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CONFIDENTIAL

There are attached hereto two drafts of a bill relating
to bank holding ocompanies,

The draft marked "A" relates only to holding companies
of banks and has been drafted pursuant to the outline of a bill
contained in L-549, a copy of whioch has heretofore been furnished
you. The draft marked "B", in addition to containing material
drafted pursuant to the outline contained in L-549, also contains
smendments to the existing affiliate provisions of the lawe. The
purpose of these latter amendments is to place substantially the
same powers in the FDIC as to affiliates of nommember insured
banks as the Board and the Comptroller now have over affiliates
of State member banks and national banks, respectively.

Attention is called to the fact that neither draft con-
tains any provision requiring eventual dissolution of existing
holding companies. Such a provision can be inserted later if it
becomes desirable to do so.

Attention is also called to the fact that, while L-549
refers only to necessary minor modifications in the present re~-
quirements of the law with regard to conservation of resources
and profits by a bank holding company while the value of its
readily marketable assets other than bank stocks is less than the-
presoribed percentage of bank stocks owned by the holding company,
the attached drafts eliminate the provisions relating to "double
liability" bank stock. While the stock of some State banks is
still subject to double liability, I believe the trend is to
eliminate such liability and, as you know, it has been eliminated
in the case of stock of national banks. If it is practicable to
eliminate any reference to double liability in the holding company
law, it will simplify the provisions relating to conservation of
resources and profits of holding companies.

I shall eppreciate it if you will give me any sugges=

tions or criticisms you may have of the attached drafts of bill
et your early convenience,

Attachments,
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" A"

AMEND S. 3575 TO READ AS FOLLOWS:

A BILL

To prohibit now bank holding companies, to control and regulate
existing bank holding companies and prohibit the extension
of their control of banking facilities, emnd for othor pur-

poses.

Be it enacted by tho Sonate and Houso of Representatives

of the United States of America in Congress assembled, That

seotion 23A of the Federal Reserve Act, as amended, is amended
to read as follows:

"Sec. 23A (a) For the purposes of this section ~--

"(1) 'Bank holding company' shall mean ony company of which
two or more banks arc subsidiaries, provided that one of such
banks is an insured bank,

"(2) ‘'Insured bonk' shall have the meaning assigned to it
in section 12B of this Act, as amended.

"(3) 'Company' shall mean any corporation, business trust,
association, or other similar organization, not wholly owned by
the United States.

"(4) 'Subsidiary' of a specified company shall moan =--

"(A) Any company 20 per cont or more of whoseo

outstanding voting sharos (excluding shares ownod)
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by an organization wholly owned by the United
States) arec ownod by the specified company; or
"(B) Any company tho monagemant or policics
of which, aftor sppropriato notico to both com-
penics and a roasonoblo opportunity for hearing,
the Board of Governors of tho Foderal Reservo
Systom dotorminos to bo subjoot to a controlling
inf'luence by tho specified compmny.
"(5) Shares of a company shall bo doomed to be owned by
a specified company ==
"(A) If they aro ownod by any subsidiary of the
specified company;
"(B) If thoy arc hold by trusteos for the benc-
fit of the spocifiod company or its shareholders; or
"(C) If thoir tronsfor is conditioned upon the
traonsfor of voting shares of the specified company.
"(6) Shares of a company shall not be deemed to be owned
by a specified company if they are held by the latter as fidu~
ciary and neither it nor its sharcholdors have a beneficial in-
torest therein.
"(7) 'Voting share' shall mean a share which entitles the
holder thereof to vote for the election of directors.
"(8) ‘'Director' shall mean any director, trustee, or other
individual exercising similar functions.

"(b) It shall be unlawful for a company to be a benk holding
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company if it is not a bank holding company on the effective
date hereof or thercafter ceases to be such.
"(e) (1) It shall bo unlawful for eny bank holding com-

pany to become the owner of voting shares of any bank: Provided,

That a bank holding company may bocome the owner of additional
shares of a bank which is a subsidiary of the bank holding com-
pany and was & subsidiary thereoof on January 1, 1938, if it first
obtains tho Board's permission. The Board shall grant or with-
hold such permission as the public interest may require.

"(2) After one year after the effective date hereof, it
shall be unlawful for any bank holding compeny to own any bank
shares of which it has become the owner subsequent to January 1,
1938, and prior to such effective date: Provided, That the Board
shall have authority to grent a bank holding company permission
to retain any suh shares in like circumstances as permission to
acquire shares,

"(3) The Board mey assign to designated members of the
Board or officers or representatives of tho Board, under rules
and regulations prescribed by the Board, the performence of its
functions under this subsection.

"(d) After one year after the effective date hereof, it
shall be unlawful for any bank holding company to have eny sub-
sidiary bank which is not a member bank.

"(e) After one year after the effective date hereof, it

shall be unlawful for any bank holding company to be engaged
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principally in the issue, flotation, underwriting, public
sale, or distribution, at wholesale or retail or through syn-
dicate participation, of stocks, bonds, debentures, notes, or
other securities, or, directly or indirectly, have any interost
in, or partiocipate in the menagement or dircction of, any com-
pany which is so engagod, or have any subsidiary whioch is so
agaged or has such en intorest in, or so participates in the
manggoment or diroction of, eny company so ongaged.

"(f) 1If as a result of o dotormination by tho Board under
subsection (a)(4)(B), a benk bocomos a subsidiory of a bank hold-
ing company, or thoro oxists any othor rolationship or ownership
of bank sharos forbiddon by subsoctions (b) to (o), inclusive,
tho action nocossary to corroct such impropor rclationship or
ownorship of bank shares shall be takon within a period of one
ysar from the datc of such detormination: Provided, That if the
Board finds that the facts upon which such dotormination and any
such rosulting rolationship or ownorship of bank sharos are based
existed on January 1, 1938, the oontinuanco of tho rclationship
or ownarship of bank shares shall bo authorizod, unloess it is
such as is forbidden by subsection (d) or (e).

"(g) It shall be unlawful for any bank to ostablish any
bronch whilec it is o subsidiary of a bank holding company.

"(h) (1) Within 60 days aftor the offootive dste hereof,
oach bank holding company shall filo with tho Board a statamont

showing: (A) name and address of each of tho bank holding company's
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subsidiary benks and address of each branch thereof; (B) name and
address of each other bank of which the bank holding company owns
shares; (C) number of shares of each class of stock which the benk
holding compeny owns of each bank; (D) detailed informetion con-
cerning the manner in which such shares are owned; (E) name, ad-
dress, and nature of businoss of each of the bank holding company's
subsidiaries, othor than banks, and tho mennor in which the rela-
tionship arises; and (F) detailed information concerning all changes
in the foregoing which havo occurred sincc Januery 1, 1938, includ-
ing dates thercof.

"(2) Each bank holding company shall furnish to tho Boord
such roports as mey be roquirod by the Board from time to time.
Such reports shall contain such information concerning the bank
holding company ond its subsidiaries as the Board shall deom nec~
ossary to disclosc fully the rolations botwoon such companies, the
offoct of such relations upon the affairs of tho subsidiary banks,
and whether the provisions of this soction have been camplied with.

"(i) Each bank holding company and oach subsidiary therecof
shall bo subject to such examinations by examiners selected or
approved by the Board s shall be necoessary to discloso fully
the rolations botween such componies, thoir effoct upon the af=-
fairs of tho subsidiary bonks, and whothor tho provisions of
this soction have boon complicd with. Tho oxponsos of any such
exomination may, in the discrotion of the Board, bo asscssod

against tho bank holding compony and, when so assosscd, shall
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be paid by such bank holding compeny. In addition to exsmina-
tions mede by examiners selected or approved by the Board, ex-
eminers making oxaminations of any subsidiary bamk may mske such
exeminations of the bank holding company as the appropriate Fed-
oral bemk suporvisory agoncy may deem necessary to disclose fully
tho offect of the relations betwoen the bank amd tho bank holding
company upon the affairs of the subsidiary bank,

"(j) Each bank holding company shall take such action
within its powor as may be ncocssary to couse cach of its sub-
sidiary banks to pursuc sound practices snd maintain a sound
finanocial condition and to cause the net capital and surplus
funds of each such subsidiary bank to bo adequate in rolation
to tho charactor and cendition of its assots and to tho doposit
liabilitios and othor corporate rosponsibilities of such sub-
sidiary.

"(x) Aftor Decambor 31, 1938, each bank holding company
shall uso, to tho oxtent necessary, its net earnings ovor and
abovo 6 per ceantum por annum of the book value of its own sharcs
to creato and maintain & fund of cash or roadily marketablc as-
sots, other than bank shares, in an amount oqual to 12 por centum
of the aggrogato per wvaluo of all bank shares owned by it. A
bank holding company shall allocate additional amounts to such
fund as it shall see fit or as shnll be nocessary in order to
comply with other provisions of this subsection. Assots com-

prising such fund shall be so idontifliod in an appropriatc maymor
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and shall be kept separate and apart from other assets of the
bank holding company. Such assets shall be free eand clear of eny
lien, pledge or hypothecation of any kind or nature. Such assets
may be used by the bank holding compony to replace capital of its
subsidiary banks and to eliminate losses and depreciation from
the assets of such banks but shall not be used for any other pur-
pose. Any omounts so used shall be made up within such period
as the Board shall prescribe. For the purposes of this subsec-
tion, bonk shares sholl not bo deomed to bo owned by a bank hold-
ing company if thoy are also owned by a subsidiary of such bank
holding company whioh is also a bank holding company.,

"(1) If, after appropriate notice and a reasonable opportu-
nity for hoaring, tho Board finds that any direotor or officor
of a bank holding company has lkmowingly participated in or assented
to tho violation by such bank holding company or ony subs;ldiary
thercof of ony provisions of this soction or of any rules, rogula-
tions, or orders of the Board pursuant thoreto, tho Board may
ordor that such diroector or officor be removed from offico., A
copy of such order shall be sorvod upon such dircetor or officer.
A copy of such order shall also bo served upon the bank holding
company of which ho is a diroctor or officer, whorocupon such
director or officor shall coaso to bo a director or officer of
such bank holding compony. Any such diroctor or officer ramoved
from offico as horoin provided who thorcafter participates in any

monner in tho managemont of such bank holding company shall be
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fined not more than $5,000 or imprisoned for not more than five
years, or both, in the discretion of the court.

"(m) If, after appropriastc notico and a roasonsble oppor-
tunity for hearing, tho Board finds that a bank holding compeny
has violated any of tho provisions of this section, or rules,
rogulations, or orders of the Board pursuant thereto, or know-
ingly pormitted or assentod to such violation by any subsidiary,
the Board mey order, as tho public interoest may requirc, that
during such poriod as is fixoed by the ordor or ponding furthor
ordor by the Board -=-

"(1) The bank holding compony shall not pay dividends
to its shareholders; or

"(2) No insured bank of which the bank holding company
owns ony shares shall pay dividends on such shares or pay

or become lianble to pay to the bank holding company or any

of its subsidiaries any compemsation for supervision or

other services; or

"(3) Shares of insured banks owned by the bank holding
company shall not be voted and the bank holding company shall
not in any mammer participate, directly or indirectly, in
the monogement of any insured bank,
Such an order mny contain any one or more of the foregoing num-
bered provisions.
"(n) No bank shall (1) moke any loan or oxtension of credit

to, or purchase securities under repurchase ngreement from, any
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bank holding company of which it is a subsidiary or any company
which is a subsidiary of a benk holding company of which such
bank is a subsidiary or any company which is an affiliate of such
bank within tho meaning of section 2(b) of the Banking Act of
1933; or (2) accept the capital stock, bonds, debentures or other
such obligations of any such company as collateral security for
advences made to any person; or (3) invest any of its funds in
the capital stock, bonds, debentures, or other such obligations
of any such company or any compsny which will become such upon
said investment: Provided, Thet the provisions of this subsection
shall not apply to a company (1) engaged on June 16, 1934, in
holding the bank premises of the bank or in maintaining and
operating properties acquired for bamking purposes prior to such
date; (2) engaged solely in conducting a safe-deposit business

or the business of an agricultural credit corporation or livestock
loan company; (3) in the capital stock of which a national banking
association is authorized to invest pursuant to section 25 of
this Act, as amended, or a subsidiary of such company, all the
stock of which (oxcept qualifying shares of directors in an
smount not to oxceed 10 per contum) is owned by such compeny;

(4) orgonizod undor section 25(a) of this Aot, as amended, or

a subsidiary of such company, all tho stock of whish (oxcopt
qualifying sharos of directors in an amount not to exceod 10

per centum) is ownod by such company; (5) ongagod solely in

holding obligations of the United States or obligations fully
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guarontoed by thu United States as to prinecipal and intorest, the
Fodoraol intormodiate ercdit banks, tho Federal land banks, tho
Foderal Homo Loan Banks, or tho Homo Owners' Loan Corporation;
(6) whoro tho relationship has arisen out of a bona fido dobt
owed to the bank prior to the date of the creation of sush relo~
tionship; or (7) where the relationship exists by reason of the
owner ship or control of any voting shares thereof by the bank as
executor, administrator, trustee, receiver, agemnt, depositary,

or in any other fiduciary ocspacity, except where such shares are
held for the benefit of all or a majority of the shareholders

of the bank; but as to any such compony the bonk shall continue
to be subject to other provisions of law applicable to loans by
such bonk ond invostments by such bank in stocks, bonds, deben-
tures, or other such obligations. The provisicns of this soction
shall likowiso not apply to indobtodnoss of any company for un-
paid balonces duo a bank on assets purchased from such bank, or
to loons securcd by, or oxtonsions of crodit against, obligations
of the Unitod States or obligations fully guarontoed by tho United
States as to principal and intorest.

"(o) The Board shall have the authority to make, issue,
amond and rescind such rulos, rogulations and orders as it may
deem necossary to effoctuato tho provisions of this soction in
accordonco with its purposos and to provent ovasion of such pro-
visions."

Soce 2. Tho paragraph of soction 4 of tho Fodoral Resorvo
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Act, as amended, which cormences with the words "The Board of
Governors of the Federal Reserve System shall classify" is amended
by striking out all following the colon and inserting in lieu
thereof the following: "Provided, That whonever any two or more
member banks within tho seme Fedoral Roserve district aro subsid-
iarios of the same bank holding company within the msaning of
section 23A of this Act, participation by such member banks in any
such nomination or election shall be confined to one of such banks,
which may be designoted for the purpose by such bank holding com-
pany."

Secs 3. The eleventh paragraph of section 9 of the Federal

Reserve Act, as amended, which commences with the words "In order
to facilitate", is smended by inserting aftor the words "which is
required"” the following: "under subsection (d) of section 23A of
this Act to become a member of the Federal Reserve System or is
required.”

§22:_2f Section 9 of the Federal Reserve Act, as ememded,
is amended by striking out the twenty~first paragraph, which
commences with the words "Each State moembor bank affiliated with
a holding compeny affiliate."

Sece 6. Tho eightoenth parsgraph of soction 9 of tho Fod-
eral Reserve Act, as amendod, which commences with the words
"Any such affiliated membor bank which fails," is amendod by
striking out the following sentonce: "For tho purposes of this

paragraph and the two precoding paragrephs of this soction, tho
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term 'affiliato' shall includo holding compeny affiliatos as

woll as other affiliates."

Soc. 6. Subscction (c) of scction 2 of the Banking Act of

.

1933, ns amendod, is repoalod.

Soce 7. (a) The first sontenco of soction 5144 of tho Re-
visod Statutos, as amonded, is emondod by inserting the word
"and" immediately bofore "(3) and by chonging to a poriod tho
comma procoding "and (4)" and striking out that which follows
in such sontenco.

(b) Tho seccond paragraph ond all succooding parographs of
soction 5144 of tho Rovisod Statutos, as amondod, aro ropoalod,

Secs 8. The second paragraph of section 5211 of the Revised
Statutes, os amended, is amended by striking out the following
sentence: "For the purpose of this section the term 'affiliate!
shall include holding compeny affiliates as well as other af-
filiates,"

M. (a) Subsection (d) of section 26 of the Revenue
Act of 1936, as amended, is amended to read as follows:

"(d) Bank Holding Compenies. - In the case of a bank holding
compeny (as defined in section 23A of the Federal Reserve Act),
the amount of the earnings or profits which the Board of Governors
of the Federal Reserve System certifies to the Commissioner has
been devoted by such company during tho taxeble year to the ac-
quisition of cash or readily marketable asscts, othor than bank

stock, in complisnce with subscotion (k) of scction 23A of the
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Fodoral Reservo Act. Tho aggregate of tho crodits allowable un-
dar this subsoction for all taxablo yoars shall not excocod tho
amount roquired to bo devoted wunder such subsoction (k) to such
purposcs,”
(b) Subdivision (1)(C) of subseotion (a) of soction 14 of
tho Rovonuc Act of 1936, as amondod, is amonded to reoad as follows:
"(C) In the caso of & bank holding company {as dofinod in
sootion 23A of tho Fedorsl Roscrve Act), the cmount allowed as a
crodit undor soction 26(d)."

(¢) Subdivision (1)(D) of subsoction (c¢) of section 102 of
tho Rowvonuo Act of 1936, as amendod, is amendoed to road as follows:
"(D) In the oasc of a bank holding company (as defined in

section 23A of tho Fodoral Reserve Act), tho amount ollowed as

a crodit under soction 26(d)."

Morch 30, 1938.
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AMEND S. 3575 TO READ AS FOLLOWS:

A BILL

To prohibit new bank holding companies; to control and regulate
existing bank holding companies end prevent the expansion
of their control of banking facilities; to control and reg-
ulate relationships between insured banks and thelr affil-

iates; and for other purposes.,

Be it enacted by the Senate and House of Representatives of

the United States of America in Congress assembled, That section

23A of the Federal Roserve Act, as amended, is amended to read
as follows:

"Sec., 23A (a) For tho purposes of this seotion ~=

"(1) ‘tBank holding company' shall mean any company of which
two or more banks are subsidiaries, provided that one of such banks
is an insured bank,

"(2) tInsured bank' shell have tho meaning assigned to it in
section 12B of this Act, as amended.

"(3) !Compeny’ shall mean any corporation, business trust,
association, or othor similar organization, ot wholly owned by
tho United States,

"(4) t*Subsidiary' of a specified company shall moan --

"(A) Any company 20 per cent or more of whose
outstanding voting shares {exoluding shares owned
by en organization wholly owned by the Unitod States)
Digitized for FRASER
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are owned by the spocified company; or
"(B) Any company the management or poljioies
of which, after appropriate notice to both companies
and a reasonable opportunity for hearing, the Board
of Governors of tho Federal Rosorve System dcter-
mines to be subjoct to a controlling influence by
the spocified company.
"(5) Sharos of a company shall be doemod to be owned by a
speoifiod company ==
"(A) If thoy aro owned by any subsidiary of the
specificd company;
"(B) If they arc hold by trustees for the beno-
fit of the spccified company or its sharcholders; or
"(C) If thoir transfor is conditioned upon the
transfer of voting shares of the specifiocd company,.
"(6) Sharos of a company shall not bc deemed to be ownod
by a spocificd company if they are held by tho latter as fidu-
ciary and neither it nor its shareholders have a beneficial in-
terest therein,
“"(7) 'Voting share! shall mean a share which entitles the
holder theresof to vote for the election of directors,
"(8) tAffilinte' of a specified bonk shall mean any company ==
"(A) Which is a subsidiary of the bank;

"(B) Of which the bank is a subsidiary;
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"(c) 50 per cent or more of whose voting
shares are owned by persons who own 50 per cent
or more of the voting shares of the bank (exclu-
sive in both instances of shares owned by an
organization wholly owned by the United States);

"(D) Which is a subsidiary of a company which
is an affiliate of the bank within the meaning of
subdivisions (B) and (C) hereof; or

"(E) Direotors of which constitute 25 per cent
or more of the directors of the bank.

"(9) 'Person' sholl mean sny individual or company.

"(10) 'Director' shall mean any dirsctor, trustee, or
other individual exoroising similar functions,

"(b) It shall be unlawful for a company to be a bank hold=
ing company if it is not a bank holding company on the effective
date hereof or thereafter ceases to be such.

"(¢) (1) It shall be unlawful for any bank holding company
to beocome the owner of voting shares of any bank: Provided,
That & bank holding company may beoome the owner of additional
shares of a bank which is o subsidisry of the bonk hglding com-
pany and was a subsidiary thereof on January 1, 1938, if it first
obtains the Board's permission., The Board shall grant or with-

hold such permission as the public intorest may require.

.org/
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"(2) After one year after the effective date hereof, it
shall be unlawful for any bank holding company to own any bank
shares of which it has becoms the owner subsequent to January
1, 1938, and prior to such effective date: Provided, That the
Board shall have authority to grant a bank holding company per=-
mission to retain any such shares in like circumstances as per-
mission to acquire shares,

"(3) The Board may assign to designated members of the Board
or officers or representatives of the Board, under rules end regu-
lations prescribed by the Board, the performance of its functions
under this subsection.

"(d) After one year after the effective date hereof, it shall
be unlawful for any bank holding company to have eny subsidiary bank
which is not a member bank,

"(e) If as a result of a dotermination by the Board under sub-
section (2)(4)(B), a bank bocomes a subsidiary of a bank holding
company, or there exlsts any other relationship or ownership of
bank shares forbidden by subsections (b), (e¢), (d), or (n), the
action necessary to corroet such improper relationship or owner-
ship of bank shares shall be taken within a poriod of oneo year
from the date of such determination: Provided, That if the Board
finds that the facts upon which such determination and any such

roesulting rolationship or ownership of bank sharos are based
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existed on January 1, 1938, the continuance of the reletionship
or ownership of bank shares shall be authorized, unless it is
such as is forbidden by subsection (d) or (n).

"(£) It shall be unlawful for any bank to establish any
branch while it is a subsidiary of a bank holding company.

"(g) (1) Within 60 days after the effective date hereof,
each bank holding company shall file with the Board a statement
containing the following information as of such effective date,
as of January 1, 1938, end as of the date of such statement:

(1) name and address of each of the bank holding company'!s sube
sidiary banks and eddress of each branch thereof; (2) name and
address of each other bank of which the bank holding company
owned shares; (3) number of shares of each class of stock which
the bank holding company owned of each bank; (4) detailed infor-
mation concerning the manner in which such shares were owned;

and (6) name, address, and nature of business of each of the bank
holding company's subsidiaries, other then banks, together with
detailed information concerning the manner in which the relation-
ship arises.

"(2) Each bank holding company shall furnish to the Board
such reports as may be required by the Board from time to time,
Such reports shall contain such information concerning the bank
holding company and its subsidiarics as the Board shall deem

necessary to disclose fully the relations between such companics,
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the effect of such relations upon the affairs of the subsidiary
banks, and whether the provisions of this seotion have been com-
plied with,

"(h) Each bank holding company and each subsidiary thereof
shall be subject to such examinations by examiners seleoted or
approved by the Board as shall be necessary to disclose fully
the relations between such companies, their effect upon the affairs
of the subsidiary banks, end whether the provisions of this sec~
tion have been complied withe The expenses of any such examination
may, in the discretion of the Board, be assessed against the bank
holding company and, when so assessed, shall be paid by such bank
holding company. In addition to examinations made by examiners
selected or approved by the Board, examiners meking exeminations
of any subsidlary bank may meke such examinations of the bank hold-
ing company as the appropriate Federal bank supervisory sagency mey
deem necessary to disclose fully the effect of the relations between
the bank and the bank holding company upon the affairs of the sub-
sidlary bank,

"(i) Eaoh bank holding company shall teke such action within
its power as may be necessary to cause each of its subsidiary benks
to pursue sound practices and maintain a sound financial condition
and to cause the net capital and surplus funds of each such subsi-

diary bank to be adequate in relation to the character and condition
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of its assets end to the deposit 1liabilities and other corporate
responsibilities of such subsidiary.

"(3) After December 31, 1938, each bank holding company
shall use, to the extent necessary, its net earnings over and
above 6 per centum per annum of the book value of its own shares
to create and maintain a fund of cash or readily marketable assets,
other then bank shares, in an amount equal to 12 per centum of the
aggregate par value of all bank shares owned by it. A bank hold-
ing company shall allocate additional amounts to such fund as it
shall see fit or as shall be necessary in order to comply with
other provisions of this subsection. Assets comprising such fund
shall be so identified in an appropriate manner and shall be kept
separate and apart from other assets of the bank holding company.
Such assets shall be free and clear of any lien, pledge or hypothe-
cation of eny kind or natures Such assets may be used by the bank
holding company to replace capital of its subsidiary banks and to
eliminate losses end depreciation from the assets of such banks
but shall not be used for any other purpose. Any amounts so used
shall be made up within such period as the Board shall prescribe.
For the purposes of this subsection, bank shares shall not be deemed
to be owned by a bank holding company if they are alsc owned by a

subsidiary of such bank holding company which is also a bank holding

CoOmpany »
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"(x) If, after appropriate notice and a reasonable opportu-
nity for hearing, the Board finds that any director or officer
of a bank holding company has knowingly participated in or assented
to the violation by such bank holding company or any subsidiary
thereof of any provisions of this section or of any rules, regula-
tions, or orders of the Board pursuant thereto, the Board may order
that such director or officer be removed from offices A copy of
such order shall be served upon such director or officer., A copy
of such order shall also be served upon the bank holding company
of which he is a director or officer, whereupon such director or
officer shall cease to be a director or officer of such bank hold-
ing company. Any such director or officer removed from office as
herein provided who thereafter participates in any manner in the
management of such bank holding company shall be fined not more
than $5,000 or imprisoned for not more than five years, or both,
in the discretion of the court,

"(1) If, after appropriate notice and a reasonable opportu-

nity for hearing, the Board finds that a bank holding company has

violated any of the provisions of this section, or rules, regulations,

or orders of the Board pursuant thereto, or knowingly permitted or
assented to such violation by any subsidiary, the Board may order,
as the public interest may require, that during such period as is
fixed by the order or pending further order by the Board --

"(1) The bank holding compeny shall not pay dividends

to its shareholders;
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"(2) No insured bank of which the bank holding company
owms any shares shall pay dividends on suoh shares or pay

or become liable to pasy to the bank holding company or any

of its subsidlaries any compensation for supervision or

okher services; or

"(3) Shares of insured banks owned by the bank holding
company shall not be voted and the bank holding company shall
not in any manner participate, directly or indirectly, in

the menagement of any insured bank.

Such an order may contain any one or more of the foregoing numbered
provisions.

"(m) No insured bank shell (1) meke eny loan or extension of
credit to, or purchase securities under repurchase agreement from,
any of its affiliates; or (2) accept the capital stock, bonds, de-
bentures or other such obligations of any such affiliate as collateral
security for advances made to eny person; or (3) invest any of its
funds in the capital stoeck, bonds, debentures, or other such obli-
gations of any such affiliate or any company which will becoms an
affiliate upon said lnvestment: Provided, That the provisions of
this subseetion shall not epply to a company (1) engeged on June
16, 1934, in holdling the bank premises of the bank or in maintain-
ing and operating properties acquired for banking purposes prior
to such date; (2) engaged solely in conducting o safe-doposit

business or tho business of an agricultural erodit corporation or
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livestock loan company; (3) in the capital stock of which a
national banking association is authorized to invest pursuant

to section 25 of this Act, as amended, or a subsidiary of such
company, all the stoock of which (execept qualifying shares of
directors in an amount not to exceed 10 per centum) is owned by
such company; (4) organized under section 25(a) of this Act, as
amended, or & subsidiary of such company, all the stock of which
(except qualifying shares of directors in an amount not to execeed
10 per centum) is owned by such company; (5) engaged solely in
holding obligations of the United States or obligations fully guar-
anteed by the United States as to prinecipal and interest, the Fed-
eral intermediate oredit banks, the Federal land banks, the Federal
Home Loan Banks, or the Home Owners' Loan Corporation; (6) where
the reletionship has arisen out of a bona fide debt owed to the
bank prior to the date of the creation of such relationship; or

(7) where the relationship exists by reascn of the ownership or
control of any voting shares thereof by the bank as executor, ad-
ministrator, trustee, receiver, agent, depositary, or in any ether
fiduciary capacity, except where such shares are held for the bene-~
fit of all or a majority of the shareholders of the bank; but as
to any such company the bank shall continue to be subject to other
provisions of law applicable to loans by such bank and investments
by such bank in stocks, bonds, debentures, or other such obliga-

tionss The provisions of this section shall likewise not apply
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to indebtedness of any company for unpaid balances due & bank
on assets purchased from such bank, or to loans secured by, or
extensions of oredit against, obligations of the United States
or obligations fully guaranteed by the United States as to prin-
oipal and interest,

"(n) After one year after the effective date of this sec-
tion, no insured bank shall have any affiliate which is engaged
principally in the issue, flotation, underwriting, public sale,
or distribution, at wholesale or retail or through syndicate par-
ticipation, of stocks, bonds, debentures, notes, or other securities,

"For every violation of this subsection, the bank involved
shall be subject to a penalty not exceeding $1,000 per day for
cach day during which such violation continues. Such penalty mey
be assossod by the Board, in its discretion, in the case of a mem
bor bank, and by the board of directors of the Federal Deposit In-
surance Corporation, in its discretion, in the case of any other
bank, and, when so assessed, may be collected by the Federal Reserve
bank in the district in which the bank is located or the Federal
Deposit Insurance Corporation, respectively, by suit or otherwise.

"If any such violation shall continue for six ocalendar months
after the bank shall have been warned by the Board, in the case of
a member bank, or by the board of directors of the Federal Deposit

Insurance Corporation, in the case of any other bank, to discontinue
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the same, (a) in the case of & national bank, all the rights,
privileges, and franchises granted to it under the National

Bank Act may be forfeited in the manner preseribed in section 2
of this Act, as emended, or (b) in the case of a State member
bank, all of its rights and privileges of membership in the Fed-
eral Reserve System may be forfeited in the manner prescribed in
section 9 of this Act, as amended, or (c) in the case of any
other bank, the insurance of its deposits may be terminated in
the manner prescribed in subsection (i) of section 12B of this
Act, as amended.

"(o) The term 'affiliate' as used in sections 9, 12B, and 21
of this Act, as amended, and section 5211 of the Revised Statutes,
ag amended, shall have the meaning assigned to it in subsection
() of this section.

"(p) The Board shall have the authority to make, issue,
amend and rescind such rules, regulations and orders as it may deem
necessary to effectuate the provisions of this section in accord-
ance with its purposes and to prevent evasion of such provisions.™

Seces 2. The paragraph of section 4 of the Federal Reserve
Aot, as amended, whioh commences with the worde "The Board of
Governors of the Fedoral Reserve System shall classify" is amended
by striking out all following the colon and inserting in lieu
thersof the following: "Provided, That whenever any two or more
member banks within the same Federal Reservec district are subsid-

laries of the same bank holding company within the mcaning of
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scetion 23A of this Aet, partieipation by such member banks
in any such nomination or cleetlon shall be confined to one
of such banks, which may be designated for the purpose by
such bank holding compeny."

Sec. 3¢ The eleventh paragraph of section 9 of the Fed-
oral Reserve Aot, as amended, which commences with the words
"In order to facilitate", is amended by inserting after the
words "which is required" the following: "umder subsection (d)
of section 23A of this Act to beocomo & member of the Federal
Reserve System or is required."

Secs 44 Seotion 9 of the Federal Reserve Act, as amended,
is amended by striking out the twenty-first paragraph, which
commences with the words "Each State member bank affilinted with
a holding company affiliate."

Sece 5+ The eighteenthrparagraph of section 9 of the Fed-
ernl Reserve Act, as amended, which commences with the words
"Any such affiliated member bank which foils," is amended by
striking out the following sentence: "For the purposes of this
peragraph and the two preceding paragraphs of this section, the
term *'affiliate' shall include holding company affiliates as
well as other affiliates."

Sec. 6, Subsection (k) of section 12B of this Act, as
amended, is amended by inserting between paragraphs (2) and (3)

thereof the following new paragraphs:
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"(2a) In oonnection with their examinations of banks
pursuant to the next preceding paregraph, exeminers appointed
by the board of directors of the Corporation shall make such
examinations of the affairs of all affiliates (other than in-
sured banks) of such banks as shall be necessary to diseclose
fully the relations between such banks and their affiliates and
the effect of such relations upon the affairs of such banks.

In the event of the refusal to give any information requested
in the course of the examination of eny such affiliate, or in
the event of the refusal to permit such examination, the board
of directors of the Corporation may, in its discretion, proceed
to terminate the insured status of the bank in like menner as
provided in subseotion (1) of this section.”

Secs 7. Subsection (k) of section 12B of this Act, as
aomended, is amended by inserting between paragraphs (3) and (4)
thereof the following new paragraph:

"(3a) Bach bank required to make reports of condition to
the Corporation pursuant to the next preceding paragraph shall
obtain and furnish to the Corporation reports of each of its
affiliates other than insured banks. Such reports shall be in
such form as the board of directors of the Corporation may pre-
seribe, shall be verified by the oath or affirmetion of the presi-

dent or other such officer as may be designated by the board of
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directors of such affiliate to verify such reports, and shall
disclose the information hereinafter provided for as of dates
identical with those fixed by the boerd of dirsctors of the Cor-
poration for reports of the condition of the affiliated bank.

Eoeh such report of an affiliate shall be transmitted to the Cor-
poration at the same time as the corresponding report of the af-
filinted bank, except that tho board of directors of the Corpora=-
tion may, in its discretion, extend such timo for good cause shown,
Each such report shall contain such informotion as in the judgment
of the board of directors of the Corporation shall be necessary to
disolose fully the rclations between such affiliate and such bank
and to enable the Corporation to inform itself as to the effect of
such relations upon the affairs of such bank. The reports of such
affiliates shall be published by the bank under the same oconditions
as govern its own condition reports. The board of directors of the
Corporation shnll also have the power to oall for additional reports
with rospect to any such affiliote whenover in its judgment the same
are necessary in order to obtain a full and complete knowledge of
the condition of tho bank of which it is an affiliate., Such addi-
tional reports shall be transmitted to the Corporotion in such form
as the board of directors of the Corporation shall prescribe. Any
bank which fails to obtain and furnish any report required under this
paragraph shall bo subjeet to a penalty of not more than $100 for

each day of such failure, recoverable by the Corporation for its use."
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Sec, 8. The last paragraph of sectiom 21 of this Act, as
emended, is amended to read as follows:

"Whenever insured banks (as defined by section 12B of the
Federal Reserve Act) are required to obtain reports from affil=-
iates, or whencver affiliates are required to submit to examine~
tion, the Board of Governors of the Fedeoral Reserve System, the
board of directors of the Federal Deposit Insurance Corporation,
or the Comptroller of the Currency, as thes case may be, may waive
such roquirements with respect to any such report or examination
of any affiliate if in tho judgmont of the saild Board, board of
directors, or Comptrecller, rospectively, such rceport of examina-
tion is not necessary to disclose fully the relations between
such affiliate and sush bank and the effect thercof upon the
affairs of such bank,"

Sec. 9. Subsections (b) and (¢) of section 2 of the Bank-
ing Aot of 1933, as amendod, arc ropealed.

Sece 10s Section 20 of the Banking Act of 1933, as omended,
is repoaled.

Sec. 11. (a) The first sontence of scction 5144 of the Re=
vised Statutes, as amended, is amended by inserting the word "and"
immcdiately before "(3)" and by changing to o poriod the comma pre-

coding "and (4)" and striking out that which follows in such sentences
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(b) The second paragraph end all succeeding psaragraphs
of scction 5144 of the Reviscd Stotutes, as amended, are
ropealed.

Sce. 12, The sccond paragraph of section 5211 of the
Roviscd Statutes, as omended, is amended by striking cut the
following sentence: "For the purpose of this section the term
taffiliate' shall include holding company affiliates as well
as other affiliates."

Sec. 13, (a) Subsoction (d) of seoction 26 of the Revenue
Act of 1936, us omended, is amended to read as follows:

"(d) Bank Holding Compenies. = In the case of a bank holding
ccmpony (as defined in section 23A of the Federal Reserve Act),
the amount of the earnings or profits which the Board of Governors
of the Federal Resorve System cortifies to the Commissioner hes
been devoted by such company during the taxable year to the woc-
quisition of cesh or readily marketable assets, other than bank
stock, in compliance with subscction (j) of section 23A of the
Fedoral Reserve Act. Tho aggregate of the orcdits allowable under
this subsecction for all taxable yoors shall not oxceed the amount
required to be devoted under such subsection (j) to such purposes."

(b) Subdivision (1)(C) of subscction (a) of section 14 of
the Revonue Aot of 1936, os amended, is amonded to read as follows:

"(C) In the case of a bonk holding company (as defined in
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section 23A of the Federal Reserve Act), the amount allowed
as a credit under section 26(d)."

(¢) Subdivision (1)(D) of subsection (c) of seoction 102
of the Revenue Aot of 1936, as amended, is amended to read
as follows:

"(D) In the case of a bank holding_company (as defined in
section 23A of the Federal Reserve Act), the amount allowed as

e oredit under section 26(d)."

March 30, 1938
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