, is
equivalent to the licensing of the management at that time. The char-
acter and ability of bankers is continually being observed by examiners

and the public through the condition of assets, earnings, and the growth
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of their institutions; whereas, there are no such definite means of
measuring either the character or ability of doctors, lawyers, etc.,
who are in a position to jeopardize libertics and health and thug prey
upon the public to a far more dangerous extcnt than bankers, who handle
only property.

It would be in the public interest to disbar all quacks--whether
bankers, doctors, or lawyers. However, it appears that pressure from
enlightened customers and the public has been more effective than
licenses in eliminating quacks from the professions. Since successful
banking is based largely upon sound business judgment and only to a
small extent upon technlcal or theoretical training, it would be far
more difficult or impossible in the banking busincess than in the pro-
fessions to determine in advance by examinations prerequisite to the
issuance of licenses which persons might later turn out to be quacks.

The Government has a responsibility to the public for the super-~
vision of banks and bankers within broad limitations. It is not
responsible for the direction of operations or the detcrmination of the
individual problems or practices of banks. Licensing of bankcrs by a
Gowernmental agency would in effect constitute its approval of the
nanagenent of a given bank and the reesponsibility for the success of the
bank would be regarded Ly many as falling on the Governwent tou a far
greater extent than if the Government limited its functions to the
suocrvisory power of vetoing or removing untrained and wnethical bankers.

luch has been accomplished in the past few ycars by the supervisory

authorities and the bankers, themsclves, by way of improving bank
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managenent. It would sexm that if additionsl legislation in this con-
nection 1s regarded as ncceossary the most practical end effcctive
methods, under present conditions, would be to enact laws which would
requirc directors and officers (or "exccutive officers") of a bank to
vogsess minimum requirements with respect to education, ability, experi-
ence, integrity, etc., (to be specificd either in the law or in rcgula-
tions by =2 Federal supervisory agency) and which would place in one
designated Federsl authority adequate power to remove directors and
officers from office, or to impose other penalties, for violations of
the law or for unsafe and unsound practices. This would
not require that bankers be licensed but would inveolve a strengthening
of the nowers of the Federal supervisory authority with respect to
requiring corrections of unsound practices and the removal of hankers.
It is to be expected, of course, that all bankers with the required
minimum qualifications will not forever possess and excrcise the neces-
sary sound judgment and integrity, and that it would be necessary for
the supervisory authority to criticise and cause to be eliminated un-
satisfactory bankers in much the same manncr that it will be regquired to
cause the c¢limination of the unsatisfactory assets of a bank. Discre-
tion and judgrment must be exercised by the supervisory authority whether
licensee are required or not, and it would therefore seem practical to
give such suthority adequate powcr to determine by observation in any

Y

given casc whether bankers are qualified and are actually conducting
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their banks along safe and sound lines. This method should not arouse
the maximum of objection from bankers because of their knowledge and
more or less tacit approval of section 30 of the Banking ict of 1333.
Under such a plan, bank examiners should be required to anaiyzce and
classify bankers as carcfully as they would analyze and classify the
hank's asschs and to such extent that the supervisory authority may be
able to detormine from thelr reports whether such bankers are quali-
fied--whether good, doubtful, or losscs-—-and should be retained or
removet.

is bebieen a plar of lic ing hankers 1

standarceg ond a nlan of continuing end

with respset to cundifications ond ranevel of
liceneing -lan, which adght have seeit under ericbing clromesbances
Sl Ll . (.t_-l, VWAL l oL (ST = S A W V] HELEN <28 Sadon wialy, AL ShL LalilLZ oy

tha epactment of

ey be conegideored, Such o plan ai-h
Laws which would provide for the neccossary licensing systeon and stand-
ards and procedure, tihe suspension or revocation of licenszs; and the
regquirenent that all banks publish, in connection with the publication
of their reports of condition wnder existing laws, the oxtent ‘o which
their directors and/or officers arc licensed. This would give the
depositors of banks and the gencral public an opportunity to determine
whether they regard it necessary thoat baonkers be licensed. O0f coursec,
it would not he cxpected that the depositors or the nublic would be as
well informed of the licensed status of the bankers as the licensing
suthority miphit be, inasmuch as the depositors and the public would not
have close contact with or interest in many of the details pertaining

to the banks.
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This might be a step toward the ultinmate requirement that all
bankers be licensed. As in the case of some of the other licensing
plans suggested, it is very probable, of course, that a great many in-
justices might result from the inability of many competent bankers to
obtain licenses because of their failure to meet rigid reguirements.
Undoubtedly, there would be many cases in which none of the officers of
a bank could meet the licensing requirements. It might not scen
practicable to remove 2ll such officers or to close the banks, especial-
ly in those cases where the banks have been well onerated. Thus the

necessity for licensing bankers might be conspicuous by its absence.
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(b} Maximun and niniam nuaber of directors.  Statutes limiting

the number of dirsctors vhich o bank mey have (see Teble A, Anpendix IT)

aro obviously intended to guard agoinst mismansgement by reason of the

existence of too fow or too many dircctors. A bank with only two or

three dircectors may cosily fall under the domination of cne or 2

perscns and thorcby become what hag often been criticizod aos =

"ono-man bank!" and bad practices nay be the result. On the other hand

Tovr

4 Uosd

vhierc & bank has toc nony direccters, mismanogomeat may result froa the

division of roepcacibility or from tho existence of "dummy' dircctors

-

vho may in msny cacoes bo persong of

high sgtending =nd of considerable

appoal to the public but without the inclinaticn or #bility to dircet

the affaire of the bank, with the rosult that wnserupulous directors

and officors less knowm o the vuhlic sctually dircet the operatinns

of the bonk, often for tiiele versencl benefit and the ultimate
detrincnt of the vell nown Mreetirs, tiie shoarcholderg, and the

s TN T
RESIRE sitors,

Under the srovisions of Saction 51 of the Lon'hdng ict of 1033,

the board of directore or othar roverning tofy of avery bank or

™

'3

company which

Fd)

-

of not 1lz2se than five or nore thon tuenty-Tive venbers.

AL of the stabes cxcepbd seven nove stotutos liudting the
pinimua number of directors or trusteos uvhdch State banks, trust
conpenios and sevings banks nay hove.  However, o naximun nuober
prescribod in only troaty-no states cand in sone ¥ those statee

with rospeet to certain typos of bonking institutions.

(¢) Residence enl citizonship. Sccetion 5146 of the United
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Revised Statutes requires that every director of & national benk mus
during hie term of service be a citizen of the United States and that
at least three-fourths of the directors must have resided in the state,
territory, or district in which the bank is located, or within fifty
miles of the location of the bank's office for at least one year
immediately preceding thelr election and must continue to meet this
raguirement during their continuance in office.
With respect to this statute, the Suprcme Court of the United
i 3
Stotes in 1888 stoted:
"One of the covident purposcs of this cnact-

ment is to confine the management of each bank

to persons who live in the neighborhood, mnd wio

may, for that reacon, be supvosed to know the

trustworthincse of thosc vho are te be appeinted

officers of the bank, and the character and

financizl =bility of those who mey seck to borrow

this money." (Concord Firct Naticnal Bank v,

Hovdcins, 174 U. S. 564, 360.)

No provisicn is madc by Federsl law with respect fic the residence

ey

or citizenship of directore of State member bonks. The provisioms of
State laws with reepcet to tho rogidence and citizenship of directors
vary videly, o5 indicated in Teble A of Appuendix IT.

Only nino Statos require directors of banks to be citizons of the
United States; and in one of thesc, New York, it is provided that one
dirsctor of a truet compriny noed not bo o cltizen of the United States.
The reguirenents as to rosidence of diroctors are identical with those

prescribed by the Federsl law in cnly one gtate--Indinna.
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(d) Oumcrship of steck. It appears to have becn considered

importent that 2 director of a banking institution oym = certain smount
of shares of stock of the institution of which he is 2 director. This
is indicated by the fact that such requirements exist both under Federal
law and under the laws of 2ll the States, with the one cxeeption of the
State of Tennessca.

Generally speaking, the stotutory provisions with respect to this
notter uniformly require that the stock to be held by a dircctor shall
be held by him in his om’ name znd right, unpledgoa and unencunbered in
any way, not only ot the time of nis clection but during nis continuance
in office.

The provisions of the State statutes arce in goneral similar to
thosc conteined in the Federsl law with respect te national banks, which
reads as follows:

Mo M\
n O

<

Every director must ovn in hils own
right sharcs of the cupital stock of tho zssccia~
tion of which ke is a director, the aggregate par
value of wirich shall not be less than $1,000, un-
lese the capital of the bank shall not exceed
$25,000 in which case he rust owmn in his own right
shares of such capital steck the aggregnte par value
of whiich ghall not be less than $500. Any director
vhe ceases to be the cvner of the required number

of sharcsg of the stock, or vho becomes in any other
manner disoualified, shall thercby vacato his
plzce." (Scc. 5146, R. S.; U. &. C., title 12, sce. 72.)

Apparent defects in this statuts have been noted in considering nany
veting permit cascs vherc dircctors had centracted to "resell" their
qualifying sharce to the belding company affiliate urvn termination of
their directorship. There is ne longer vy provicicn in the Federal lavg

with respect to the cwnership 28 stock by directors of State momber bankes.
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Yhile tlic State ctatutes rclating to this matter arc substantially
gimilar in 211 the Stotes, they vary widely from State to State vwith re-
spect to the amcunt of stuck vhich must be cvned by &« director, as indi-
cated in Teble £ of Appendix IT.

N

(¢) Ponds and oaths. TH.buiing laws of nearly »11 of the Statos

contain reoguircnents with reospect te fidelity bonds of officers of benks

md the oathe of ¢ffice reguired to be teken by lirsctors. In a fow

Cn

toe the law autherizes the dircetors of a benk to require bends of
the bank's officers and to fix the ponalty thercof. In mest ingtances
guch statutes arc applicable only to officere wiio are ccetive in the
nenageuiont of the banik or to officers wire heove the carae, custody or con-
trol of the funds or seccurities of the bank. A typicel statute is that
of the State ~f Iowa, vnich reads as follows:

MThe officers and crpleyecs of ony state
bank, savings bank or trust company Laving the
carc, custeldy or control of any funds or sceuritie
for any such bank or trust compeny, shall give o good
and sufficicnt bond in a conpuny Juth rized to do busi-
nese in this state indﬁwnifving the said bank or trust
crnpany aguinst all lesses, which moy be incurred by
reasen of any act or acts of froud, dadshonesty, forgery,
theft, larcnny, enbegzzlonent, wrongful abstraction, mis-—
apﬂllcntlon, aisopnropriation or other crindnal act con-
nitted by such O{plCuT ar carloyee dircetly or through
connivance viith others, until o1l of his z2ccounts with
the said bank or trust cenpeny shell have been fully set-
tled and satisficd. The wounte and sureties shall be
subject to the approvel of tho board of ddrcctors of ony
such banl or truut coumpan 7 The promium on sald bwnoo
chall be paid by the seid bank or trust cenpony.’
(Iowa Banking Laws, Scc. 9& V—Co.)

o
e
s
w2

By such laws cqualificaticns of bmnkers moy be said to be regulated,

at leazst to somce degree, inagmuch ss it io nroesuncd that the surety con-
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panies lock inte the character and reputoticn of the >fficers concerned
before writing the bonds. It is not presumed that surety compsnies give
much consideration to the other quelifications based upon education,
training, experience, general ability, etc.

In practically every State in the Union, a dircctoQ of a banking
institution is required to indicatc nis acceptance of the office by for-
mally subscribing to zn oath of office. In a few States it is provided
only that each director shall be sworn to the faithful performance of
his duty, but in most stotes the language of the statute is almost identi-

cal with that of Secticn 5147 of the Revised Statutos of the United

w

States requiring oaths of directors of naticnal banks, which is &
follows:

"Each director, vhen appointed or elected
shall take an oath that he will, so far as the
duty develves on hiw, diligeatly and honcstly
adininister the affairs of such zssociztion, and
will nct knowingly violate or villingly permit
to be vielated any of the provisions of this
title, and that he is the ownor in good faith,
ond in bis own right, of the number of sharcs
of steck required by thig titlce, subscriboed by
hinm, or standing in his nanec on the bocks of the
associoticn, and that the sone is not hypothecated,
or in any way pledged, as security for any loan
or debt. * % % " (R, C. Sec. 5147; U. 5. C.,
title 12, scc. 73.)

(f) Services in other instituticns or in other capacitics.

The Federal laws coentoin provisicng rogarding the following matters,
vhich may be considercd as negative requirenents, with respect to
qualifications or provisicns whicn indicate vhat bankers may net be

or may nct dos
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1. Imtorlocking bank conncetion, Sceti-n 8 of the
Clayt:n Antitruct Act.

2. Cennecti-ns with seccuritics companics, Sccti n 32
of the Banking Act of 1933.

5. Comnections with public utilities and registered
holding companies, the Public Utility Act of 1935.

Undor the banliddng lows of several stntes onc or more of
Meea classes of relotionships aroe prohibited or rostricted:

(1) inteorlocking bonk services, (2) conncctions with securities compenics,
(3) connections with companice making loons on stocks or bonds, and
{4) holding certain public offices.

It vill be obscrved from Table B of Appendix IT that in certain cases
it ie provided that trustees of 2 savings bank may serve in the relaotion-
ghips gencrally vrchibited., In ceoritain other cascs the prohibited

relaticnship. 1

~

5 pormitted 1f 2 najority of the trustecs of a savings

bank will not be lirasctors or trustces of other institutions., In only
one instance is there cny provision for the issuance of a permit

authorizing the relaticnchip vrehibited.  That case ig in New York vhere

" that on officer cr director of o Stats benk or trust con-

it is provid
pony may serve as an oificsr, directer, or cmployee of o sccourities con-
pany 1T a peenit for such service is igsucd by a two-thirds votc of the
State Banking Board.

Thore are no provicicns vhatscever with respect o the sorvice of
Jirectors or officeres of banke in other capocitics in 36 of the Stotes in
the Unicng and in ona cther State, Texas, there is net only no rostric-

tion unen such services but it is opocifienlly vrovilded that o director

i
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f o savings bank shall not be disqualified by reason of his cervice as
a director or officer of another State bank. 8o far only eloven EStates
have taken any action towards restricting such services: and nearly oll
of the existing State statutes with respeet to this matter are applicable
only to trustecs or officers of savings banke,

(g) In general. In a small number of States certnin grownds are
specified as disqualifying a person for service asg a director of o
banking institution, such as

1. Conviction of a vielation of the banking lavs
(Colorado, Mentana, Oklshoma, =nd Wisconsin

2. Judgments held by the bank against the perscn
(Missouri and Texas)

3. Bankruptcy
4. Goneral agsignment for the benefit of craditors,
ete. (New York, Oregen mnd Washington, with re-

spect to a trustes of o mutusl savings bank.)

5. Serving other institutions cor helding certzin
public officcs (about cne~fourth of the states).

In addition to the foregeing, Federal and State laws contain numer-
ous and varying restrictions and limitations with respect to loans,
investments, capital, ctc., misapplicaticn znd embezzlenment of funds,
cte., and varicus other prohibitery jrovisicns, for the violation of
which penaltics 2re mrovided, althcugh these provisirns may be regarded
as indircctly affecting the qualificaticns of direcctors snd officers of
banks, they are not to be regarded as of such nuture 2s to pesitively
promote and improve the qualifications of bankers.

Neithcr Tederal nor State lawe contain any dircct provisions with

respect to the qualificaticns of bankers specifically emunmerating
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raquirements vith resnect to cducation, training, experience, integrity,
and general all-arcund ability.

Althcugh nany restrictions and limitoticons have boen made upon
certein transactions and activities of bankers, many porsons consider
that legislation hns nct touched upon the fundamental problea in-
velved; nanely, inconpetency of bankers.

In connection vith the provisions of the statutes vhich deal with
criminal vieclations, nuch could be acconplished in rcevising the laws in
such manner ag to olininate many technicalitiss which have proved to be
sturibling blocks, particularly in the trials of bankers invelving compli-
cated transacticns, etc.

Although tiiere have boon scne efforts and much agitation for the
raizing of the standards of qualifications for bankers by legislatien, a
large percentbage of the bankers and 2 great nunber of bank supervisors,
prouinent gpeakers, end authers have generally indicated that the desircd
inprovenents must cone fron vithin the banks rather than from legisla-
tion. In this conncction S. Sleoan Colt, President, Bankers Trust Coms
nany, New York City, has stateds

"It must be clear by now that lasting
improvement in the banking system can seldon
be cbtained by legislation. The futility of trying
to substitute arbitrary rulce and laws for sound
business judgnent has beoen anply - demonstrated. That
is why a project vhcroein the mon actually operating
banks undertake to make o carcful analysis of the bank-
ing problens is so importont and nay bring productive
results. We have tried legislation for o hundred years:
let us now try rescarch mnd analysis."(1)

The views of John W. Pole, former Conptroller of the Currency, and
cthers, in the natter of legislation relative to quelifications of
Jirectors and officers arc centainced in Appendix IT(A)1(c).

(1) Adiress before the Kansas and Missouri Bankers Asscciations in
Kansas City, May 8, 192Z6.
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2. LIABILITY OF OFFICERS AND DIRECTORS AND PROVISIONS FOR THEIR REMOVAL FROM
QFFICE FOR MISMAMAGEMENT OR VIOLATICN OF BANKING LAWS.

The laws affecting national banks and those of practically all of the

Y

states contain proviscions meking bank dircctore personally liable for losses
resulting from excessive loans or illegal investments made by them and for
the improper declsaration of dividends, and botn the Federal and state bank-
ing laws contain criminal provisions with respect to embezzlement, absirac-
tions, =nd false entries by officers aond directors of banks.

Statutes which impose liability upon officers nand directors for
viclations of the banking laws or for mismanagement generally may be divided

into three clasces: (1) statutes imposing civil liability in damages; (2)

statutes imposing criminnl 1i-bility; and (3) statutes rendering the offend-
ing oificer or director liable to removal from office.

Section 5239 of the United States Kevised Statutes (U.S.C. Title
12, Chap. 2, Sec. 93) provides ns follows:

"If the directors of any national banking association
shall knowingly violate, or knowingiy permift any of the officers,
agents, or servants of the association to violate any of the provi-
sions of thias chapher, all the rignte, privileges, and franchises
of the association gball be thereby forfeited. Such violation shall,
however, be determined and adjudged by a proper district, or Territorial
court of the United Stotes, in o suit brought for that purpose by the
Comptroller of the Currency, in hig own name, before the association
shall be declared dissolved. And in cacges of such violation, every
director who participated in or assented to the same shall be held
liable in his perscnal and individunl capacity for 21l damages which
the asscciation, its suasreholders, or any other person, shall have
sustalned in conseguence of such violation. "

This provision relates to viclations of certain provisions cf
the National Bank Act, and it hns been held that it does not relicve

directers of a national bank from the common law 1iability for failure to
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administer the affairs of the bank with reasonnble cave and diligence.

Bowerman v. Hamncr {(1919) 250 U. S. 504. There is a similar statutory pro-

vision regarding violations of the Federal Reserve Act by directors of
national banks (Fed. Res. Act section 2, paragraph 6).

Section 22 of the Federal Reserve Act containg a similar provi-
sion relating to the responsibility of directors rnd officers for viola-

tions of section 22 of the Federal Reserve Act. 1t will be noted from

the following quotation of the provision that,
Section 22, it spceifies all member banks and not merely national banks,
and it specifies officers as well as directors:

"(f) If the directors or officers of any member bank
shall knowingly wviclate or permili any of the agents,
officers, »r directors of any member bank to viclate any
of the provisions of this section nr regulations of the
bonrd made under authority thoreof, every director and
officer participating in or assenting to such viclation
shall be held liable in his pesreonal and individual
canacity for all damages which the momboer bank, its
shareholders, or any other persons shall have sustained
in consequenca of such violation."

In cleven states(l) therc are statutes (as distinguished from
common law respongibilities) imposing personal 1inbility in damages upon

officers and directors of banks for violations of State banking lawa..

and in eight states (2) violations of the bamking laws by officers or

(1) Arkansas, Connecticut, Idaho, Kentucky, Newvada, North Carnlins,
North Dakota, Ohic, Oklahoma, South Dakota, and Wisccnsin,

(2) Connecticut, Georgia, Kansas, Louisiana, Meryland, North Dakota,
Texas, and Vermouat.
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v e -y 1. r iy

directors are gpecificaliy wade punishable by Tine or impriconment and
constitute misdemennors or folonies. Many of these statutes sre open to
the objection that in proctice thoy may not ke offective in producing
scund brnk management. Court procecdings will ordinarily be nocessary
and it i1s not at all inconceivable thot an officer or director may be
permitied to continue in hig positlcn ever after he has paild the penalty
provided by such stntutes.

Statutes providing for the removal of officers and directors gullty
of misconduct, unsound practices, or violatlons of the banking laws are
found in a number of statos., Thess provisilong very grottly witk respect

the persrng rowovable, the couges for removal, and the proceedings, if

any, which must be followed. Tab¥le # (Avpendix IT) indicates these varia-

tions. It may oS- not this table 1s intondad to give only n general

e

nicture of the situation with resnect to the removal of officere and direc--
tors in the varioug sbates and is not o coanlets digept of the statutes in
question.
Some of the principai causss of romoval are summnrised oz follows:
(1) Snecified cnuscs. “sur:.?z ag failiure ol directors

c V3
LR i A3 (Alabama, Wisconsin,

s).

(2) Dishenesth, reckless or incompeotent ecnduct. (Idsho,
North Carolina, Urcgrn9 Waekhingtrn, and othor statos).

(3) Avuss of trust o nogligence in perihrasnce of Jdutles.
\Mtdur331w“tl Pennaylivanis).

o

(4) Conduct injurious o hostile to bank. (¥ew York,
Oregon, Washington).

nnayund or wsafe

I N ~ =
ghatos) .
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The Idaho statutewhich may be regarded as typical of those in
effect in somec of the othor states, rcads as follows:
"Any dircctor, officer or erployce of any bank found by
the Commissioner tc be nogligent, dishonest, reckless or
incompetent, shall be removed from office by the board of
directors of such bank on thce written order of the Commis-~
sioner, and if the dircetors neglect or rcfuse to remove
such director, officer or egployece, in event any losscs
accrue to such bank thercafter by reason of the negligence,
dishonesty, recklessness or incoupotency of such director,
officer or coployee, such written order of the Commissioner
shall be deemed to be conclusive evidence of the negligence
of the dircctors failing to act upon the same as here-
in provided in any action brought against them, or any of then, .
for recovery of such losscs," (Idalio Code, Title 25, Sece 25-407):
While there is no specific provisirn for removal in the banking
laws of Texas, it is there provided that if the Comnissioner of Banks finds
that any director or officer of a bank hag abused his trust or been guilty of
misconduct in his official position injurious to the bank, he shall comruni-
cate the facts to the Attorney General of the State who ghall thercupon
institute such procecdings as the naturce of the casc nay require. Apparent-
ly, under this provision, the Attorney General would be authorized to bring
proccedings for the removal of dircetors or officers guilty of the miscon-
duct described in the statute.
Prior tc 1933, there was no nrovision in the Federal statutes for
the removal of bank directors or officors, Scction 30 of the Banking
Act of 1933, however, in an cffort to inprove the managenent of national

and State acther banks, nade dirccetors and officers of banks subject to

reroval for continued violaticns of banking laws or continued unsound or unsafe

banking practices, after being warned by the Conptroller of the Currency (in

the casc of natisnal banks) or the Federal rescrve agent of the district (in
the case of State member banks) te discontinue such violations or such

practices,
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Some of the obvious defects of the Federal statutes, from the stand-
point of effective supervision of bank management, are: (1) action must be
predicated upon the opinions of twn differeni supervisory agencies in the
case of national banks; (2) the dircctor or officer must hawe been warned to
discentinue the violations of law or unsound practices before action for re-
moval can be started; (3) the violatione of law or unsound practices must
have been continued after warning; (4) the facts of continued violations after
warning must then be certified to the Board of Governors, together with suf-

3

ficient detailes to justify the Board in giving the offender nctice to appear;

must Le given an opportunity for a hearing Lefore removel may be effecteds
(8) the necessity for describing specifically the alleged violations of law
or unscund practices in the warning or certification tn the Bnard of Gov-
ernors and of showing their repetition mey preclude the removal of a direc-
tor or officer who in the meantime hag discontinued the alleged violations>
or unsound practices but hag begun the violation of other provisions of the
law or other unscund practices.

The warning process and the necessity for a continuance of the
viclations charged or alleged befors removal proceedings can be held,
together with the time congumed in preparing for and conducting a hearing,
presupposcs the lapse of a period of time dangerously long in some cases,
particularly those subject to bitter contests which may be based largely
upon technicalities. Thus, it will be scen, a series of violations and
warnings may be continued over a long period of time before the Board
could legally itake any effective sction.

The above-mentioned defects suggest the necessity for revising the

statutes in such manner as to provide for the summary suspension of directors

. .

and officers in certain types of situations and the removal for violations

after a warning and hearing in other cases, carc being exercised to draft
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the statutes in such terms as to clearly prevent evasions by directors or of-
ficers by shifting to other viclations or unsound nractices, or only tempor-
arily discontinuing thoge in connectlon with which warnings havc been issued.
In this connection attention must of course be given to meeting the consti-
tutional requirements of "due process of law" in effecting such removals.

It is interesting to note that removal statutes on the order of
the Federal statute are found only in certain States in the northeagtern
section of the United States, viz., Connecticut, Massachusetts, New Hampshire,
New Jersey, Ponnsylvanin, and Vermont, nnd in Indiana.

>

In two of these States the statutes are substantially different from

the Federal statute with respect to ihe procsedinge to be followed. In New
Jersey it 1s provided that the Commissioner oi' Banking »nd Insursnce may
direct the discontinuance of any viclations of law or unauthorized or un-

safe practices by the managers of n wutunl savings bank and that if his
directions are not complied with, the Attornoy General of the State may insti-
tute proceedings for the removal of the offending managers of the bank. In

Vermont the Commigsioner of Banks is suihovized o direct the officers of s

bank te discontinue illegsl, unsafe or uvnauthorized practices or conduct,

3

wade for removal.

-

but no specific provision 1is

In the other States, however, viz., Connecticut, Indiana, Mass-~

achusetts, New Hampshire, and Pennsylvania, the statutes are esscntially

like the Federal statuts. They provids for a preliminary warning to be

given to the offending officer or director by the Stats Superintendent of
Banks and they make provision for a hearing to be had bufore some duly
constituted public body. They likewise provide that the order of removal shall
not be made public or disclosed to anyone except the delinquent officer or
director and to the beard of directors of tha bank with which he is counnect-
ed, except in the course of the proceedings for removal.

In certain other respects, however, the vemoval statutes in these

five states present important differcnces.
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In Connecticut, the statute is apnliicable not only to officers
and directors who have been guilty of continued viclations of the banking
laws or unsafe or unsound practices, but also applies to officers or directcrs
who have used their official position in a manner contrary to the intcrests
of +the bank or its depositors or shareholders, or who have been negligent
in the performance of their duties. Vhenever, after having been waried by the
Bank Comaissioner, the offending officer or director does not discontinue
the practices mentioned by the statute, the Bank Commissioner is required
to serve notice upon such officer or director to appear before the
State Advisory Council for hearing. If the Advisory Council finds him
guilty of any delinquency, it nust so advise the Bank Commissioner who will
then issue an order for his removals Upon the issuance of such an order, the
officer or director inveolved automaticaliy ceases to be an officer or director
of Ids institution and is disqualified from further participating in its
nanagenent. Any such officer or director, however, is entitled to a»nneal to
the Superior Court for Hartford County within 20 days after the receipt of
the order and that court, if it finds that the order was arbitrary, illegal
or unreasonable, may vacate the order of reunovals It is to be noted, with
respect to the Connecticut statute, that its provisions will expire July
i, 1937,

The llassachusetts statute, like the Connecticut statute, is also
applicable to officers or directors who have used thelr officiasl positions
in a nanner contrary to the interests of the bank or its depositors or who
have been negligent in the »erformance of their duties. However, it is
provided that the Commissioner of Banks shall certify the fact in any

such cace to a board composed of the State Treasurer, the Attorney General,
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and the Commissioner of Cornorations and Taxation. Provision is then made
for a hearing to be held before such board, In other respects, the proceed-
ings are practically identical with those prescribed by the Connecticut
statute, except that it is provided that the order of removal shall be en-
forced by proceedings instituted by the Attorney General of the State. Any
person removed from office under this statute who thereafter participates
in the management of the bank is punishable by imprisonuient for not more
than five years, or by a fine of not more than $5,000, or both. Any officer.
or director aggrieved by the order of removal is given the right within
twenty days to file a petition in the supreme judicial court for the County
of Suffolk for a review of the order of removal; and the decision of such
court becomes final and conclusive,

In New Hanmpshire, the procedure for removel is substantially
the same as in Connecticut and llassachusetts, except that in this State,
the order of removal is reguired to be issued by the Bank Comnissioner with
the approval of two nersons in good standing in the banking business to
be named by the CGovernor upon the request of the Bank Commissioners Any
person removed from office under this statute nay, with the a»noroval of the
trustees or directors of the bank with which he is connected, appeal by
petition to the supreme court of the State within thirty days from the date
of the order of the removal. However, the court may not set aside such
order except for errors of law, unless the court finds by a clear‘pre-
ponderance of the evidence that the order is unjust or unreasonables

Finally, in Pemnsylvenia, after providing for a preliminary warn-
ing by the Devartnent of Banking, the statute provides that the accused

officer or director shall appear before the State Banking Board to show
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cause why he should not be removed from office., If he fails to make

an appearance, his office automatically becones vacant. If, after a hear-
ing the officer or director involved fails to show cause why he should not
be removed from office, the Banking Board is required to notify the
department of its decision and the department is thercupon required .to
issue an order directing the bank involved to rcmove the officer or
dircctor and declarc his position vacant.

In connection with the Pennsylvania statute, it is intercsting
to note that if the institution of vhich the accused person is on officer
or director is a member of the Federal Reserve System or of the Federal De-~
posit Insurance Corporation, the statute provides that any duly authorized
rcepresentative of the Fedoeral Rescrve bank or of the Federal Deposit In-
surancce Corporation may appear at the hearing as a witness against the
officer or director involved,

Before concluding this discussion of statutory provisions re-
lating to the removal of officers and dircctors of banks, two unique State
statutes may be mentioned which, if not particularly important, are at
least of some intercst. In Fonnsylvania, which it will have been noted
has a varicty of removal statutes, it is specifically provided that the
board of directors or the board of trustecs of a banking institution may
declarc a vacancy in the office of a director or trustece vho has boen ad-
judged to be of unsound mind by an order of court or has been convicted of
a felony or has failed within sixty days, after notice of his election, to

accept his office cither in writing or by attending o mecting of the board.
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The statutes of the State of Wyoming provide for the removal of
officers of banks who have been guilty of dishonest, reckless, or incompetent
conduct. The banking laws of that State also include a provision authorizing
the district court of the county wherein any savings bank is located to re—
move any director of such bank "for due cause shown'", after proper notice
and ovortunity for the dircctor to be heard in his defense. (Appendix IT,
Table Ea)

In connection with the removal of bank officers and directors,
mention should again be madé of the Nebraska statute, which provides for
the licensing of active executive officers of banks in that state. The
provision contalned in that statute authorizing the revocation of the
license of any officer conducting the business of a bonk in an unsafe or
unauthorized manner is, of course, tantamount to a provision for removal,.
However, it may be pointed out that the Ncbraska statute for the licensing
of officers appears, in theory at least, to be superior to the ramoval statutes
discussed in this subdivision, inasmuch as the Nebraska statute affords some

neasure of assurance before the election of officers that they will not be

guilty of mismanagement, while the removal statutes provide for the elimina-~
tion of incompetent and reckless bank officers only after the harm has been

done.

If many leading bankers have expressed themselves publicly upon the
question of the removal of officers and directors for mismanagement or
violation of banking laws, such expressions have not come to light in the
present study. However, the opinions of a few prominent writers and others

on this matter have been noted and are presented in Appendix IT(A)2.
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3., DUTIES, RESPONSIBILITIES AND POWERS OF DIRECTORS

Section 51368, U.S.R.S., grants to national banks the following
powers, among others:

"Sixth. To prescribe, by its board of di-
rectors, by-laws not incensistent with the law,
regulating the manner in which its stock shall
be transferred, its directors elected or appointed,
its officers appointed, its property transferred,
its general business conducted, and the privileges
granted to it by law exercised and enjoyed."

Accordingly, the Comptroller of the Currency has issued a panmphlet
(Form 1417, revised October 1935) relative to the duties and liabilities
of directors of national banks, which contains the following:

"When a bank is organized, the board of di-
rectors should adopt by-laws and send a copy to the
Comptroller of the Currency. (Sec. 5136,U.S.R.S.)
The following is submitted as a general form that
may be modified in any manner deemed expedient, but
not in conflict with law or the articles of associa-
tlon:

M % % 3t Sec. 22. (By-Laws) There shall be ap-
pointed by the board of directors a committee of
members, exclusive of the president and cashier,
whose duty it shall be to examine every six months
the affairs of this bank, 3 ¥ ¥* agcertain whether
the bank is in a sound and solvent coendition, and
to recommend to the board such changes in the manner
of doing business, etec., as snall seem to be desir-
able, the result of which examination shall be re-~
ported in writing to the board at the next regular
meeting thereafter.”

The pamphlet describes in detail the suggested procedure for verifying
various accounts, etc. Information is not avallsble as to what extent,
if uny, the by-laws of nutional end stute bunks reguire snnual or
semi-annual audits by the directors or to what extent the previsions
of the by-laws in this connection are caumplied with or the freguency or
extent to which the by-laws mgy have been modified in this respect.

In comnection with this matter, the following editorial
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which appeared in the American Banker on June 15, 1936, is of interest:

"Most of the statcs require directors of
banks to conduct an examination of their banks
once or twice a year, and report on their find-
ings to their respective state banking depart-
ments. There is nothing in the Federal banking
laws requiring directors to make examinations of
their banks, but this very important function
is generally found in the by-laws of each national
bank,"

It appears that comparatively few really worthwhile audits are
made by the directors of banks and that in many respects the most satis~
factory audits made for the directors are those conducted by indenendent
public accountants, especially in the case of the larger or more complex
organizations.

With respect to the duties of directors, the Indiana Financial
Institutions Act contains the following:

"Sec. 99. In addition to such other duties
as may be imposed upoen the directors by any other
orovisicns of this act, such directors shall keep
a record of the attendance of direcctors at meetings
of the board, and shall make a report, showing the
nanes of the directors, the number of meetings of
the board, regular and special, the number of meetings
attended and the number from which each director was
absent, which report shall be read at and incorporated
in the minutes of the annual meeting of the share-
holders. ©Such directors, at such times as they are
meeting as a board of directors, shall also require
the secretary of such board, or some other duly desig-
nated agent, to make official communications from the
departuent a matter of record in the minutes of the
meetings of such board of directors. The board of di-
rectors, or a committee therefrom, or if the board shall
so authorize, an Indiana certified public accountant or
a firm of Indiana certified public accountants, shall
exanine the corporation once each year and submit a
complete statement of the condition of such corporation
to the department."

It has also been noted that the Bank Act of Canada (1934-Section 27)
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contains the following provisions with respect to attendance of directors:

"(4) A record shall be kept of the attendance
at each meeting of directors, and a summary thereof
prepared so as to show the total number of directors!
neetings held and the number attended by each direc-
tor shall be sent to each shareholder with the notice
of the anmual general meeting hereinbefore mentioned.

"(5) Such summary may state the naturc and ex-
tent of the services rendered by any director who,
by reason of residing at a point remote from the
chief office of the bank, has been unable to attend
meetings of directors." (R.S., c. 12, s. 27, am.)

The duties and responsibilities of directors developed by law or

practice may be summarized as follows:

1. To formulate policies governing the conduct of the
bank's affairs and see that these policies are ad-
hered to.

2. To select and maintain proper management, personnel
and administrative machinery, including the appoint-
ment of the necessary committees of dircctors and
officers.

3. To supervise the operations of the bank through ex-
aminations by directors or by committees therecf or
by independent public accountants, and through reports
of operations, such as reports on new and renewal
loans, investments, trust activities, earnings and

expenses, etc.

4. To participate in delibecrations upon the above matters
through satisfactory attendance at directors' meetings.

The foregoing sugsests the recommendation that the_directors should
actually make examinations or should employ independent public account-
ants to make such examninations or audits. The directors should carefully
study the reports of cxaninations and should give particular attention
to assct values, operating statements, ete. In addition, they should

carefully review all rcports sutmitted by the public supervisory authority
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together with the official corrcspondence relative thereto. A satis-
factory method of evidencing directors' knowledge of and interest in
the manner in which the bank is being operated by its officers should
be evidenced in the minutes of directors! meetings which should show
that the variocus matters of importance had been considered.

It would seem that if changes in the banking laws are deemed neces-
sary to emphasize directors' responsibilities, such changes should be
made as would adequately cover the various matters mentioned above or
the statutes should be couched in such broad language that the super-
visory authorities could require that directors give the necessary active
attention to the bank's affairs and could bring about the removal of

directors for their inattention to duties.,
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4, RESTRICTIONS ON FINANCIAL INTERESTE QF DIRECTORS AND OFFICERS IN
BANK TRANSACTIONS:

A number of laws intended to nrevent directors and officers of a
bank from deriving any unfair financial advantage or profit from the
transactions of the Lanks with which they are connected have becen enacted
by both the Federal and the State legislatures. Statutes of this nature,
which nare clearly desipgned to improve tank managenent, include statutces
restricting loans to dircctors and off'icers; prohititing the receipt of
fees or commissions in connection with loans, discounts, or sales by the
bank or the rcceipt of preferential rates of interest on devosits; and

wrohiiting directors or officers from selling property to, or purchasing
property from, the Lank with which they are connected on more tavorable
termg than those offcred other verscons.

One of the chicf criticisus aade of numcrous tanks which werc forced
to close their doors during the banking crisis of 1933, was that they
had made excessive and inadequately secured loans tu thelr own directors
and officecrs. The Banking Act of 1933 sought teo remedy the situation by
naking it a criminal offense for member bank%s »f the Federal Reserve Sys-
tem to make loans to thelr executive ufficers; and at the present time
there is »nly one Statc, Arkansas, which has no prevision specifically
restricting or prohibiting loans vy bsnks to their directors and/or
officers.

There are sct forth in Table C of Appendix II to this mencrandwn
the prinecipal nrovisions of State laws with respect to this matter.
Since in many cases the statutes are oft some lensih, this teble must
necessarily be more or less incenplete and is intended only to indicate

the persons to whom the statutee are applicab:le, the circumstances under
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which loans to directers or officers are permitted, snd the penslties,

if any, provided for the violniion or the proviszions.
The statutes of many of the states with respoct to Llnuns to directors

and officers do not specifically fix any penaitics for the viclation of
their provisions. In threc states, however, Alabama, Iowa and South
Dakota, the violatlon of such statutes renders the offonding director or
officer sub’cet to convictisn for embezzlement; and in two states, Minne-~
sota and Oklahoma, such a viclation roenders him guilty of larceny. In a
half deczern states the receipt of loans in vielation of the statute is

ade a2 misdemeasnor; and a half 2 dozen other stabes have mnde it a felony.
In three strtes, Connecticut, Florida and Idaho, the officers are civilly
liable in damages for any loss or damage reosuliing from the vrecsipt of a
loan in vioclation of the statutes.

The Banking Act of 1933 impoced criminal penalties for vielations
of Section 22(g) of the Federal Rescrve Aet probibiting loans to execu-
tive officers of nember banks. These penaities, however, wore eliminated
by the Banking Act of 19353 and in lieun thereof, it is now provided thot
any exacutive officer of 2 nember bank violsating ths provisiong »f this
statute ig gubject to removal by the Board of Governors »f the Federal
Reserve System under Section 30 of the Buniddng Act of 1933. The statutes
contaln no restrictions whatsoever -n the making »f lcuns by member banks
to directors who are not also executive off{icers.

Apparently in only two states, Florida and Indinna, has any provision been
made for the removal of directers or ofrficoers for the violation of a statute
prohibiting loans t~ them by the bank with whieh thoy were connected.
However, it i1s noted that in nine other states the violation of statutes

of this kind operates to vacate or forfeit the office »f the offending
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Girector or officer. Tho North Carcolina statute in this respect is

azpnlicable not only to loans to officers and enployces hut also to

L7 L

ey

firms or parinerships in which they are nembers and to corporations in
which they own a controlling intcrest. This is also the case in a
nunber of other states; and in sowme instances the statute is made an-
plicéble to corporations in which dircctors or officers of a Lank owm,
not merely a controlling intercst, but any interest.

A nuiber of the statutes restricting or prohibiting loans to officers
and directors, including the Federal statute, are preobally broad cnougn
to cover overdrafts as wall as lecans. However, the bankinz laws of four-
veen states specifically prohibit the officers or directors of hanks from
knowin~ly and wilfully overdrawing their accounts with the tank with
vhich they arc connected.

A method by which directors and ofTicers of hanks may improperly
use their official sosition in the bank to obtain 2 Tinancial advantage
from transactions to which the Lank is a party, is the receiving of fees,
comnissions, or other reowards ifor assisting persons in procuring loans
or discounts from the tank. In order to prevent iLonk directors and of-
ficers from thus abusing thgir of ficial positions, the legislatures of
twenty-nine statcs have enacted laws orohii:iting the receipt of fees and
coimissiuns in such cascs, the urovisions of which laws are sinilar, EX-
cept For minor variations, to the Federal statute (Sec. &2(c) of the
Federal Rescrve Act). The states in vhich suck laws exist are listed in

the first column of Table D of Aonendix I[I.
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In nearly all the states having statutes of the kind under dis-
cussion, the viclations of their provisions are made punishable by fine
or imprisoniient. In a few states the offending director or officer is
subject to a fine for each offense; and in North Carolina and Ohio, he
is made ineligible for further service in the bank,

The directors and officers may further abuse their official connec-
tions by purchasing property from the bank with which they are connccted
aor by selling to such bank on terns more favorable to themselves than it
would have been offered to persons outside of the bank in the same trans-
actions. However, it appears that only the Federal hanking laws (Sec.
22(d) of the Federal Rescrve Act) and the banking lavs of a comparativoly
few of the states contain any provisions desigmed to prevent such prac-
tices. The conditions wnder which purchascs and szles bty directors and
officers from or to their banks may Le made under these statutes are
indicated triefly in Table D of Appendix II.

Anothor statute desimed to prevent directors and officers from
deriving improper financlal advantagses from their officlilal positions is
that relating to prefcrential intercst rates on deposits. (See Table D,
Appendix IT) Section R2(e) of the Federal Reserve Act provides:

Mo -member bank shall pay to any dircctor, officer,
attorney, or cmployee, a greater rate of interest on
the deposits of such director, officer, a“torney or
employec than that paid to other depositors of similar
deposits with such nmember bank."

It is interesting to note that no similar provision has been found
in the hanking laws in any of the states of the Union, except in the
case of Pemnsylvania. Tho statutc in that state goes even further than
the Federal statute inasmuch as it 1s applicable not only to the direc-

tors, officers, attorneys, or employeces of hanks but also to the direc-
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tors, officers, employces, and attorneys of af

filiated institutions.

@
[

In this connecticn, it is alsc noted that a "Draft of .Susgested

n

Law Governing Operation and Management of lutual Savings Banks", nre-
pared Ly the National Association of Mutual Savings Danks of New York

in 1936, places very definite restrictions upon trustees and officers

with resdect to the borrowing or the usce of funds of a savings Lank for
their own personal benefit and provides with respbet to removal of
trustees, as follouws:

"Thenever, in the judgment of three-fourths of
the trustees, the conduct and haitits of 2 ftrustee of
any savings bank arc of suceh character zs to te in-
jurious to the savings btank, or if hc has Tcen guilty
of acts that are detrinmental or hostile to the in-
terecsts of such snvings bank or his scrvices are not
materially teneficial to the savings bank, such trustee
may be removed from office at any regular mecting of
the trustess, by the affirnctive vote of three-fourths
of the total number thereof; provided, howvever, that
a written cogy ol the chargus made against hin shall
have been scrved upon him personally at leawt two
weeks Lefore such wmecting, that the vote of such
trustees by aryes and  nays shall be entered into the
rocords of such meeting, and that such removal shall
recelve the written asoroval of the supcrintondent of
hanks, whick shnzll be attached to the winutcs of such
meetin: and fora = part of the record.”

The views of a Tew Lankers and others ivith respect to legislation
relating to restrictions on the financial interests of directors and

off icers in bhank transactions are included in Appendix II{A)4.
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5. GENERAL

Certain types of tankers have to an apnreciable eoxtent abandoned

certain ideas and formulas which they migpht have had, snd which many of

the outstanding bankers have had and stiil have, and have shaped their

operations and practices in accordance with the limitations and restric-

tions laid down in the laws, even though such limitations might be toc

broad vwith respect to the particular type of transaction involved in a

given bank or in a given commumnity. In othor words, some bankers con-

sider that, because the laws and regulations lay dewn too many and too

definite formulas, many bankers have abandoned tholr own initiative and

managed their banks largely according to formula.
It hag been frequently stated, and has heen admitted by many out-

standing bankers, that the bankers thensclves have not worked out

unificria practices and policies for the general public good and that it

has been necessary that laws be enacted iIn connection with qualifications

¢f bankers and in prescribing the metes and bounds within which they may

function. Tynical of such statements is the following by R. G. Smith,

Cashier, Bank of America N.T. & S.4.:

"The restrictions om security purchases by

hanks ocwbodied in the rocently issued regulations
of the Comptreller »f the Curvency should ¢o much
to improve the quality of banlk bond portfolios.
While the princivles unon which restrictions
wero baged have long heen recognized as a purt of
sound banking practice, thelr addition to our or-
gonic Hank law is o salutary development in hanking
regulationa,

the

bit : nl’ speculative securi-
tin¢ thq ”Louni uf scenritics of any one
e held; renui?inﬁ the ”“H"Ti”at4on
of honi p?emmumo pz1H~ requl pank invesiments
have (sic) ready markeds ragulnites which cen
a3 definite oy beneficial to onr bank-

AN
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"When new laws are passed regulating any
business, those who are affected usually chafe
under the new restrictions. This is particular-
1y true of vankingz. It must appear evident to
bankers, however, that Federal legislation and
regulation have been thc only means of bringing
about uniform practices and united action for the
nrotection of banks and bank depositors alike.® (1)

A grecat many bankers, economists, and writers have likewise ex-
nressed the view that deposit insurance would have very far-rcaching
detrimental effects upon bank management policies and practices. On
the other hand, some have stated that bankers and bank management, in
general, would be improved by the efforts of the Federal supervisory
authorities because of their superior and more uniform examinations,
requirements, etc., in connection with the administration of the insur-
ance laws. The following views in this connection are typical:

R. S. Hecht, President, Hibernia Bank & Trust Company, New Orleans:

"3 % % Taxing properly managed banks to make
up losses of failed banks is not only unfair and un-
reasonable but it weakens the whole banking structurc.
Agzain guaranty of deposits places the incompetent and
reckless banker on an equal footing with the able and
conservative banker, which enccurages bad banking at
the erpense of scund banking. We are therefore op~
nosed to the passage of any law carrying a guaranty
of bank deposits and believe that it is against the

interest of the people of the United States to develop
any such system." (2)

(1) Address before Bank Management Section, A.I.B. Convention, Scattle,
June 1936, American Banker, June 11, 1933.

(R) "Report of Committee on Resolutions", A.B.A. (1932), Commercial &
Financial Chronicle, A.B, Convention Section, October 1932, n. 36.
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Hon. Henry B. Steagall, member of Congress from Alabama:

"It is said that insurance of bank deposits
will place a premium on bad banking. Of coursc,
there can be no basis for such a contention. My
reply is that the records abundantly prove that
a banking system without deposits insurance has
put a premium on unsafe banking - disastrous both
to depositors and bankers. Protection of the in-
terests of the public is the true criterion by
which to measure the merits of any legislation."(l)

A. A, Berle, Jr., Professor of Corporation Finance at Columbia
University (1933):

"Behind the powerful agitation for bank
guaranties was the realization by a fremendous
part of the country that its bank deposits lay at
the mercy of a confliet of forces, the ocutcome
of which no one could foresee. Having already
seen large deposits wiped out and having dimly -
not accurately I think, but dimly - secn the
crushing effect on the communities which they
serve, there came this tremendous wave from the
banks in several parts of the country, notably
from the Northwest, the Middle West and the
Southwest, demanding some security. They thought
of it in terms of security of bank deposits, but
if you were able to analyze the meaning of the
demand, it would he for a secure banking system.
It is a just demand. hatever you may think of
deposit guaranty, you cannot merely ignore that de-
mand and leave it unrccognized." (2)

Several additional published statements of bankers and others with

respect to deposit insurance arc contained in Appendix I1(A)5.

(1) "Recent Banking Legislation", Tarheel Banker, October 1933, . 68.
(R) Address tefore the Fortieth Annual Convention of the New York State
Bankers Association, June 1933, n. 48.
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(B) COOPERATIVE EFFORTS OF BANKERS

Apparently most bankers have come to realize that cooperation
through QSSOCiations, clearinghouses, institutes, conferences, and other-
wise develops better bank managements During the past few years clearing-
house associations have been established in a great numbeér of communities
in the country and bankers have been very active in conferences and other
efforts at cooperation. Serious thoughts and efforts of many bankers went
into the preparation of a Banking Code to meet the requirements of the N.R.A.
in 1933, from which many bankers believe that much good has come. The need
for cooperation among bankers is indicated by the following:

F. He Sisson, vice president, Guaranty Trust Company, New York City:

"7e need to co-operate as we never have be-
fore. The banker is under indiciment the country
over, We should stand shoulder to shoulder through
our great organization to meet this issue and to
try to bring about a better day not only for bank-
ing but for American business 1ife." (1)

James H. Perkins, Chalrman of the National City Bank, New York:

wx 3 % the time has come when we bankers
must attack our problems with a united front and
prove that we are the best qualified group to lay
down the rule under which we shall operate. Let
ug prove to the community our competence to serve
it wellse Let every one of us feel that we are re—
sponsible, not to our depositors and shareholders
alone, but to the association which represents our
common purposes. Then, I believe, we shall have
no difficulty in securing laws that shall provide
for the protection of the public and for healthy
development of industry and business generally." (R)

(1) "annual Address of the President", Commercial & Financial Chronicle,
A.B. Convention Section, September 23, 1933, p. 33.

(R) Address before Texas Dankers Association in 1936, as reported in
The American Banker, June 2, 1936.
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With respect to the efforts of bankers through the A. B. A.
Regional Conferences in 1936, Robert V., Fleming, President, Riggs National
Bank, Washington, D. C., stated:

"I have urged the bankers attending these con-
ferences to enter into similar programs upon their
return to their home communities, for it is my be-
lief that if these bankers would undertake a program
of education of their own personnel, who, in turn,
in their contacts with the bank's customers could
make plain to them the functions of banking, in addi-
tion to advertising or other public relations pro-
gramg, the objectives of the regional conferences
would be intensified and it would not be many years
before there would be a thorough understanding of
banking on the part of the people which would be
bound to result in the proper public sentiment
towards banking,"

¥* 3 K

3%

3 % %

"T am hopeful that this nation-wide program of
banking development inaugurated in these conferences
will be carried on by my successors in office, as I
am satisfied that, if banking is to progress and
render the highest service, there must be an under-
standing between bankers and their customers of their
common problems,™

R R O

"In the regicnal conferences which we have con-
ducted this year I have seen ample evidence that
bankers are assuming their share of responsibility
in this cooperative effort, and I have also seen evi-
dence that the supervisory officials of Government
are willing to cooperate witih bankers in the solution
of banking problems im the public interest. Likewise,
from the attitude of the press and comments which
have come to me as president of the American Bankers
Association, containing a wide cross-scction of public
opinion and reaction to these meetings, there is evi-
dence that the people of the country already have a
better understanding of banking and its functions." (1)

The Bank Hanagement Commission of the A.B.A. pointed out in its

manuals on Clearinghouse Associations that critics and special story writers

(1) "American Banking Faces the Future", Financial Age,
~ June 4, 1936, ppe 389~390,
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in the magazine field have charged bankers as a class with complete compla—
cency and indifference to banking conditions and with having done nothing

to treat our financial maladies and to prevent loss to the public growing
out of what those critics characterize as neglect, incompetence, and selfish
disregard of the public interest. The Commission also pointed ocut that

there has been a growing inclination to turn to legislation for a remedy
but that it believes that banking from within itself can supply "the stan-
dards and uniformities, the ethics and practices and the mobilized force of
a concerted professional determination to enforce them and to give the na-
tion the working benefit of them;" and that il has been deflonstrated "that
all of this can be accomplished through the broad extension of the principle
of professional cooperation to be realized through the instrumentality of
clearinghouses of both the city and regicnal types."

The Commission also pointed out that clearinghouses should be purely
voluntary; that they are highly mutual and their acts must of necessity be
the result of practical unanimity; and that while their articles provide for
majority rule, and strict conformity to the rules is enforced by suitable
penalties, there rmust be no room for a chafge of coercion; and that the
'value of the regulatory side of clearinghouses thus comes from the free
will and acquiescent attitude of the members, who not only willingly subnit
themselves to a mutualized form of extra-legal supervision and government,
but sanction and enforce the clearinghouse rules and government by a crystal-
lized body of professional opinion which is stronger and more effective in
securing complete performance than any law or legal penalty."

The Commigsion listed the following gencral subjects for clearing-
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house consideration:

Ae Credit regulation Ee« Donation and gifts
B. Fixing hours for banking F, Public relations
C. Compensation bases Ge Clearinghouse examination

D. Advertising and new busi-
ness activities Heo Fducation

Fred W. Ellsvorth, Vice Presidents Hibernia Bank & Trust Co., New
Orleans, stated(l)that as of llarch 25, 1935, there were 350 city and 243
regional clearinghouse. associations, or 8 total of 593 in the United States,
located in every state except one, Nevada, The Rand lMcNally Bankers Di-
rectory, First Edition, 1936, listed 350 cities having clearinghouse asso-
ciations and 31 cities having clearinghouse examinations. The present study
has failed to disclose information with respect to the extent or quality of
such examinations or the number, if any, of regional clearinghouses which
make examinations,

Credit bureaus were first organigzed within the metropolitan clearing-
houses and proved invaluable from their inception and from this experience
in the cities, the plan was extended and later found its place as .an adjunct
to county bankers! associationse. The "ideal" credit bureau has been described
as follows:

"In the ideal bureau, it is sought not only to

collate credit line information so as to detect dup-

lications where they exist but to look farther to-

ward a progressive survey of the entire credit struc-

ture of the area served by the member banks, and ul-

timately to classify the loans as to character and

security, to warn members of approaching hazards,

changing stresses, over-extensions and improper trends,

as evidenced by the loans being made, and to avoid any
degree or form of unliguidity or freezing." (2)

(1) BANKXING, July 1935, p. 23.
() City Clearinghouse Associations, Bank llanagement Commission of the A.B.A.,
Pe 6
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The Commission pointed out that the necessity for clearinghouse ex—
aminations has been due to the fact that public supervision in too many in-
stances "has proved not entirely adequate unless assisted from within and
among the banks, by additional safeguarding systems voluntarily set up and
willingly and liberally participated in by the banks;" and that banking
therefore should "submit willingly and with full acquiescence to the regu-
lar public supervision looking to the safety of the peorle's funds and
close compliance with the laws granting specific powers and limiting con-
duct," and in addition "there ought to be a strictly voluntsry system of
mutual self-examination combined with means for making the knowledge and
experience of the best individual banking practitioners in the region the
common possession of all the bankers within the region." This, the Commis-
sion pointed out, can be done by clearinghouse associations affording the

following:

"1, Agreed articles of association, and by-laws
and rules establishing standards, penalizing
and preventing conduct offensive alike to good
banking practice and recognized banking ethics.

24 Centralizing the credit information of the
specified region, and more especially exchang-
ing specific data as to individual borrowing
lines, duplications and credit bases.

3¢ Some system of mutual self examination to de-
termine -

A. (1) The tendencies within each given
member banik, growing out of its
management, its methods, and its
policies, and the specific appli-
cation of them to individual
transactions within the bank.

(2) The development of increasing
liguidity in each member bank,
and the adontion of budgets, con-
trols and programs to that end.
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(3) The compliance of each member
bank with the standards adonted
from time to time by the clear-
inghouse association.

Be The examination methods may be initiated
by -

(1) Use of the regular reports of
exaninations of public examiners;
conies being furnished by the
member banks to the executive (or
similar) coumittee as agreed
(either regularly, or upon re-
quest).

(2) Outside independent auditors or
certified accountants making
periodical examinations and re-
ports to clearinghouse executive
committee.

(3) Regular clearinghouse examiner
employed for that purpose by the
executive committee and reporting
to the committee in detail, or
under such nlan or limitation as
nmay be agreed upon." (1)

The value of clearinghouse associations is indicated by the
following views:
John W. Pole, former Comptroller of the Currency:

"What constitutes good management can always
be determined by the congensus of banking opinion.
In our larger cities clearinghouses have played an
effective part in the development of banking stan-
dards. The type of work done by these associations
should be extended to all bankss I know of no bet-
ter instrumentality by which fto build up in this
country traditions strong enough to effectively dis-—
courage all types of bad banking." (2)

S. L. Cantley, State Bank Commissioner, Missouri:

"Organized cooperation in banking is just as
essential to success as is organization in an army.

(1) ibid, p. 32.

(2) ibid, p. 13.
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A most important factor in banking is organization
for assembling and disseminating credit information
by cities, counties or groups of counties, prefer-
ably the latter, and also, for self-imposed exami-
nations. The clearinghouse idea anpeals to me as
not only one of the best corrective but also one of
the most salutary agencies available for stable
competitive unit banking." (1)

W. L. Brooks, President, Northern National Bank, Bemid]i,

Minnesotaz

"Our bank now makes $8000 annually from float
and service charges and savings on interest, Why?
Because we work with our competitors through a
clearinghouse, My advice is: organize a clearing-
house association without delay. It's 8 simple
proposition, so easily done, and it will greatly
increase your bank profits and promote safety in
banking." (1)

O. W. Adams, Vice president, Utah State National Bank, Salt
lake City:

"Salt Lake City banks have demonstrated, be-
yond any question of a doubt, the value of city
clearinghouse associations. Good fellowship among
the bankers has been promoted and maintained.

"Recently a service charge, based upon ac-
count activity, has been worked out and agreed
upon, which is the most forward looking step that
the Salt Lake bankers have ever taken, as an or-
ganization. Criticism resulted therefrom. The
Clearinghouse banks, first having decided that
the schedule of charges was fair, remained firm
and although this new departure has bcen in op-
eration only a short time, its success is admit-
ted. Ilany other difficult problems have been
handled successfully.

"Our association has demonstrated its im-
portance and made its contribution a most valu-
able one in bank management problems.

"Clearinghouse organigzations are indis-
pensable." (1)

(1) ibid, p. 19.
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The American Bankers Association, with its wvarious divisions,
sections, commlssions, and committees, and the several state assocla~
tions, county organizations and special federations or groups have, de-
spite the fact that they have no power to compel bankers either to join
such associations or to follow their precepts after they become members,
contributed considerable to the coopérative efforts to imyrove bank man-
agement, as indicated by the following statements and by the statements
of others included in Appendix II(B):

William K. Payne, Chairman, National Bank of Auburn, New York:

"Bankers'! associations, both nation-wide and
in the States and in smaller subdivisions, have a
record of wonderful accomplishments, in many ways.
I believe the bankers! associations have more real
accomplishments to their credit than nearly any of
the others of the vast number of trade organizations
which exist in nearly every branch of American busi-
ness. But the weakness of this sort of organization
ig that it has had relatively less influence for good
on those bankers who most need it, and has no power
to compel such bankers either to join the association
or to follow its precepts after they become members." (1)

James H. Perkins, Chairman, National City Bank, New York:

"The supervision of our banks must be more
alert, more thorough and more resourceful than it
has been heretofores. I feel that the strengthen-
ing of our banking associations, their standards
of membership, and the discipline of their mem-
bers, can be as important a source of mutual pro-
tection as the examinations by public authorities." (2)

W. Gordon Brown, Executive Manager of the New York State Bankers

Association:
The county - associations are the logical
machinery for the more intimate discussions of lo-
cal problems and determination of policies." (3)

(1) Address before New York State Bankers Association, June 1933
(Underscoring supplied)

(2) Address before Texas Bankers Association, American Banker,June 2, 1936,

(3) Annual report to New York State Bankers Association, American Banker,
June 27, 1936,
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It is interesting to note that neither the Federal banking laws
nor the banking laws of the various states, to any great extent at least,
recognize the American Bankers Assoclation, the various state or regional
agsociations or cilearinghouse associations, whereas in Canada the Canadian
Bankers Association, of which the chartered banks are members and bank
officers and clerks are associates, was formed in 1892, and later came
to have an important influence on Canadian banking. It was incorporated
by Parliament in 1900 and empowered "to promote generally the interests
and efficiency of banks and bank officers and the education and training
of those contexplating employment in banks"; to establish and regulate
clearing houses, of purely voluntary membership; to supervise issue and
destruction of bank notes. In 1201 the by-laws of the association were
made subject to apnroval by the Treasury Board and came into effect ac-
cording to law. They required from every chartered bank doing business
in the Dominion a monthly return, under penalty of fine, showing all de-
tails of their circulation and provision was made for an annual inspec-
tion of the circulation account of each banke A considerable amount of
cooperation among the banks resulted from the formation of the associa-
tion. (The Canadian Bank Act of 1934 repealed these note issue powers, after
the creation of the Bank of Canada.) (1) In this connection, it has been
said:

"The co-operation, good management, and safety of de-

positors which are mentioned as highly desirable, are all

attained in Canada, through the branch banking system and

through The Canadian Bankers! Associatione. Their effects

are patent in the solidity of our banking institutions in
this time of worldwide economic stress." (2)

(1) Report of the Roval Commission on Banking and Currency in Canada, 1933.
(2) "™ihere Banks Do Not Fail", by Horace F. Pomeroy, New York, published
in Journal of the Canadian Bankers Association, July 193%.
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The Canadian Bankers Association i1s the recognized medium for
correlated measures on the part of the banks. The origin of this or-
ganization has no exact counterpart in other banking systems. Its de-
clared objects were to "watch legislation and court decisions relating
to banking to protect the interest of the contributories to the bank
circulation redemption fund, and generally to guard the interegts of
the chartered banks; also to promote the education and efficiency of
bank officers by various means". There is no attenpt to formulate
what in Great Britain or the United States would be called "monetary"
or "banking policy". FEach bank is autonomous and detecrmines its own
policy, but policies and other matters are discussed informally by
the chief executive officers of the banks at meetings of the associa-
tion.

Some of the outstanding vievs of bankers and others with
respect to the cooperative efforts of bankers are included in

Appendix II (B).
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(C) SELECTION, EDUCATION AND TRAINING OF PERSONNEL

1, Selection of Personnel., H. Ne Stronck, former Chicago bank consult—

ant, in his book on "Bank Administration" (1929), stated that a recognition
of the importance placed upon the selection of personnel is witnessed by the
rapid development of personnel departments and specialists in interviewing
and engaging help in large banks and the tendency also of centering this
work in one individual in the smaller bankse Mr, Stronck stated that
personnel selection should be recognized as a function of major importance.
He pointed out that from a practical standpoint the two major questions to
be answered in the consideration of prospective employees are:

l. Has the individual the experience, ability, and
personal characteristics necessary to handle
effectively the work of the position under direct
congilderation?

Q¢ Has the individual personal characteristics and
dormant abilities which, if proverly fostered and
developed, will qualify him for the nosition of
next higher rank?

The views of a few bankers in this connection follow:
Re lle Hanes, President, Wachovia Bank & Trust Co., Winston-Salem, N.C.:

Giving serious thought and constant attention to the
development of the bank's personnel will pay any banker
handsomely. Merely because the son of some director or
substantial customer wants a position is no earthly reason
for hiring the young man unless, after serious consideration,
it is believed that he possesses qualities which some day will
make him a good bank officer, Systematically picking young
men from families whose forebears have themselves accomplished
something, whose characters are above reproach, who have accepted
their educational opnvortunities and, preferably, have college
degrees, who have showvm a capacity for leadership and the accept-
ing of responsibilities, in college or commmunity, and who have a
real, earnest desire to succeed at anything they underteke, will
pay large dividends to any bank's stockholders over a period of

yearse" (1)

(1) "Bank Barnings--Positive and Negative", discussion before Regional Conf.,
Phila., Jan. 2%-24, 1936, Present Day Banking (1936), p. R36.
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Henry R. Kinsey, president of the Williamsburg Savings
Bank, Brooklyn:
"I think we all agree that the root of
possible trouble lies in the original selection

of men to fill our executive positions." (1)

2+ Education and Traininge The importance of banking education

and training is evidenced by the many articles written and speeches made

on the subject of banking education by bankers and others in recent years

and by the educational opportunities which have been afforded by the bank-
ing profession through the American Institute of Banking and other agencies.
The Bank Management Commission of the American Bankers Association has

issued a booklet (No. 16) on the subject of "Educational Policies in the
Training of Bank Employees" in which it pointed out that for 35 years the
banking profession has offered, through the American Institute of Banking,
courses which constitute an invaluable training in the technique of bank-~
inge In addition to the American Institute of Banking, educational facilities
are available through the newly inaugurated Graduate School of Banking

(vhich is under the auspices of the Institute), through courses in banking
and related subjects offered in various other schools and universities, and
through trade associations and other agencies, (Examples of educational pro-
grans followed by severzl banks of varying size and in different geographical
locations were included in an appendix to the A.B.A. booklet.) It appears,
however, that the efforts to provide educational opportunities have exceeded
the efforts to bring such opportunities to the attention of bank employees
and that perhaps many employees who need the training have not been sufficient-

ly encouraged to secure such training.

(1) Address Savings Banks Asso. of State of New York, Banking,
November 1935, p. 72.
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In writing on the subject of professional bank management, Dr,
Gaines T. Cartinhour, New York University Professor, pointed out that
the stability of the Canadian banking system is greatly facilitated by the
systematic and progressive training of bank executives. He wrote as
follows:
e % #The activities of the Bank Management Commission
and the American Institute of Banking (both of the American
Bankers Association) should be developed to their full
potentialities, and employees who are so inclined should
be permitted to follow prescribed and approved banking and
finance curriculums in the colleges of com.erce of reputable
universities. Successful progress in the educational aspects
of banking should be made a definite prerequisite to promotion.
"Educational facilities in Canada along this line are
provided by the Canadian Bankers Association in the form of
a junior and senior course, fees for which are usually
advanced by the banks, repayable in small monthly payments
without interest. To all who pass the examination the banks
refund the feeg in full, and in addition pay a bonus. The
Canadian Bankers Association has no facilities such ags the
Aperican Bankers Association, but has arranged for these
courses as well as suvplenentary courses to be given under
the direction of Queen's University." (1)

It has also been pointed out by others that in the training of
personnel the branch banking system in Canada has a distinct advantage
over the unit banking system in this country. In Csnada, the banks begin
the training of their employees at an early age, shift them from branch to
branch and from locality to locality and vhen deemed satisfactory, make
branch managers out of them. This training system weeds out the fit from
the unfit before they obtain posts of responsibility so that the branch
manager is an experienced banker when he becomes a manager. The status of
their perscnnel is in practice analogous to the Civil Service in the United

States with respect to permanence of tenure so that a devotion to the bank is

developed.

(1) "Branch Banks versus Unit Banks," Annals of the American Academy of
Political and Soclal Science, January 1934, p.44,.
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In this connection, E. L. Stewart Patierson stated:

"An unique feature of Canadian banking service is
that it recruits its staff with lads fresh from school
and trains them to advance to the highest position in the
service, Every officer of a bank from general manager dowm,
started his career as a junior,

"Promotion goes by merit and not by seniority. The
officer who ably discharges the duties assigned to him and
endeavors to obtain a working knowledge of the positions
ahead, is the first to obtain merited promotion.® (1)

With respect to the value of education in banking, Ernest L. Pearce,
President, liichigan Bankers Association (1926), said:

"The high objectives of sound banking will be ultimately
~attained through education. The instruction and education
of employees is one of the best ways of insuring public
favor. The effectiveness of any public relations work of a
bank will be helped or hindered by the attitude and training
of its own personnel, There is really no excuse for any bank,
at this time, not taking up the work of training its employees
in all phases of barking and in customer relations work. The
American Bankers Association has given us the American Insti-
tute of Banking, has given us the prepared program on Construc-—
tive Customer Relations, and last year the Graduate School of
Banking, Time will not permit a discussion of either, but
those of us who have taken advantage of them can recommend
them unconditionally,

AY
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"Sound banks rest upon sound uanagenent and sound manage—~
nent rests squarely on education in sound banking principles.
The problem, therefore, resolves itself into a matter of the
wide dissemination of knowledge and the encouragement of the
proper educational activities, for sound banking management is
simply sound banking education in practice." (2)

Education and training may come——

(a) From within the bank,

(b) Through educational institutions,

(¢) Through bank management conferences and
studies, trade periodicals, and other
facilities,

(1) Canadian Banking, The Ryerson Press, Toronto (1932), p. 243.
(2) Address before Michigan Bankers Association, 1936, Michigan Investor,
July 18, 1936, p, 5.
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(a) Within thg banks The Bank lManagement Commission in its booklet
No. 16 pointed out that if a bank realizes and assumes the responsibility
for the training of its employees, it will find some way of accomplishing
that training and by so doing will insure the smooth and continuous function-
ing of its own organization and will aid greatly in eliminating many of the
misunderstandings of the general public.

The Commission also pointed out that in considering an educational
policy thought should be given to a progrem which will train each person in
a three-way point of view of his job - the educational policy should be so
designed that it will give the person the best possible training for the
work he is now doing; it should encourage him to study the job ahead; and
should make him realize his obligation to help tdach someone else the technique
of the position he now holds. It was indicated that as a result of its study
the Commission feels that the best educational policies in banks have been
those which have been predicated upon this three-fold attitude of every
employee towards his job.

In its booklet, the Commission described some of the methods used by
banks to eduecate their own enployees, It stated that it believes that the
prominence given to intra-bank education is warranted by the importance of
this work. The following statement is of interest in this connection:

"Regardless of the excellence of the educational
work done by outside agencies, what the employee learns
in connection with his daily duties is by far the most
practical, most useful, and most lasting training of
any, for it is a well-established principle of psy-

chology that the best and most efficient time to learn
is when one has need of the information or training." (1)

(1) Educational Policies in the Training of Bank Employees (Booklet No. 16),
issued by Bank lManagement Comm..ssion, A.BeAes De 4s
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That many banks have adopted programs for the education and training
of their enployees is indicated by letters from a number of banks of varying
size describing the methods they follow in educating their ewployees, which
have been included in an eppendix to the Commission's booklet No, 16,

(b) BEducational institutions. The Commission stated that there are

several organizations offering courses designed to aid employees in the
study of certain phases of bank operation and that the most important of
these is the American Institute of Banking, which represents banking's
organized effort to provide educational opportunities for its employees,
The Commission also stated that it believes that the courses given by the
Institute are sufficiently comprehensive to provide training for all types
of bank employees, no matter what depaftment of the bank they may work in.
A brief description of the courses offered by the Institute has been in-
cluded in the Commission's booklet No. 16. They included courses in bank
management, bank organization and operation, credit management, analysis of
financial statements, investments, money and banking, trust business, econ-
omics, commercial law, public speaking, constructive customer relations,and
other subjects,

In 1934, the Americen Bankers Association took another step in educa-
tion for those engaged in banking, through the organization of the Graduate
School of Banlting, as a means of extending the work of the American Institute
of Banking in its program of offering training for bank officers. The work
of the Graduate School is embraced in threce resident sessions of two weeks
each at Rutgers University, and twenty months of extension work given off
the campus. Those eligible to make applicstion for admission to the school
are: Institute graduates who are bank officers, Institute graduates who
hold positions equivalent to those of bank officers, and bank officers with
Institute courses or their equivalent to their credit. The Bank Manage-

ment Commission explained that advanced courses are available also through
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other educational institutions; that in nost of the large cities, universities
have either extension divisions or buginess school evening classecs for the
specific development of various subjects having to do with a well rounded
education in banking and finance; and that most universities offer corres-
pondence courses vhich may prove valuable to bank employees.

(c) Other. In its booklet No. 16, the Bank lenagement Commission
also explained that the trade associations in various fields can be
enormously nelpful in banking education and nade brief mention of associa-
tion work in several fields related to banking and to certain books and
publications bearing on these subjects.

Other means of banking education mentioned in the booklet were: trade
periodicals, which furnish information on the progress of banking technique
and make it possible for each bank to take advantage of new methods and
processes found successful in other banks; studies of the Bank lianagement
Commission, which should be utili;ed by banks vhich would offer to employees
the opnortuhity of keeping up with current hanking developnents; and
reglonal bank management conferences, at which current problems in bank
operation are discussed by practicol bank men who have solved them success-
fully in their own banlks,

The attitude of bankers and others townrds the American Institute of
Banking and other educational agencies and facilities is illustrated by the
following excerpts from addresses and writings:

Fred N. Shepherd, Ixecutive ilanager, A erican Bankers Association:

"] regard the American Institute of Banking

as the most potential single influence for good
in the American banking field today." (1)

(1) "Organized Banking - An Educational Force", California Banker,
July 1936, p. 32.
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C. Te Leinbach, Vice President, Wachovia Bank & Trust Co., Winston-

Salem, North Carolina, and President of the North Carolina Bankers Associa—

tion (1936):

"The management of a bank callg for qualities
and capabilities cqual to those of ahy profcssion,
and, while I beclicve banking is distinctly a businecss,
I am convinced that, in the sclection and training of
men who conduct the business of banking, professional
standards should be eaployeds More and morc our
chartering authorities are giving consideration to this
thought, and the rcnewed interest in the activitics of
the American Institute of Banking, and particularly the
success of the newly established Graduate School of
Banking at Rutgers University, are further evidences
that professional standards of requircment arc gaining
wider attention and acceptancee" (1)

Ge Fred Berger, Vice President, Norristovm-Penn Trust Company:

"Mony members of our profession who now have to do
with the operation of banks must also provide themsclves
with improved bank management knowledge, but in addition
we can look forward with confidence to the future, for
there is a greater renlization of the need for education
in bank management and thousands of our junior bankers are

obtaining it through the classecs of the American Institute
of Banking." (2)

He Jo Hoas, Vice President, First National Bank, Philadelphia, and
former President of the Ancrican Bonkers Asscclation (1932):

"Tnn the Amcrican Institute of Ranking we hoave vhat is
considercd to be the outstanding project for adult education
now being carried on in business ond indusiry. The Institute
should be familiar to every member of the Association, and
cvery scnlor banker should insist that his cemployecs wherever
procticable ghall pursue its courses. It 1s one of the best
practical methods for bringing about universal good banking
for Amcrica.h (3)

(1) "snnual adaress of the President', Tarheel Bungsr, July 1928, p. &l.

(¢) "Banx lanagement Lesuons Learned from hecent Experiences", Financial
sge, day <7, 195&, p. 413,

(3) “innuel address of the rresident', Lommercial & Finsncial Chionicle,

&. B. Convention vection; October 133<, p. &8.
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Henry M. Zimmerman, while president of the Michigan Bankers Association:

"In spite of =211 the panaceas offered to provide
necessary protection to depositors it is pertinent to
point out that nothing provides such security as does
sound bank management, therefore the idea of Bank Manage~
ment Conference should be encouraged and enlarged upon.' (1)

Craig B. Hazlewood, Vice President, First National Bank, Chicago:

"We must continue our cooperative study of bank
management. I have strongly recommended to the American
Bankers Association that they encourage the holding of and
actually institute bank management conferences in groups
of counties in each state, probably working through and
with State bankers! associations. This is the real nub
of the County Clearing House idea, which has been advotated
for several years; and in my judgment the conference part
of the progrzm is more important than the clearing of checks
and is possibly more workable than the idea of local and
private examination.I cammend this idea for development
by your Ohio Bankers Association.!" (2)

In writing to Dr. Harold Stonier, Educational Director of the American In-
gtitute of Banking, Hon. J.FeT. O!Connor, Comptroller of the Currency,

stated:

"The demand for trained minds was never as great as
today. Every banker who is interested in raising the
standards of the profession should lend his support to
the work of the Graduate School.! (3)

(1) "Annual Address of the President", Michigan Investor, July 23, 1932, p.9.
(2) "ie Must Rebuild the Banking Business But Wo iust Have a New Plan",

Ohio Banker, July 1332, p. R3.
(3) Banking, March 1935, p. 70.
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(4) Table Showing Major Causes for Bank Failures for Indiana Banks

1925-19%1 (1)

Number of Percentage of
Causes for Failure times cach occurrencaes to
cause cccurrcd total cccurrences

INTERNAL CAUSES

Inproper loan policCleSseerseescsnnannss 190
Incfficiont managenent..ireceecenesanes 1565
Breach of trustecisesicsesnsenccieannen 18
Bank unable to obtain aid on collateral 4
Death of President who was solce owmer.. 3
368 63.12%

INADEQUATE STATE SUPERVISICN AND CONTROL

Inproper chartering of banksS.eeeeeeases 41
Inadequate supervision of banks.eeeesss 7
48 8.24%
EXTERNAL CAUSES
Deaclining price levels ond carnings of ]
foTab o o) 715 o R P 7e
Psychological attitude cf the public... 71
Failure of other banks.eseeeseieececans 14
}Iigh taxes S 6 B 9 % O S B SS VSO CE 0SS ag Aty 7
RObbcIvyOfbanl:.l.”.’l.‘..‘..'..I.‘... l
Chaorter expiredicececcsaessccnsacenanns £
187 28.64%
Totzlll.l..l‘l...'l‘....l........ll 585 loo.oo%

(1) Report of Study Conmissicn for Indisna Finasncial Institutions
(1932), p. 74.
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(B) Comments of State Bank Authorities and Others With Respect to

the Negligence and Incompetency of Bank Directors, As Summarized in a

Book by Craig B. Hazlewood.(l)

"This department, in reviewing bank failures,
cannot but conclude that, in every instance, the
boards of directors have been largely responsible
through neglect of their duties."-C. F. Schwenkeor,
Commissioner, State Banking Department, Wisconsin.

"Let me say that the outside directors of
banks are often to blame for bad conditions in
benks. I admit that their sins are far more of-
ten sins of ommission than sins of commission,
but they do not take seriously enough the obliga-
tions imposed on them in accepting directorships.
If they will take their obligations in all ser-
iousness, and opposc lending money to thosc people
or corporations that they lmow are not worthy of
credit, many banks will be saved, and communities
enriched.”" ~ James Shaw, State Commigsioner of Bank-
ing, Texas.

"A good bit of bank trouble comes from directors
failing to take proper interest in the bank's manage-
ment. They are either grossly negligent or willing
to allow some one person in the bank to take the
responsibility. This keceps directors in ignorance of
the bank's affuirs and true conditicn, and when
trouble comes it is always a shock."--Ernest Amos,
Comptroller, State of Florida.

"A number of directors accept the obligation
as an honor rather than as a real liability." -
A, A. Schram, Superinteondent of Banks, Oregon.

"During the past ten years there have becn
only three bank failures in Maryland, all of small
institutions, =nd those failures were dircctly at-
tributable tc either crockedness or indiffercnce
on the part of thc directors." - G. W. Page, Bank
Commissicner, Maryland.

(1) The Bank and Its Directors, Ronald Prcss (1929), pp. 54-58.
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"My obscrvation cg o bonk cxaminer and bank
commissioner, covering o pericd of more than ten
years, convinces me that fully seventy-five per
cent of the bank foilures in this ccuntry are due
primarily to the fact that directors are not fully
conversant with their bank's condition or with the
details of its operations; and that the majority
of such failures could have been averted or would
never have threatened had the board of directors
functioned as the law contemplates. For vhen a
bank functions under the dircct supervision and
carcful management of its directors, 2 scund, sol-
vent institution is the result, serving its clien-
tele as a bank should, deserving the confidence re-
posed in it - a financial success. And, on the other
hand, when a bank becomes embarrassed and it is neces-
sary to call for assistance cither from neighborhood
banks or from the Banking Department, it usually dev-
clops that the board has failed in its dutics, ond the
directors have allowed some one man to assume the au-
thority that they should cxercise as a body." - J. S,
Love, Superintendent of Banks, Mississippi.

"We have found vhore dircctors are vigilent
in kecping up vith thc bhank's affairs and rezlly
knew the condition of the bank that such mn in-
stitution does not caus: this department much an-—
xiety." - B. H. Blair, Former Supcrintcndent of
Bankg, Ohic.

"The duty of a director is to Direct. The businecs
of the bank should not be entrusted to the judgment and
managcnent of One Man. Recont developments have dis-
closed that every benk failure in Oregon was very largely
the result of "Onc-Men Management (or mismenagenent).'--
Frenk C. Bramwcll, Fomuor Supcrintendent of Banks, Oregon.

"Audite of banks by certificd public accountants
may provide, in larg: moosure, against abstractions of
cash and manipulation of the bank's rceords; and since
directors are usually not accountents znd do not make
audits of their institutions, I am strengly in favor
of periodical audits being made by certificd
aceountants/b-Petor G. Cameren, Seerctary of Banking,
Penngylvania,
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"In one examination I discovered that the
cashier had been using some customers' liberty bonds,
which had been left for safekeeping, to bolster up
his undivided profits account to prevent showing an
operating deficit. He plead with me to overlook the
matter and to refrain from reporting it to his
directors or to the department, and threatened suicide
if I should do so. Of course, I reported the fact to
both. The directors werc very much astonished and
could not understand how Bill could do such a thing.
This illustration, I belicve, dcmonstrated the
necessity of the directors having a competent Ixamining
Committee or of engaging auditors outside the bank to
assist them in their semi-annual cxaminations. They
should make en examination themselves, and not depend
on the bank examiners, as it is their duty to do
80, "-~P. D. Marshall, Chief, Bureau of Banking, Nebraska.

"It is my belief that failurcs of many bankd could
have been and can be averted if the directors had given
or would give closer attenticn to the affairs of the
bank."--J. W. McIntosh, Former Comptrcller of the
Currency.
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(C) Published Statements of Bankcrs, Writers, and Others With

Respect to Weaknesses in Bank Management and the Effects Thereof.

W. F. Gephart, Vice President, First National Bank in St. Louis:

"Political control of banking in the United
States has not concerned itself primarily with those
najor aspects of banking organization and operation
which were most influential in promoting public wel-
fare and protécting the bank depositors. Three of
the most important causes of bank failures are: first,
the inadequacy of bank capital; second, the lack of
qualifications of those organizing and operating banks;
and, third, the unnecessarily large number of banks.
For meny decades the states and even the federal govern-
ment have permitted banks to be organized with small
capital (in many states with as little as $10,000) =nd
by individuals with no banking or business experience
te qualify them to conduct a banking business. Bank-
ing, bty and large, in this country is not a profession
and, in many cases, does not cven have the standards re-
quircd of the perscnnel of many trades. HNot only has
this been true, but hLanks have been permitted to be or-
ganized in communitiecs whore there were already adequate
banking facilities or in communities where there was not
sufficicent business to support a properly conducted bank.

"State bank commissioners and even federal author-
ities cannot perhaps be too much criticized for this
situation, for if they had not consented to grant the
charters, political influence would have been brought
to bear in many cases and they would have been forced
to do so."(1)

(1) "Our Commercial Banking System", Anerican Fconguic Review,
March 1935, p. 84.
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Craig B. Hazlewood, Vice President, First National Bank, Chicago:

"In the great majority of cases where failure
and inadeguate profits were found, there alsoc were
found bankers without the proper experience or with
an astonighing lack of familiarity with the technique
of banking.

VI
%

3 3% 3t A
ra) %\ ‘\L

"% 3 3% 3% The record of the American unit bank-
ing system not only proves that a poorly managed unit
bank fails, but it also proves - a fact we have too

frequently forgotten - that a soundly managed unit
bank succeeds."

W% % % % It is not the system, but the manage-
ment that nceds attention. Sound banking depends upon
sound bankers far more then it does upon any particular
system. It was primarily bad management that caused
5000 failures in the past decade, approximately 90 per
cent of which occurred in cities of 10,000 or less and
in banks with a capital of less than $100,000. % 3% %
One may examine every kind of banking system in opera-
tion anyvhere in the world, and it will be found that
there is only one factor which in the last analysis
determines whether a particular system will be success-
ful. That factor is management. Give me the measure
of a banker's management ability, and I can describe
the limits of his bank's success.”

AY4 LY N AY) A LY
3 38 S0 36 3t

B 3% 3t % 3¢ Banking evils are not to be cured by
any revolutionary procedure vhich completely changes
banking systems. They are rather to be eliminated by
the evolution of management ability through manage-
ment education., ¥ % %

"Whether we operate unit banks, branches, or
groups, we must improve our msnagement. * % ¥ %(1)

(1) "Well-Managed Unit Banks Can Stand Alone", A.B.A.
Journal, October 1930, p. 298,
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Dr. Harold Stonier, National Educational Director of the
American Institute of Banking:

"To understand why the American banking system
is as it is today, we must consider not only our
political theories but also our economic ideals and
objectives. America has believed in an economic
order which gives wide opportunity to all the people
to enter any business or profession they choose.
During at least two-thirds of our banking history,
it has tnus been possible for almost any one to enter
the banking business without training or experience
and without very much mcney. Through the years we
have consistently supported the thought that America
was the land of opportunity, that a man could enter
any trade, profession, or calling which his judgment
dictated. Is it any wonder, then, that thousands of
incompetent or irrespcnsible pecple have entered the
banking business by $?e easy routes that cur laws
left open to them?”(*

F. H. Sisson, Vice President, Guaranty Trust Company, New York:

"Ther: are a few principles of practical bank opera-
tion that have been widely cneugh disregarded in the re-
coent past to make them worthy cof special mention. * 3 % 3

"These few concrete suggedtions (relating to liqui-
dity of assets, bonds as secondary reserves, segregation
of deposit acccunts, investments in real estate mortgages)
are intended merely to point to some of the more obvious
ways in which our banking practice can be improved. Under-
lying and antecedent to them all is the nced for a mcre
unifermly high gradec of bank management. Social progress
consists largely in the eliminatiozn of undesirable elements
from the body pelitic, and banking is not different in this
respect from any other branch of human activity. The
wecding-out process has been going on very swiftly and pain-
fully in recent years; and, for all its disastrous features,
our banking system is a better and stronger system because
it has taken placc. It ought never to have been necessary.
The least we can do now is to avoild repeating the mistakes
of the past."(z)

(1) "Why the Amecrican Banking System?", Commercisl & Financial
Chronicle, A.B. Convention Secticn, September 23, 1933, p. 28.

(2) "Annual Address of the President", Commercial & Finencial
Chronicle, A.B. Convention Secticn, September 23, 1933, p. 3l.

Digitized for FRASER
http://fraser.stlouisfed.org/
Federal Reserve Bank of St. Louis



- 104 -
APPENDIX I

0. Howard Wolfe, Cashier, Philadelphia National Bank:

"k % % T am going to outline as briefly
as I can seven different kinds of things that
have come to our attention in the hondling of the
work of the Reconstruction Finance Corporation
that have to do with bank management, and I would
list as Number One this fact: that our bankers don't
seem to have used enough foresight as to thelr needs
to borrow in crises like these." (Then followed a
discussion of the piaysical condition and the
characteristice of notes presented by various
institutions, etc.)

Mo st % % So I would criticize then as the
second marked weakness in bank managemont the dis-
position to consider vhat has been done in the past
as good emough for all tiwmec.

"Then the third thing I have noticed is 2 very
common and old weekness % % % ¥ and that is a fear
of depositors ¥* ¥ % 3%,

"Then the fourth, and this gets down a little
bit decper, is thc hesitancy which is olmost
characteristic, I think, of thc average country bank,
to buy good commercial paper beczuse of the lcw

RYRRY

rate. 3F % ¥ 3¢

"Then the sixth thing (the fifth not being
indicated) is cne that I would like to talk on for
an nour. % % 3 % If there is any onc thing, gentle-
men, that hurts banking, not only in Pennsylvania, hut
throughcut the country, it is cur disposition to look
upon mertgages as gili-edge investments, and so they
are, provided cnc thing is true: provided the man vho
nag horrowed on the mortgage has been taught to know
that a mortgage is a loean.

"Then finslly, and we sce this everydey in the
bank statements submitted with the applicaticns (to
the Reconstruction Finance Corporaticn) is evidence
that no cffort is made to kecp scme balance or pro-
portion between time deposits and demand deposits.
% % % % Tho trouble isn't on the essct side of the
ledger; the trouble is on the 1liability side. The
trouble with your bank is with the depositor, not
with the borrower."(1

(1) "The Reccnstruction Finance Corporati-n", Financial Age,
June 8, 19%2, pp. 506-508.
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J. T. Flynn, author:

"As a matter of fact the outrageous performances
of the Bank of United States were not the criminal
acts for vhich the bank's officers were prosecuted but
a group of acts which did not figure in the trial at
all - a group of acts which are not against the law -
a collection of acts which can be duplicated in numerous
other bhanks. To put the matter more sericusly, the acts
which were responsible for the destriction of that
institution are those which now characterize the tendency
in bank management.

"The crime of the officials of the Bank of United
States consists in having failed, in not having been
intelligent enough bankers to manage the mechanism they

kY

set up without a crash. % ¥ * ¥

R AR Y A VN X
3 36 3% %

e

A

"ok % 3 % A1l the things, or many of them, which
the bank's officers were charged with having done zare
acts made possible by the financial structure of the
bank. 1In other words when the collection of corpora-
tions which constituted that institution was formed it
could have been done with no other purpose than to per-
mit the doing of the very things vhich were later done.

3N A At
9w AS Y

"The important fact now is not that 3 * ¥ ¥ made
bad lomns here and there, but that they started off with
this carcfully set up manipulation of the bank's poviers
with the intention of exploiting the bank's funds.

W% o3t 3t 9 It was a scheme deliberately cooked to
deprive the bank's stockholders of a large part of the
profits accruing from the management of their funds.

The point I am laboring to make is that the failure of
the bank was a merc incident. Even if the bank had not
failed, and all these affiliates had pursued their ap-
pointed courses, the profits arising from all the var-
iety of transactions of the Bankus Corporation and the
City and Municipal corporations would have been cleverly
datoured from the bank's stockholders to the pockets of
the officials. With these three corporations, un-
restricted by law and cutside of all official scrutiny,
the bankers proceedcd to corganize scme fifty-seven other
corporations engaged in all sorts of business. It was
through these three initial affiliates that they were
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enabled to carry out thelr schemes. 3 % % # It
must not be supposed, however, that the men who
formed the directorate of the Bank of United

States were not reoputable business men. That

is the most serious phasc of the affair. That
bank had = large board of directors practically

all of thum widely known as busincss men. Yet
most of them approved the things that were done,
all of them were thoroughly aware cf the in-
tricate web of affiliates orgonized and some of
them had full knowlcdge of everything that went on.
The disturbing thing is that an organization, care-
fully devisod, rigged from the outset to perform
secret scrvices for the gentlemen who run the bhank,
invested for no cther purposc than grafting in bank
credit, chould have among its dircectors = group of
well-knovn business men. * % % (1)

P. P. Bennett, Jr., Editor, Unitcd States Investor, Boston:

"I am firmly of the cpinion, however, that the
program for lifting bank management to the higher plane
must be £ar more virile than ony program thus far sug-
gested (referring to deposit insuraonce). Here is a sys-
tem of 22,000 scparate banks, cach manned by its own ex-
ecutives and directors. Each is in the main a self-
governing unit, owing some fealty to laws and to State
or Federal regulaticns, by its shaping its own conduct
for the most part in the light of its cwn experience
and its own sclf-intcrest. ¥ % 3t %t The altsrnative ac-
ceptable to the public must be merae virile thon a plan
secking by merc argument to overcone the incrtiaz of
22,000 self-governing corperations and to induce them to
adopt new metheds that to the country banker's cye scen
expengsive nd otherwise burdenscme. Probably the correct
respoense of the American banking system tc the indictmeént
brought by the grand jury of public opinion zgainst it,
is for bankers to unitc in lifting our banking examina-
tions to a much higher level of cfficiency.

"The great parade of 9,285 bank failures in the
eleven years recently ended is just as much of an in-
dictment of cur present schemc of bank exaninati-ns 2s
of cur benking system itsclf."(R)

(1) Graft in Business, Vanguard Press (1931), pp. 255-257; 266-268.
(2) "Our Banking System on Trial", Californiz Bankcr,
June 1932, p. R9%4. -
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J. 5. Love, while Superintendent of Banks in Mississippi:

st
kS

* % % to a great extent the large number of
benk closings is due to the fact that too muny banks
have been chartercd by both National wund State author-
ities; and it is due to the furthoer fact that tco many
banks have been cperated by men vho are not bonke

who are not converssnt with the banking business. And
we hove emphasized from time to time the a2bsclute nccos-
sity of better bank munugcmnnt and better and clozer
suparvision, and we can't get away from the fact that
banks cannot be opcrated by romote control and proparly
promoto local interost.”(lg

Williem A. Kennedy, President, The First National Bank of Pomons,
Californias

"Our critics say that benks are operating with
insufficient capital and with untrainced men os offi-
cers and diractors. Moy I ask in 11 fairness at
vhose door the blame should be leid? Wao made the
laws and chartered the bunks and approved the monage-
1zent? How ofton have banks been licensed by state and
national banking departments, vhen a committee of ex-
poricneed cnd LQ]lrthl bankers weuld have definitely
rcfused the charters? The matter of adequatc capital
ond qualified poerscnnel hag boen too often of ninor

congidoration by thosce in :uthmrity.”(2)

H. J. Haas, Vice President, First National Bank, Philsdelphin:

L Sk
N

"

% % The ides has become widely prevalent
thaot the blone rests vhelly with the banks cnd bonkere
and their faulty managencont.”

.
413
A
B
e
S
¢
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"Who is tc blame if government officialg, in
both the statc and naticnal systoms, for over a
period of nwre tnasn twenty years, permitted the
orgenization of gre&t nunbcrq of banks with insuffi-
cient capital or in ploces vhere they never could be
successful? In nony 1nutancos in =11 parts of the
country this tock place over the protcat of the well
estobliched banks. But vhat happened was this - the

(1) "President's Address", Proceedings of the Thirty-first Annual
Convention of the Natl nal Ascociation of Sunervisors of State
Banks, Philadelphia, July 1932, p. 8.

(2) "Address of the President", California Banker, Junc 1934, p. 203.
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applicant for a charter would get the most
influential political sponsorship ond the protest
of the well established banks wos made to appeor

5 selfishness on their part; however, we all lmow
that except in rare cases they acted for the best
interests of the public."

Ol
K
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"It certainly was not wholly the fault of the
banker if customers with whom he had gafely loanod
money year after year suddenly failed to meet their
notes owing to the ruination that had overtaken their
own businecsces. Nor was he to blame for the fact that
the bagic sccuritics of the nation's industries, muni-
cipal governments, even of the nationsl government, sud-
denly suffered such market depreciations that he could
not realize from them the deposits entrusted to them
rapidly cnough to meet the hysterical demonds for cash
from rumor-scarcd depositors. (1)

(1) "Annual address of the President", Coumerciasl & Finsncial
r 1
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(A)L(a). Draft of A. B. A. Model Bill for Licensing of Bankers.

A EILL for Licensing of Executive Officers of Banks and Regulating
the Granting of Bank Charters.

{Note: Title of Bank Commissioner must, of course, be
change% to conform to the correct title in each
particilar State.)

Be 1t enacted, etc.

Section 1. DEFINITIONS. (a) An "executive officer" is one who nolds
a position in a bank calling for the exercise of executive dutics, as
more specifically defined in regulations of the State Banking Board.

(b) Bank. The term "bank" shall include sny institution
doing a banking business under authority of the law of the State,
whether a commercial bank, trust company (mutusl savings bank or
private bank).

Section 2. LICENSE REQUIRED. No person shall hercafter be appointed
or elected an executive officer of a bank unless licensed as herein-

after provided; except a person now an exccutive officer or a person

now holding similar office in a national bank doing business in this

State.

Section 3. STATE EANKING BOARD. There is hereby created a State Bank-
ing Board hereinafter termed Board which shall consist of five members
who shall be either (a) licensed executive officers of banks or (b)
persons who at the time of the passage of this Act have been for more
than five years active bank executives. The members of such Board shall
be appointed by the President of the Rankers Association
subject to the approval of the Executive Committee of the Association
and the names of such appointees shall be certified by the Secretary of
the Association to the Bank Commissioner. For the purpcse of making,
approving and certifying such appointments such Association officers and
Executive Committee are hereby vested with a governmental function and
such Board shall be an adjunct of the State Bank Department. No two of
such appointees shall e from the 'same town or city. The terms of such
appointed members shall be for five years from the first day of January
next succeeding the date of their appcintment and until appointment and
gualification of their successors, except that the members first
appointed shall serve from the date of their appointment for terms of
one, two, three, four and five years from the ensuing first day of
January and one meuber shall be appointed annually thereafter. HMembers
of the Board shall be eligible for rcappointment and vacancies shall be
filled for the unexpired term in the same manner as original appoint-
ments. In default of appointment of a menber or members of the Board
as above provided, the appointment shall be made by the Bank
Commissioner upon a strictly nonpartisan basis. The Board shall elect
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one of its members as Chairman and another as Secretary. The Board may
meet at any time and place in the State, upon call of the Chairman or
any three members. FEach member of the Board shall be entitled to
compensation at the rate of $ _ for each day of actual attendance at
mecetings of the Board and reimbursement of his actual and necessary
expenses to be pald out of the appropriation for the State Banking
Department.

Section 4. APPLICATION FOR LICENSE. All applications for license ghall
be addressed to the Bank Commissioner accompanied by a fes of §__ which
shall be paid to the Treasurer of the State and added to the appropria-
tion for the Banking Department. It must be accompanied by proof that
the applicant is over twenty-one years of age and of good moral character
and such other information as may be required by the rules and regula-
tions of the Board. Applications for license when received by the Bank
Commissioner shall be turned over to the Board for investigation and
report.

Section 5. BOARD ASCERTAINS QUALIFICATION. It shall be a function of
the Board to determine the qualification and fitness of applicants for
licenses and for this purpose it shall fix its own standards of
education, ability, experience and character and make such investigations
and provids for such examinations as it may deem necessary.

Section 6. REGULATIONS OF BOARD. The Board shall make and may amend
from time to time, all rules and regulations needed to carry into cffect
the purpose of this Act including regulations prescribing the standard
of gqualification, the conduct, scope and character of examinations, the
time and place of meetings, the form and contents of all notices, certi-
ficates, documents and papers neccessary to its operation and methods of
procedure. The neccssary expense for printed matter shall be chargeable
to the appropriation for the Banking Department.

Section 7.  REJECTION OF APPLICATION. If upon due investigation and
examination, the Board shall decide that an applicant is not qualified
to receive a license as an executive officer, it shall report such de-
cision to the Bank Commissioner. No license shall be issued by the Bank
Commissioncr in the absence of a certificate of qualification by the
Board. An applicant for license whose application has been rejected,
may renew such application after six months from the time of such rejec-
tion.

Section 8. IBSUE OF LICENSE. Upon decision of the Board after due
investigation and examination that an applicant for license is duly
competent and qualified as an executive officer, the latter shall return
such application to the Bank Comnissioner accompanied by a certificate
of qualification duly attested by the Secretary of the Board, whereupon
the Bank Commissioner shall issuc a license in such form as may be pre-
scribed by the Board, entitling such applicant to accept employment as
an executive officer in any bank in the State.
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Section 9. SUSPENSION OF LICENSE. Whenever 1t appears to the Bank Com-
missioner that any licensee has violated any law of the State or has
performed the duties of his office in an unsafe, unauthorized, neglige:nt
or dishonest manner or has refused to obey any lawful order of the Banlk
Commissioner, the latter with the approval of any two members of the
Board may suspend the licensec and during the perilod of suspension the
licensee shall not be employed by any bank.

Section 10. RESTORATION OR REVOCATION OF LICENSE. At any time with-

in thirty days after suspension, a licensee may appeal to the Board for
a hearing and a restoration of hig license in which case the Bank Com-
migssioner shall prefer written charges against the suspended licensee
and submit the same to the Board. Such charges shall be heard and
determined by the Board as soon as practicable and in no event longer
than three months from date of appeal. The time and place of such hear-
ing shall be fixed by the Board and notice thereof with a copy of the
charges shall be served by registered mail on the suspended licensee at
least ten days before the date fixed for the hearings. At such hearing
the suspended licensee shall have the right to appear personally or by
counsel, to cross-—examine witnesses against him and to submit evidence
in his own behalf. After such hearing the Board may restore or revoke
such license as the facts may warrant. Failure of the licensee ‘o
appeal to the Board within thirty days after suspension of license shall
operate as a revocation thereof. Nothing herein shall deprive a court
of competent jurisdiction in a proper proceeding of power to review a
decision of the Board reveoking a license and to grant such relief to the
licensee as the facts may warrant. The Bank Comissioner, upon approval
of the Board, may rc-issue a licensc which has been revoked after one
year from the time of such revocation upon reasons deemed satisfactory
and sufficient.

Section 11. BANK CHARTERS. TFron and after the passage and approval of
this Act, all applications for bank charters made to the Bank Com-
missioner shall be referred to the Board for approval. It shall be the
duty of the Board to investigate the need for a new bank in the
conmmunity, the character and capacity of its organizers, and adequacy
of capital and all matters and things pertinent to a decision whether
the granting of a charter would be wise and desirablc. No charter shall
be hercafter granted by the Bank Commissioner except upon approval of
the Board duly certified by it to the Bank Commissioner. Nothing here-
in shall deprive a court of competent jurisdiction in a proper pro-
ceeding of power to review an adverse decision of the Board and to
grant such relief to the organizers of a proposed bank as the facts

may warrant.

Section 1l2. PENALTY FOR VIOLATION. Any person or cornoration who
violates Section 2 of this Act by appointing or accepting appointment
and acting as an executive officer of a bank contrary to the provisions
of that section, shall be guilty of (insert naturc of crimec and punish-
nent).
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(4)1(b). Published Views of Bankers and Others With Respect to_the

Matter of Licensing of Bankers:

E. V. Frick, Vice President and Caghier, American Trust Company,
San Francicco:

"Tomorrow!s banker includes bank officials, di-
rectors, and all others commecled with banks who are
in any way responsible for the funds entrusted to
them by the public. The attitude of the public in
regard to this responsibility has reached such a
stage that perhaps in the not-far distant future
bankers will be licensed or accredited as are doc-~
tors, lawyers, engineers and other professional
people. This should be welcomed by bankers, and it
is a question whether the time has not come when they
themselves should provide for this, and erect such
barriers as will prevent undesirables from cntering
or remaining in the profcssion."(1) '

The view of another prominent San Francisco banker was reported in
the "American Banker" of August 1l, 1936, as follows:

¥, iL. Lipman, chairiian of the Wells Fargo Bank &
Union Trust Co., stated that he would like to see the
banker given a better professional status by requiring
that officers qualify for their jobs by pursuing requircd
courses of study leading to certifieates of competence.
Anplifying this suggestion the other day, Mr. Lipman said
that the idesa might be tried first in some of the large
cities and, if it worked there, be gradually expanded. He
implied that it might be as well to have more than one type
of certificate for different executive duties, much as
doctors must pass a diffcerent group of qualifications from
those laid down for nurses. However, he would go very
slowly so as not to place an undue burden on small country
banks. Presumably, too, he would prefer to sec the plan
developed by the banks themselves rather than by statute.”

(1) "Qualifications of Tomorrow's Banker", California Banker,
June 1933, pp. 270-271.
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John M, Miller, Jr., President, First & Merchants National Bank,
Richmond, Virginia:

"The time should and will come when bankers
will be required to pass an examination and to
secure a license before they may become executive
officers of banks. When that time comes maybe
we shall be able to call our business a
'profession'.

"In Virginia, and doubtless in North Carclina,
a man, in order to practice on a hog, a dog, or any
other animal, must be a fprofessional' man. He has
studied. He has taken an examination and secured a
license. But they turn us bankers loose to oractice
on the widows and orphans and defenseless without
requiring an examination or a license.

"And what has been the result? It has been
distressing, and the situation should be corrected.
Some day we shall have a higher standard for bank
officers, brought about by requirement of examina-
tion, licensc, ete."(1)

Thomas C. Hennings, Vice President, Mercantile-~Comnmerce Bank
and Trust Company, St. Louis:

"In my opinion the great mass of bankers
of this country are not and have no desirc to be
considered menbers of a learned profession. Many
have come up from the grass roots, are practical
bankers, Ifinanciers, and business men,are the
leaders of public thought and business in their
communitien, are proud of their vocation and would
prefer to be known now and in the future as business
men. " (2)

(1) "Troubles and Remedies", Tarheel Panker, June 1932, p. 92.
(2) "Is Banking a Profession?", A.E.A. Journal, October 193Z, p. 86.
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R. G. Thomas, Associate Professor of Economics, Purdue
University:

"There are, naturally, two general methods
of approach to the problem of improving bad bank-
managenment. The first consists of using direct
pressure; the second involves altering the insti-
tutional framework within which bankers must
function. One form of direct pressure might well
consigt of 'a requirement that all bank executives
should demonstrate their posscession of a minimum
amount of knowledge of sound banking principles
and practice by passing some form of examination'.
Such a plan 'might give rise to a body of "Certified
Bankers" which would assist in the promotion of =z
professional attitude among bankers in general'. In
addition to such mneasures, there must be retained and
strengthened the existing methods of examination and
control by public authority. The intelligent bank
examiner and supervisor can very coffectively improve
the quality of bank management by insistence upon
sound loan and investment policies as well as by the
detection of fraudulent and illegal practices."(1)

The following statements were contained in a bulletin of the
Enployment Stabilization Research Institute of the University of
Winnesota:

"o 3t 3t % Any shareholder possessed of suffi-
cient voting power, even though hc has no knowledge
of banking, may elect himself a director or have him-
self appointed president of his bank, and the state
raises no objection until the depositors' money has
been lost. Could notv a license system for bank
directors and officers be adopted, involving for
directors an examination covering the gencral field
of banking practice, certain lcgal phases, and
especizlly the tests of sound banking? For officers
a morce searching proof of their knowledpge of sound
practice and of some knowledge of theory should be
required. In the case of officers, successful
conpletion of such nminimum tests might well be
pre-reguisite to qualification for the lowest exccu-
tive nosition."

(1) "Bank Failures - Causes and Remedies", Journal of Business of the
University of Chicago, July 1935, p. 3l6.
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"Important advantages of a license system
on thesec general lines are at once apparent.
The requirement of the test would insure that
directors were informed of the specific nature
of the obligations to be assumed, a most im-
portant desideratum. Furthermore, it would
contribute materially to the selective process
in choosing directors. As applied to officers,
the test would first of all tend to reduce
nepotism in banks. The requirement of a search-
ing examination before the lowliest executive
position could be legally held would induce,
first, careful preparation for the all-iumportant
test, and second, a spirit of professional
pride in thoroughness.”

"3 sk % 3t Poor management of a grocery
would eliminate that one enterprise. Equally
poor management of a bank might paralyze hundreds
of businesses and work hardship to society in a
mich wider circle. Mere ownership therefore
should not confer the same right to absolutc
control of the policics and affairs of a bank as
in the case of other bhusinesses. Since the
public is so profoundly concerned with the quality
of management, the director or officer who assumes
control should be obligated to give satisfactory
cvidence of previous training and of ability to
nanage a bank successfully.
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"The principal hope for sound btanking lies
in improved managenent; hence in men and not in
laws. DNevertheless, as longz as a system composed
of large numbers of banks, many of them of small
resources 1s retained, the regulatory authoritics
nay greatly assist in the process of securing zood
banks through the further education and training of
bankers., VWhat is nceded is a bettor standard of
nanagenent. " (1)

(1) A Type Study ¢f American Banking: Non-ietropolitan Banks in
Minnesota, Vol. IV, November 1934, pp. 159 and 162.
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(A)1(c) Published Statements With Respect to Legislation Relatirg

to Qualifications of Bank Directors and QOfficers.

John W. Pole (while Comptroller of the Currency):

"In banking as in many of our activities
we are inclined to attempt to cure all defective
operations by new statutory enactments and new
governmental regulations.

"In the final analysis however governmental
action, whether statutory or regulatory, can only
set the metes and bounds of bank operations. They
can nenalize violations of the law and can exercise
a restraining influence upon banking practices with-
in the law but it is well known that good managzenent
cannot be procured by legislation or governmental
fiat. Good management must be a natural growth from
within the institution.
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"I realize that from the standpoint of the
banker, banking is a private business similar to
other gainful occupations and that the fundamental
business orinciples of freedom of action and unity
of respensibility upon boards of directors should
not be subjected to what might be called govern-
nental interference. On the other hand in banking
there is a large public interest at stake--an
interest both of the government and of the
depositors--and so long as there is the possibility
of a repetition of certain recent outstanding
examnples of bad management, whether through in-
competency or through a wilful disregard of
responsibility and honor, there is the prospect of
increasing the powers of governmental supervision
as a rcaedy."(1)

(1) "Public Aspect of Bagk Management", Proceedings Second Central
Atlantic States Bank Management Conference, held in Washington,
D. C., in February 1931, pp. 8-9.
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C. T. Leinbach, Vice President, Wachovia Bank & Trust Company,
Vinston-Salem, North Carolina:

"At the same time, we recognize that the
ultimate soundness of our banking system lies
not so much in legislation as it does in the
ability and integrity of bank management. Laws
provide certain safeguards, but the expericnce,
honesty ond sound judgment of the men who operate
our banking institutions will always be the
determining factors. Therefore, while we welcome
helpful banking legislation, it in no manncr
relieves us of our individual responsibility to
oporate good banks."(1)

J. S. Love, former Supcrintendent of Banks in Mississippi:

"My observation as a bank examiner and
bank commissioner, covering a period of more
than ten years, convinces me that fully 75 per
cent of the bank failures in this country are duc
primarily to the fact that the directors are not
fully conversant with their bank's condition or
with the details of its operation, and that the
majority of such faillures could have been averted
or would never even have threatened had the board
of directors functioned as the law cohtemplates.
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"The problem of getting directors of a bank
interested in their own institution is not only
being given serious thought by the leading bankers
and bank commissioners of the country today, bhut by
the law-making bodies of the various states. They
realize that a bank, in order to function as it
should, must be carefully supecrvised and controlled
by its directors, and they are trying to devise
some means by which directors may be aroused to
such keen interest that they will keep themselves
familiar with the detailed management of their own
banks.

"Legislation on this important matter is help-
ful to a certain extent, and in some states statutes
have been enacted making it unlawful for a loan of
any consequence to be made by the active officer of
a bank without first getting the approval of z major-
ity of the board of directors, or of a loan committee

(1) "Annual Addrcss of the President", Tarheel Banker, July 1936, p.
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appointed by the board. But it is obviously im-
possible through legislation to make competent
bankers." (1)

Comnission for Financial Institutions of the State of Indiana:

"The Department of Financial Institutions
has made a careful survey regarding the extent
of the knowledge of bank directors conccrning
their duties and responsibilities. This survey
discloses that a surprisingly large percentage
of direcctors actually do not realize what is im-
plicd when the Oath of Office is taken.

"Safety is synonymous with sound bank
administration, and in order to insure the
greatest possible protection to stockholders,
depositors, and other interested parties the
legislatures of various states have imposed
definite obligations on directors. The courts
of the United States have invariably construed
thesc obligations to be valid and have upheld them.

3¢ 036 36 3 3k 3t st 36

"It is important for directors to understand
that their duties, responsibilities, and liabilities
are not governed alonec by the statute, but also by
common law. Briefly, the common law principles ap-
plicable are: ORDINARY DILIGENCE, REASONABLE CONTROL,
and GENERAL KNOWLEDGE of the peculiar problems of
their bapk."(2)

Employment Stabilization Research Institute of the University of
Minnesota:

"What measures, if any, can be taken to accom-
plish the selection of suitable directors and offi-
cers of banks? First, the law can more explicitly
and directly lay upon both the responsibility for
the sound conduct of the business. Our theory of
government makes banking a semi-public activity; the
banker is privileged to dispose of the funds of others.
The statute should by law more sharply define this
position of trusteeship and more clearly fix the
responsibility it involves."(3)

(1) "Slipshod Bank Direction", A.B.A. Journal, May 1928, p. 869.

(2) Duties and Responsibilities of Directors of State Banks and Trust
Companies, compiled in 1935 under the direction of the Commission
for Financial Institutions of the State of Indiana (Foreword and
Conclusion).

(3) A Type Study of American Banking: Non-Metropolitan Banks in
Minnesota, published in November 1934, pp. 158-159.
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(A)2. Published Statements V/ith Respect to Kemoval From Office

of Directors and Qfficers, etc.

J. E. Goodbar, author:

o3 96 % % Government administration nas
no power to prevent the elevation to positions
of authority in banks of ex-soap manufacturers,
ex-real-estate operators (as well as real-estate
oporators who operate a bank as adjunct to the
real-cstate business), ex-investment bankers,
gx-furniture dealers, ex-medical men, ex-ministers,
ex-ranchers, ex-cattle ‘'dealers, cx-hardware
merchants. Too often some of these men take on
the bank business because it facilitates the
securing of credit for some outside interest that
has otherwise an uncomfortably low borrowing limit.

"Intil 1933 reckless management of any kind
within the law was beyond the reach of nositive
control by administrative officers. The power of
removal that was conferred on the Federal Reserve
Board, in 1933, is necessarily so restricted, and
the exercise of it would be so damaging to a bank's
reputation, that it cannot bc¢ regarded as cven ap-
proaching in effectivencss the power that lies in
the hands of the managing officers of a large
systen of branch banks."
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"Effective enforcement of banking law has
always suffered from the serious dilemma that
faces any government officer who discovers im-
proper conduct on the part of a bank officer who
is unwilling to mend his ways. Unless prepared
to close up the bank, which, of course, means in-
jury to thousands of innocent depositors, and
night even start a wave of distrust that would
affeet innocent banks in the same territory, with
ultimate results which could not be foreseen, the
administrative officer has been utterly helpless
to compel the adoption of sounder practices.

"The Banking Act (of 1933) has sought to
remedy this #* ¥ % ¥%,"(1)

(1) Managing the People's Money (1935), pp. 177; 400-401.
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Dr. Roberi Weidenhammer, Assistant Professor of Economics at the
University of Minnesota:

"The authorities should have the right
to remove officers that are found to be
objectionable, be it on account of having
purpnsely violated banking laws or be 1%t oun
account of obvious lack of compctency."(%;

Chamber of Comrierce of the United States:

"The Comnittee does not desire to question,
in any way, the importance of proper mancgement
of membor banks of the Federal Reserve System. It
believes, however, that any power to remove an
officer or director or to cite an officer or
director to a board which has power to compel his
removal upon such general grounds as the continuance
of 'unsafe or unsound practices' in conducting the
business of a bank, must be carefully safeguarded.
The Committee feels that in all such cases the charges
under consideration should be investigated by the
board of directors of the regivnal Federal Reserve Bank
and a report made by that body to the Federal Reserve
Board. The directors of the regional hanks are charged
with the responsibility of keeping theunselves informed
as to conditions within their districts and are in
intinate contact with the peculiar conditions surround-
ing the banks of those areas. Under another section
of the Act, morcover, the dircctors of the regional
reserve banks are required to kecp themselves informed
with respect to the uses of c¢redit by member banks in
their districts and to report to the Federal Reserve
Board any misuse of credit. It would seem that the
same procedure should be followed in regard to the
removal of officers or directors for unsound banking
practices or the violation of tanking laws, so as to
centralize these extraordinary powers and to insure
uniforn treatment for national and state member banks."(2)

(1) "Better Bank Management: An Analysis of Fifty Bank Failures",
The Annals of the American Acadeniv of Political and Social
Sciences, January 1934.

(2) Legislation on Banking, a report of the Finance Department
Committee, Chamber »f Commerce of the United States, Washington,
D. C., April 1934, p. 11,
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Employment Stabilization Research Institute of the University of
Minnesota:

"Because of the far-reaching effects of
the suspension of a bank it appears to be
desirable that the banking department be pro-
vided with means less abrupt and cataclysmic
for the protection of the public interest. The
Glass Act provides that any officer or director
of a membser institution who violates the law
or who continues unsound practices in conducting
the business of such an institution after being
warned by the comptroller or by the Federal
Reserve agent may be called before the Federal
Reserve Board for a hearing. If found guilty
he may be removed from office by order of the
board........The New York superintendent of banks
recommended in 1931 that he be given legal power
to remove from office directors or officers of
banking institutions who were guilty of persistent
violations of the banking law or of a continuance
of unsafe and unscund policies and practices, with
the provision that a board of directors upon
two~thirds vote might reinstate any officers or
directors removed. Similar powers should be
authorized as an aid to bank supervision in
Minnesota."(1)

(1) A Typc Study of American Banking: Non-Metropolitan B i
> Pe

Minnesota, published 1In 152,
NP LI
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(A)3. Excerpts from a Report of the Study Commission for Indiana

Financial Institutions (1932) With Respect to Duties, Resnsnsibilities

and Powers of Directors.

"The Study Commission's investigation of in-
solvent banke has revealed the fact that in some
instances officers failed to apprise the members
of the board of directors of the state department's
criticism of conditions within the bank. In some
of these instances directors have maintained that
they could have corrected unsound conditions had
they known of their existence. To prevent such sit-
uations from arising and to insure that the board will
at all times be fully acquainted with the recommenda-
tions of the Department of Financial Institutions the
proposed statute provides that the directors shall re-
quire the secretary of the board or some other duly
designated agent to make official communications from
the state department a matter of record in the minutes
of the meetings of the board. The enforcement of this
provision will not be difficult because it will be pos-
sible for the examiner to bring with him at the time of
the examination duplicate copies of all official com-
munications from the department to the bank and check
his coplies with those entered in the minute book of
the board.

"After the failure of a bank, its directors
sometimes insist that they were intentionally de-
ceived by the officers and, as:a result, did not know
the true condition of the bank. In many well-
nanaged tanks in order to make such deceptions
impossible it has long becn the practice to have the
directors periodically audit and examine the books
and affairs of the institution. In this manner it is
possible for the members of the board to secure a
personal knowledge of the bank's condition. Such
examinations, moreover, serve to place the resnonsi-
bility for unsound practices and conditions sqiarely
upon the board. Recognizing the desirability of this
practice of self-cxamination the proposal of the Study
Commission provides that the board or a committee
therefrom or a firm of certified accountants sulected
by the board shall examine every bank or trust company
at least twice each year and shall submit to the Depart-
ment of Financial Institutions a complete statement
of the bank's condition as determined by the
exanination."(1)

(1) Report of Study Commission for Indisna Institutions (193%), p. 120.
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(A)4. Published Statements With Respect to Legislation Relating

to Restrictions on Financial Interests of Directors and Officers in

Bank Transactions.

Russell G. Smith, Cashier, Rank of America N. T. & S. A.:

"Certain provisions of the new laws have
ended some unsound practices and abuses of
which a few banks were guilty. I refer particu-
larly. to the provisions which prohibit the
employment of bank funds in loans to officers,
the restrictions regarding the use of bank credit
for speculation in securities, and the separation
of the investment securities from commercisal
banking."(1)

J. F. Sullivan, Jr., Vice President, Crocker First National Bank,
San Francisco:

"One of the primary laws in sound banking
practice is that loans must be based on good
credit judgment and not dictated by bank directors
or officers for their personal benefit. Recent
disclosures of a sensational nature have focused
the spotlight of publiec censure upon flagrant
abuseg of this custom, and this circumstance has
given birth to a recommendation that there should be
enacted federal legislation more strictly to regulate
beank loans. Laws, however.dectailed and stringent,
cen never completely control every banking practice,
and it is still possible to run a good bank with a
degree of latitude left to good management. Laws can
never be a substitute for sound judgment and approved
procedure. I would personally go much further than
this recommendation and urge that banks should not
make loans against unlisted Lank stocks. Banking
capital supposedly is supnlicd by stockholders out
of their own funds, and not furnished indirectly by
bank deposits loancd against collateral of that class.
This may be regarded as an extremely radical vicw-
point, but in my opinion it is in the interests of
conservative banking and I submlt it for your more
deliberate consideration."(2)

(1) Address before Bank Management Section, A.B.A. Convention, Seattle,
June 1936, The American Banker, June 11, 1936.
(2) "The Address of the President", California Banker, June 1933, p. 184.
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Professor R. G. Thomas, Purdue University:

"In both good and bad times defective
bank-management has all too frequently taken
the form of excessive loans to the bank's own
officers. This fact suggests two possibili-
ties for improvement. Tirst, the prohibition
against loans by banks to their cxecutive
officers, as provided in the Banking Act of
1933, should be extended to include loans to
firms controlled in any substantial measure
by such bank officers. This would definitely
ban the doubtful practice of attempting an
impartial appraisal of the banker's own crodit
standing and should go far in reducing the
abuses of excessive and fraudulent loans to
insiders.

"Second, temptation to borrowing by in-
side interests might well be reduced. An out-
right prohibition of all banking affiliates would
be a wholesome change. This could be done with
no harm to banking efficiency if branch banking
barriers were abolished. Also branch banking, in
contrast to unit banking, furnishes a morc adequate
outlet for the energies and abilities of the
capable banker and reduces somewhat the urge to
develop outside business interests."(1)

(1) "Bank Failures - Causcs and Remedies", Journal of Business of
the University of Chicago, July 1935, p. 317.

Digitized for FRASER
http://fraser.stlouisfed.org/
Federal Reserve Bank of St. Louis



- 125 -

APPENDIX IT

(A)5. Views of Bankers and Others With Respect to Legislation

Relating to Deposit Insurance.

S. Sloan Colt, President, Bankers Trust Co., New York City:

"Deposit insurance on a national scale
is a new experiment and while it may have its
effect in preventing withdrawals in time of
trouble, it can in no way be accepted as a
substitute for good banking. Supervision can
limit the scope of bank operations but the
ultimate decision as to quality of assets to be
held in the portfolios of the banks rests with
the bankers themselves.

" 3¢ 3¢ % The banker has become a trustee for
the public and has assumed responsibility for the
investment of its funds % % 3¢,

"The responsibility assumed in this connection
is a real one. ¥* 3 3% Give this class of small savers
security and protection in good times and bad, and
you will establish a public confidence and support
of the banking system against which the demagogue will
be powerless. Let the losses to these people be sub-
stantial and the seeds of political and econonic dis-
cord will fall into fertile ground.

"The Federal Reserve and the other supervisory
authoritics have been given extensivc powers to check
or prevent unsound credit activities and excessive
credit expansion. However cffective these controls
may be, it is my opinion that they can never take the
place of sound bank management. The responsibility
for maintaining high quality assets of the right char-~
acter must rest upon the management of the individual
institutions."(1)

Col. James L. Walsh, former executive vice president, Guardian
Detroit Union Group, Inc.:

"The proposed system of guaranty of bank de-
posits cannot fail to place a premium upon unsound
banking methods, and, in the end, destroy both sound
and unsound banks, without distinction. As such, it
should be opposed by every intelligent banker - if
only in his own selfish interest."(2)

(1) Address before Kansas and Missouri Bankers Association in Kansas
City, May 6, 1938.

(2) Address before Michigan Bankers Association, July 1932, Michigan
Investor, July &3, 1932, p. 31.
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L. E. Birdzell, General Counsel, Federal Deposit Insurance Corp.:

"In the face of the record since the insurance
fund came into effect, which I have already given you,
therc should be no occasion to argue its need. How-
ever, there are still some who say that it is but a
substitute for a gound banking system, and that our
efforts should be dirccted toward estab:lishing hetter
management for vanks rather than insuring banks against
losses. The proponents of this argument usuzlly give
the Canadian bhanking system as an illustration.

"The argument for better banks is well taken.
We concur fully in what its proponents say, but we
fecl that better banking can vest be achicved with
the aid of our corporation. In the United States
therc is a division of authority between the several
states and the Federal Government, and consequently,
unlike the Dominion of Cunada, the character of our
banking varies according te the location of the bank
and the character of supervision given it. Through
the aid of our corporation we believe that there can
be a better co-ordination throughout the country to
the end that a uniform high standard of banking may
be maintained."(1)

0. Howard Wolfe, cashicr, Philadelphia National Bank and former
president of Pennsylvania Bankers Associuation:

"The following statement which I have read
recently sums up the argument against deposit guar-
anty:

"tThe conception of a guarenty of bank de-
posits strikes at the foundation of sound banking.
It leads to unsound loans and poor banking prac-
tices which hasten failures. It is a direct en-
couragement to reckxless banking. The reckless
banker realizes the larger profits which can zccrue
to that type of banking in good times and in bad.
times passes the losses to the experienced, con-
servative banker.'"(2)

(1) "What Deposit Insurance Has Accomplished", lichigan Investor,
July 7, 1934, p. 21.

(2) Address before Pennsvlvania Bankers Association, Financial Age,
May 27, 1933, p. 408.
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F. P. Bennett, Jr., Editor, United States Investor, Boston:

"But guaranty of deposits is not the correct
nethod of relieving my client from the indictment
which has dragged our banking system once more be-
fore the bar of public opinion. Let that be the
sentence meted out to our banking system, and the
system must inevitably bce haled again before this
game bar a few years hence, for having once more
dealt unfairly with the American people. The
woes that will occur under guaranty of deposits
are fairly to be compared with the woes that have
occurred under existing conditions. I shall not
use much of the time of this audicnce in exposing
the evil poseibilities of deposit guaranty plans.
The idea underlying them 1s plausible encugh. So
long as guaranty plens are ecxposed only to the
tests of the inventor's laboratory, they indicate
only their alluring features. It is only when they
meet the tests of real 1life that they reveal their
weaknesses. Eight states, becginning with Oklahonma
in 1907, and including your own state for a season,
have given the guaranty idea as fair a trial as even
its own earnest advocates could expect. Not one of
these states has been satisfied with the results.
How could they be, whcen the plan is in reality an
effort to apply the insurance idea without includ-
ing the most fundamental of insurance principles,
the intelligent sclection of risks? Only in Utopila
can insurance succecd if it turns its back squarely
upon the most fundamental lesson which insurance com-
panies have learned from their hundreds of years of
actual experience. Guaranty plons assume the exist-
ence of a millennium, when the whole despairing
world unites in testifying that the millennium is
still far away."(1)

Mortimer J. Fox, former Chief of Division of Research and
Statistics, Federal Deposit Insurance Corporation:

M 3¢ % 3twe must bear in mind that the pres-
ent installation of confidence in bank deposit money
is no morc a cure for basic banking ills than was
the crcation of confidence in bank note moncy 70
years ago. The problems of proper bank management
and bank supervision arc quite as great as ever be-
fore."(2)

(1) "Our Banking System on Trial", California Banker, June 1932, p.
(2) American Banker, June 4, 1936.
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(B) Published Statements of Bankers and Others With Resvect to

Cooperative Efforts of Bankers.

W. F. Gephart, Vice President, First National Bank, St. Louils:

"In the first place, there must be increasing
recognition by the bankers and business men of the
unfair, unjustified, and unprofitable practices in
their ovm business and an increasing effort and co-
operation among them to correct these shortcowmings
without the intervention of the Government. Hore
self-zovernnent in banking and business by the in-
dividual bankers and business men is the greatest
need. There are too many lone wolves in banking as
well as in many other lines of business. Through
county and regional clearing houses znd group and
state bankers associations and the American Bankers
Association, bankers have agencies for correcting
many of the bad banking practices. Such correction
would result not only in profit to the banks then-
selves and their stockholders, but also would create
a better public attitude and thus prevent and even
remove unduly restrictive legislation and regula--
tion."(1)

C. K. Withers, former trust officer of First-Mechanics National
Bank, Trenton, and now Cormissioner of Banking and Insurance, New Jersey:

"If we are tc have a Code of Fair Competition--
and we should, by all means--let us have one which
can be interprcted; one that will be workable and
equitable alike to depositor and bank, and one which
shall not require of every institution the elaborate’
systen of costs apparently necessary in the present
regulatisns. Let us assume for once that most bankers
are honest, and ready and willing to cooperate in
every way possible to bring about a return to more
nearly normal conditions. Permit us to get together
in our local clearing house or county associations and
trade areas, and work ocut a code of compliance which
shall be fairly based ugon average conditions in our
individual communities. Let us have cooperation, not
recrimination, and our Codes will be speedily completed--
and enforced."(2)

(1) Address before the Regional Conference of the A.B.A., Memphis,
March 26-27, 1936, published in Present Day Banking (1936),pp. 23-24.
(2) The President's Addrcss, Proccedings, New Jersey Bankers Association,
May 1934, ». 113,
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Edward J. KcQuade, then Vice president, Liberty Naticnal Bank,
Washington, Ds Ce:

"Senior bank officers of District of Columbia
get together ot weekly luncheons to bring about more
intimate and freguent contacts. Discussions are
frank and not carried beyond meeting room. Ideas
are exchanged and problems worked out. As a result
of such luncheons committees for various purposes
are formed.

"A Protoctive Committee was created to furnish
information con undesirable accounts, employees dis—
nissed for cause, and to issuec special warning bul-

letins as emergencies arise. The results were note-
worthy.

"Cooperation in advertising brought about a
tremendous saving to banks plus an increase in busi-
ness. It has been valuable in installing service
charges, credit bureaus, sccuring concerted action
in legislative cnactments, standardization of bank
forms, ctc.

"These weekly luncheons protect members! busi--
ness, promote welfare, and foster fraternal rela-
tionship, all of which in turn react favorably on
the gencral business interests of the comrunity." (1)

Professor Paul F. Cadman, University of California:

'Tn some respects it is unfortunate that there
are not bankers! cxchanges whose members would sub—
mit voluntarily to the control and regulation of the
groupe. Such control from within the profession would
be far better than a political control from without.
It is irmediately argued that the business is too in-
timate, personal, and conmpetitive to submit to cx~
change regulations. Such has not been the case with
stock brokers. Theirs is perhaps the most competi-
tive business in the financial field, but exchange
members nevertheless submit to investigation and
analysis which no other business in the country would
endure., What has been the result? The smallest per-
centage.of failure in this present depression which
any business has suffered. In the New York Stock BEx-
change, with thirteen hundred members, less than ten

(1) Summary of an address before the Central Atlantic States Bank Manage-
ment Conference in Philadelphia, March 1930, in which Mr. McQuade
stated that the District of Columbia bankers had for many years re-
cognized the value of getting together for the discussion of common
problens. Proccedings, pe 53.
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failures; in the San Francisco Stock Exchange, with
over seventy members, only two fallures. To press
this analogy further; the relations between stock
brokers and clients are as intimatc as those be-
tween banker and client, yot the Ethics and Busi-
ness Conduct comnittees of the major exchonges ex—
amine such relations in detail, criticize, restrict;
and, if necessary, penalize. Furthermore, one of the
mest rigid regulations of the stock exchange is the
uniform cormmission rulee. In only the rarest of in-
stances nay a commission be split with a nonmember.
and under no circumstances can a nmember ever cut a
cormission for a cliente. The language of the con-
migsion rule is so inclusive and cxact that no vio—
lation is possible. If stockbrckers were tc compete
by rate cutting as banis now compete by intercst-rate
inducenments, the najuority of brokerage houses would
be bankrupt in less than a decades.

"Perhaps a bankers! exchange is too radical an
ideca. Banking is an oxceedingly conservotive pro—
fession and in sone respects a very sclf-satisficed
onee. It will not take nany years of operation in the
red, however, to shake this complaccncy. Clcaring
houses cculd eagily function as exchanges and could,
under nerber consent, extend the control wbich they
alrcady exercisce But if this is too advanced a pro-
posal, then consideration should be given to other
existing agcncies. Local, State, and national banlk—
ing associations are well cstablished. Few trade as—
sociations have such excellent organization. The con—
nittees and seccretarics «f the State and naticnal as-—
sociations have done excellent work in rescarch and
have served adnirably in an advisory capacity. Publi-
cations have bcen, particularly in recent years, in-
formatory and stimilatinge. Counventions have been nun-
erous, well planned, entertaining, and as far as it is
possible for any American convocation to be serious,
they have devoted a goodly number of their sessions to
real business for the good of the professione The ac—
conplishments of the Ae.I.B. arc so noteworthy as to
place that organization at the head of 2ll institutions
of its kind." (1)

(1) "Competition, Coopcration or Control", California Bonker,
June 1933, pp. 209--210.
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STATE NUMBER HESIDEWCE AnD/OR SHARLES 0F S3TOCK SPECIAL STATUTORY
CITLZExEHT TO BE OWNED DISGUALITICATIONS REFERENCES
Min, Hax.

Federal 5 25 Each must be citizen i §1,000; or $500 if Service of other in- U.5.C., Title 12,
Law of U.S.; 3/4 must re- bdnk’s ca p1+a¢ is stiuu+ions. (see §§ 71, 7la, 72.
side in State, terri- i less than %4u,)UL Table B)

tory, or district {dabt. Dks.;
where tank is located,
or within 5J miles. —
{Nat. Bks.j ]
Llabama ~— - z/¢ mist reside ia S T Alzbama Code,
State § Géae
Arizona -— - e WRGD; or G550 in | wemee Rev.Code 1383,
it1e° of more than §& 36
20,002 populatian.
Arkansas 3 - ———— HESOR s Crovford % ioses
Digest, Castle's
1327 Supp.y €83
Californis - - . 5500, e Teerlnc Codes,
Title 50, § 10.
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:111’1 1\'13}( - f*_.!_‘).[’ JJ;.‘-JQJL%CJ‘_':S
Colorado 3 21 dejority must reside O shares in b:nk of Conviction of felony Colorcdo Stets.
in county or contigu- | less thun ¢ 50,0 or violstion of Stete | (I935), Ch. 14,
cug counties. it 1, gheres or Federsli bhaniing §§ 10,1
be nk oi more tha lavs,
14
Connecticut - - 3/4 must reside in fEDL. Service of other in- Gen. Stetoe,
Stote stitutions. (see §§ 30L5,3974. &
Tabie B.)
Dal.vare 5 B T 1,300, ———
Florida 5 25 All must be citizons Benic:: 10 shures, or R Rev. Stats.,

of United States;
3/5 must reside in
Stute.

5 shares in bank of
‘“qa than 25,200
Ci g).:. 'tu.l. .

Trust companios: 10
sarea of :.100 par
valuc,

yy 4123, 4133,

4190, 4134.
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s . CITIZELSHIP TO B O0.4mD DISWUALITICATIONS REF RLICDE
din. Max,
Georgie 3 25 £11 must be citizens 13 sharcg; or § shercs e Civ. Cods,
of Sicte or reside " benin §§ 2366 (147),
vithin 5 miics of lcsg than 25,300, 2466 (143)
city in vhich ba-; is
located. 3/4 must
reside in city or
within 25 miles, —
[
LS
Idaho R Majority nust rezide Tdaho code,
in State. w500, Title 25,
; § 25-423,
Illinois 3 Pixed et 51,0030, - I11.8tats.,
by stock Cir.16-1/2,
holders. §§ 4, 12,
Indiana K Fixed 211 must he citizens ) = Ind.Stets.(1033),
by irts. of U.S.; 3/4 must ro- §§ L3-508,13-510.
of In- side in State or
cOrp. vithin 50 miles
beniz,
Iowe 5 Fixed Wy ;/ﬁ met be citin s b 800 1 capital is 1zos o 1235 Code, §§ 2183,
Arts.of | of Statc. (Sa than 350,300; 500 if 9164, 9210,9211,
Incorp. more than 53,000, 9212, 9217-ck.
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STATE NULBER RESIDLICE AdD/OR SHARES OF wTOCK SPECIAL STATUTORY
CITIsiEnsHIP T0 B 0LuED DISQUALIFICATIONS RIF&ELCHS
Hin. tlax.,
Kansas § £5 Bank: iust residc in | Bank.: § shares (a2p- e Rev.Stats.(1923),
county or adjoining pliceble ©1so to ca- §§ 9-109, 2-104,
counties. shier anG menaglng 17-7008,
oificer)
Trust cos.: Hajority
must be citiscns of Trust cos: 1,230,
State.
Kentucxy - - R 5 shares — - Cerrolis Ky. &
Stats., § 167a-207
Louisiana 3 30 5/4 must be citizens TSN ———— Dart's Gon.Stats.
or 5 mord of State; all must (133%),§ €1l.
for each| be citizens of U.S.
million
dollars
of' capi-
tal over
£ millior
Maine Sav: 5 - Tr.Cos.: 2/3 must re- | Tr.Cos.: §i,000. Service of other in- Rev.Stats.,Ch.57,
side in State. stituticns {see Table | §§18,72,74.
Tr.Cos B).
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Haryland Bks: 5 _— MaworltJ must reside | Bks: $10 i ————— Snn.Code (1024),
in State (bks.) less than $&5 irt. i1, §3 26
Sav: b - if morc than < 3L, 80,
but iess than buu,DJJ,
Tr.Cos & z0 $KWD i meore than
;;?5 I\g 4 )H .
‘ . R e €3
Tr.Cos.: $bIG. R
massachuont+F Tr.Cos: 28 Tr.Cos.: 5/4 mast be | Tr.0os.: L1030, Service of othser in- 1{Geu.laws,Ch.l72,
citizen stitutions. (see Teble| §§12, 14; ch.163,
!Dav Bks: reside B) § L3; ch. 170,
il ¥ 4.
Coop.
Bks: & _
dichigan Bxs: & - R — Bks.: @l,Jdi0; o 300 ———e
if capital is less
Tr.Cog:7 R
thaon v.,I«iu,xu'J.
Tr.Cos.: 21,20,
Minnesota Bks. 3 - Sav.Bgs.: sust reside] Bks.: £300, or $50C e Ten.State. (1923},
Sav . Bie:7 _ in county. if capital is more than 3§ 7453,7723,
av.okey R - AN s 0 g
- P $15,200; or 1,000 if 7670, as amend-
Tr.Cos.: Hejority pa s .
‘1 capital is more than ad.
mugt reside in State.) o870
HRo, M.
J Tr.Cos.: 10 shares.
1
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@in, {iax.
iississiopi 5 - - 2NN service of other ia- g 1234,ch. 148,
stitutions. (sec Table] §§6,%7, as caund-
B). ed by ch. 165,
Lews of 123£8,
siissouri B, 5 W LL11 must be citisens ; Gr O Judgnment held agaiast
of U.S.; 3/4 must ro- 164; is person by bank.

Tr.Cos
5
Sav,

bks:d

side iun otate.

000,

Tr.Cos.: 5 shares

¢
— i
1
=z . . ) P S men . s R S e
dAontana 3 11 .11 must be 01tlﬂena wlyddd Conviction of crime Rev.Codas{1ChE),
of T.0. 3/4 against Federzl or : Lo
side in State State bhanking lawnz.
Nebraska Bks.:3 15 wajority wust reside

8
in county or adjoin-
ing counties.

Comﬂ.Stats
§ 8- 143

Nevada

CHi

Hajority must reside

Service of other in-
stitutions (sec
Table B).

Com-.Laws,

38 747,747,086
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Win. Max. CITIZEnSHIP TO BE OWNED DISGUALI:TCATIONS RthRLNC’S
NEW HAMPSHIKE Tr. - Tr.Cos.. dajority must | Bks. & Tr.Cos.: 10 Service of other institu- | Pub.laws,ch.
Cos.t 5 be citizens and reside | shares; or & shares ticus (sece Toble B 260, §3; ch,
in town or city. if capxtsl is less €5, §§ 28,30,
: than 565,000,
| -., i
Hew Jersey Bes., & - Bks. . Majdority must re— Bks.: S5 shares o Comp.Stats.,
side in State 3§ 17-2,
Tr.Co:5 - Tr.Cos.: $505. 184216 ,821-12
Sav.Bk.9l 15 Reside in State. 5
Havw Mexico 3 - Majority must reside | 10 shaves. -
in county. '

Hew York Bks. & (18; or &3} Bks.: A11 aust ve citi- Bks.: shares of Service of other institu- | Cons.Laws,ch.
if ecapi~| zens of U.S5., majority | veiue of %l,OC;. tions (see Table B). 3, Art. III,
tal is mizt he citizens and Sav.Bks.: Bankrutey, gen-| §° 183; Art.V,
more thary residents of State; cral assignment, or un- 34 ¢swy2*0,
emitlion 3/4 must be citizens satisfied judgment. Art.VI, § 2€G.
dollars; | and residents of State
or <5 1f| or contiguous States.
capitel
2XCesCs 5
million
dollars. (N.Y. cont. p. 8)
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§.Y.(cont)

Tr.Cos.

sanc as| b

Sav.
Bks: 9

Tr.Coz.: All but one
nust be citizcens of
must be citizens znd
residents of State;
3/4 must be citizens
and residents of Statc
or contiguous States.
Sav.Bks.: All must re-
side in Stats, except
that 1/5 of trusteos of]
Bk in City of How ¥York
may reside in State ad
joining such city o
county of Veatchestieor.

Sane ns bonks

S« v.Bkes.: Bangxruptey,
eperal Assignment,
cr ungatisiied Judg-

ment.

T

fols

ilorth
Carolinn

n

3/4 must reside in
State

N.C.Codeych.5,

Art. 6, §§220(w)
221(e).

North
Dekota

Tr.
Cos.: @

Bks.& Tr.Cos.: i -
Jority must resice in
State.

Bks.: % Tr.Co .. 10
shares.

Jess.Laws; "1831,
ch. 9€, §§ 13,
26; Comp. Laws
1913, § 5e0e.
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Chio z -

3/4 must reside in
State.

Gon.Code, §§710-C1,

TLO-85,

Okiahoma Bige: 3 21
r.
Coses O o

'Oregoﬁ*—‘

Violstion of
laus.

bonging

in Statc or within 130
miles ol bang, provid-
¢d tact et larst oac

must roside 1o Stato.

Bks. & Tr.

fa T} -
SvaBes.e

Com.s‘ut (1921)

Scrvien of other in-
stitutions. {sce Tablo
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eners L asaignaent,

s
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Or:. Code (123%0)
KR-P05, SO-EHA7
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T

Banks & Tr.Cos.: {200,

Service of other
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tain other
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Purden's Codo,
Titie 7, § 519-502.
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Rhode Island Sav. —— | —— Bks. & Tr.Cos.: $5C6. | Sav. Bks.: Service of Geﬁgd“W°(1923),
! Bisat 3 other institutione | Title XX¥V,ch.270,
i (see Table B} | §83ch.278, §12.
-~ <y .._.‘._.‘L_.. e 8 - s A i 2 o i e o S i
South Tre 50 Tr.Cos.: sl mist be | Tr.Cou.: e Conz
Caroling Cos, 51 citinens of U.S,, /4
; wuat ronide in Stoete.
South Bks.:5 —_— Bks.: Kajoriiy must re-i Bko.: O shares S piS
Dauoie D Buy if side in 3tate; 3 must
L average regide in ¢ ”Uﬁtj ( Tr.fon.: 10 sharss
deposiils | adjoining countie !
& capi- %
tel ard Tr.Cos.s dajority
less ‘must reside in county
then "or adjeoining counties
ﬁ, ;.U UJL. "
8,0y !
have 3.
Tr.
Cos. :7
Tennessace - - e O e
| TR N e - U — e e e
t
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STLTE HULBER SRLOLLL CTLTUTORY
Wiifle GiK e C ITI s Sl TS isb U i Li‘a‘ B l}lu “,Uh.bl.L l(ll' Tow

T.u

Toxas Bis. & Bie.: drjority aust be Civ.Code, Arts
vesidoubs cna eiticzas B3Y 54527,
Sttt
Hav., Sav.dis.: cwierity must Sav.Bks.: Service ol
KT 13 o citivons o8 Stote. other institutions by .
4 o "." fia '
trustees.isez Table ) e
- [ I -
Jtah - - e e or ghus il baak e RS, 138
ig in city of first §§ 7-5-
or secoud class,
JURSSN SP -
Vernont Sav. 11 0r e Tr.Cos.: 1,003 | e Pub. Laws,
el §§ 2785, euo,

a mer-
ged baik.

Virginia 5 - el o rity wmust reside in  capitel luss e
Stete, 0,000 £570, if
1 exceeds £50,00Q Lut
not more then §130,0004
Q"qu, if capital ex-
ceds ©1U0,000 bt

not more thaxn ngJ,fJUi
21,000, if cupitel ox-
C(‘OJ kui’J,"av‘
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STATE NUSBER ESIDENCE aWD/OR SHARES UF STOCK SPECIAL STATUTORY
CITIZEAUHL; TG RE OuuED - :

Washington | Bis.Z Tr1 - Sav.Bzg.: ALl must re
Coz. & gl Stote.
A
cr & if
capital
is less i
+
o

Sov. Sev.Bks. s Bankruote:
Bis.: o | &0 tonorel sssigument, or 5
unzzatisfiea judgnent. o
Host S —— dajority must reside ix G030 e
Virgiris State.
Tisconain £ -- 411 must roside in J; cr ons por cant | Conviction of crinme
State; mejority must of capital stock if ageinst State or -
regide in county or capitel is less than erai Banking lowe.
adjeining ccuntics SEQ,000, . .
Wyoming Banks & 2 e Brs. & Tr.Cos.: $500 cy or Genoral 4 1823,
Tr.Cos.: cnt. gLu-lld,Ld 1235,
B 10-202,10-4082,
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INSTITUTIuNS Ok

Iu OTHER CoLPACITIES
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!
ES PROHEILITED i EXCEPTIU
I

3

CTATUTORY

REFERENCES
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(1) ulraﬁﬁolu,o - ri#, ofiicers; or eu- One OLucv institetion undsr re Ciryton ict,
cers or cnployeses of of notiontl or Stote ! lowion of Bosrd of GOVG“HOrS; $; U.S.C.,
meaer '.uku, or Hri-p uEs or briachod. Ins~iuut1yn of which U.S. OWLS Tivic 1o9,§ 19.
vohe binkers. more tnan 0%

Ban: in formal :
Forelon banxing ﬂorpnrb 1nu55
Bonk of which more than 53 per caent =
ot common stock 1s owned 1‘" mors o
| b othen &0 per cent of comaon stock |
; oI nemher bpar :
Bani not Locea and having o
{ branch iu saue cr town or in
; zny contiguous or d*ﬂcm“t city
| or town,
| |
; z
{
4
!
!

(2} Officers, 41rec—] Ofiicers, airectors, or Limited classes of car permitted | Bkg.ict 1933,

tors, or omplovees of i employees of securities by regulaticn of Board of Governorsy § 52; b.5.C.,

namber Laiks.

or inaividucls
securities.

companies ;
deatlng in

is, § 78,

[RSNUIRIN S

(Federal law centind

ed on p. £

\

H



tf.

Taghi B, - 2

STLATE TC WHOW APPLICLLLE OTHAR SARVICHES PRCHAIBITED LEECEPTICHS STATUTORY
REFERENCES

(2) Officers and di- | Officers or directors oi subfhiorizetici by securities and
gtu‘; 2 bangs which | public utilities exchenze comtission, .

underwrite securitics

rectors of guthorizutisq hy Securities o

I (4) Executive offirors Oificers ~r di . oy fols!
or directors of banxs ragistasred holdd componise! Hzchonge Comuission
i
i
{5)Y0fficer or dircc- sard ol fovora- S —
tor oI aember bank 0r3.
t
t
i

o~

>

ss 5 and O direchors of _—————

(6) Officer,director,| (lass !
Federzi Resarve brnks

¥ ﬁmplcyee of any

(7; Officer ur diruc-{ Dircctors .f Fedcral Deposit ————— Pod.Ras.bct

ie)
ed.Res.hct,
e o . ol T @y - . P . ¢y o Lo
tor of any bank Insurunce Corporation § 12B(%) ;03,0
Title 12, § 264.
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STATE

aPPLICaBLE

EXCEPTTUND

STATUTORY

TN R L D
REFIREGCES

S N

R

L N

Corlorado

h T e

TSI TITIIITTTLITY

T

B

-

Connecticut

(1) Executive ofiicers
of savings tank

ol - ..
oLl DLNs o«
cireulnti
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STATE 13 wEGw aPPLICLEBLE OTHER SERVICES PROUIBITED EXCEPTIUHS

De Lawarc )
)]

/

A\

A

Fiorida
L

S~ e

I—‘
.

AY

?
T e ! g /- Y
Iilirois { =- (&2 Provizisns)

S

N e

S Nt

Koansas ;
;
H
contucky ;

R
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TABLE B, -

.

STATE TO WHO# APPLICABLE OTHER SERVICES PROHIBITED EXCEPTIONS STATUTORY
REFERENCES
Maine (1) Trustecs of rectors of national banks ;| 2 or less trusteass may serve in ®.5., ch. 57,

savings banks

.

or other banking institu-
tions.

such capacities

g 16.

/r,

2) Certain officers
01 savings bonks

Agent or representative of
securities compony

2.S.,ch.57§ 17.

LPT

(3) Treasurer of sav-
ings bank

Cashier in national bank or
other bank

If dcoosi’ﬂ of sgavings benk are

N

I
less than Qiud,uJS, treasurer may
b

2 cashier of znother bank pro-
vided not aore than cne director

or £ stockholders of the other
bank arc trustees of the savings
eyl

L (Y

R.S., ch.57§ 17.

Maryland (Ko Provisions)
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Qm L LSRR fa LTO T r
Slalx O OWHGE APPLICLELE STATUTORY
TR I MR
REFERLNCES
:
ST W TN v - £8 e b
Lassnche- (3) Dircetor, icer Gan.le

s
cr trust

gued

3
chW17E,

Cheliey

Progident,
treagurer,

nation

GenJnws,

ey 243 N
Cila }_ Ty oy

N

8FT

5y N F <
(%) Trustees or ofii-

o N
cers of savings banks

= :
ey s
LIMISTGG

other szviungs bonk

~y
‘add

=
G
a by
)—1:
v
5 5
@
4
4y

[ N

Jdinncesota j

e~
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TiA

I3
JJ . {

TG 450w APPLICABLE

OTHRR SERVICES PROBIBITED

BXCEPTIOQLS

STLTUTORY
”:_J.A. Ll ._._mC S

fiississipp Diroctors Directors f other bonks Inapplicable to savings bonks Lows 1934,
serving soie uluj r town end trust com cs wperated in | ch. 146, § 32,
connection 11th dehvrCifl
banles in scme building
aissouri )
’ =
) =
et nn ! Ne erogriadoang)
dontenn { == (lc provisions)
N Y
/
#ebraska J
Hevada Directors Director of any othor bank e Gomp. Lawe,
in State, naticnal or State. § 74A7.02.
Hew (1) President,treasurcr | agent of corporation, or Pub.Lans,ch.26L,
Hampshire | or member of investment | percon seilling or negotint- —_—— 3 2.

cummittee of savings bonk

ing securities in State, or

of ficer of such corporation.

savings

Private bonker

Pub.Laws,ch.261,
§ 4
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TsBLE 5. - 8

STLTHE TO wHOW ~PPLIC.3LE OTHER SERVICES PROHIBITED EXCEPTTONG S5TATUTORY

VD Lk STanial
REFERENCES

Nt Sa?

e f U=~ {n0 puovisicas)

M ™ e

New York (L) Officor »r Airecc- | Ofiicer, director or

tor »f ony bunik or ger ot -="u11t1uu GOMDANY
trust compouay A

by 2/3 v~tc of Stote

I
e
MANL LTS

soecuritics
i+ Lssued or

guaranteed as te princisml
or interest by United Stated.
o N o) i q - ~~
(2} Trustoc =i sav- wheos | Art. VI,u§ 267,
ings buank ustoos 257,
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i nPPLICALLE

CTHER SERVICES PACHILITED

STATE
North
Carolina
Horth

i L N
Doots

~

Ohio

ST eme
U1 600,

Oregon

Director,sfZicer, euniuyce
© any other suvimes he

in same county

s
§ 2E-Z038T.

BXCEPTIVHNS STATUTORY
REFERENCES
}_‘
w
i~
***** COre.Cod

Director of sav-

o)

Dircctor of any other bank,
trust company, or national
pank.

iv mnd ority <

bonk wiil nwt

2 other bank.
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STATE TO %HOu 4PPLICKDLE it SERVICES PHOHIDITED EXCEPTIONS RY
RE{ERENCES
, i 3 i
Pennsyl - (1) Dircebors of trus- ot court of racord: : ——
vanic tecs of bhaaks officer in Dept. uf Banhlng,

Treasury Dept., Jiuditor
Generrl's Dept., or Dept. »f
Hevenue,

Pers cuthrized toc recelve
public moncys of Staie b
[
[, PNy

(2} Trustees of sav-
ings bonks

Trustec, ofiicer, ur cu- !
ployes of ansthar savings |
bank

N2 - ..
Ditue

%Z; Cashier .r treas-

urer

of vani

o

Julge of court of reco ﬁiy
Officer in Departmonts of
banxing, troosury, rovenus,
or sacditor Geanersi;

Person authorized to re- |
ceive public moneys,
Treasurer of city or county;

hny other geinful business
or profoession.

..
rurs )ﬂ’g C\,uv,,

u
ll
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TaBLE B.

- 11

RS

STATE TC uHOs aPPLICLBLE OTHER SERVICES PROHIBITED EXCEPTIGNS STATUTORY
REFERENCES
Rhode Trustee of savings Trustze of another savings ———— Gen.Laws,
Island hank oy i Title XXV,
l ¢h.270, § 8
i
South ) |
Carolina ) -
)]
4
i_J
) , . : g
South {( —~{lo Provisions)

1
Do kota

)

j
Tennessee }
)
Texas Director of szvings Director or officer of Ho pronivitioun; such service does | Civ. Code,
pank. cnother State bonk not disqualify director of ssvingsy Art. 397.
hauak
[}
1 ’ N . 3 ’
Utan \N¢ Provisions;
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STATE

TO + HOw APPLIGABLE

OTHER SERVICES PROHIBITED

EXCEPTIONS

STATUTORY
JEFERENCES

Vermont,

s s
Tirginis

)
;. )
j —-(lio Provisions)

L g

Fashington

(1) Officer or employed Officer, employec, member, ———— Comp. Stats.,
of bank or trust com~ | or mujority stociholder of § 3237-1 &
pany . securitiesn company;

Tras rector,; officer

or of corperation

w.dch mokes louns on stock

or bond collicteral
{2} Director,officer, Director of another bank, Permitted if majority of directorsi Comp.Stats.,
or emplcyee of bunk or] trust company, or national or trustees will not bs directors § 3365,
trust co.; or trusteos| bank. i of other institution
of savines banks.
(3) Trustees of sav- Trustee, officer or employee ——— Comp.Stats.,
ings banks of nncther savings bank y 3357
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STHTE TO WO £PPLICAELE | GTHER SDRVICES PROHIBITID EXCEPTIOND STATUTORY
]
West J
Virginia ! ) !
)
3
N / . - N
fisconsin { == {10 Provigions;
)
—— —_— i
/ 3

Vyoning

st v s, s s . ot

A o S shma v
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TABLE C,

STLTL T0 130m APPLICLbLd CIRCHL.OSTLALCES UnDdb THICH PutwITTED SanalTY TLTUTORY
P08 VIOLATIGON Rl ERENCES
Federsl Law xXec ut1ve off'icers of Loans not exceeding $2,500, with apvrovall Removal from office | Fed.Hes.Act,
smbor hanks, includ-- of directors, s 2lg);
1ng partuor5ﬂ1pa in J.5.C.,titke
which they have major-| Indorsemants ror rank's protection, 1%, §3878a
ity interest.
}_.l
Alabana (1) Directors, sclar- Aoproval zood security; s £1e2.Code, &
ied off'icers, and em- Not over pital and sur- § 6338
loyees, or fims or olus
corporations in ahich
interested
(2) Officers and em- Prior approval by directors; execution Convietion for em- | Ala.Code,
ployees {not direc- of note bezzlement ¥y 34le.
tors)
Arizone Officer or dirsctor Approval by directors; Forfeiture to Statce ] Rev.Code of
of amsunt loaned; 1328, 193¢
Security twice value of loen; loss of office. Supn., § 222,
Not over 10 per cent of capitel ond
surpius to one person; nur over 25
per cent to all active salaried of-
ficers cr dircetors.,
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TABLE C. -2

STATE TO WO APPLICLBLE CIRCUuMSTALANCES UNDER WHICH PERMITTED PENALTY STATUTORY
FOR VIOLATTION REFERENHCES
Lriansas (No Provisions)
Californin (1) Officers Loan to corporaticn of which officer is Felony Decring's
ainority stockaolder, dircctor, of- Codesn, Tit.o80,
ficer, or eunl.yce ¥ B3,

(2) Directors Aporoval by dirzsctors znd rep:rt to Ditts Ditto 3
Suporiatendent »f Baiks ~

{%) Directurs and Loan tu zourporstica in which cdirector or Ditto Devring's

officers ~f savings of ficer is minority stockhoslider, with Codes, Tit.50,

banks. aepprovel of directors of baonk § 65

€ .lurado (1) Officers =f banke None; except that officer may become in- —— Cola.Btats,
dorser on loan with approval of direciurs (1935), ch.18,
y 39,
{(2) Directors of banks fot over 10 per ceunt of capital and sur- e Ditto

plug, except with approval :f directors

Digitized for FRASER
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TABLE C -~ 3

<

CTATE TO %HOM ~PPLIC.BLE CIRCU#STANCES UNDER WHICH PERMITTED PENALTY STATUTCRY
FOR VIOLATION REFERENCES
Conanccticut tocns to clerks if sccured by real estate (| Civil liability; Gen.Stats.,

(1) Executive officers
and clerks of banks
and trust companies;
including discount of
puper indorsed by
then.

vorth twice amount of loan.

('\
3

$1,000 fine
onz yoor,

§ 3904, as
amendad hy

1935 Cum.SBupp.,
y l455¢.

(2) Directors or
trustecs of banks
and trust compunies.

Not more than & per cent of capital and
surplus te one individual unless secured
by readily marketabie collateral worth
20 per cent more than emount of loong

Not more than 10 par cent of capital and
surplus to one individunl;
Not more than 30 per cent ¢
surplus to all %orroupro.

£
Q
m

I
58
i
)
£
o

amended by
1936 Cum.Supp.
y 1456c,

(3) Officers, directors,
or trustees of savings
benks.

None; obsolate pronibition

1935 Cum.Supp.
§ 1474c.
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TaBLE C ~ 4

STATE TO WHOM LPPLICABLE CIRCUMST4W{CES UNDER WHICH PERMITTED PERALTY STATUTORY
FOR VIOLLTICH REFERELCES

Delsware Directors,officers, hApproval by 2/% of directors, and submissiou —_— Rev.Code(1235)
and emzloyees of stetemaent of financial conditicon unless § REN0.

locn ie secured by liguid collztoral worth
20 por cent more than amcunt of loan.

Florida (1) Officers and di- Lot in excess of 10 per cent of capital Felony; removal Rev.Stats.,
recturs of banks and and surplus, unless approved by dirsctors from offiice. 3§ A151,573%.
trust companies; or &
corporations in which «
intorested.

(2) Officers ond direcc- |Submigsion >f written spplicati.n and Misdemcanor Rev.Stots.,
tors of trust compan- approval by diresctors. gy 4198,5734,
ies.

(3) Officers of savings |None; sbsolute nrohibition. — Gen.Bkg . Lawe,
banks in charge of in- §y 4181.
vestiments.

Georgis Gfficers,directors,and |Approval of dircctors; good and ample Misdemeansr Civ.Code,
employees; or firms collateral or other security §¢ 2366(157),
of which they are 2366(288),
menbers. 2385 Penal

Cade,§ 211(21),
211(22).
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TABLE C -

STATE TC WHOs APPLICLELE CIRCUMSTANCES vuDER WHICH PERMITTED SaLLTY STATUTORY
FOR VIOLATIOW REFERENCES

Idaho Officers actively en- ot over & per cent of cepital and Fdahe Code,
gaged in managenent to cne oflicer; § 25-6803.

Comvined indabtedness of officers, direct-

ars, ond emoloyees not 1o excbbd 40 per

cont of copital send surplus,

Goud colisteral or other cmple security or

indorsensnts =
e

Ta ne casso, thhivt upnroval of majority

of Airectours or cowaittes thercofl.

Tilirsis President,vice presi- Approvel by directors as to security ————- I11.Stats.
dent, or salaried of- | and amount. ch.l6- 1/2,
ficers »r empluyees, i§’3.
ur corporationg con- i
trolled by them. i

Indiana (1) Active executive Loans to corporations or firms in which Felony; 2-14 years in Fnd.Stats.(1923)
officers of banks officers are members o7 stockholders, if (prison and fine 3§ 18-1306,
or trust companies approved by directors, provided total double amount of 18-1716.

lozns to officers and directors of firms |loan
or corporations must not exceed 15 per
cent of tutal resourczes.
(Indiana continued on p. 6)

Digitized for FRASER
http://fraser.stlouisfed.org/
Federal Reserve Bank of St. Louis




STATE TO %HO# APPLIC4BLE CIRCUMST niCES UWDER WHICH PER&ITTED PENALTY
FOR VIOLLTION

Indiana (2) Directors not Authorizaticn by majority of directors Felony Ditto

{continued) holding other ciffice and oll preseunt ot meeting
{3) Trustees znd of - Kone; solute prohibitisn. Femovnl from of- Ind.Stcts,
ficers of savings fice (1933),
banke ., § 18-28145.

iowa (1) Active executive w0t in excessg of 10 per ceut to one Embeuzienent;fine 31625 Cude,
officers; and corpora—- !officer, aor in excess 20 22 por in amiunt enbez-— gy 8229, 9¢
tisng i which majori- learnt to 211 active sxecoutivae officers; noers
ty stocxholders prior gpprovel by dirsctors. 3.
{¢) Directors not suthorization by direchbors Ditto Ditto
nzlding other ofiice

L0508 (1) Execuiive or sua- Nov more than & par cont ol capit — Rev.Stuts
aging ofiicers. sur2ius to sue cofficer; nor more than 232 dupg

10 per ceunt to all *uch officers; § 9-1ll.
Approevil by directors

(2} Directors and of- No restrictions - itt
ficers other than ce-
tive meneging officers
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LEBLE C. - 7

STATE TO WHOJ aAPPIICLBLE CIRCUMSTAnCES UNDER WHICH PERITTED PENALLTY STLTUTORY
FOR VICLATIOH REFTRENCES.

nentucky Directocs and officers | Not in excess of 10 per cent of Jaid-up ———— Carrcllis Ky.
of banks and trust canitel stoek, unless excess is secured Stats.,
companies by real or perscnal propcrty double §y083,810.

smount of excess.

Louisiana (1) Active preszident, Resolution of directors $500 to $1,000 Dart's Gen.
vice president, co- fine. Stats.(1932},
shier, or assit. ca- § 618,
shi:r; or corgurctiom
of which he is active i
cfficer. 0
(2) Corporati.n with Afdeqguate security epproved by directors $1,000 fine or nct | Dart's Gen.
stock unnaid up to OO0 more than 5 Jears Stats.(1932),
percent, of shich of- § Be2,
ficer or director of
bapk is officor or
stockuicider.
(3} Lctive officers Approvel by directors $500 or 30 doys bert's Gen.
of bonk, trust com- Stets. (1932)
peny or savings buank. § S84,

Digitized for FRASER
http://fraser.stlouisfed.org/
Federal Reserve Bank of St. Louis

e



PPLICABLE

STATE TO Wi

CIR?U$SLhNLES UNDER WHICH PERMITTED

PENALTY

FOR VIOLATION

Officors of
gy baaks or
of which

Maine

None; absolut

arohibition

{2) Directors and
officers of trust
companies; or firms
of which mombers;
or corporatiuns of

]
o

?hlc dlractors,

’< 0

and

exeputlve pgmai

oy Y o [EETE ISR | oy
STOLOBLUACE Le directors
by wmeldority of board or

tice.

(%) Treasurer, cssist-
aut treagurer, T
amployee.

If loan is

stocks.

on sseurlty of corporate

Digitized for FRASER
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TABLE C. - 9

STATE TO GHOM APPLICABLE CIRCUMSTanCeS UNDER WHICH PEaITTED PENALTY STATUTORY
FOR VIOLATION REFERENCES
Maryland (1) Officers; or cor- Lpprovel of directors ———— Md.Code 19224,

purations of which
sfficers or holders
of majority interest;
or firme of which
members.

Art.il, § 68,

(2) Directors for
personal account

Approval of directors

Art, 11, §63. =
»
o~

{3) Dirccters actu-
ally engaged in busi-
nassg; or firms of
which mombers; or
corporations in
which thsy have
majority intercst

4

fe restrictions, if for usec

in business.

Ditto

{4) Officers or
directors of sav-
ings instituticas.

None; obsclute prohibition

b
L]
ot
.
}.J
.
-

“on
N
(5]
.
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STATE TO WHOW APPLICABLE CIRCuMSTANCES UWDER WHICH PERMITTED PERALTY STATUTORY
FOR VIOLATICH REFERENGES
lassachusetts (1) Executive of-- Nonez; absolute prohibition Not miore than Gen.laws,
ficers of trust 5,000 fine or ch., 172,
companies 1 year 33 16,17,
(2) Officers of l.oanz on deposits - Gen.laws,
savings banks th. 163,
charged with in- § 29,
vestments. 5
(923
iichigan {1) Officer =nd Not in excess of 10 p;r cent of e Comyp.Laws of
director; or f{irm epital and surplus; except that 2/3 1922, § 1192%&.
of which member; of directors may &LthOPLZ' loan up te
or corporation 20 per cent of capliial ond suwrpius
of which wmajority on satisfactory security.
stockholder
(2) Officers and Prior epproval of directors e Ditto
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dipbe G - 11

STinTis

APPLICH b

CLRCunST CES LNDAER WALCH PoltalTTiD

PEnaLTY
FOK

YTOLLTIUY REFLRENCES

iinnesota

(1) Officers ond di-
rectors of bruks

aouroval of Girectors on sume
28 other lonns

security

(3(‘1’1. bt(' tlu .y
§ 7673

(2) Trustees and of -

flCLPQ of snvings

(5) Trust funds to
ofiicers or direc-
tors of any bank

Curve it ond
asuthorined

nocossery aishursescnts
by directors

sone; absolute orchitition

Guilty of

larceny Con.Stots

Gen.Stats.,
§y 7707

ey

§ 76ed

offlceru of trust

conipenics

None; absciute rohibition

Guilty of

lurceny

Gen.Stats.,
§ 7740

s s P e N ; S T S 2 o e s - LT
ississipoi] (1) vireciers Hot more then 7--1/2 sor conh of copi- - Laws, 1934,
tal and surplus to one dircctor; or § 99, as amcnded
a0t were thon 15 Lo cont, 1f sceursd by 1eh,Laws

ay certain gover
vided loen does

nt obligotions, .ro-
not excced 80 »or cent

1836,

o
g
b

e
ot
4

P

o

Las
b

=
b

of value of such seocurisy.

In nn cose without eporoval of directors
No more than 5 sor cent of enxiteldl and
surylus Lo ovwe ofTicor; or not wors than
10 pur cont, i sceurced by cortein gov-
croment obligntions, srovided loan does
not exceod 80 oor ceont of volue of such

security.

JLL L 0rs O

LLTLCTT LT

Ia no cese without epsroval of dircctors
Uy Lo $5J9 m dcm;nd gecurad by WOre-
q’u“e ce or bills of lading,

ith by of Girectors

Ditto
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TADLE G, - 1%

~ . .
STATH TO WHOR ArPLICLBLbL

dissouri (1) Active gslaried |Not in excess ol 10 per cont of capital lorfo
of ficers of baonks and surplus to one person; nor in oxcoss  pa

and trust companies; jof 25 per cent to alil sctive suliaricd

or corporstions in  loeftficere.

sinich they own or

contred wejority In ne case without aoproval of dirsctors

of stock.

N

{(2) Director of Mecaessary current payments or invostnmonty Forfeiture of office
Savings Bank. '

L9T

dontans {L, tlansging ol - JOOC coalnveral, oyl approvel oo dirs —————
ficer of henk or ors il loan axceooxds 10

trust conpany. c.piiol stock.

J . Oitio.

=t

R O I T TRV
CuoXE LI LGOI SXRICCUs

(&) Directors of Loprovel of dix
benke ond trust r cent of ¢ pitel stock.
companios.

Q
(o]
oY
) Ui

.
N

+cnzs shuolubs prohivition - Rev.Co
1

>
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TO wHOu LPPLICALLE

CIRCUm

STANCES UnDeR wWHICH

PURMITTED

PulNalTY
FOR VIOLATIOH

STATUTORY

™~

itk

ERENCES

Nebrasks 1) Officurs

Felony— $1,000 fine

Comp.Stots.
or & years 189, y 5148,
{2) Directors and Loproval of directors Felvny - &1,000 Tine Dittoe,
corporstions in or & years.
which directors or
ot ficers hove con-
troliing interest.
\? _3 - fal » K 4 . R ] ~ ’—l
levada Dirsctor,»fficer sufficient security and approval ———— Comp.laws, 2
or employee cLurs. 3 i
New Hognshire \7) Oificer or Unanimous cpproval f directors Pub.Lews,ch. 280,
dircctor of 3 4.
banie or trust co.
(&} Officsrs of Uneniosas coas.nt of trusiees in writing Pub.Laws,ch.261,
sevings banks y10,
{3) Trust funds None; absolubte prohibition. Pub.Lews,ch. 284,
to officers or 316
directors of trust

company
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TO %hHOw APPLICLBLE

CIRCUMSTANCES UNDER WiIICH PERJIITTED P

il LTY

FOR VIOL&TION

STETUT

URY

REFERENCES

(1) Directors and cf- !Submissiocn of propositisn in writirg and |Hisdencaaor ?lODG Comp.3tbate.
ficers of banks and approval by dircctors fine or 5 year y3l7-18,821-15.
trust comvanies

(2) Manugurs o oi- dens; i s of Tunds for current ———

i and necessuiry payments cuthorized by

icers oi sa avings
banks.

noNAgers.

Hew Mexico

fficer or dirczctor
of any benk

Hot in excess of 10 per cent of copital
and surpius, @zud in no case vithout &ap-
provsl of directorz.

(1) Dirsctors end of-
ficers of bonks and
trust companies; or

ons in vhich
or control
of stock.

ritien approvel si directors For
Restricticns nol applicable to loans on ?f
liberty bonds or other U.S. boinds issued |98
for war Hurpu~ba, Lf noavket vaelus excecds
emownt oI 1ocn by 10 per cont.

feiture to State
twice amount of
Y.

(2) Officeor of bank
or trust company in
city of first class.

None:
G.S.

ket veldlue exceeds 1

unles secured by liberty bends cor other
bonde izsued Tor wur purposes, if mar-

can by 10 per cent.

Ditto

(3) Trustees cr of-
ficers of savings; or
corporations of wnich
they cwn 15 por cent
of stock singly, or

25 per cent with other
trustecs or sfficers,

None;

absolute onrohibition For

feitur

2 of office

_fﬁI‘T; - VI 9

3

[

byl o
Q6T ,R063,
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TABLE C - 15

STLTE TO ¥WHO# APPLICABLE CIRCULSTANCES UNDER WHICH PERMITTED PEHALTT STATUTJRi
' FOR VIGLATION
srth Cfficers ond smpioyess Good security and ooorovel by directors| 0 - - #.C.Code, ch. &,
Ger.lin. or firms oi which mom- Art. 6, 281(n)
bera; or coryporations
in which they cwn con--
troliing intercst.(iiot
zpaliceble to dircectors)
North Directurs and officers approval L0 directors and secuarity e Sezs.Laws, 1921,
Dakota I State banks 1ike that required »f sther berrowers; § 20,
Cungunt of State exowiner il in excess =
of 1,000, O
Shiio Officer,director,or apsroval of directurs sand security like e Gen.Code
member of executive that required of sthuor harrowerc § 710-115.
comnittoe of any bank
Jlclahoma (1) ictive monaging Hone:; abkzolute prohibition Larcem

~

off'icers.

5 0 bte 15

years.

yn.Stats.,
92‘,3 4127,

(2) Persoun, firm, or
corpsratiun with
which officer or di-
rector is associated
in business

Fritten asprovsl directors

Fele
1, 0

Ny
iine, or
to 3 years.

Digitized for FRASER
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STATE TO wHOm APPLICABLE CLHCuMSTAnNCES UNDER wHICH PERMITTED Pl LTY STATULORY
FOR VIOLATION REFEREACES

Jregon (1) Directors, »fficers, Aot in exce ——— Ore.Cece, 1935
or employces of banks 1 uurpl Sus), § €e-9iT.
or trust compenies, or aplos
firm o1 which partner;

or corporstin in which

such serson oswns 20 Jer :
cent oi copital. provel by direciors or
M oonce comaitiea,
Ia sther cases, only ¢ .nseat i
of guoord Ptcud ent ol -
i
!
Diroctor or officer Hons; absslute prohihition - '
SuVlJES ank; or
Joretion in which ne
ne 15 ser cant of
CKy 9T with other
actors or tficers
sor cent of stuck
(3) Trus Nonz; abzolute prohibition Ore.Code, 1835
officer Supt., y RR-1R30.
2f trust
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STATE TO WHU APPLICABLE

CIRCUISTaaBs bilDBR wHICH PERMITTED

PERaLTY
FOR VIOLATION

Pennsylvania | (1) Trustees of savings [Noune; absolute proaibition forfeiture of ofi'lce | Bkgz.Code,
bonks § 509.
(2) Director,officer, Prior aporoval of directors or of flisdemennor; one Bkg .Code,
or employee of bauk execulive ecommittos subsequently year or ’1,333 {iacy | § 1007.

or trust comnany.

atifled by directors;
QppruVﬁl is not requi
is secured by ccliate

&

thoa lorn.

mab
raﬂ if iloa

Tl LuVlﬂg

such

n

marvket voiue of 20 per cant mere

further fine equal
Lo amount of loang
and disgqunslifica-

on trom holding
ice.

1

C+

io
o

SLT

,J

L DJ

of zmount
HktrlutLuL is
losn on howme of
or clployel.

of

such

503, unlcess
l'Cx.w.Ll.-. i

g

1IN

worth 120 po
cuch excens
not appliceble

aplaried o

r-

Ditto

(1) Officers of savings
bani chearg:.d with in-
vestiments.

Nene; abgoluts

or ohibition

nl d

forfeiture of office

Gen.Lows,ch.273,

5

{(2) Officers,directors,
emplorecs of hanks and
trust compluics.

tive or finance

but

cent of co wwt;& and sxrﬂlu< on
colla terul to be op TfOVCu et n
succpcllng metll o. directors
axecutive or fincnce comaittes.

Submission of proposition for lean ind
orior approvel by directors or
committeo;
nay be made to directors up to

execu-
]g 1S .
ar
d

A
L"“ G o

YO
x
QX

(u C’*k

1,000 fine or 5
yoars.

Gen.Laws,ch.278,
y 4.
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TABLE C, - 173

TO whud APPLICABLE

C1RCUMETANCES Uubik WHICH PeldITTED

FRGALTY #0R VIOLATION

STATUTORY
REFEEENCES

South Carolina

(1) Direet

2rs Lnd
oificers of

beics

Good security;
direclors:
ot in excess

.
SRR

and surolus to any
R

dircctor

tarf
fde
S
o
3

of which or Ly i of

which on ; unless lown is scoured

by cotton in LiW 35 evidonced by wiroe-

houss recoints.
(£} Directors, oi- Not im excess I 10 ser cont of crpital S 5.C.Code(1922)
ficers,and employess land surnJuu, unless first Y § TR39,

trust comoonies,
or cur:yratiunp in
hALch th 3V QWR ma--

directn

4T

Soutn Dazota

enployees, and non-
rosideat officers and

directors of azny benk

Prior aporovel of dir

cctox
collatersl or responsiti

oD B 'Y
Emberzloment ;1,000

fine or 5 yoars

Conp. LSWS\lJ

, 8972,

°3)

Tennessee

Cilicers,dircciors,
and employess ol
any hank: or sny
firms in which they
ovn interest.

Prior written s=pproval of dircctors or

executive or finance commities; repor
condditicon of nuy firm in
which borrower owns cun interest.

disdomeanor to fail
te file report of
conditicn of firm
in which iaterested.

any

Tenn Cede,
3 6024 .
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TaBLg C - 19

STaTn

TO hl{OM t,PPLv.LCA.DLJiL

CIRCUmSTANCES uNDER

WALCH PERISITTED

STATUTORY
REFERENC

i

(1) Directors of buns
and trust compsnies

X f ser cont of copitel
oius witho ut arior conscnt of
]

Civ.Code,
ATt. 526;
Pen.Coda,
§ 246,

(&) Officers of Prior consent of directors £ yoars Ditte
branks and trust
comotnics
}.J
3
{3) Trust funds to noue; sbsolute prohiivition Felony; 2 to & Pen.Coda, i\
officers,directors IR Arts. 248=,

or employecs of bangs
and trust companies

.

(4) Directors znd
cfficers of gavings
Dd.n.'s'»u

one; excent use of funds Lo ke

necessTry current,
aents or doeposits

directors.

paymentis, invest-

cuthorized hy

Forfeiture ol
office

Civ.lole,
Arts. 402,403,
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T4BLE C - &0

STATE

TO WHO

AcPLICLBLE

CIRCUMSTANCLES UNDER wHICH PER&ITTED

PibaLty

STaTUTORY

FOR VIOLATION PEFERENCES
Utah Gificer or dircchor Security ot least double smount of loxn; {Forfeiture of office Rev.3tzts.,
of ony bank prior =pproval by /3% of directors; in ank te be taken § 7-3-25
ne case in excess of 16 par ceut of capitall over by bonk

and surplus o oune borrower

comuwissioner

Vermont (1) Trustees or pone; absolute prohitvition  — Pub.Laws,
officers of savings §  E790
banks
(]
£ e Saive . =3
(R} Oiticers, direct- ——— Pul.Laws, o
ors, or employses of § 8309,
trust cumpeaiss are not F“‘lLC&‘lc
of exchange against
reisl or busi-
: . Uy borrover,
or to gid,Jduu; or to ivens on sceurities
which o#r» lesal investments up 1o some
amsunt.
Virginia Of ficer,dircetor Goud coilaveral or ample security or e

or cmyloyeg of zny
benk

indersement; end prior apjroval of
dircetors or committec of directors

Va.Cude,
g 4149(48)
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STATE TO wHO# £PPLICABLE CIRCUmSTANCES UnDBEH WHICH PLu«ITIED

Pl LTy STATUTORY
FOR VIOLATION REFERELCES

et S £ S omeyr e ot Mewyyem = ey ! mat o S I SR (Y- e
Washington {1, Officors and Hone, absoiute srehilvition s Rem.Co
enpluyees vl Lanks Stats. §

or trust companies

e . et s ZU, cleeear e d e el .
{2} Directors of ceturs 20 duys pricr to ——— Ditto
bzuxgs or trust to sugervisur i

cxooes o8 8 oTToesnt
U, "L‘L" [FIVERST¢ ISR & SICA AP A

byosuservigor ol bank-
p . Eioh Al e

LGELIY Wnse

QLT

(8) Trust hone; awselute proaibition Fel-uy 3 2KED.
sTficers 1 oem

51 BEZCISH IRVES trust

conoanies

(4\ Trustees rnd of - 1 Nepe; ebssiuvte ronibition Forfeiture £ ffice § ZIR3,

ficers of sevings
banks, or cor).re-
tivns in 1hlcﬁ they
51 Jer

or to-
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STLTE TO WHOd aPPuLICASLE CIRCUMSTANCES uaDER WHICH PER«ITTED PENsLTY STATUTORY

A
FOR VIOLATION REFERZNCES

Hest Virginia ; Officur,dirsctor, or fritton aporoval of directors or discount ——— W.Va.Code,
ain>Loyee of any bank; fcomsitioc ch.31, Art.8

or coror-tion in whichl
he is wnjority stock-
holder

§ 13.

Wisconsin Directors,officers, Lorrower, 10 years Wis.Laws,
and 3m>lovev° of bonge | vulcsg oreviously zporoved by direct- § «2l.31
and mutuel swvings ors, ono secured by indorscreuts of -
hanks colicteral wjaoroved oy directors ~
Wyoning (1) Officers,directors | Writven sppliecstion apnroved by di- ——— Rev.Stots.

or ciigioyses of 3State | rectors
baunks; or Iirms or
corporations in which
thoy rre intoerested

1921, 3 10-13€.

S VL e PR TP S o T W .
e, Liilcurs of gav- Aono; abooluta prohivition

ings ban4gs
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TaBLE D.

RESTRICTIONS ON FINANCIAL INTEREST OF DIRECTORS

400 OFFICERS IN Buid TRanSoCTIONS

Reccipt of fees for| Purchases or Inter- | Sales or Intercst in | Ownership of Prop- | Preferential | Intersst in Geins
Procuring Locngs and| e¢st in Purchases of | Sales of Property to | erty on which Bank | Interest Ratel or Profits of
Discounte by Bank Property frem Bank | Bank holds murtgage as an Deposits Benk Prohibited
Preaibited, “ur~e1t1ﬂg Office Prohivite
Fedoiral Low Pedernl Lag-ssC Federad Lawts&s7 Florida® Federal Lowt Minnesotad
Alabana CrllLornlm3 Califorania? Hassachugetts® Pennsgylvania Hew Jersc;--,f5
Arizona (‘zeurgJ“'Lb Montann® New York® Nev Yo;kE
Caiifornia dontana Y Loorhn rmnhab Orzgon 5 Oregoné
Coloradof Pennsyivania? Ponne Lernia? Raode Island® Fashington
Consecti cutd Washington®,d West Virginin Was hlncuon3
Florida®
Georgia

1 7 cirs ea S

slember Banks ‘Permitted if terms not less favorable ™

boxide thon those oiffored to others.
procuring purchases or

WO -1 e}

Nebrasx

i
New ;uﬁpan‘ ot
new iex luO‘
Hev, York®
Horth Corolina
Ohio
Oragon®
Penunsylvanic
Tennessee
Vermont?
Virginia
Washington
West Virginic<
Wisconsin
Wyouning

Digitized for FRASER
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z . N
YSavings

dprust companiss or

“Permitted if
1,

ter
able than thosc

6Parmitted

securities

or prope l"T, N

bunvs only
117

rins not more fovor-
offered to

others.

f epproved by directors

8Br‘n101ted it fo
without consent

Aanks.
Wprohini

Jprchibited withou

ted if fo

r less ]
cf dircctors.

r less




TABLE E.

RE#OVAaL OF OFrICERS AND DIRECTORS.

ST::TE

PERSONS CAUSES

REMOVABLE

BY WHOM

PROCEEDINGS, IF ANY

STLTUTORY
REFERENCES

Federal Law

Director and | Continucd violations
fficers of of law or unsound
tional or or unsafe practices
State member
bonks.

Board of Gov-
ernors.

Prelisrinary warning by Comptroller
cr Federal Reserve Agent;
Certification of facts to Board of
Governors;

Opportunity to be hsard;

Order of removal, which is not to
e mede publice;

Further participation in bank's
moncgement punishable by not more
than $5,000 fine or 5 years im-
prisonment.

U.S.C., Title 12,
§77.

B6LT

Alavama Directors Feilure to cwn re- Board of di- Nonsz 2la.Code, §6399.
guirad cmount cf rectors or
stock. Supt.of Bks.
Arizona (Ho previsions)
ArKa.:isas Dfficors Dishonest,reck- Board of None Crawford & Moses!

less, »r incom-
petout conduct

directors

Digest, Castle's
1227 Supp.,§ 683,
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TaBLE B, - £

STATE PERSONS CAUSE3S RY wHOM PROCEEOINGS, Il ANY STATUTOR
REMOVsBLE HEFE

California Direciors Failure to own (Supit. of Books. Nene Deering's CTodes,
required amount Title 50,§ 10
of stock.

Culorado Officers Dishonest,reck~ {Benk Commis- authorized to rae- Cclo.Stats. (1935
less or iuncompe-|sioner to sureties on bond Ch, 18, §90.
tent conduct.

- =
| .y 2
Conanecticut Cificers, Yiolation of B Gom-— 7 ‘ A 0 1855 Con.fupp.
dlrectors, bunking lows or {missioner. Hoaring before State Advisory te Gen.Stats.,
or trustecs. | continued un- Councils § 1519¢ (Bx-
safe or unsound pires July 1,
practices, im- of Advisory Council to 1937)
proper usec or sank comnlssicuoer;
positicon, ov Orvder of romovel, which is not
negiigence. to bo omade pubmlc;
Appecl to court.
Delaware {42 provisiums)
! i
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TLBLE B

o

STATE PERSOHS JGUSES (BY LHOW FOCEEDINGS, IF AHY STLTUTORY
RE0V abnl REFEREACES
Flerida . Officer o Viglation of cer-; State Summary removel; Rev.Stats., § 4154,
Glrector tain lews relat- | ftroller
ing to exXcessive Renders officer or director
1oena, lmoroger 1igikle forreclection

investuentsz,o.d

carryianz ~f fic- | )

18T

titious

i -
. o o L D e T i Y
Jeorgis Officer or Dighonset, ir- Supth.ci B Hono i Civ.Codu, § wrenlar)
employes compstent, or

rocklogs conduct,

or viclation of

law.
Idzho Directors, rent, dis- Rovrﬁ of fionc Idaho Code, Title

officers,or nasthyreeiklans direetors

P 3 o PRt v -
criployacse, or iucomse oun. ordsy of
conauct. 5 vk Commie—
sloner

- 3 . 7 , -
Illinocis {ivo Provisiocng)

R e

-
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Tn; -.J‘; dae

STATE PERSONS CaUSES BY WiHGu PROCEEDINGS, IF ANY STATUTORY
REMOVALE EFERECHS
Indiana (1)} Directors| Coatimued viola- {Commiszion for |Warning by director of finencial Iwnd.Stats. {(1333),
or officers. tiong of law or [financicl in- |institutions, § 18-220
ungefz or un- {stitutions.
sound practices. Cextification of facts Lo wom
§ mission ror finencisl instit
tious;
Henring teifore commission;
o
\ tOrder of removel, which is not R
! 'to be mede ounlic
Further participa:ion in monag-—
nent punishrble by not more :
then £5,00C finc or 5 wvears in
Dr1LHEO !
i
{2} Trustees Untuwiul berrow- |[Court order Application for removal to he Ind. Stats.,
or officers > from banik or modo ho circuit erurt by any y 13--PR3AQG,
6L suvings receiph o cune truste.:, oflicer, 2 any Five
banks . missiong for pru- depositors.
curing lotas.
Towa Pirectors Follure to attend| Supt. -f Bonks None
meoctings of Board 1235 Cous,
vithout gota cnusd § 9czd-c
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TABLE E. - 5

STATE

PARSOHESE
REMUVABLE

BY wHOK

cnest,reck-
ar incom-
st conduct.

Board of direc-
tors on order

¢f bank com-
missioner.

Kentucky

—~

No

Haine

I
LINQ

Maryland

{do
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PROCEEDINGS, I# ANY
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N
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TiBLE &, - €

e

STATE PERSONS CaUBES BY wWHOu PROCEEDINGS, IF ANY STATUTORY
REWMOVaELE REFERENCES
Massachusebts | {1} Officers, | Vicictiuvn of low,! Beard composed | Werning by Bauk Comsissioner; Gon.Laws,;Ch.167,
rqirectorQ or | continued unsafe | of State y o,
trustess. or ungound prac- ! treasurer, Certification of facts to a
tices, lmproper | abtty.Gon.,ond board composed of State trons-
use of scsition, | Commissioner urer, Attorney General and
igence in ! of curpora- Commipssioner of Corporations
dutics. tions. aund texation;
Hearing before board;
i
®
Order of rem>val which is not >
to be mode public
Institution =f proceedinge by
Attorncy General;
Further pnrticiput sn punish-
able by nol more than $5,000
fine or b years in prison;
Appeal to county court for
review within 20 doys.
(2) Trustees | Abuse of trust [rustees on None Gen.Laws, Ch. 168,
of savings or negligence recommenda— § 23.
panks. in duties. tion of Bank

Commissioner.

Digitized for FRASER
http://fraser.stlouisfed.org/
Federal Reserve Bank of St. Louis



TABLE - 7

STATE PERSONS CAUSES BY WwHO# PROCEEDINGS, IF ALY STAT UTORY
b
REJOVABLE REFERECES
Michigan {No Provisions)
Minnegota (Nc Provisions)
i
Mississippi (No Provisio?s)
. 111\
Missouri (No Provisiuns)
1
t
Montane {1) Dircetors Foilure tc own | Superintsndent None Rev.Ccedes (1235), -
required amcunt | of banks. y 5014.158 &
nf stock
(2) Dircctors, |Negligent,dis— | Board of dir- dNone Rev,Codes (1935),
officers, or ihonest,rcckless | ectors on or- § 6014.120
employees. or incompetent | der of Supt.
conduct of" banks.
Nebraska {Lice.ses may be revoked)
Hevada Officers, ilegligent pre- {Supt.:! banks None Comp.Laws,
directors,or |paration or ap- y 747.15

cmpluyees.

proval of ac-
counts,repurts
or statements.

Digitized for FRASER
http://fraser.stlouisfed.org/
Federal Reserve Bank of St. Louis



STATE PERSOKS CaUSES BY w0 PROCEEDINGS, I AnY STATUTORY
REMOV..BLE REFERENCES
New Hampshire | Officers,di- |(Coubimued viclo~;Benk Commis Werning by bank commissioner; Pub,Lows.Ch.260,
rectors, or tion of bpunking |sicner y ba
trustees. laws or unscfe Hearing berore bank commissioner;
or unsound prac-
tices. Removal by commissioner with ap-
proval of two boukers named by
Goverior, order not to Le mode
puuch;
. < L saas L g =
] Lppeal to court within 30 days. ®
New derssy (1) Managers Violatiu Procendings Commiszioner of boanking snd in-
- of savings iaw or Ly Attorney surcnco mey roport managers to

boanks,

.

or uu4uth TAZ
ed prac tices.

General.

whe m insti-

Attorney General ay
for romoval.

tute proceedings

{2) Directors
and officsrs
of banks and

Commissioner
i Banking
and Insurance.

(4]
O
[
}.3
¥
N
B

ione ¢
thwrized Lo order reomovel, but
such orders

e o
i

riot specificelly ru-
1.

83*

= [ + =
Cemp.Stets,.,

T-r5,221-23.

trust compoun- may require.”
ies.
New Mexicc Directors Feilure to at—- | State Bank
tend 3 mectings | Exaniner. None

without gond

CRoUSE.

Laws of 1918,Ch.67,
;2

3, a8 zmended.
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TABuk E, - 2

STATE

PERSONS
RidOVaBuE

CLUSES

BY wdOM

PROCEEDINGS, IF ANY

STLTUTORY
REFERENCES

New Yurk

Trustecs of
savings banks.

Couduct injarious
te btenk or acts
detrimental or
hostile tc bank's
interests.

3/4 ¥ trustees
at regular
macting.

Cons. Laws, ch, 3,

L 1T RS T A1)
A'Ce vl ) Q63 .,

North Carolina| Officers, di- |Dishoncst, in- Commissioner Kone %,0.Code,ch. 5,
rectors, or compctent, or oi Bonks, Art. 8, § 223(c).
employees. reckiess con-

duct, or per- =
sistent vicla- ~
tions of luw
or orders of
Bank Commissioner.

North Dakota (No Provisions)

Okio Directors Failure to own Board of di- None Gen.Coda,
required nmount recters or § 71065,
of stock. Supt. of Bunks.

Oiklahoma Officers Dishonest, reck- Board of di- None Comp.Stete.,

less, or incom-~
petent conduct.

rectors on
order of Bank
Comnigsioner.

§ 4120.
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TaBLE B~ 10

STATE PERSONS CalUSES BY #HOu PROCEEDINGS, I ANY STLTUTORY
REMOVLSLE REFERERCES
Oregon (1) Officers | Dishonest, reck- j Board of dirce-| Eight of appeal to State Banking | Orz.Codc, § R2-413,
or directors leps, or incom- | tors on demsnd | Board.
of banks or petent couduct; of Supt. of
trust com- or refuscl to Bauks.
panies. comply with
instructions
of Supt., of
Boengs.
(2) Directors|{ Failure to own Supt. of Bunks. Horne Ore.Code, § 2&“305.%
reguired camount
of stocx.
(%) Directors| Conduct injuri- | 3/4 of diroe- Wiritten charges to be served at | Ore. Code,y 20-2544,
£ savings ous to bank o tors at regu- least < weeks before meeting,

acts detrikental
or nustile to

SN

lar meeting.
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TABLE E,

STATE PERSONS

REMOVABLE

CAUSES

BY wWHOm

STATUTORY
REFERENCES

Pennsylvania
officers of
empleoyees.

{1) Directors,

catinued vio-
iation of law
or unsaic or
ungound prac-—
tices.

Department of
Banking

Warning by Depariment;
Order to appear befl
Board;

Forfaiture of office for failure
to appear;

Hearing before Benking Board;
Repert of findingc of boecrd to
Department of Banking;
Representation of Federai Reserve
Bank or F.D.I.C. at hearing:
Order cf Romoval;

Procecding not to be public;
Subscguent disgualificatiosn for
period fixed by Benking Board.

o ; -
e S o
e otate Ban

{Purden's Code,

Title 71,
§ 733--501.

88T

(Z) Directors

or abuso of
authority.

at least 10 per cent of out-
standing shares.

Ho cause Majority of None Banking Code cf
stockholders. 1933, 510,
(2) Directurs | Unsound mind, Directurs or None Benking Code of
or trustces conviction of trusteas. 193Z,§ 510.
felony, or
feilurc to
sccept JfTice.
(4) Dircctors |Fraudulent or Court of com- | Suit must be brought by a sharc- Banking Code nf
ishonest acts,| mon pleas. holder or shareholders holding 193%,§ £10.
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TaBLy B - 12

PERSONS
RESOV aBLE

Fa I I
‘ui‘&.U\ Jutv)

PROCEEDI®GS, IV ANY

STATUTORY
REFARERCIES

Rhode Island {(No Provisivas)

Scuth Carolina (¥o Privisivns)

Scuth Dakota (Officers Dishonest,recik—~ Buard of di- Nomne Como.Laws {1923)
1ess,an.')ctent rectors on § 90GL.

or dilotory con-
duct.

e

srder of
»F Banks.

Sunt.

06T

(Ho Provisions)

w Py
YeXas }a]

irechors o
officers.

Lhuse of

trast,

Attoruoy Gen-

g2 gpecific provision for rome
L

vel

miscondguct or aral. out Commissioner may re-
malversation port misconduct to Attorney Gene

injurious to who shall institute such proce*ao

bank. ings as the nature of the case may

reguira.
Utan Of ficers or Distionest,rack- (Eoard ofdi- Board required cet within 20 Bev.3t0t3.1938,
employees. less,or incom- {recturs on ro-! duys after rveport Ly Commissioner § 7-1-13.

petenmt conduct jport of Bank of Banks.

or failure %o Commissiner.

perform dubios.
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T4BLE E. - 15

STAT

=

PERSONS

CAUSES

BY wWHOwm

PROCEEDINGS, IF AMY

%TATUTORY

REMOVABLE REFERENCES
Verzont Cfficers Viclatione of Comaissicon Ho specific provision for removal, Pub.laws,
law or unsaic of Bunks. but Comnissiuner of Banke acy dircet § 3756,
or unnuthorized discontinuance of improper practices.
practicos.
Virginia (o Provisions)
Washington (1) Officers |Dishonest,rock- | Board of direc—j Supervisor of Banxing to notify Rev.Stats.
or directors |iess,or incom- | tors or Super- | Board of directors; § 3217 s
f banks amd |petent; feilure |viscr of Bouk- { Bosrd to meazt w1thn 20 dezys end if 8
t*ust compan- |to periorm du- |ing. objections are well founded il must
ies. tieg: or viola- ardor removal;
ticus of law. I after hesring, board frils to

order removal, supervisor may

himself order rcmoval;

Removal is bar o reelectiocn with-
out consent of supervisor:

Right of eappecl to court.

(£) Trustees
or officers of
wutunl Savings
Banks

P24 3.1'1'., AL~
ent conduct,

b
LD b
poo b
3
]
"
°?

Board of Trus-—

Tecs.

Superviscer of beonkd
of trustees which m
<0 dﬂ'_’)’S .

Kev.Stats.
§ 2364x

{(3) Trustecs
of savings
baniks.

Conduct injuri-
3us to beank or
acts detriment-

al or hostile
to bank's in-
us.,rept °

3/4 of trus-
tees at regu-
lar meeting.

None

Comp.Stats.
§ 550*
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TaBLE E. - 14

—d

:
STATE I PER3OnNS CLUSES BY WHOM PROCEELIRGS, IF ANY i Smﬁ”UmOQY
| REMGVABLE . REFEEENCES
i H
he i 1
i
West {No Provisions)
i
Wiscousin (1) Directors |Fzilure to Cumrissicner Hone Vis.laws, § £21.08.

ttend meeth:-

ings of beard

Banxks.

!
| -
{£) Directors !lozning, in- | board o di- Commlssioner vzy reausst removal by, Wis.laws, o
officers. |vesting, or | rectors or board »f dir turs. g Q.04
other ””1l~ Ccmﬂissjo~v* If request is not cumaliﬂﬂ with in
ing vpractices ol Banking. reasonable tiue, Comuissioner may
5whlch will ordar ronov'l, with zpproval of

!cnuunger gale-
'ty or solven-—
cy of back or

jimpalr in-
‘terests of
‘depss;tors.

i

Faunking Review Board, after giving
opportunity to be heard;
Removal bors reclection without
consent of Jomaissioner and
Bonking Review Boerd.

Digitized for FRASER

http://fraser.stlouisfed.org/
Federal Reserve Bank of St. Louis



STATE PERSONS CauSas BY wWwHOu PHOCEEDINGS, IF AN STLTUTORY
BRAOVARLE REFERENCES
Vyoming (1 } @fficers | Dishouest,rock- PBoard of direc-- Hone R:S. 1231,
i banka. §10-1%8,

with Llaw

250,

less, or incon-
petont conduct,
or an.nconglisnee
ST PO

. Ty e
‘,J.-. [ENEYCH

ueptb.

latiog
ing

tors on demand
G Stote Examiner,
with osporoval

Goverawy

)
J.\.Q‘

g6l

'For duc couse
q,r,ﬂ

District
Court,

Hotice to 4

lto hae heard

irector and opnortunity
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