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o VT4 FEDERé%ARRSSERVE
Office Correspondence Date__Jsnuary 25, 1936
!
U ; Governor Eccles ’ Subject:_Compliance of Mre Fecles
. with section 10 of the Federal
From__ _ Mr, Wyatt, General Counsel Reserve Act, .

aro 16—B52

In order to be fully prepared in case any one raises again
the questions which were raised last year about your compliance with
the provision of section 10 of the Federal Reserve Act forbidding
any member of the Board to hold stock in any bank, banking institu-
tion, or trust company, we have prepared and I am handing you here~
with the following:

(1) Concise summary of all legal points in form
convenient for use in debate.

(2) Analyses of court decisions bearing on the
points raised last year.

(3) A copy of your statement before the Senate
Benking and Currency Committee.

(4) A copy of my opinion on the subjecte.

The first two items listed above were prepared by lre
Dreibelbis, who has had a lot of experience preparing cases for trial;
and I think they ere in much more useable shape than the material we
prepered last year under pressure,.

I think it would be advisable to place this material in the

hands of Senator Byrnes or some other Semator friendly to you.

Respectfully,

Gl

Walter Wyatt
General Counsele.

Attachments.
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Section 10 of the Federal Reserve Act specifically provides
that upon the expiration of their terms of office, members of the
Board shall continue to serve umtil their successors are appointed and
have quelified. The same paragraph provides that of the members ap-
pointed to the Board, one shall be designated by the President as
Chairman and one as Vice Chairman of the Board to serve as such for a
term of four years.

Members of the Board are appointed by the President by and
with the advice and consent of the Semate but the Chairmen and Vice
Chairmen are merely designated by the President to serve as such for
a term of four years. Frior to the Banking Act of 1935 the Federal
Reserve Act provided for the designation by the Fresident of a Gover-
nor (now Chairman) and Vice Governor (now Vice Chairman) and the
provision was consistently interpreted as meaning that they served
at the pleasure of the President. The Banking Act of 1935 added language
providing for the Chairman and Vice Chairmen to serve for a term of
four years, the purposes of the addition being to clarify the existing
law and to make plain its purpose of enabling the administration in
office to maintain a laison and responsive relation with the Board.

Other than to act as the Board's executive officer with the
right to call meetings of the Federal Open Market Committee the Chair-
men and the Vice Chairman, in his absence, perform no statutory duties
different from any other member of the Board., The office of Chairman
is an incident to membership upon the Board and the characteristics of
membership radiate through the member to the office of Chairmen, Thus,
a member of the Board whose term has expired by specific language of the
statute would continue to serve and perform all of his duties as a
member until his successor has been appointed and quelified and it would
follow that if such member also was Chairman he would continue to per=
form all of the duties of the office, including the duties of Chairman.

Furthermore, the hold-=over provision refers to "terms of
office" and the Chairman and Vice Chairman are appointed for a "term".
Therefore, it would appear that the hold-over provision in the para-
graph in question relates both to the terms of office of members of
the Board and to the terms of office of the Chairman and Vice Chairman.
This is emphasized by the fact that the hold-over provision is but a
part of the general paragraph and follows the provisions dealing with
appointment of the members of the Board and the provisions dealing
with the designation of a Chairman and Vice Chairman, thus indicating
its general application.
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STEPS TAKEN BY MRe BCCLES IN COMPLYING WITH LETTER
AWD SPIRIT OF SECTION 10 OF THE FEDERAL RESERVE ACT

Prior to his appointment as Assistant to the Secretary of the
Treasury about two years ago, Mr. Bccles over a period of twenty years
had been engased in the banking business and was a director and officer
of a number of banks and owned a few shares of stock in such bankse.

Upon moving to Washington to assume his duties as Assistant
to the Secretary of the Treasury he disposed of all such stock and re-
signed all such offices.

de continued to own 4,912 shares of the stock of First Security
Corporation, (a holding company for bank stocks), acquired at a cost of
$26+49 per share and representing a total investment of $130,l66, and
ovned same when he was appointed a member of the Federal Reserve Board.
These shares represent about 1554 of the total stock of First Security
Corporation.

This stock is not listed upon any exchange, and it is to be
remembered that during this period there was practically no market for
bank stocks or stocks the value of which depended upon bank stocks.

Mr. Eccles had 15 days within which to gqualify as a member of the Board.
therefore, acting with a desire to comply with the spirit of the law
and disregsrding any technical compliance that might already have been
accomplished with respect to the letter of the same, he made a bona fide
sale of this stock to Eccles lnvestment Company at this time. This sale
wes mede in good faith at a price of eight dollars per share, and the
ensuing capital loss of $90,870 was recorded in his income tax return
for 1934, when he had a net capital gain of only $1,071.

CHARACTER OF BUSInmSS OF ECCLES INVESTMENT COMPANY

Bccles Investment Company is not a bank, banking institution
or trust company. Neither is it principally engaged in the business of
holding bank stock. It is a family holding company organized upon advice
of counsel over twenty years rygo as the most convenient and best way to
preserve and manage the estate of kir. Eccles! father for the benefit of
his mother and nine children, including lir. Eccles, seven of whom were
then minors. Aside from the ownership of the aforesaid 157 of the capital
stock of the First Security Corporation 1ts assets consist of holdings
in real estate, bonds, notes and stocks of corvorations engaged in widely
diversified businesses, including substantial holdings in sugar stock,
stock in a lumber manufacturing company, stock in a retail lumber comoany,
stock in en implement company, stock in an electric railroad, and stock
in a construction company.
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PRESENT SITUATION WITH RE&ESPHCT TO COMPLIANCE WITH PROVISIONS
OF SECTION 10 OF FEDERAL RESERVE ACY

Mr. Eccles, therefore, is not, at this time, an officer or
director of any bank, banking institution, trust company or Federal Re~
serve bank, nor does he hold stock in any bank, benking institution or
trust company.

He is the owner of less than 9% of the capital stock of Eccles
Investment Company.

Eceles Investment Company is the owner of about 15% of the
caoital stock of First Security Corporation.

First Security Corporation is a holding company engaged in the
business of holding stock in a group of banks in Utah and Idaho.

It IS WELL SETTLED THAT THE OWRNERSHIP BY A PWRSON

QF SYuCK IN A CORPORATION WHICH IS A STOCKHOLDER

IN ANOTHER CORPORATION DOES NOT MAKE SUCH PxRSON
A STOCKHOLDER IN Ths SECOND CORPORATION.

This is so obvious to pergons familiar with corporation law
that the question has seldom been raised in court; but a hasty search
has revealed at least two cases in which the question has been squarely
passed upon by the courts. Hoopes ve. Basic Company, 61 Atl. 979; Sabre
ve. United Traction and Electric Compeny, et ale. 225 Fed. 60l. An
enalysis of these cases is attached hereto.

OQUNERSHIP OF 9% OF THE STOCK OF ECCLES INVESTMENT
CONMPANY IS NOT IN VIOLATION OF EITHER THE SPIRIT
OR LETTER QF SECTION 10 OF THE FEDERAL RESKRVE ACT.

Certainly it was not the intent of Congress in the enactment
of section 10 of the Federal Reserve Act to make such an indirect con~
nection with a bank the basis for disgualification to membership to the
Board of Governors of the Federal Reserve System, fors

(a) The language of the act is clear and unembiguous
and expressly applies to ownership of stock in banks, bank-
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ing institutions or trust companiess Whereas, had it
been intended to include within the scope of such act

en indirect and remote interest in banks, banking insti-
tutions or trust companies as distinguished from such
direct interest it would have been so stated as was done
in connection with other provisions of the Federal Re-
serve Act.

(b) To attempt to extend the application of the parti-
culer section to include within its scope an indirect in-
terest however remote would be to apply a vague and uncer=-
tain test as to qualification as against a clear and certain
one and would lead to unreasonable and absurd results. To
illustrate it need only be pointed out that there are num-
bers of large industrial and mercantile concerns whose
stock is very widely distributed among the investing public
which, as an incident to their principal business, operate
or hold stock in banking institutions. Certeinly, it is
not within the spirit or purpose of the act to disqualify
as & member of the Board of Governors of the Federal Re-
serve System all persons who might own & share of stock in
any such companies.

THE UNDERLYING PRINCIPLE INVOLVED IN CONNECTION WITH

CERTAIN CASES FIXING LIABILITY AGAINST INDIRECT BENE~

FICIAL OWNERS OF BAWK STOCK ON ACCOUNT OF ASSESSMENTS

MADE AGAINST SHAREHOLDERS SHOULD NOT BE CONFUSED WITH

THi PRInCIPLE UNDERLYING THE APPLICATION OF SECTION

10 OF THE FEDERAL RESERVE ACT TO PROPOSED MEMBLRSHIP
OF 'IHk BOARD OF GOVERNORS.

In connection with assessments levied against shareholders
cases have arisen where the owners of shares in a company holding bank
stock have been held liable. Barbour v. Thomes, 7 Fed. Supp. 271;
Corker v. Soper, 53 Fed. (2d) 190.

Likewise cases have arisen where former sharseholders in a bank
who transferred their stock to a trustee have, upon subsequent solvency
of the bank and the subsequent levying of en assessment, been held
lieble. KXeyes v. American Life and Accident Insurance Company, 1 Fed.
Supp. 512; Laurent v. Anderson, 70 Fed. (2d) 819; O'Keefe v. Pearson,

73 Fed. (2d) 673,
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These cases, however, and the principles upon which they have
been decided should not be confused with the principle involved in
section 10 of the Federal Reserve Acte

In the first of the holding company cases - to wit, the case
of Barbour ve. Thomas, 7 Fed. Supp. 271 ~ the holding company in question
in its articles of association had provided for the assumption of such
liebility by its shareholders. In consequence, the court held that
the liability of the shareholders was a matter of contract and that the
acceptance of such shares by shareholders amounted to acceptance of the
contract. Thus, in this case the liability of the shareholders was
based upon the contract and not upon any principle of law to the effect
that ownership of stock in the holding company amounted to ownership
of stock in the bank.

In the last case - to wit, the case of Corker v. Soper, 53 Fed.
(2d) 190 - it appeared that the defendant Corker, under circumstances,
that might, if properly presented, have besen made the basis of a finding
by the court of fraud, organized the holding company in question with
only a nominal amount of capital, (ten dollars) for the sole purpose of
owning the bank stock, pursuant to the idea that thereby he would not
be liable for assessment. Under the facts of thet particular case, the
court held that the holding company was "organized and maintained for
the purpose of holding, not really, but as agent" the stock in the bank,
and that the defendant was the "real owner". o such facts exist in
the instant situation as the sale of the holding company stock to Eceles
Investment Company was made in good faith and, in no sense, is the
Eccles Investment Compeny holding the stock as agent.e It is the "real
owner".

An analysis of these holding company cases is attached hereto.

The court, in the trustee cases, held that the transferor and
not the trustees was the “beneficial and "real owner" and hence was
liable for the assessment. The transfer of the stock in First Security
Corsoration to Eccles Investment Company wes not made in trust for the
transferor, hir. Ecoles, and the two situations are in no respects simi-
lar. An analysis of these cases is also attached, as well as an analysis
of some of the many distinctions between creeting a trust in stock end
meking en out-right sale of the same to & corporation.

It is quite apparent therefore that the reason for these deci-
sions itself demonstrates the inapplicability of the decisions to the
instent situation. Mr. Eccles is neither the "real" nor "beneficial

Federal Reserve Bank of St. Louis



Digitized for FRASER

owner" of any bank stocks He is not even the owner of stock in the hold-
ing company which does own bank stocks. He can vote mneither the bank
stock nor the holding company stock. He is taxed neither for the bank
stock nor the holding company stock. And finally, he exercises no con-
trol over either the bank stock or the holding company stock. Obviously
the purposes of section 10 of the Federal Reserve Act have bsen squarely

met and complied with.

Attachmentse.
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Analysis of Cases to the Effect that Ownership
by a Person of Stock in a Corporation
which is a stockholder in another
Corporation does not make such
Person a Stockholder in the
Second Corporation.

In the case of Hoopes ve. Basic Co., 69 N. Je Eq. 679, 61 Atl,
979, the plaintiff filed a bill to have the Basic Company placed in re=
ceivershipe, The bill was filed under a statute providing that "any
creditor or stockholder" could request the appointment of a receiver.
The defendant sought to have the bill dismissed on the ground that the
plaintiff was not a creditor or stockholder. The evidence showed that
plaintiff was a stockholder of the Union Dredging Company which owned
stock in the Basic Company and that the plaintiff held in his own name
only one directors' qualifying share of stock in the Basic Company, which
admittedly belonged to the Union Dredging Company. On the basis of these
facts, the court held that the plaintiff was not a stockholder of the
Basic Company and therefore, the court dismissed the bill,

This case is especially notable because it was a suit brought
in the Court of Chancery of the State of New Jersey, which does not
hesitate to disregard corporate fictions or look through the form to the
substance of a transaction whenever the ends of justice or equity re-
quired such action,

The case vas appealed to the Court of Errors and Appeals of New
Jersey, the highest court of the State, which affirmed the decision of
the Chancery Court by a per curiam opinion (65 Atle 1118) as follows:

e agree with the Vice Chancellor that the proofs show
that Mr., Hoopes was not a stockholder within the meening of
the statute, and therefore could not maintain this suit. It
is not necessary to express any opinion upon other matters
discussed by the Vice Chancellor."

In the case of Sabre v, United Traction and Electric Co, et al,,
225 Fed. 601, the court held that stockholders in holding companies are
not stockholders or entitled to the rights of stockholders in other cor-
porations, a part of whose stock is owned by the holding compeany and that,
therefore, a sale or lease of all the property of a corporation controlled
by the holding company through its ownership of stock does not require the
unanimous consent of the stockholders of the holding company; but it is
sufficient if there is unanimous consent of the stockholders of the com=
pany whose property is leased or solde In so holding the court said:

Federal Reserve Bank of St. Louis



"It is impossible, however, to accept the contention
that the nonassent of a shareholder of the Traction Com=
pany should be given the same effect as the nonassent of
a shareholder in each of the lessor street railway com=
panies, Neither as a matter of form nor as a matter of
substance can the complainant be regarded as a sharehold=
er, or entitled to claim the rights of a shareholder in
any one of the lessor companies, He is merely a share-
holder in a corporate owner of all the stock of the street
railway corporations, each of which is still a distinct
corporation whose individual existence cannot be ignored."
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ANALYSIS OF JOLDING COMPANY CASES

The decision of the United States District Court in the case
of Barbour v. Thomas, 7 F. Supp. 271, (which is now pending on appeal)
holding the stockholders of the Detroit Bankers Company liable for a
stock assessment levied ageinst the stockholders of the First National
Bank of Detroit was not based upon the theory that the stockholders of
the holding company were stockholders of the bank, but wes based upon
a specific provision in the articles of association of the holding com-
peny and & specific contract accepted by the stockholders of the holding
compeny when they acquired stock in the holding company whereby the
stockholders of the holding company specificelly agreed to assume any
stockholders' liability for which the holding company might be liable.

This is shown clearly by the following quotation from the
opinion of Judge liayes on page 273

"The Detroit Bankers' Company, hereafter referred to as
the holding company, is a corporation for pecuniary profit,
chartered under the general laws of the state of Michigan. It
was not chartered as a banking institution. It was the regis-
tered owner of all of the capital stock of the First National
Bank - Detroit, hereafter called the bank, except the qualifying
shares of directors, when the bank was placed in the custody of
e conservator, and later when a receiver was appointed. The
Comptroller has decided the necessity for, and levied, a stock
assessment of 100 per cent on all the outstanding stocke The
guestion involved is thiss Can the receiver of the bank en-
force the assessment against the shareholders of Detroit
Benkers' Company, or is he confined to the single remedy of
proceeding against the corporation?

"lhe case presents a factual situation quite differ-
ent from any case hitherto reported.

"The holding company came into existence through the
combined efforts of the officers and directors of the First
National Bank of Detroit and four state banks, all of Detroit.
An eppraisal of the value of the stock in each of the five
banks waes made, and an agreement reached on the basis for the
exchange of the holding company stock for the stock in each
of the five banks. The capital stock of the five banks
amounted to several million dollarse The holding company weas
to issue 120 shares of no par value at §l0 per share, and
$560,000,000 of par value stocks The no par stock was sub-
scribed for by the twelve executive officers of the five
banks, apportioned among the five banks, and these were to
heve exclusive voting power for five years. No one could be
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& director unless he owned 10 shares of trustee stock, and
no one could vote except a trustee stockholder. Thus the
destiny of these five banks was committed for five years to
these twelve trustees, with an apparent investment of $1200.
The investment was appearent and not real, for the banks put
up the money to pay for the stock and charged it to expense.

"fhe Benking Commissioner, the Attorney Genereal,
the Secretary of State, and the Securities Commission of
Michigen, before chartering the holding company or vermitting
it to sell or exchange its stock and do business in the state
of lichigen, required the insertion of this clause in the
articles of association.

“iArticle IXe The holders of stock of this corpora-
tion shall be individually and severally liable (in proportion
to the number of shares of its stock held by them respectively)
for any statutory liebility imposed upon this corporation by
reagon of its ownership of shares of the capital stock of
eny bank or trust company, and the stockholders of this corpora-
tion, by the acceptence of their certificates of stock of this
corporation, severally agree thuat such liability may be en-
forced in the same menner as statutory liebility may now or
hereafter be enforceable against stockholders of banks or trust
comvanies under the laws of the United Stetes or the State of
Michigan.!

"They further required that the clause be printed
on each certificate of stock issued by the holding company."”

The actual grounds for Judge Hayes' decision are stated in

the following paregraph on page 278:

"The acceptance of this stock certificate was an
assent by the shareholder to the terms of the contract assum-
ing payment of the assessment. 2 Williston, Contracts,
sec. 628, pe 1211l. 1t is conclusive proof that the holder
hes contracted to be bound by the terms. Blue Mountein
Forest Ass'n v. Borrowe, 71 N.tle 69, 51 As 6703 Jacobs V.
Miller, 50 Mich. 119, 15 N.W. 42; Hassel v. Pohle, 214 App.
Dive 654, 212 NeYeS. 561; Commissioner of Banks v. Prudential
Trust, 242 Mass. 78, 136 L.E. 410; urand Repids & Indiena
Rys Co. ¥e Usborn, 193 U.Se. 17, 24 S. Cte 310, 48 L.Ed.598."

The case of Corker v. Soper, 53 Fed. (2d) 190, wherein the

Circuit Lourt of Appeals for the Iifth Circuit held that where a bank
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president organized a corporation to hold shares of bank stock as his
mere instrument or agency he also will be liable for assessments on
the bank stock, is a case in which the corporation was a mere sham
with only a nominal capital of $10 and never transacted amy business
on its ovm account whatever. The facts regarding the organization of
the company are stated as follows in the opiniong
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"fhe facts as to the Laurens Compeny and its
organization ares On February 3d the charter of the
Laurens Investment Company, Inc., on a petition filed
December 27, 1927, was issued, with an authorized capital
stock of {10, Corker and his two sons incorporetorse. uUn
the next day the canital stock was subscribed for, by-
laws were adopted, the subscription of Fe. G. Corker as
agent for the Laurens Company to 150 shares of the Dublin
Bank stock was ratified, and it was resolved that the
Laurens Company purchase ..rs. Corker's stock in the bank,
end that of sppellant, except 21 shares which he retained
to qualify him es a director in the bank; and that it
give to appellant and his wife notes dated back to Janu~
ary 5, 1928, bearing interest at 8 per cent., representing
the par value of 1565 and 28 shares respectively, making
up the total of 184% shares which stood in the name of the
Laurens Company. The January dividends already vnaid were
credited on these notes. uc other corporate action was
ever taken by the Laurens Company, its stockholders, or
its officers. It issued no stock certificates, kept no
books, had no seal. The only monsy it ever poscessed was
the §20 paid by appellant for organization expenses. It
claimed no assets, exceot the stock in its name; it hed no
credit; the money with which the stock was purchased was
acquired entirely upon the credit of appellant. No record
except the credit on the back of the notes was ever made
of the receipt by it of dividends. 1t was organized for
the sole purpose of owning the bank stock, pursuant to the
idea of appellant that its organization and the placing of
the stock in its name would prevent his being liable for
stock assessments.

“"There is no evidence in the record of any activity
of Laurens Investment Company except in name. Every trans-
action had by or with reference to it was managed, controlled,
and directed by appellant, and it functioned entirely as en
agency or instrumentality of his. * * x "

(page 191)



There were mllegations in the bill that the stock was placed
in the name of Laurens Investment Company fraudulently for the purpose
of avoiding liability at a time when the bank was insolvent or in
danger of becoming so and this would seem to be the true ground for
holding the bank president liable. Unfortunately, however, these
allezations were abandoned at the trial and the Court was forced to
find some other theory upon which to base liability. It did so by
the following rather peculiar line of reasonings

"Appellant's troubles do not arise from the fact
that the corporate entity of the Laurens Company has
been disregardede. 'The judzment of the court below
fully recognized and gave effect to that entity. It
found that, though it did in fact exist, it existed
as a mere creature organized and maintsined for the
purpose of holding, not really, but as agent for
appellant, the stock which he caused to be put in its
name, that appellant at all times remsined the real
owner of the sheores, and that the leaw will look through
the subterfuge of pretended ownership to fasten liabllity
upon the shareholder to whom, in fact, the shares belong.

"'he view which the court below took, and which we
teke, does not require, in fact, it prevents, the con-
clusion that the corporation in this case was a fiction,
having no corporate existence. In this view, the judg-
ment, thoroughly consistent with 1tself, stands upon the
sound foundation on which alone a just disposition of
this case may rest. It correctly gives effect to the
zeneral intent of appellant to create a corporation for
the vpurvose of placing in its name his and his wife's
stock in the bank, because what was done made that intent
effectual. It with equel correctness denies effect to
the particular intent which induced him to act as he did,
to avoid liability on the stock, because the things done
by appellant werse not in accord, but wholly inconsistent,
with that intente. For while the things done did vnlace
the certificates of stock in the name of the Laurens
Company, they did not divest appellant of his beneficial
ownership of them, but left him the real owner, and there-
fore liable to assessment."
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ANALYSIS OF TRUSTEE CASES

The case of Keyes ve American Life & Accident Ins. Co., 1 F.
Supp. 512, decided August 17, 1932 by the United States District Court
for the Viestern Distriet of Kentucky, did not hold that e stockholder
in a holding company is a stockholder in a bank owned by such holding
companye In fact, there was no holding company involved at all but
merely en arrangement whereby the stock of the bank was held by trustees
who issued participation certificates to various investorse.

The facts in the case are summarized very briefly as follows
in a head note published on page 512:

"After the merger of the banks was accomplished by the
exchange of stock, stockholders placed their stock in legal
ownership of trustees to hold for their benefit under terms
of trust agreement whereby trustees were empowered to vote
the stock in each institution subject to control of certifi-
cate holders, end were to collect the dividends end distri-
bute them ameng the holders. Some of the certificates were
held by former stockholders who transferred stock in exchange
for certificates, but most of the certificates were held by
another bank acquiring them by purchase. The trust agreement
expressly provided that owners of the certificates should be
subject to the same liabilities as if they had been owmers of
proportionate part of shares held by the trustees, and should
indemnify trustees for any loss or liability."

The court held that the beneficial owner of the stock was liable
for the assessment notwithstending the fact that the stock was registered
in the hands of the trustee. In so holding the court stated:

"It is well settled, es much as it is possible, that
the actual and real owner of stock of a national bank is
liable to assessment, whether his name appears on the bocks
es owner or note TWhere such stock is held by one in trust
for another, such other is the actual and real ownere There
is no room to question thise The beneficial owner is the
actusl snd reel owner. * * * It is unthinkable that a legal
owner of such stock can relieve himself of liability by the
device of ransferring it to amother for his benefit. In
such case he is as much the actual and real owner as he was
before the transfer."

The very recent case of 0O'Keefe v. Pearson, 73 Fed. (2d) 673,
which was decided on December 1, 1934 by the Circuit Court of Appeals for
the First Circuit, did not involve a holding company but involved a trustee
arrangement similar to that involved in the National Bank of Kentucky
ceses (Keyes ve Americen Life & Accident Imse Co., 1 F. Supp. 512, and
Laurent v. Anderson, 70 F. (2d) 819).
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The stock of the Federal Trust Company, which was later converted
into the Federal Nationel Benk of Boston, was delivered to a trustee in
return for trust certificates. The trustee was to hold the shares for
the holders of such trust certificates, to pay over all earnings to them,
and to deliver the shares to them upon termination of the trust. The
holders of the trust certificates retained the right to vote the sharese
Moreover, the trust agreement contained the following specific prowision
whereby the holders of the trust certificates undertook to pay any assess-
ment levied upon the shareholders of the bank:

"In the event of any assessment being made or ordered
upon the stockholders of the Federal Trust Company each
registered holder of a trust certificate hereby agrees
for himself, his heirs, executors, administrators and as-
signs to forthwith pay such assessment as may be made upon
or against the stock of the Federal Trust Company held by
the Depositary under this agreement and represented by the
trust certificate held by him at the time such assessment
is made or ordered, end while such assessment in unpaid,
no trust certificate shall be transferred or new certifi-
cate issued therefor."

In accordance with the well established rule thet assessments
levied on stockholders of National banks are collectible from the real
owners of the shares rather than the nominal or fictitious owmers, the
court held that the holders of the trust certificates were liable for
the assessmente
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DISTINCTIONS BEIWEEN TRUSTEEING STOCK AND
SELLING IT TQ A CORPORATION

(1) Where stock is trensferred to a trustee to hold it for the
benefit of the transferor, legal title passes to the trustee, but equitable
title remains in the transferor; whereas the sale of stock to a corporation
in which the seller owns stock transfers both legal and equitable title to
the purchasing corporation.

(2) Where stock is transferred to a trustee for the benefit of the
transferor, the transferor is entitled to all the income therefrom and the
entire proceeds of eny sale thereof; whereas the sale of stock to & corpora-
tion in which the seller owns stock deprives the seller of any right to the
income from the stock sold or the proceeds of any resale thereof in the
absence of express contract to the contrarye In the latter case the seller
of the stock can thereafter share in such income or proceeds of sale only
if the directors of the purchasing corporation choose to declare dividends
and only in the proportion which his number of shares in the purchasing
corporation bears to the total outstanding shares of said corporation.

(3) If a person transfers National bank stock to a trustee for his
own benefit, he remains lisble for sny assessment thereon; whereas a bona
fide, unconditional sale of bank stock to a bona fide corporation prevents
the seller from being liable for any stockholders liability incurred there-
after,

(4) ¥mere stock is transferred to a trustee for the transferor's
benefit, the tramsferor can retain the right to vote the same or to in-
struct the trustee how to vote it; whereas an unconditional sale of stock
to a corporation deprives the seller of any right to vote the stock or to
direct the menner in which it can be voted, unless the seller is in a
position to control the management of the corporation.

(5) Where stock is transferred to a trustee for the transfer-
or's benefit the transferor remains subject to texation on such stock;
whereas the bona fide, unconditional sale of stock to a corporation relieves
the seller of any further liability for taxes subsequently levied on such
shares.

QE) Jihere stock is transferred to a trustee for the transferor's
benefit, it is not subject to the claims of the creditors of the trustee;
whereas stock sold unconditionally to a corporation becomes subject to the
claims of all creditors of the corporation.
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