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L84
SUMMARY OF "BANKING ACT OF 1935"
(H. R, 7617)
AS PASSED BY THE HOUSE OF REPRESENTATIVES

on May 9, 1935.

There are summarized below the provisions of the "Bank-
ing Aot of 1935" (H. R. 7617) as passed by the House of Representa-
tives on May 9, 1935 and referred to the Banking and Currency Com-
mittee of the Senate the following day. This is intended merely as
a brief statement of the apparent effect of the principal provisions
of the bill but is not intended as a legal interpretation of the
language of the bill or as a comment thereon.

Title I of the bill is summarized by subject matter be-
cause its provisions are closely interrelated. Titles II and III
are summarized section by section.

The references in Title I to "Act" refer to the Federal
Reserve Act and the numbers following the word "Aet" refer to sec-
tions thereof. The references in Title I to "Bill" refer to the pro-
posed "Banking Aot of 1935", and the page references immediately after
the word "Bill" refer to the pages of the printed copy of the bill as
passed by the House of Representatives on May 9, 1935 and referred

to the Banking and Currency Committee of the Senate the following day.
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TITLE I. FEDERAL DEPOSIT INSURANCE AMENDMENTS.

MODIFICATIONS IN PLAN OF DEPOSIT INSURANCE.
Upon the enactment of the bill the temporary insurance plan
now in existence would be converted into a permanent plan, changed
in some respects from the permanent plan now provided for by law,

Cost of Insurance to Banks., == In lieu of the assessments

aggregating not more than 1 per cent of insured deposits to which banks
insured under the existing temporary insurance plan are subject (Aot
12B(y)) and of the requirement that banks insured under the permanent
plan purchase stock in the Federal Deposit Insurance Corporation (Act
12B{e)) and then be liable for unlimited assessments (Act 12B(1)),
insured banks under the plen set up in the Bill would be subject to

an annual assessment of one-eighth of 1 per cent of their total de-
posits (Bill p. 11), the assessment to be payable in semi-annual in-
stallments. (Bill p. 12), However, the Corporation would be authorized
to establish a separate insurance fund for Mutual Savings Banks (B1i11
p. 24) similar to the existing Temporary Fund for Mutuals (Act 12B(y));
and if such Fund should be established, the Federal Deposit Insurance
Corporation Directors, from time to time and for such periods as they
determine, could fix a lower rate for insured mutual savings banks.
(Bi11 p. 12). The refund which, under the old law, would be due to a
member of the Temporary Insurence Fund upon the dissolution of such
Fund would be credited to the bank by the Corporation if the bank
remains in the permanent insurance, and arolied to the bank's

annuel assessments until exhausted. (Act 12B(y)); (Bill pp. 13,14).
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The payment of dividends on its stook by a bank which is in default
in an assessment due the Corporation would be prohibited, as in
existing law, but the penalty éf.fine or imprisonment would be
eliminated, and the nrohibition would not apply in the case of a
dispute as to the assessment, if the bank should deposit satisfactory
security for payment upon final determination of the issue. (Act 12B
(1); Bill p. 40). Provision elso would be made for the Corporation,
by proceedings in law or equity, to collect uapaid assessments, or to
obtain the statement of a bank's deposits on which such assessments
would be based, (B111 P 14); and e bank which failed to file such
statement or pay such assessment could be deprived of all the rights,
privileges or franchises granted it under the National Bank Act or the
Federal Reserve Act. (Bill pp. 14, 15).

Amount of Deposits Insured, =« In lieu of the existing

provision of the permanent insurance plan insuring 100 per cent of
deposite up to $10,000, 75 per cent between $10,000 and $50,000, and
50 per cent above $50,000 (Act 12B(1)), the bill vprovides that $5,000
shall be the maximum amount insured for one devositor (Bill pp. 6,
24), conforming in this respect to the existing plan for Tempprary'
insurance (Act 12B(y)). However, the amount of the insured deposit

would be computed after deducting offsets (Bill p. 6)). Deposits of

trust funds would be insured to the‘extent of $5,000 for each estate
in addition to the insurance of other deposits owed the trust bene-
ficiary. (Bill pp. 6, 15)., Trust funds deposited by insured fidu~-

ciary banks in other insured banks would likewise be insured to the
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extent of $5,000 for each trust estate represented. (Bill p. 15).

WHAT BANKS ARE INSURED; TERMINATION OF INSURED STATUS.

Transfer of Members of Temporary Fund to Permanent insur-

ance Plane ~-- All operating memberse of the present Temporary Insur-
ance Fund would continue to be insured, and would automatically be
transferred to the permenent insurance plan (Bill pp. 8, 9), subject
to the right of withdrawal or expulsion in certain coses, as indi-
cated below. There would no longer be any necessity for examination
or certification of such banks which are already insured, in order to
entitle them to permanent insurance. (Act 12B(e); Bill rp. 8, 9).

Insurance of Banks Entering Federal Reserve System. --

State banks becoming members of the Federal Reserve System, national
member banks commencing or resuming business, and State banks con-
verting into national member banks, would becoms insured upon the is-
suance of a specified certificate to the Foderal Deposit Insurance
Corporation by the Comptroller of the Currency in the case of a national
bank, or by the Federal Reserve Board in the case of a State member
bank; and if the bank entering the System or converting into a national
bank is already insured, no such certificate would be required. The
certificate must state that "consideration has been given" to the fol-
lowing factors: +the financial eondition of the bank and the adequaey
of its capital structure. (Bill pp. 8, 11).

Insurance of Additional Nommember Banks. -- Any national non-

member benk would be permitted to become insured upon & similar certi-

fication by the Comptroller of the Currency. Any State nonmember bank
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would also be permitted to become insured upon anplication to and
exemination by the Federal Deposit Insurance Corporation, but be-
fore arproving such an application the Federal Deposit Insurance
Corporation Directors would be required to "give consideration" to
the factors listed above, and to determine, upon the basis of a

thorough examination, that the bank's assets in excess of its cap=-

ital requirements are adequate to enable it to meet all of its

liabilities as shown by the books of the bank to depositors and
other creditors. (Bill p. 10). The requirement of existing law
in such eases is that the bank be in "solvent ocondition". (Aot 12B
(y), (e))e The old provision in section 12B(f) for insurance of a
nonmember bank after July 1, 1936 rending its application for con-
version into a national bank or for admission to the System would

be eliminated. (Bill p. 9).

Insurance Terminated for Certain Banks June 30, 1935, <~

A nonmember benk would be permitted to withdraw from the plan as of
June 30, 19356 by giving to the Federal Deposit Insurance Corporation
and to the Reconstruction Finance Corporation, if it owns or holds

as pledgee any preferred stock, capital notes or debentures of such
bank, notice within thirty days after the enactment of the bill, and
notice to its depositors not less than 20 days before June 30, 1935.
Insurance of a State nomnmember bank would also be terminated on

June 30, 1935 unless before enaotment of the bill, the bonk filed

the statement showing its deposits as of October 1, 1934 and paid the

assessment as of that date, as required by existing law, A bank's
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insurance also would he terminnted as of June 30, 1935, if prior to
the enactment of the bill it had permanently discontinued banking

operations, (Bill pp. 9, 10).

Termination of Insurance by Expulsion. -« The Federal De-
posit Insurance Corporation Directors would be authorized to termi-
nate the insured status of a bank for ocontinued unsound practices
or for violation of the law or material regulations to which the bank
is subject. A statement of such violation first would have to be
given the Comptroller of the Currency in the case of a national or
district bank, the State Supervisory authorities in the case of a
State bank, and also the Federal Reserve Board in the case of a State
member bank, for the purpose of securing a correction of such practices
or conditions. If correction was not made within 120 deys, or such
shorter period of time as the Comptroller, State authority, or Board,
as the case may be, might require, the Federal Deposit Iﬁsurance
Corporation Directors, if they determined to proceed further, would
have to give the bank not less than thirty days written notice of
intention to terminate its insured status, and fix a time and place
for heafing. 1f the bank did not appear, or if the Federal Deposit
Insurance Corporation Directors made a written finding (such written
findings to be conclusive) that any ground specified in such notice
had been established, the Directors could "order that the insured
status of the bank be terminated". The corporation could publish
notice of the termination, and the bank would have to give notiee to

its depositors in the manner prescribed by the Directors. (Bill pp.16-19).

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



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

L-84
-7

After such termination, the insured deposits of each de=
positor in the bonk on the date of termination, lees subsequent
withdrawals, would remain insured for two yecars; and during that
period the bank would continue to pay assessments like any other
insured bank and remain subject to all other duties of an insured
bank. However, no additional deposits would be insured, and the
bank could not advertise or hold itself out as having insured de-
posits unless it stated with equal prominence that deposits re-
ceived after the date of termination are not insured. (Bill p. 18).
When the insured status of a bank was thus terminated, if it was a
State member bonk the Federal Reserve Board would terminate its mem-
bership in the Federal Reserve System in accordance with the provi-
sions of Seotion 9 of the Federal Reserve Acet; and if it wos a
notiomml bank the Comptroller would appoint a receiver for the bank
(which would be the Federal Deposit Insurance Corporation if the bank
should be unable to meet the demonds of its depositors). (Bill -p. 19).

Voluntary Termination of Insurance. == Any insured nonmember

bank, upon not less than ninety days written notice to the Federal
Deposit Insurance Corporation, and to the Reconstruction Finonce Cor-
poration if it owns or holds as pledgee any preferred stock, capital
notes or debentures of such bank, would be permitted to terminate its
stotus as an insured bank, with continued insurance of existing de-
posits for two years as noted above in the case of expulsion. (Bi11

pp. 16-19).
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Termination of Insurance by Assumption of Deposits, ==

Assumptlon of the liabilities of an insured bank by esnother insured
bank would terminate the insured status of the bank whose liabili-
ties are assumed, with like‘efPect as if terminated as above, except
that if the bank whose liabilities are so assumed should give its de-
positors notice of such assumption within thirty days thereafter, in
the manner prescribed by regulations of the Federal Deposit Insurance
Corporation Directors, the insurance of its deposits would corpletely
terminate at the end of six months, ond such bank would be relieved of
all future obligations to the corvoration, (Bill pp. 19, 20).

Federal Reserve Membership Not Required For Insurance of

Deposits. =-- The provisions of existing law which terminate the in=
surance of a membsr bank of the Federnl Reserve System upon its
ceasing to be a member bank (Act 12B(i)); and which terminate the in-
surance of all nomnmember banks on July 1, 1937 (Act 12B(1), (y));

would be eliminated. (Bill pp. 16, 23, 43),

GENERAL CONTROL OF INSURED BANKS.

Examination of Insured Bankss ==~ In lieu of the limited

power of examination given the Federal Devosit Insurance Corporation
in the existing section 12B(y), the bill would permit the Federal
Depogit Insurance Corporation examiners, whenever considered neces-
sory, to examine any State nonmember bank which is insured or seeking
insurance, and also ony closed insured banks With the written can-

sent of the Comptroller of the Currency, they could also examine any
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national or district bank and with such consent from the Federal
Reserve Board, any State member bank. In addition to the usual
powers of examination, these examiners would have power to adminis-
ter oaths, taoke and preserve testimony under oath and apply to court
officials for subpoenas to compel the production or taking of testi-
mony. (Bill pp. 21, 22).

Publication of Examination Reports. == The Federal Deposit

Insurance Corporation would be authorized to publish in such manner
as it might determine, any part of the report of such an ecxaminatien
of an insured bank (except a national or district bank) if such bank
foiled to comply with the recommendations of the Federal Deposit In-
surance Corporation dbased on such revort of examinntion, for a period
of 120 days after written notice of such recommendations. Not less
than 90 days' notice of intention to make such publication would

have to be given. (Bill p. 41),

Condition Reports of Insured Nonmember Banks. -- Insured

State nonmember banks (except district banks) would be reguired to

moke condition reports to the Federal Deposit Insurance Corporation

in such form and at such times as the Federal Deposit Insurance Cor-
poration Directors might require, and the Directors could require pub-
lication of these reports. Failure to make or publish such a report
within such time, not less than § doys, as the Federal Deposit Insur-
ance Corporation Directors might require, would subject a State nonmember
bank to a penalty of $100, recoverable by the Federal Deposit Insur-

ance Corporation for each day of such failure. (Bill p. 22).

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



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

1-84
- 10 -

Merger of Insured Bank with Non-insured Bank, == Prior

written consent of the Federal Denosit Insurance Corporation would

be required for an insurcd bank to consolidate or merge with o non-
insured bank, nssume liability to pay deposits mande in any non~insured
bank, or transfer assots to a non-insured bank in consideration of

the assumption of 1liability for ony portion of the deposits made in
the insured bank. Such consent also would be required for an insured
State nonmmember bank (except a distriet bank) to reduce the amount or
retire any part of its common or preferred stock or capital notes or
debentures, (Bill pp. 40, 41).

Payment of Deposits and Interest Thereon by Insured Non-

member Banks. == The Federal Deposit Insurance Corporation Directors

would be directed to prohibit the payment o” interest on demand de-
posits in insured nonmember banks, and from time to time to limit by
regulation the rates of interest payable by such banks on other de~
posits. Such regulations would prohibit insured nommember banks from
peying deposi£s prior to maturity and from waiving any notice require-
ment with respect to withdrawal of devosits, but the prohibitions re-~
specting withdrawal would not apply to savings‘depoaits. To the pro-
hibition against payment by insured nonmember banks of interest on de-
mand deposits, thero would be made such exceptions "as are now or may
hereafter be prescribed with respect to deposits payable on demand in
member banks" by section 19 of the Federal Reserve Act or by regulae-
tion of the Federal Reserve Boards Exceptions also could be made to
the prohibition against the payment of deposits before maturity and

the waiving of notice requirements with respect to withdrawnl of de-
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positss but, unli%e scetion 324(c) of the hill which would authore
ize the Foderal Reserve Joard to make such exceptions with rospect
to member banks (sec De44 of this sumnnry), this orovision would
awthorize the Foderal Deposit Tnsurance Cormoration Directors to
make sush exceptions with respect to ingured nonmerber banks only
"where by renson of speeinl circumrtonces tho rrohititions respecte
inr withdrawols would eause unnecessary h rdship to Acpositors”.
The provisions rognrding the payment of dovosits and interest thercon
by insurcd nonmembor banks also nrovide a ncnalty of 3100 rocovere
able by the Corporation for vielation, Aiffcring in this respect
from such provisions relating to member banks, (B3ill pp. 41-43),

Burglary and Fidolitz Insurance. =« The Foderal ‘Jeposit

Insurance Corporation would be authorized to require any insured
bank to provide protcction and indomnity apainst burglary, defal-
cation and other similar insurable lossos; and if an insured bank
failed to comply with sueh requiroment, the Federal Derosit Insurance
Corporation could contract for such protection, adding the cost to

the assessment otherwise nayvable by tho bank. (Bill p, 41),

Insurance of Donosits to be Stated in Advertisemonts. =«
The requirement of existing law that insured banks display a sign
1ndioatigg the 1nsurano; of their deposits, would be extended to ree
quire that they also include such information in advertisements re-
lating to deposits. A definite penalty of %100, recoverable by the
Federal Deposit Insurance Corporation, for esach day of violation of

this provision, would be substituted for a mere authorization to the

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



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

L-84

- 12 -

Federal Uenosit Insurance Corporation to impose a pennlty not ex-
cceding that amount in its regulations on the subject, (Act 12B
(v); Bill pp. 39, 40).

CHANGES IM TROCEDURY FOR FAYING INSURED DEPOSITS
The progedure {or paying insured deposite would remain
larpely the same as in the old Act, except that cortain orovisions
woull be made more flexible and certain irerocased povers would be
fiven the Fedaral Derosit Insuranoc Corporation and its Directorse.
(Aot 12B(1); B'11 vp. 23-32),

Orpanization of "Hew Bank", -« Upon the closing of an in-

‘ured bank, the Federal DJevnosit !nsurance Corporation would no longer
havo to organize a "new bank" in all cases, as a moans of paying off
the irnsured derosits. It could follor that method, or it could pay
off such doposits by transferring them to another insured hank or by
any other rrocedure adonted by the Foderal Neposit Insurance Cor-
poration Mroctors. (Act 12B (1); Bill p. 26). The vrovision would
be added that iC o now bank is orranized, it must be organized in
the same cormunity. However, in certain circumstences, the Federal
Deposit insurance Corporation Mrectors could change the location
of' the new bank to thu Federal Doprosit Insurance Corporution office
or some other nlace. (3ill np. 27, 31). Oblipations Fuaranteod os
to prineipal and interest by the Tmitod States would be made eli-
Fible investments for such a "new bank"; and unless such "new bank”
was the only bank in the community, it would not be rernitted to nc-

cept more than 5,000 on deposit from any depositor. (Bill p. 28).
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Investization of Claims for Insured Dopositse == Through

claim egents, the Federal Devosit insurance Corvoration could in
vestigate clains for insured derosits, such claim apents having
pover to adrinister oaths, take and preserve testimony under oath
and apply to court ofTieials “or subpoenas to compel the production
or taking of testimony. (3ill p. 22). .Jxcert as the Federal Deposit
Insurance Cornoration Pirectors might creseribe, neither the Fede
eral dcnosit Insurance Corporation, a "now bank", or a bonk to which
insured deporits hrd beon Yransforred by the Tederal Denosit Insur=
ance Cornoration, vould be re~mired to recognize a claim to a part
of a devoesit not arvesring on the closed benk's records or its out-
standing certificates or nasshcoks as oartly omed by the claimant,

£ 1t would incroase the argregate insured denosites of tho closed
bankes (Bill p, 33). The Federal Deposit .nsurance Corpuration could
withhold payment of an insured derosit o the extent necessary to
assure payment of a stoekholders liability or any other sums due
from a depositor to a closed bank, whichwere not offset by a claim
due from the bank. (Bill p. 34).

Ischarge of Federal Jorosit Tnsurance Corporation Liabi-

lity for Irsured Jemocit. == Veyment of an insured derosit would

diseharge the Fedcral Deposit Insurance Corporation, a “"new bank",
or a bank to which the Federal Jevosit Insurance Corporation trans-
ferred an insured deposit, to the same extent that nayment by the

closed bank would hrave relicved the closod bank from linbility for

the insured derosits (811l n. 33); and failure of a devositor, after
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the corporation has piven at least three ~cnths' notioce to the
depositor by mailing a covy thercof to his last ¥nowm address
aprearing on the records of tho clesed bark, to claim a denosit
within eightecn months after the appointment of a receiver for the
closed bank would bar the derositor's claim for insurance, leaving
him merely tho claim he would have had apainst the closed bank's
estate and shareholders if his deposit hnd not been insured, (Bill
Pe 34),

Partioipation of Federal Devosit Inturance Corporation

in Assets of Closed Sanlk, ~= The depositor and the Federal Deposit

Insurance Corporation, under the bill, a”?arently would participate
proportionately in tho dividends from the liguidation of the closed
bank and recoveries on account of stockholder's liabilities (Bill
pe 27), whereas, under cxisting law, the Federal Devosit Insurance
Corporation receives complete revayment beforc the dopositor begins
to receive dividends on the uninsured rortion of his deposit. (Act
128(1)).

Criminal Provisions. == The eriminal provisions would be

smended to make thom more clearly applicable to versons attempting
by false statemonts to obtain payment of an insured deposit or
other such claim, (Aot 12B(s); Bill p, 39).

Federal Deposit Insurance Corporation as National Benk

Receivere. == The Federal Yerogit Insurance Corvoration would not
be required to rive bond as receiver of a national or distriot bank,

could arpoint agonts to assist in such dutles, and subject to the
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approvael of the Comptroller of the Currency, could fix the fees
and expenses for such liquidation end edministration. In order
to simplify administration, the Comptroller could relieve the Fed-
eral Deposit Insurance Corporation from compliance with his receiver-
ship regulations, (Bill pp. 32, 33).
GENZRAL CHANGES; PJOWERS AND ORGANIZATION OF THE
FEDERAL DEPOSIT INSURANCE CORPJRATION; ETC.

Powers of Federal Deposit Insurance Corporation Directors, --

In several instances, powers proviously given generally to the Fed~
eral Deposit Insurance Corporetion would be definitely lodged in
its Board of Directors, and acdditional powers would also be given

both the Corporation and the Directors.

Vecencies on Federal Deposit Insurence Corporation Board

of Directors. -~ In the event of & vacancy in the office of the

Comptroller of the Currency, the Acting Comptroller would de author~
ized to act on the Federal Deposit Insurance Corporetion Board of
Directors in the place of the Comntrollsr; and in the absence of the
Comptroller of the Currendy, any Deputy Comptroller, as designated
from time to time by the Comptroller and within the limits prescribed
by the Comptroller, could sct as a member of the Corporation's Board
of Directors in his steads During a vacency in the office of chair-
man of the Board of Directors, and pending the appointment of a suc-

cessor, the Comptroller of the Currency would act as chairman, (Bill

p. 2)
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Restrictions on Federal Deposit Insurance Corporation

Directoys. -~ Federal Deposit Insurance Corporation Directors would
be forbidden to hold any stock in any bank, banking institution, or
trust company, or to be an officer or director of eny such institue~
tion or of & Federal Reserve bank; and they would be ineligible dur-
ing their time in office and for two yesars thereafter to hold any
office, position, or employment in eny insured bank. However, an
appointive member of the Board of Directors who has served the full

torm for which he was appointed would not be subject to this last

.

restriction- and no member of the Board of Directors serving on the
date of enactment of the bill would be subject to ary cf these re-
strictions uﬁtil the expiration of his present term of orfice. (Bill
pPe 2, 3).

Capital Structure of the Federal Deposit Insvrence Cor-

poration. == The capital structure of the Federal Deposit Insurance

Corporation would be altered by the bill., Instead of consisting of
three kinds of $100 par value shares, two of which types were to be
held by ths Treasury and the insured benks, respectively, and were
to receive 6 per cent dividends annually (Act 12B(¢), (d)), the
stock would be that subseribed for before enactment of the bill
(i.e., by the Treasury and the Foderal Reserve banks) and would be
no par value., None of the stock would pey dividends, just as now
provided with respect to stock issued to the Federal Reserve banks;
and ell stock in the Corporation would be non-voting. One share
would be issued (or exchanged and reissued) for each $100 of con-

sideration, end the Federal Deposit Insurance Corporatien Directors
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would allocate this consideration to the Corporation's capital or
surplus as thoy deom dosirable, (Bill p. 7)« Sinco the insured
banks would no longer own stock in the Federal Deposit Insurence

Corporetion,orovisions for varying the Corporation's capital stock

with variations in the insured benks' deposits (Aet 12B(h)), or
upon tho insolvsncy of insured banks (Act 12B(i)), would be elimi-
natod. (Bill pp. 11, 16).

Bonds and Othor Jbligations of Foderal Doposit Insur-

ance Corporation, -- Tho amount of notos, bonds, debontures or

other such obligations which the Federal Doposit Insurence Corpora=~
tion may have outstending would bs changed from threo times its
capital, to three times thc amount roceived in paymont of its cap-

ital stock and of the first annuel assessmonts of the insurecd benks
(Act 12B(o); Bill pe 36). Such of the Corporation's obligations as
the Corporation, with tho approvel of the Secretary of the Treas-
ury, might determine, would be fully gueranteed s to principal and
intereost by the United States (3ill p. 37)., The Sceretary of the
Treasury would bo authorized to deal in such guaranteed obligations
as a public-debt transaction, and proceods of securities sold under
tho Second Liborty Bond Act, as smonded; could be used for such pur-
posc or securities could be issued thereunder fof that purposo.
(Bill p. 38). Tho Secretery of tho Troaéury, at tho requost of the
Corporation, would also be authorized to market such guaranteed
obligations for the Corporation, (Bill p. 38). Obligations guaran-
teed as to principal and interest by tho United States would be mado

sligible for investment of the Corporeation's funds. (Bill p. 32)«
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Purchase of Closed Bank Assets by Foderal Deposit Insure

ance Corporations =~ Tho Foderal Dcposit Insurencc Corporation's
"duty" to purchase the asssts of banks which closed bofore its
creation would be ondod (Act 12B(o); Bill p. 1); and, similarly,

tho powor of bank recoivers to avply to the Fodoral Deposit Insur-
ance Corporation for sales of or loans on tho assets of closed banks,

would be changed to apply only %o rocoivers of closed insurod banks,

rather than to recoivers cf all closod membor banks. If the Foderal
Deposit Insurence Corporation is ulso roceivor of tho closed bank,
tho loan or purchase could not to madc without tho approval of a
court of competent jurisdiction, (Act 12B(n); Bill p. 35),

Locns on Assets of Opon or Closed Insurod Banks, == To

avoid throetonod ioss to tho Fedsral Doposit Insurance Corporation,
or to ~ncourago morgors or consolidations, ote., tho Fnderal De-
posit Insurancoe Corporation, until July 1, 1936, could lend upon or
purchaso tho assets of any opon or closod insured bank or guarantee
another insurod bank ageainst loss by reason of aséuming the assets
and liebilities of such an insurod bank, WVetional and district banks
or, with tho anproval of tho Comptroller of the Currency, roceivers
thercof, would be authorized to contract for such loans from or sales
to the Fodoral Doposit Insurance Corporation. (Bill p, 36).

Use of Othor Examination and Condition Reports, =-- The

Federal Deposit Insursnce Corporation would be givon ascoss to oxame-
ination and condition reports made to the Comptrollcr of the Currency

and the Foderal Reserve banks. It could accept roports mede by or
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to Stato bank supervisory authoritics, snd it could furnish to the
Comptrollor, the Fefdoral Roserve banks or such Strte authoritioes,

examinrtion or condition roports mede by or to it. (Bill p. 23).

Litigation to which Fedoral Deposit .(nsurancs Corporation

Is a Party. <~ 411 civil suits &t law or equity to which tho Fedoral
Doposit Insuranecc Corporation is & party would bo deomed to arise

under the laws of tho United Statos (giving Foderal Courts juris-

diction), except that suits to which tho corparation is a party as
receivor of a State boank end which involve only ths rights or obliga-
tions of depositors, creditors, stockholdors and such State bank
undor Stato law would not be doumed to ariso undor the laws of the
United States., No attachmont or cxocution could be issuod ageinst
tho Corporation or its proporty beforo final judgmont in any court.
Tho Fedoral Deposit Insurance Corporation directors would desigmate
an agent upon whom service of procoss could bc made in any State,
torritory, or jurisdiction in which an insured bank is located.
(Bill p« 20).

Definitions. =~ The bill contains definitions for wvarilous
terms used in section 12B (Bill pp. 3-7); end it also contains a
provision that unincorporated banks which continue to be insurod
under the provisions of the Act, ere to be included in the torms
"State bank" and "Stato nommembsr bank" for ths purposos of scotion

12B. (Bill p. 43).
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IITLE II, - AMENDMENTS ESPECIALLY AFFECTING FEDFRAL RESERVE SYSTEM
SECTION 201.

Governor of Federal Reserve Bank. - Appointment - Qualifications -

Dutiles.

Section 4 of the Federal Reserve Act would be amended so as
to recognize in the Act for the first time, fhe office of Governor of
a Federal Reserve bank, and combine with it, as indicated below, the
office of chairman of the board of directors of the bunk. The Governor
would be appointed annually by the Reserve bank directors, subject to
approval every three years by the Federal Reserve Board; and he would
be ex officio chairman of the board of directors and chairmen of the
executive committee, as well as chief executive officer of the bank
to whom all other officers and employees would be directly responsible.

The Governor of the bank, upon his approvel by the Federal
Reserve Board, would automatically be a Class C Dircctor but, unlike
the other Class C Directors, he need not have been a resident of
the district for two years, and he would continue as Class C Director
only during his service as Governor rather than for the usual three

year term to which the two other Class C directors are appointed by

the Federal Reserve Board.
Abolition of Office of Federal Reserve Agent.

Ninety days after enactment of the bill, the offices of
Governor and chairman of the board of directors would be combined,
and on that date, any Federal Reserve Agent not appointed Governor of

the bank would cease to be a Class C Director and choirman of the bcard.
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The offices of Federal Reserve Agent and Assistant Federal Reserve
Agents would be abolished, and dutles prescribed by law for the Fed-
eral Reserve Agent would be performed by the Governor of the bank or
by such other person or persons as he might designate.

The present requirement that the chairman of the board of
directors "be a person of tested banking experience" would be elim-
inated, together with the requirements that he maintain a local office
of the Federal Reserve Board on the premises of the Federal Reserve
bank and make regular reports to the Board.

Vice-Governor of Federal Resgerve Banks.

Provision would be made for a Vice-~Governor who, in the ab-
gence or disability of the Governor, or during & wvacancy in that
office, would serve as chief executive officer of the bank and as
chairmen of the bank's executive committee. He would be chosen in
the same manner as the Governor and could be appointed & Class C Direc-
tor. If he wus appointed Class C Director, he could also be appointed
deputy chairmen of the Board of Directors; and like the Governor, he
would continue as Class C Director only during his service as Vice-
Governor, and would not be subject to the requirement of two years
residence in the district. Vacancies in the office of Governmor or
Vice Governor would be filled as provided in the case of original ap-
pointments, and for the remainder of the term of the predecessor.
Limitation on Federal Reserve Bank Directors! Continuous Service.

Federel Reserve bank directors, other than the Governor

and Vice Governor, would not be permitted to serve more than two
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consecutive terms of three years each, but present incumbents could

serve out their terms.

SECTION 202
Reguirements for Admission to Federal Reserve System.

Section 9 of the Federal Reserve Act would be amended to per-
mit the Federal Reserve Board, upon the application of an insured non-
member bank, t¢ waive in whole or in part the requirements of the sec-
tion relating to admission to the System. If such @ bank was admitted
with capital less than that required for the orgenization of a national
bank in the same place and 1ts capital and surplus were not, in the
Board's judgment, adequate in relation to the bank's liabilities to
depositors and other creditors, the Board, in its discretion, could re-
quire such bank to increase its cupital and surplus to such amount as
the Board might deem necessary within such period as the Board might
deem reasonable; but no such benk could be required to increase its

capital beyond that required for the organization of a national bank
in the same place.

SECTION 203.
Qualifications of Gowvernor and Members of Federal Reserve Board.

(1). Section 10 of the Federal Reserve Act would be amended
to exempt the Governor of the Federal Reserve Board from the requirement
that no two appointive members of the Board may be from the same Fed-
eral Reserve District. In selecting the six appointive members of the

Board, the President would be directed to "choose persons well qualified
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by education and experience or both to participate in the formulation
of national economic and monetary policles"; and the present require-
ment that the President "have due regard to a fair representation of
the finnncial, agricultural, industrial and commercial interests and
geographical divisions of the country" would be eliminated.

nation of Governo H on of Desi on.

(2) It would be made clear that the Governor and Vice Governor
of the Board, following their designation by the President, continue
a8 such only ™mtil the further order" of the President. If the Gov-
ernor's designation as such should be terminated, he could continue to
serve as a member of the Board for the remainder of his term; but if
he resigned within ninety days from the dute of the termination of his
designation as Governor, he would not be subject to the provipions of
existing law which prohibit appointive Board members who do not serve
out their full terms from holding any office, position, or employment
with a member bank within two years after their service on the Board.
Members of Federal Reserve Board to Serve Until Successors ify.

(3) Upon the expiration of their terms of office, members
of the Federal Reserve Board would continue to serve until their suc-
cessors are appointed and have qualified. |

SECTION 204(a)

Section 11 of the Federal Reserve Act would be amended to
make it clear that the Board may essign to designated members, officers,

or representatives of the Board, any of its duties, functions or services
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other than the determination of national or system policy, the mak-
ing of rules or regulations, or powers which the Federal Reserve Act

requires to be exercised by a specified number of Board members.

SECTION 204(b)
Policy Prescribed for Federal Regerve Board.
A new subsection would be added at the end of section 11

of the Federal Reserve Act so as to make it "the duty of the Federal
Reserve Board to exercise such powers as it possesses in such manner
as to promote conditions conducive to business stability and to mit-
igate by its influence unstabilizing fluctuations in the general level
of production, trade, prices, and employment, so far as may be pos-

sible within the scope of monetary action and credit administration."

SECTION 205.
en Marke rations.
Section 12A of the Federal Reserve Act would be rewritten,
effective ninety days after emactment of the bill, so as to alter
the procedure for determining the pollicies to be followed in the open
market operations of the System. The title of the Federal Opsn Market
Committee would be changed to the Open Market Advisory Committee; and
instead of consisting of one member from each Federal Reserve district
gelected annually by the directors of the Federal Reserve bank, it
would consist of five representatives of the Federal Reserve benks
(with alternates to serve in their absences) elected annually by the

governors of the twelve Federal Reserve banks. The Committee would
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elect its own chairman, and it would meet upon the call of the chair-
man of the Committee or the call of the Governor of the Board, but
meetings would be called whenever requested by 2 majority of the Com~
mittee members or a majority of the Board members, A minimum of four
committee meetings a year would no longer be required, the meetings
would no longer have to be held in Washington, and the provision statQ
ing that Board members may attend committee meetings would be elim-
inated.

The Committee would be required to consult and advise with,
and make recommendations to, the Federal Reserve Board from time to.
time regarding the open market policy of the Federal Reserve System.
The Federal Reserve Board would from time to time prescribe the open
market policy of the System. The Board could make changes in the
open market policy on its own initiative, but in such cases it would
first have to consult the Committee.

Federal Reserve banks would be required to purchase or sell
commercisl paper, government bonds and othecr such obligations made
eligible for purchase under section 14 of the Federal Reserve Act in
the manﬂer and to the extent required to effectuate the open market
policies adopted by the Board. They would be required to cooperate in
making such policies effective, and would no longer be permitted not
to participate in such operations. The Committee would aid in the ex-
ecution of the open market policies and perform related duties pre-
scribed by the Board.

All transactions of Federal Reserve banks under section 14
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of the Act would be subject to regulation, limitation, or restriction
by the Board. The statement in section 12A that open market operations
should be "governed with a view to accommodating commerce and business™
would be eliminated.

The provisions of section 12A relating to the Board's power
to regulate relations of the Federal Reserve System with foreign cen-
tral or other foreign banks would be eliminated, but apparently with
little effect, since the power to control such relations of Federal
Reserve banks would remain in the Board under séction 14(g) of the
Federal Reserve Act.

Consultation With Committee Regard Discount Rates and Reserve
Requirements.

Just as the Federal Reserve Board would be required to
consult the Committee before making any changes on its own initiative
in the open market policy, it would also be required to consult the
Cormittee before making such changes in the discount rates of Federal

Reserve banks or the reserve requirements of member banks.

SECTION 206.

Requirements as to Eligibility of Paper for Rediscount.
Section 15 of the Federal Reserve Act would be amended by

the addition of a paragraph permitting Federal Reserve banks, subject
fo regulation by the Board as to maturities and other matters, to re-
discount any commercial, agriculiural, or industrial paper upon the

indorsement of a member bank, and to meke advances to any member bank
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on its promissory note secured by any sound assets cf such member
bank. In effect, this would abolish all technical requirements as to
maturity and other matters relating to advances and discounts, and

instead give the Board power to regulate such questions.

SECTION 207.

Obligations Guaranteed by United States. Eligible for Purchase by

Federal Reserve Banks.
Section 14(b) of the Federal Reserve Act would be amended

to make obligations fully guaranteed as to principal and interest by
the United States eligible for purchase and sale by Federal Reserve

banks without regard to maturities.

SECTION 208.

Federal Reserve Note Issue Requirements.

Section 16 of the Federal Reserve Act would be amended to re-
move all provision for specific collateral securing Federsl Reserve
notes and abolish the present procedure by which they are issued to
the banks by the Board through the Federal Reserve Agents.

Instead, Federal Reserve notes would be issued and retired
directly by the Federal Reserve banks under rules and regulations pre-
scribed by the Board; and all provisicn for their redemption would be
eliminated, together with all provision for tihe redemption fund now
kept with the Treasurer of the United States for that purpose. Federal
Reserve banks would no longer be forbidden to pey out the Federal Re-

serve notes of another Federal Reserve bank. The existing provisions
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authorizing the Board to impose a tax on Federal Reserve notes out-
standing in excess of the gold certificates held as collateral, and to
refuse a particular application of a Federal Reserve bank for Federal
Reserve notes, would be eliminated.

Federal Reserve notes received by the Treasurer of the
United States from sources other than Federal Reserve banks would be
canceled and retired if unfit for further uge, and the issulng bank
would reimburse the Treasurer of the United States therefor. Federal
Reserve notes unfit for further use which are received by Federal Re-
serve banks would be forwarded to Washington, canceled and retired;
and if such notes were issued by another Federal Reserve bank, the is-
sulng bank would make reimbursement.
Federal Reserve Notes a First Lien.

Federal Reserve notes would remain a first lien on all the
assets of the issuing bank, but it is not clear whether such a lien

" would remain for Federal Reserve Bank notes.

Reserves to be Maintained by Federal Reserve Banks.
Forty per cent reserves in gold certificates would still be

maintained against Federal Reserve notes in actual circulation.
The thirty-five per cent lawful money reserves required to
be maintained by Federal Reserve banks against deposits could not in-

clude Federal Reserve notes or Federal Reserve bank notes.

SECTION 209.

Reserve Requirements of Member Banks,
Section 19 of the Federal Reserve Act would be amended to
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clarify and make more flexible the Board's power to change the re-

serve requirements of member banks., These requirements could be changed
"in order to prevent injurious credit expansion or contraction"; and

it would no longer be necessary first to have a declaration, upon the
affirmative vote of five Board members and the approval of the President
that "an emergency exlsts by reason of credit expansion." The changes
could -be mede for member banks located in reserve and central reserve
cities, for member banks not in reserve or central reserve cities, or
for all ?n’ember banks. As indicated above in the discussion of section
205 of the bill, that section would require the Federal Reserve Board
to consult the Open Market Advisory Committee before making any change

in member barik reserve requirements.

SECTION 210
Real Estate Loans by National Banks.

Section £4 of the Federal Reserve Act dealing with loans by
national banks on the security of first liens on improved real estate
would be rewritten to substitute regulation by the Federal Reserve Board
in lieu of certain restrictions now contained in the section. The re-
quirement that the improwved real estate upon which such loans are made
must be located in the bank's Federal Reserve district, or within 100
miles of the place in which the bank is located would be eliminated.

The maximum amount which could be lent on such property when the mortgage
is not insured under Title II of the National Housing Act would be in-
creased from 50% of the value, to 60%; and the restriction to maximum
maturities of five years would be eliminated. A national bank would no
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longer be required to take the entire amount of each such obligation
on which it lends.

The amount of renl estate loens which & national bank may
meke would be increased from an aggregate equal to 25% of its paid in
and unimpaired capital end surplus, or 50% of its savings deposits,
whichever is the greater, to 100% of its paid in and unimpaired capital
and surplus, or 60% of its time and savings deposits, whichever is the
greater. The provision of section 24 which prohibits natiohal banks
from paying a rate of interest on deposits greater than that permitted
by law for State banks or trust companies in the State in which the
national bank 1s located would be eliminated.

Regulations of Federal Reserve Board Regarding Repl Estate Loans.
‘The Federal Reserve Board would be authorized to prescribe

from tine to time regulations defining the term "real estate loans"

and other terms used in the section and regulating and limiting the
making of real estate loans by member banks, with a view of preventing
each bank from investing an unreasonably large propcrtion of its assets
in real estate or real estate loans, or lending an unreasonably large
percentage of the appraised value of the real éstate, and otherwise

requiring the banks to conform to sound practices in making subh loans.
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TITLE III, - TECHNICAL AMENDMENTS

SECTION 301

"Accidental Holding Oompany Affiliates” Eliminated.

Section 2(¢) of the Banking Act ef 1933 would be
amended to eliminate from the definition of "holding company
affiliates,"” (except for the purposes of section 23A of the
Federal Reserve Act which deals with loans by member bank to
such affiliates) and hence from all other provisions regarding
such affiliates, any corporation all the stock of which is
owned by the United States or any “organization which in the
Judgment of the Federal Reserve Board, is not engaged, directly
or indirectly, as a business in holding the stock of, or man-
aging or controlling banks, banking associations, savings banks,
or trust companies",

SECTION 302,

Divorcement of Securities Companies in Liquidation Not Required,

Section 20 of the Banking Act of 1933 would be amended to
make it olear, in conformity with a previous ruling of the Board,
that member banks need not divorce securities affiliates which
have been placdd in formal liquidation,

SECTION 303(a).

Sectlion 21 of Banking Act Clarified; Inapplicable To Banks Selling
Mortgages.

Section 21(a)(1l) of the Banking Act of 1933 would be
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amended to maké it clear that it dbes hot prohibit eny ' fihane

cial institution or private banker from engaging in the securities
business to the limited extent permitted to mationsl banks under sec-
tion 5136 of the Revised Statutes. (Soction 5136 limits national

banks, in dealing and under writing, to United States Government obli-

gations, general obligations of States or subdivisions, and obliga-
tions issued under tho Federal Farm Loan Act or by the Federal Home
Loan Banks or the Homc Ownors Loan Corporation.) It also would be
made clear that section 21(a)(l) does not prohibit a bank from selling
without recourse or agreoment to repurchanse, obligations evidencing
loans on real estate.

SECTION 303(b)

Receipt of Deposits by Persons Not Subject to State or Federal Regulation,

The bill would repeal soction 21(a)(2) of the Banking Aot of
1933 which prohibits persons not subject to State or Federal examination
ond regulation from roceiving deposits unless they submit to examination
by the Comptroller of the Currency or the Foderal Reserve Bank of tho
district, and mako and publish periodis condition roports.
SECTION 304,

Double Liability on National Bank Stock Torminatod,

Seotion 22 of the Banking Aot of 1933, which onded double liabile
ity on nationnl bank stock issued after Junc 16, 1933, would be amended
to permit termination on July 1, 1937, of the doublo liability on previously

issued stoock in national banks oporating on that latter date. Tho bank
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would be required to publish notico of such termination six months
bofore July 1, 1937 in ordor to terminate such liability on that
dato, or it could torminate such liability aftor that datec by pub-
lishing such notice six months prior to tho tormination.

SECTION 305

Seasonnl Agencies of National Banks,

Seotion 5155 of the Rovised Statutes would bec amended to per-
mit & national bank in a Stato which by statute permits State banks
to maintain branches within county or greater limits, to establish,
with tho approwval of the Comptrollor ef the Currency, without rogard
to the capital requirements of tho section, a "seasonal egency in any
resort commmity" in the same county as tho main office of such bank,
However, the privilege would apply only if no other bank was deing
business in the place whore tho agoncy would be lecatod, and any per-
mit for such an agency would be revoked upon the opening ef a Stato or
notional bank in such community,.

SECTION 306.

Direotors of Nonmember Nationnl Banks Relievod of Stock Ownership
Requirement, '

Section 4 of the Act of June 16, 1934, which relieved directors
of member banks from the stock ownership requirement of section 31 of
the Banking Act of 1933, would be amended to eliminate such requircment

also as to nonmemboer national banks, such as those in Alaske and Hawnil,

SECTION 307,

Interlocking Relationships Botweon Member Banks and Securities Companies.

Section 32 of the Banking Act of 1933 would be rowritten, effective

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



L-84
-34-

January 1, 1936, to moke tho prohibitions against interlocking relatione
ships botwoon member banks and securitios companies extend to the em-
ployeces of both such organizations in addition to thelr officers and
directors; and individunls engaged in the securities business would

be subjectod to the same prohibitions as officers of companies and meme
bers of partnerships so engaged,

Permission of tho Board for such interlocking relationships
would bo given "in limited classes of cases" and by "general regulations"
rather than by individual permit, Such rclationships could be permitted
when they "would not unduly influence the invostment policics of such
member bank or the advice it gives its customers regarding investments",
rather than when they would be "not incompatiblo with the public interest",

The securities companies whose officers and employees are sub=-
jected to these disabilities would be changed from those "engaged primare
ily in the business of purchasing, selling or negotiating securities"
to those "primarily enganged in the issue, flotation, underwriting, public
sale or distribution, at wholesale or retail, or through syndicate pars
ticipation, of stocks, bonds, or other similar securities". The prohi-
bition against correspondent relationships between member banks and s~

ocuritieés companies would be eliminated.

SECTIONS 308(a) and 308(b).

Chonge in Amount of Investment Socurities of one Obligor That May Bo
Held By Member Bank.

Section 5136 of the Revised Statutes would be amended to elime

inate the existing prohibition against a member bank purchasing and
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holding more than 10 per cent of a particular issue of investment se-
ourities, but the total obligations of one obligor which may be purchased
and held by a member bank would be reduced from 15 per cent of the bank's
paid in and unimpaired capital and 25 per cent of its unimpaired surplus,
to 10 per cent of each, though banks would not be required to dispose of
securities lawfully held on the date of enactment of the bill.

Purchase of Stocks for Account of Customers.

It would be made clear, in conformity with previous rulings of
the Comptroller of the Currency and the Board, that national and other
member banks may purchase and sell stocks for the account of their
customers but not for their own accounts.

Purchase of Securities by National Banks.

The term "investment securities" would be <hengac ¢ 'sacurities”
in the provision of sectlion 5136 of the Revised Status:s whilh restricts
the purchase of such obligations by national banks. thus meking it clear
that a security does not have additional privileges of purchase by reason
of a failure to conform to the definition-of "investment securities" given

elsewhere in the sectione.

SECTION 309,

Surplus Required for Organization of National Banks.

Seotion 5138 of the Revised Statutes would be amended to re-
quire for the organization of a new national bank, a paid in surplus of
20 per cent of its capital, but the Comptroller of the Currency would

be permitted to weive this requirement as to a converting State bank.

Federal Reserve Bank of St. Louis
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SECTION- 310

Separation of National Bank Stock Certificates From Those of Other
Corporations.

The requirement of section 5139 of the Revised Statutes
that stock certificates of national banks may not "represent the
stock" of any other corporation, except a member bank or a corpora=
tion existing on the date the paragraph took effect "engaged solely
in holding the bank premises of such association", would be changed

so that such certificates merely may not "bear any statement purporte

ing to represent the stock" of any other corporation, except a member

bank or a corporation existing on the date of enactment of the bill
"engaged primarily in holding the bank premises". A similar change
would be made in the exceptions to the prohibition against the trans-
fer of national bank shares being conditioned upon the transfer of
shares of other corporations. A provision would also be added to the
effect that the section shall not operate to prevent the transfer of
stock of another corporation being conditioned upon the transfer of

a national bank stock certificate.

SECTION 311(a),

Voting Rights of National Bank Preferred Stock.

Section 5144 of the Revised Statutes would be amended to
make it clear that it does not 1limit the voting rights of holders of
preferred stock of a national bank under provisions of articles of
association or amendments thereto adopted pursusnt to sec. 302(a) of

the Emergency Banking Act of March 9, 1933, as amonded.
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Voting Permit Unnecessary for Liquidation.

Section 5144 of the Revised Statutes would be amended to
eliminate the necessity for a voting permit in caeses where shares of
e member bank held by a holding company affiliate are to be voted
merely in favor of placing the bank in voluntary liquidation or taking
any other ection pertaining to voluntary liquidation of the bank.

Shares of Own Stock Held bg National Bank as Sole Trustee.

The prohibition in section 5144 against a national bank
voting its own stock when held by it as sole trustee, would be re-
laxed to apply only in the election of directors; and even in the elec-
tion of directors such stock could be voted if the donor or benefici-
ary of the trust, under authority of the trust, should direct how the
stock is to be voted. A provision would be added to the effect that
whenever shares cannot be voted on account of the .prohibition mention-
ed above, they shell be excluded in determining whether matters voted
upon by the shareholders were adopted by the requisite percentage of

shares.

SECTION 311(b).

Limited Voting Permits end Cumulative Voting Clarified.

Section 5144 of the Revised Statutes would be amended to
make it clear that holding company affiliates which have obtained a
voting permit are entitled to the right of cumulative voting given
other shareholders by the section, and alse to make it clear that the

Federal Reserve Board may issue limited voting permits and is not con-
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fined to issuing general voting permits. Both these changes conform

with previous rulings of the Board.

SECTION 312.

Retention of Ineligible Assets By Comverting Banks.

Section 5164 of the Revised Statutes would be amended to
authorize the Comptroller of the Currency to permit State banks convert-
ing into national banks to retein end carry, at a value determined by
the Comptroller, assets not permitted to be acquired and held by national

banks,

SECTION 313.

Comptroller May Delegate Countersigning.

Seotion 5162 of the Revised Statutes would be emended to authorize
the Comptroller of the Currency to designate a person or persons to counter-

sign on his behalf assignments and transfers of bondse

SECTION 314.

Interest Rates Chargpd By National Bank Branohes Qutside United States.

Seotion 5197 of the Revised Statutes would be amended to permit
national bank branches lecated outside the States of the United States
and the District of Columbia to charge interest at the rate permitted

by local law.

SECTION 315.

Acoumulation of Surplus by National Bank.

Section 5199 of the Revised Statutes would be amended to make
the requirement thet a national bank carry one-tenth of earnings to the

surplus fund before declaring a dividend, apply only to the declaration
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of a dividend on its common stock, and also te change the amount of

surplus to be acoumulated, from 20 per cent of its "eapital stoock"

to 100 per cent of its "commom capital'.

SECTION 316.

Crig}nal Provisions re Embezzlements, False Entries, etec,, Bxtended
to Insured Banks.

The oriminal provisions of section 5209 ¢f the Revised Statutes
relating to embezzlements, false entries, etc. would be extended to

apply to efficers, directors, and employees, etc., of insured banks.

SECTION 317,

Voluntary Liquidation of National Banks.

A paragraph would be added to section 5220 of the Revised
Statutes to provide a procedure to be followed in cases of voluntary
liquidation of national banks as authorized by that section. Liquidation
would be accomplished by a liquidating agent or committee whieh weuld be
responsible to the bank's directors and stockhgqlders, and the bank would

remain subjeot to examination by the Comptroller of the Currency.

SECTION 318.

Prohibition of Use of Words "National", “"Federal", and "United States".

Seotion 5243 of the Revised Statutes which now prohibits the
use of the word "national" in certain cases would be rewritten so
as to prohibit the use of the words "national", "Federal", or"United

States" as a part of the name or title of any person, firm

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



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

L-84

- 40 -

or corporation doing the business of bankers, brokers or trust or
savings institutlons unless organized under the laws of the United
States or permitted by the laws of the United States to use such

name or now lawfully using such name.

SECTIONS 319(e) and 319(b).

Reduction in Federal Reserve Bank Stock to Conform to Reduction

in Member Bank's Surpilus. '

Section 6 of the Federal Reserve Act would be amended to
require member banks to reduce their holdings of Federal reserve
bank stock upon a reduction in thoir surplus, just as they are al-

ready required to do upon a reduction in their capital.

Certification to Comptroller of the Currency Upon Change in
Capital Stock of Federal Reserve Banke

The provisions of section 5 of the Federal Reserve Act re-
quiring the directors of a Federal Reserve bank to execute a certifi-
cate to the Comptroller of the Currency upon an increase in the
capital stock of such bank, and the provisions of section 6 of the
Federal Reserve Act requiring a similar certification upon & reduc-

tion in such capital stock, would be eliminated.

SECTION 320.

Publication of Condition Reports of State Member Banks.

Section 9 of the Federsal Reserve Act would be amended to
authorize the Federal Reserve Board to prescribe the information to

be contained in, and form of, condition reports of State member banks,
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and to require publication of such renorts under regulations of the

Board.

SECTIONS321(a) and 321(b).

Limitation on Loans by Member Banks on Govermment Obligations,

Section 11(m) of the Federal Reserve Act would be amended
to place State member banks on a parity with natlional banks in lend-
ing on the security of bonds or notes of the Unlted States issued
since Aoril 24, 1917, cortificates of indebtedness of the United States,
or Treasury bills of the United States, by changing the limitation on
loans to one individusl on such security, from 10 per cent of the bank's
unimpaired capital and surplus to 25 per cont thereof, as provided for
nationel banks in section 5200 of the Revisod Statutes. The latter
provision would be emended to make it clear that it covers Treasury
bills of the United Statws as well as tho other govermment obligations

listed above.
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Indorsement or Other Securit fficient for Reserve igco

for Individuals.

The third paragraph of section 13 of the Federal Reserve
Act would be amended to require either indorsement or other security,
rather than both, for paper- discounted by Federal reserve banks
for individuals or corporations unable to secure adequate credit

accommodations from other banks.

SECTION 323
c es in Wordinz of Section 13 (b) of Federal Reserve Act.

This section would make certain changes in the language of
section 13b of the Federal Reserve Act, making i% conform to the
amendment in Title I of the bill whereby stock of the Federal De-
posit Insurance Corporation subscribed for by the Federal reserve
banks would be changed to no par value. These changes in section
13b, however, are in form only and do not alter the effect of the

existing law,

SECTION 324(a)

Definition of Various Classes of Deposits by Federal Reserve Board.

The definitions of "demand deposits™ and "time deposits"
would be stricken from section 19 of the Federal Reserve Act, and
instead, the Federal Reserve Board would be authorized to define
for the purposes of the section the terms: "demand deposits","gross

demand deposits", "deposits payable on demand%, "time deposits",
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"savings deposits® and "trust funds", to determine what is to be
deemed a payment of interest and to prescribe regulations to effectuate
the purposes of the section; but the term "time deposits" would con-
tinue to include "savings deposits" for the purposes of the pro-

vision regarding member bank reserve requirements.

SECTION 324(Db)
Deduction of “Amounts Due From Banks" in Computing Reserves.

Section 19 of the Federal Reserve Act would be amended so
that, for purposes of computing mgmber bank reserves, amounts due from
other banks (except Federal reserve banks end foreign banks) and cer-
tain cash items in process of collection could be deducted from gross

demand deposits rather than merely from amounts due to other banks.

SECTION 324(c)

Board's Control Over Payment of Beposits and Interest Made More
Flexible.

Section 19 of the Federal Reserve Act would be amended to add
to the exemptions from the prohibition against the payment of interest
on demand deposits: (1) contracts existing when a bank joins the
System, (2) deposits payable outside the States of the United States
and the District of Columbia (rather than merely those payable in
foreign countries), (3) deposits made by savings banks as defined in
Section 12b of the Federal Reserve fct, (4) deposits of trust funds
on which interest is required by State law, (5) deposits of the United
States, its territories, districts or possessions on which intecrest is

required by law,

Federal Reserve Bank of St. Louis



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

The section also would be amended to meke more flexible the
Board's power to classify time and savings deposits and limit the
rates of interest to be paid therecon. The absolute prohibition against
the payment of time deposits before maturity would be relaxed to per-~
mit such payments under conditions prescribed by the Board; and de-
posits payable only at offices of member banks located ocutside the
States of the United States, and the District of Columbia would be
exempted from all restrictions on payment before maturity and all

restrictions on interest rates.

SECTION 324(d)
Regerves Required on Government Desposgits.
At the end of Section 19 of the Federal Reserve Act & new
paragraph would be added requiring member banks to keep the same re-
serves against deposits of the United States .as against other deposits,

thus repealing the contrary provisions of the Liberty Bond Acts.

SECTION 325
Waiver of Reports or Examinations of Affiliates.

A newt paragraph would be added to section 21 of the Federal
Reserve Act to permit the Federal Reserve Board or the Comptroller of
the Currency, as the case may be, to waive examination of, or reports
from, affiliates of a member bank, when they are "not necessary to

disclose fully the relations between such affiliate and such bank and
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the effect thereof upon the affairs of such bank".

SECTION 326(a)
C al Provis Clarified ended to I B .

Section 22(a) would be amended to make it clear that the pro-
hibitions against loans or gratuities to bank examiners from member
banks, and their officers and employees, apply only to banks subject
to examination by such examiners; and also to mske it clear that
these prohibitions and the prohibitions against thefts by examiners
apply to State examiners examining member banks as well as to Federal
examiners, but not to private examiners. The prohibitions would be

extended to cover insured banks.

SECTION 326(b)

Federal Deposit Insurance Corporation Examiners Subjected to Criminal

The prohibition in section 22(b) of the Federal Reserve Act
against a National Bank Examiner receiving compensation from any bank,
or officer or cmployee thereof, viould be extended to Federal Deposit
Insurance Corporation exominers; and the restrictions against examiners
revesaling the borrowers or collsteral of member banks would be extended

to cover insured banks,

SECTION 326(c)

Borro b tive Qfficers o mber Banks -~ Elimination of

Oriminal Penalty.
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Section 22(g) of the Federal Reserve Act forbidding execu-
tive officers of member benks to borrow from their banks would be
amended by giving the Federal Reserve Board power to remove such
officers for violations, rather than subjecting them to the present
penalty of $5,000 and/or a year in jail. The $10,000 fine on the
bank would be eliminated.

The period permitted for renewing such loans that were out-
standing on June 16, 1933, would be extended from June 16, 1935, to
June 16, 1938, but a finding by the bank directors that such renewal
is in the bank's interest and that the officer has made reasonable
effort to reduce his obligation would have to be gpread on the bank's
minute book. With the prior approﬁal of a majority of the bank's
directors, loans not exceeding $2,500 from a member bank to an execu-
tive officer would be permitted. Borrowing by a partnership in
which one or more executive officers have individually or collectively
& majority interest would be stated to be within the prohibition,
whereas the existing law prohibits loans to partnerships in which an
executive officer has any interest. It would be made clear that,
in order to aid or protect the bank, executive officers may indorse
paper previously taken by the bank in good faith, or may incur any
indebtedness tc the bank. The Board would be given power to @efine

terms used in the section and prescribe regulations to effect its

purposes.
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SECTION 327

Restriotions on Loans to Affiliates Relaxed.

The exemptions from the limitations of seotion 23A on
member banks' loans to affiliates and loans on and investments in the
securities of affiliates, would be brosdened to exempt from its pro-
visiens (1) affiliates engaged "primarily" in holding the bank premises
(the existing law requires them to be "solely" so engaged), (2) af-
filiates primarily engaged in maintaining and operating properties
acquired for banking purposes prior to enactment of the bill, (3)
wholly owned subsidiaries of foreign banking corporations organized
under the Federal Reserve Act, (4) wholly owned subsidiaries of
similar corporations in which national banks are authorized to in-
vest under section 25 of the Federal Reserve Act, (5) affiliates en-
gaged solely in holding obligations of, or fully guaranteed as to
principal and interest by, the United States, (the present exemption
applie; only to affiliates holding such direct obligations), (6) af-
filiates which became such through a bona fide previous debt, and (7)
affiliates which are such because their shares are held by the bank
as fiduciary (except when the beneficiaries are a majority of the
bank's stockholders).

The section would also be made inapplicable to affiliate in-
debtedness arising from the unpaid belance due on assets purchased
from the bank, and to loans secured by, and certain transactions in,
obligations of, or fully guaranteed as to principal and interest by

the United States.
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SECTION 328.
"Working Capital" Loans Relieved of Resl Fgtate Bestrictiong.
Section 24 of the Federal Reserve Act would be amended to
exempt from the restrictions of that section on real estate loans,
all "working capital" loans in which the Reconstruction Finance Cor-
poration or a Federal reserve bank has participated or made a com~

mitment, or which it has discounted, loaned upon or purchased.

SECTION 329.
Interlocking Bank Directorates.

Section 8A of the Clayton Act which restricts interlocking
relationships between banks and trust companies organized or opera~
ting under the laws of the United Statcs and institutions which "make
loans secured by stock or bond collateral® would be eliminated, ef-
fective January 1, 1936,

Effective the same date, section 8 of the Clayton Act would
be rewritten to apply to 21l member banks rather than banks organized
or operating under the laws of the United Statecs; and a definite pro-
hibition against a private banker, or a director, officer, or employee
of any other bank, savings bank (other than a mutual sevings bank),
or trust company serving as officer, director, or employee of a mem-
ber bank, would be substituted for the existing restrictions that
depend upon the size of the banks and of the cities in which they are

located. Authority of the Board to relax this prohibition by "general
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regulations" in "limited classes of cases" when "such classes of
institutions are not in substantial competition", would be substi-
tuted for its existing power to allow the service of one individual
to a limited number of institutions by issuing individual permits
when "not incompatible with the public interest",

SECTIONS330 (a)

and 330 (b)

National Bank Consolidations.

Section 1 of the Act of November 7, 1918 (U.S.C., Title 12,
section 35) would be amended to clarify the provisions relating to
consolidations of national banks, particularly with respect to dis-
senting stockholders.

SECTIONS331 (a)
and 331 (b)

Consolidation of State and National Banks.

By provisions simllar to those of the previous section of
the bill, section 3 of the Act of Hovember 7, 1918 (U.S.C., Title 12,
section 34(a)) would be amended to clarify the provisions relating
to consolidations of State and national banks, particularly with

respect to dissenting stockholders.

SECTION 332.

Limitation on use of words "Deposit Insurance".
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Section 2 of the Act of May 24, 1926, (U.S.C., Title 12,
sections 584-588) forbidding the misleading use of the words "Federal',
"United States", and "Reserve" by banks, insurance companies, and
similar financial institutions would be amended to forbid such use of

the words "Deposit Insurance",

SECTION 333,
Robbery of Insured Bank Punished.
‘The Act of May 18, 1934 (48 Stzt. 783) punishing robberies
of member banks and of banking institutions organized or operating
under Federal law, would be amended to extend such protection to in-

sured banks.

SECTION 334

Reduction in Stock of National Bank.

Section 5143 of the Revised Statutes wovld bz amended to
eliminate the necessity for a national bank obtazining the approval of
the Federal Reserve Board, in addition to the approval of the Comptrol-
ler of the Currency, before reducing its capital stock. Distribution
to stockholders of cash or other assets by reason of a reduction in
common capital would not be permitted except upon approval of the
Comptroller of the Currency and the affirmctive vote of at least two-

thirds of the shares of ecch class of stock outstanding, voting by

classes.
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SECTION 335
Information on National Benk Stock Certificates.
Section 5139 of the Revised Statutes would be amended to re-
quire certain information to be set forth on stock certificates issued
in the future by national banks. If more than one class of stock
is.issued, the rights, privileges, etc., of each class of stock also
would have to be stated in full, summarized, or incorporated by reference,

on the certificate.

SECTION 336.
Issuance of Preferred Stock by National Bank.

Section 301 of the Emergency Banking Act of March 9, 1933,
would be amended to clarify the provision that no issue of national
bank preferred stock shall be valid until the par wvalue of all stock
so issued shall be paid in. Notice of such payment, acknowledged be-~
fore a notary by the president, vice president, or cashier of the
bank, would first have to be forwarded to the Comptroller of the
Currency, and his certificate setting forth such payment end his ap-
proval of the issue would have to be obtained. Then the certificate
would be conclusive evidence that the preferred stock was duly and

validly issued.

SECTION 337,
Double Liability on District of Columbia Bank Stock Terminated.
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Provision would be made to terminate on July 1, 1937, the
double liability on stock of certain savings banks, banking institu-
tions and trust companies located in the District of Columbia, The
procedure would be similar to that provided in section 304 of the

bill for terminating such liability on certain national bank stock.

SECTION 338
Branches of State Member Banks.

Section 9 of the Federal Reserve Act would be amended to
require the approval of the Federal Reserve Board, instead of the
Comptroller of the Currency, for State member banks to establish or
maintain certain branches on the seme basis as national banks.,
Except for substituting the approval of the Federal Reserve Board
for that of the Comptroller of the Currency, no change would be

made in the law regarding branches of such banks.

SECTION 339.

Security for National Bsnk Receivership Funds Depogited in Insured
Bank.

The requirement of section 5234 of the Rovised Statutes
that deposits of national bank receivership funds be secured by
the deposit of Government bonds or other securities, would be elim-~
inated ss to those parts of such deposits which are insured under

Sec. 12B of the Fedcral Reserve Acts
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SECTION 340.
Security for Bankrupte ds Depogited Insured Bank.
The requirement of section 61 of the Bankruptcy Act that
deposits of bankruptcy funds be secured by banks, would be eliminated
as to those parts of such deposits which are insured under section

12B of the Federal Reserve Act.

SECTION 341.

Interest on Postal Ssvings Deposits.

Section 8 of the Postal Savings Depository Act of June 2S5,
1910, as amended by section 1l(c) of the Banking Act of 1933,
would be amended to clarify the provisions regarding the withdrawal
of postal savings deposits, and also to prevent the rate of interest
paid on such deposits cxceeding the rate which may lawfully be paid
on savings deposits by member banks located in or nearest to the

place where the depository office is situated.
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