L-592

AMEND S. 3575 TO READ AS FOLLOWS:

A BILL

Confidential

To prohibit new bank holding companies; to control and regulate
existing bank holding companies and prevent the expansion
of their contrcl of banking facilities; to control and regu-
late relationships between insured banks and their affili-

ates; and for other purposes.

Be it emacted by the Senate and House of Representatives of

the United States of America in Congress assembled, That section

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

‘Effzmgéé (a) For the purposes of this section =-=-

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

"(2) ‘t'Insured bank', 'State member bank', and 'District bank!'
shall have the meanings assigned to them 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 mean --

"(A) Any company 20 per cent or more of whose

outstanding voting shares (excluding shares owned
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by an organization wholly owned by the United States)
are owned by the specified company; or

"(B) Any company the management or policies of
which, after a reasonable opportunity for hearing,
the Board of Governors of the Federal Reserve System
determines to be subject to a controlling influence
by the specificd company.

"(6) Shares of a compeny shall be deemed to be owned by a
specified company =~

"(A) If they are owned by any subsidiary of the
specified company;

"(B) If they are held by trustees for the benefit
of the specified company or its shareholders; or

"(¢) If their transfer is conditioned upon the
transfer 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 shareholders have a beneficial in-
terest therein,

"(7) 'Voting share' shall mean any share of stock, capital
note or debenture, or evidence of proprietary interest which en-
titles the holder thereof to vote at all elections of directors.

"(8) 'Affiliate' of a specified bank shall meen any compeny =-

"(A) Which is a subsidiary of the benk;

"(B) Of which the bank is a subsidiary;
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"(C) 50 per cent or more of whose wvoting shares
are owned by persons who own 50 per cent or more of
the voting shares of the bank (exclusive in both in=
stances of shares owned solely 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 subdivi-
sions (B) and (C) hereof; or

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

"(9) 'Person' shall mean any individual or company.

"(10) 'Dircctor! shall mean any dircotor, trustee, or other
individual oxercising simlilar functions.

"(11) 'Effective date' shall mean the date of the enactment
of the Act containing this smendment.

"(b) It shall be unlawful for any bank to become a subsidiary
of a bank holding company.

"(¢) (1) It shall be unlawful for any bank holding company
to become the owner of voting shares of any bank: Provided, That
a bank holding compeny maey become the owner of additional voting
shares of a bank which is a subsidiary of the bank holding company
and was a subsidiary thereof on January 1, 1938, if it first ob-
tains the Board's permission. The Board shall grant or withhold
such permission as the public interest may require.

"(2) After one year after the effective date, it shall be
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unlawful for any bonk holding company to continue to own any vot-
ing shares of any bank of which it has become the owner subsequent
to Januwary 1, 1938, and prior to such eoffective date: Provided,
That the Board shall have authority to grant a bank holding com-
pany permission to retain any such shares in like circumstances

as pormission to acquire shares.

"(d) Aftor ono year aftor the offoctive date, it shall be un-
lawful for ony bonk holding company to have any subsidiary bank
which is not a momber bank,

"(e) If as a result of a determination by the Board under sub-
section (a)(4)(B), a benk becomes a subsidiary of a bank holding
company, or there exists any other relationship or ownership of
bank shares forbidden by subsections (b), (¢), (d), or (n), the
action necessary to correct such improper relationship or owner-
ship of bank shares shall be taken within a period of onec year
from the dato cf such dotermination: Provided, That if the Board
finds that the facts upon which such determination and any such
rosulting rclationship or ownership of benk sharos are based
oxistod on January 1, 1938, the continuancc of the rclationship
or omorship of bank shares shall bo authorized, unless it is
such as is forbidden by subsection (d) or (n).

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

"(g) (1) Within 60 days after tho offective date, cach bank

holding company shall file with the Board a statoment showing (A)
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name and address of each of the bank holding compeny's subsidiary
banks and address of each branch thereof; (B) name and address of
each other bank of which the bank holding company owns shares;
() number of shares of cach class of stock which the bank hold-
ing company owns of oach bank; (D) dotailed information concern-
ing the manner in whioch such sharos arc ownod; and (E) namo, ad-
dress, and naturc of businoss of cach of the bank holding company's
subsidiaries, othor than banks, and thc mannor in which the rcla-
tionship ariscs; and (F) dotailod information concerning all
changos in the forogoing which hawve occurred since January 1,
1938, including datos thorcof.

"(2) Each bank holding company shall furnish to tho Board
such roports as may bo required by the Board from time to timo,
Such roports shall contain such information conscerning tho bank
holding company ond its subsidiaries as the Board shall doom
nocossary to disclose fully the relations boetweon such companios,
the offoct of such relations upon tho affairs of tho subsidiary
banks, and whother tho provisions of this soction havo boon com-
plicd with.

"(h) Each bank holding company and eoach subsidiary thoreof
shall be subject to such examinations by examiners selected or
approved by the Board as shnll be necessary to disclose fully the
relations between such companies, their effect upon the affairs
of the subsidiary banks, and whethor the provisions of this sec-

tion have been complied with. The expenses of any such examination
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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.

"(i) Bach bank holding compsny shall take such action within
its power as may be necessary to cause each of its subsidiary banks
to pursue sound practices and maintain a sound financial condition
and to cause the net cepital and surplus funds of each such sub-
sidiary bank to be adequate in relation to the character and condi-
tion of its assets and to the deposit liabilities and other cor-
perate responsibilities of such subsidiary.

"(j) After December 31, 1938, each bank holding company shall
use, to the oxtent 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 marketablc assets, other
than bank shares, in an amount cqual to 12 por contum of the eggre-
gato par value of all bank shares owned by it. A bank holding ocom-
pany shall allocate additional amounts to such fund as it shall
soe fit or as shall bo nocessary in order to comply with other pro-
visions of this subscction. Assots comprising such fund shall be
so identifiod in an appropriato mamnecr and shall be kept soparate
and apart from othor assots of the bank holding company. Such
assots shall be froo and clear of any lion, pledgo or hypothoca-
tion of any kind or naturo. Such assots may be used by the bank
holding company to roplaco copital of its subsidiary banks and to

oliminatc losses and doprociation from the assets of such banks
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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 also
owned by a subsidiary of such bank holding company which is also
a bank holding company.

"(k) If, sfter a reasonable opportunity for hearing, the
Board finds that any director or officer of a bank holding com-
pany has knowingly participated in or assented to the violation
by such bank holding company or any subsidiary thereof of any pro-
visions of this section or of any rules, regulations, or orders of
the Board pursuant thereto, the Board may order that such director
or officer be removed from office. A copy of such ordor shall be
served upon such director or officer. A copy of such order shall
also be served upon the bank holding ocompany of which he is a di-
roctor or officer, whereupon such dircctor or officer shall cease
to be a director or officor of such bank holding company. Any
such dircetor or officer romoved from office as hercin providod
who therocaftor participates in any manner in the managcement of
such bank holding company shall bo fined not morec than $5,000 or
imprisoncd for not morc than five yoars, or both, in tho discre-
tion of tho court.

"(1) If, after a reasonable opportunity for hearing, the
Board finds that a bank holding company has violated any of the

provisions of this seotion, or rules, regulations, or orders of
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the Board pursuant thereto, or knowingly permitted or assented to
such violation by any subsidiary, the Board may order, as the pub-
lic interest may require, that during such period as is fixed by
the order or pending further order by the Board «=

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

to its shareholders;

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

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

of its subsidiaries any compensation for supervision or

other scervices; 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
manogemunt of any insured bank,

Such on order moy contain any one or more of the forogoing numbered
provisions.

"(m) No insured bank shall (1) moke any loan or extension of
crodit to, or purchase sccuritios under repurchase agreement from,
ony of its affiliates; or (2) accept the capital stock, bonds, de-
bonturos or othor such obligations of any such affiliate as collat-
eral sccurity for advences madec to any person; or (3) invest any
of its funds in the capital stock, bonds, debantures, or othoer such
obligations of any such affiliate or any company which will become

an affiliato upon said invostmont: Provided, That tho provisions of
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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 banking purposes prior to
such date; (2) engaged solely in oonducting a safe-deposit busi-
ness or the business of an agricultural oredit corporation or live-
stock loen compeny; (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
steck of which (except qualifying shares of directors in an amount
not to exceed 10 per centum) is owned by such company; (4) orgenized
under 25(a) of this Act, as amended, or a subsidiary of such com-
pany, all the stock of which (except qualifying shares of directors
in an amount not to exceed 10 per centum) is owned by such company;
(5) ongaged solely in holding obligations of the United States or
obligations fully guaranteed by the United States as to principal
and intorest, the Federal intormodiate ecrodit banks, the Fodoral
land banks, the Fodoral Homo Loan Banks, or the Home Owneors' Loan
Corporation; (6) whore the rolationship has arisen out of a bona
fido dobt owod to the bank prior to tho date of tho creation of
such relationship; or (7) whore tho relationship exists by roason
of tho ownorship or control of any voting shares thorcof by the
bonk as oxcoutor, administrator, trusteo, receivor, agent, doposit-
ary, or in any other fiduciary capacity, exccpt wherc such sharos
arc held for tho bonefit of all or a majority of tho sharsholdors

of tho bank; but as to any such company the bank shall continuo
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to be subject to other provisions of law applicable to loans by
such bank end investments by such bank in stocks, bonds, debentures,
or other such obligations. The provisions of this section shall
likewise not apply to indebtedness of any company for unpaid bal=-
ances due a bank on assets purchased from such bank, or to loans
secured by, or extensions of credit against, obligations of the
United States or obligations fully guaranteed by the United States
as to principal and interest.

"(n) After one year after the effective date, 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 participation, of stocks, bonds, de-
bentures, notes, or other secwrities,

"For every violation of this subsection, the bank involved
shall be subject to a penalty not exceeding §$1,000 per day for
oeach day during which such violation continues. Such penalty may
be assessod by the Board, in its discretion, in the case of a mem~-
ber bank, and by the board of directors of the Federal Doposit In~
suranco Corporation, in its discretion, in the case of any other
bank, and, when so assessed, may be collocted by the Fedoral Ro-
sorve bank in tho district in which the bank is locatod or the
Federal Doposit Insurence Corporation, respoctively, by suit or
othorwiso.

"If any such violation shall continuo for six calendar months

after the bank shall have beon warned by the Board, in the case
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of a member bank, or by the board of directors of the Federal De-
posit Insurance Corporation, in the case of any other bank, to
discontinue the seme, (1) in the case of a national bamnk, all the
rights, privileges, and franchises granted to it under the National
Bank Act may be forfeited in the manner presoribed in section 2 of
this Act, as amended, or (2) in the case of a State member bank,
all of its rights end privileges of membership in the Federal Re=-
serve System may be forfeited in the manner prescribed in section 9
of this Act, as amended, or (3) 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.

"(0) Each insured bank shall obtain such reports of such of
its affiliates (othor than insurcd banks) as (1) in the casc of
a State mambor bank, may be roquired by the Board; or (2) in the
caso of a national bank or a District bank, may be requirod by tho
Comptroller of the Curroncy; or (3) in tho caso of any other in-
surcd bank, may be roquirod by the board of dircctors of the Fod-
eral Deposit Insurance Corporation. Each such rcport shall be
filed with the authority roquiring it within the timo proesecribod.
Such report may boc required as in the judgment of the respectivo
authorities shall be necessary to disclose fully the rclations
betweon the banks and their affiliatos, the effoct of such rcla-
tions upon the affairs of tho banks, and whether tho provisions

of this soction have beon compliod with. Tho authority requiring
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any such report may require that it be published by the bank as
such euthority may direct. Any bank which fails to obtain and

file or publish any such report as required shall be subject to

a penalty of not more than $100 for each day such failwe continues,
Such penalty may be assessed in the discretion of the authority re-
quiring the report and, when so assessed, may be collected (1) by
the bank's Federal Reserve bank if assessed by the Board; or (2)

by the Comptroller of the Currency if assessed by him; or (3) by
the Federal Deposit Insurance Corporation if assessed by its board
of directors.

"(p) Exominers selected or approved by the Board, the Comp-
troller of the Currency, or the board of directors of the Federal
Deposit Insurance Corporation and authorized to examine an insured
banlk shall be authorized to make, in connection with the examina-
tion of tho bank, such examinations of affiliates of the bank as
shall bo necessary to disclose fully the relations botweon the af-
filiates and the bank, the effoot of such rolations upon the af-
fairs of tho benk, snd whother the provisions of this section have
bean complied with. Tho oxpenses of any such oxamination may beo
trcated as oxpenscs of oxamination of the bank. If any affiliato
shall rofuse to pormit any such oxamination or shall rofuse to
give any information roquirod in the courso of any such examina-
tion, the bank shall be subjoct to a ponalty of §100 for each day
such rofusal continues. Such penalty may bo assossed in the dis-

cretion of the Board, tho Comptroller of tho Curroncy, or the board
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of directors of the Federal Deposit Insurance Corporation, upon
whose authorization the examiners are acting, and, when so assessed,
may be collected (1) by the bank's Federal Reserve bank if assessed
by the Board; or (2) by the Comptrollor of the Currency if assessed
by him; or (3) by the Federal Doposit Imsurance Corporation &if
assessod by its board of diroctors,

"(q) Tho Board shall have the authority to mako, issuc, amend
and roeseind such rules, rogulations end orders as it may deem noc-
cssary to effoctuato the provisions of this section in accordance
with its purposos and to prevent ovasion of such provisions. The
Board may assign to designated members of the Board or officers
or representatives of the Board or to Federnl Reserve banks, under
rules and regulations prescribed by the Board, the performonce of
such functions as in its judgment will facilitato carrying out tho
provisions of this section."

§23:_§, The paragraph of soction 4 of the Federal Reserve
Act, as amondod, which commencos with tho words "“The Board of
Govornors of tho Fedoral Reservo Systom shall classify" is amondod
by striking out all following tho colon and insorting in liou there-
of tho following: "Providod, That whonovor any two or moro mombor
banks within the samo Fodoral Rosorvo district aro subsidiarios of
tho some bank holding company within the meaning of section 23A of
this Aot, participation by such member banks in any such nonination
or election shall be confined to one of such banks, which may be

designated for the purpose by such bank holding compeny."

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



Digitized for FRASER

L-592

=14

Secs 3. The eleventh paragraph of section 9 of the Federal
Reserve Act, as asmended, which commences with the words "In order
to facilitate", is amended by inserting after the words "which is
required” the following: 'under subsection (d) of section 23A of
this Aot to become a member of the Federal Reserve System or is
required."

§gg:_3, The sixteenth, sevemteenth, eighteenth, twenty-first,
and twenty-second paragraphs of section 9 of the Federal Reserve
Act, as amended, arc repealed.

Soce 5e (&) Tho socond sentence of the first paragraph of
soction 5240 of tho Rovised Statutes, as amonded, is amended by
chenging to a period the colon following tho words "Comptroller
of the Curroncy” and by striking out the proviso which follows
the colon,

(b) The last two sontonces of the first paragraph of section
5240 of tho Rovisod Statutes, as amondod, are smonded by striking
out tho words "or affiliato" in cach sontenco.

(¢) The second paragraph of soction 5240 of the Revisod
Statutos, as amendod, is amondod by striking out the first throe
sontencos, including the proviso at tho end of the third sentence,
and by striking out the last two sentoncos,

(d4) The fourth sentence of the second paragraph of section
5240 of the Revised Statutes, as amended, is amended by striking
out the words "and affiliates thereof therein provided for" and

Yor affiliates thereof",
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(e) The fifth sentence of the second paragraph of section
5240 of the Revised Statutes, as emended, is amended by striking
out the words "and/or affiliates".

Sece 6o The last paragraph of seotion 21 of the Federal Re-

serve Act, as amended, 1is repealed,
Sec, 7e Subsections (b) and (c) of section 2 of the Banking
Act of 1933, as amended, are repealed.

Sece 8. Section 20 of the Banking Act of 1933, as amended,

is repealed.

Sece 9. (a) The first sentence of secotion 5144 of the Re-
visod Statutes, as amended, is amsnded by inserting the word "and"
immodiatoly bufore "(3)"end by changing to a period the comma pro-
ceding "and (4)" and striking out that which follows in such son-
toneoc.

(b) Tho sccond paragraph and all succocding paragraphs of
soction 5144 of the Rovised Statutes, as amonded, arc repealod.

Soo. 10. The socond paragraph of scction 5211 of the Ro-
visod Statutes, as amended, is ropoalod.

Scc, 11, (a) Subsootion (d) of scetion 26 of the Rovenuc
Act of 1936, as amondod, is amendod to rcad as follows:

"(d) Bank Holding Companioses - In tho caso of a bank holding
compeny (as dofincd in soction 23A of tho Fodoral Rosorve Act),
thc amount of tho oarnings or profits which the Board of Govcrnors
of the Fodoral Rosorve System cortifios to the Commissioner has

beon dovotod by such company during the taxablo year to the
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acquisition of cash or readily marketable assets, other than bank

stock,

in campliance with subsection (j) of section 23A of the

Federal Reserve Act. The aggrogate of the credits allowablo under

this subsection for all taxable yocars shall not exceed the amount

roquired to be devoted undor such subsection (j) to such purposes.”

(b) Subdivision (1)(C) of subsection (a) of soction 14 of the

Revonuc Act of 1936, as amonded, is amondod to rcad as follows:

"(C) In tho case of a bank holding company (as defined in

soction 23A of the Fedoral Rosorve Act), tho amount allowed as a

crodit

under section 26(d)."

(¢) Subdivision (1)(D) of subsoction (c) of soction 102 of tho

Rovonuo Act of 1936, as amcended, is amonded to rcad as follows:

"(D) In the case of a bank holding company (as dofined in

scetion 23A of the Federal Rosorve Act), the amount allowed as a

crodit

NOTE:

6/6/38
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undor soction 26(d)."

The abovc was propared by Mr. Baumann in collaboration with
Mr. Wingfield as a possiblo substitute for the Bill S. 3575,
in tho ovént that thero should be an opportunity to make
suggestions to Congress on that Bill., This draft has not

beon oriticized by other mombors of the Staff or membors of
the Board. An earlior draft, which did not include a revision
of tho affiliato provisions of tho law, as distinguishod from
holding company affiliate provisions, was submittod to mombers
of the Staff and Governor Ransom, and the suggestions received
hove beean considored in preparing this draft.

B.M.W,





