April 10, 1841
A1l Board Hembers
¥r, Clayton

Attached hereto is a revised draft of an

of suggested bank holding company
tmd‘nmm&m
of which are to be enclosed with the letter to the

of the Treasury re bank holding company
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'&*\ <sozernor-Bansom asks that you be
advised that the letter of March 17, 1938 to
you from Heneeshde- Josse P Jones satisfac-
torily expressed his views then and now,
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FormF.R.131
BOARD OF GOVERNORS
OF THE

FEDERAL RESERVE SYSTEM

Jhice Correspondence Date_iprt1 10, 1041

To__Chairmen Fecles Subject:_B holding compa

From Mr. Wingfield, Assistant General Counsel

CONFIDENTIAL

Pursuant to the understanding in your office yesterday afternoon,
there are attached a revision of the bank holding company progrem and a
statement on the bill S. 310 relating to bank holding companies. These
two documents have been put in suitable form to accompany the letter to
the Secretary of the Treasury prepared by Mr. Clayton.

In connection with the bank holding company program, you will
note that at the end provision has been made for necessary changes to
coordinate maffiliate™ provisions of the statutes with the proposed
changes in the statutes relating to bank holding companies. I believe
thet it would result in confusion if some changes in the statutes relat-

ing to maffiliates" (particularly with respect to definitions) should not
be made at the same time the proposed modifications are made in the holding
company statutes.
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Confidential

QUTLINE OF SUGGESTED BANK HOLDING COMPANY BILL
AND BANK AFFILIATE BILL

Bank Holding Companies

1. Define a "bank holding company" as an orgaenization
having at least two "subsidiary" banks, one of which is an insured
bank. Provide that an organization shall be a "subsidiary" of an-
other if 20 per cent or more of its voting shares are owned, di-
rectly or indireectly, by the latter or if the Board determines that
its policy and management are subject to a controlling influence by
the company.

2. Repeal voting permit provisions and definition con-
tained in the present bank holding company law. Require all bank
holding companies to furnish Reserve Board information relating to
their relationships and be subject to supervision by Reserve Board.

3., Prohibit any new bank holding company.

4, Prohibit future acquisition of any bank stocks, di-
rectly or indirectly, by a bank holding company; except acquisition
of additional stock in banks more than 50 per cent of the stock of
which was owned by the bank holding company on January 1,
where, in judgment of Reserve Board, it would be in publie interest
and Reserve Board grants its permission for such acquisition.

5. Prohibit acquisition of additional bank offices by
a bank holding company through establishment of branches or through
merger, consolidation, or purchase of non-controlled banks or their
assets by banks controlled by a bank holding company.

6. Require all subsidiary banks of bank holding companies
to become members of the Federal Reserve System. In this connection,
authorize Reserve Board to waive requirements of law for membership
where necessary.

7. Continue authority in Reserve Board to mske such ex-
aminations of each bank holding company, its subsidiary banks and
subsidiary compenies, and to require submission of such information
and reports by such institutions as it deems necessary and to re-
quire correction under its rules and regulations of unsound practices
or policies by subsidiary banks.

8. With necessary minor modifications, retain present re-
quirements of law with regard to conservation of resources and profits
of each bank holding company while the value of its readily marketable
assets other than bank stocks is less than the prescribed percentage
of bank stocks owned by the holding company.
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9., Prescribe penalties for violation, by a bank holding
company or a subsidiary, of the law or the Board's regulations or
orders, such as limitation on payment of dividends by subsidiary
banks, limitation on payment of dividends by a bank holding company,
limitation on payment of fees to a bank holding company or a sub-

s sidiary thereof by subsidiary banks, limitation on voting of stock
in subsidiary banks by a bank holding company, removal of officers
or directors of a bank holding company.

10. Prohibit any subsidiary bank from meking a loan,
directly or indirectly, to its bank h qg/c any,or. to sub-
sidiary of the bank holding company on od%& ﬁéfsuhsidiary of

the=beple-helding-compeny.” /. -~

Bank Affiliates

1. Define "affiliate of a bank™ as an organization (1)
which is a "subsidiary" of the bank, (2) of which the bank is a
"subsidiary", or (3) which is a related organization by reason of
«  common ownegféa of ,&9 than 50 per cent of voting shares of the
bank and th zp AOoT by reason of the fact that directors of the
company constifute 25 per cent or more of the directors of the bank.
Repeal present definitions covering all affiliates of member banks.

2. Prohibit insured banks from having "securities com-
pany" affiliates after one year, with enforcement by Board in the
cese of member banks (as at present under comparable provisions in
the Benking Act of 1933) and by the Federal Deposit Insurance Cor-
poration in the case of nonmember insured banks.

3. Extend provisions of section 232 of the Federal Re-
serve Act to nonmember insured banks.

4, Continue authority of Board and Comptroller to require
member banks to furnish reports of their affiliates, except that
this authority would be vested only in the Board as to affilistes
which are bank holding companies. Give Federal Deposit Insurance
Corporation like authority in the case of nonmember insured banks,
except as to affilistes which are bank holding companies.

5. Continue suthority of Board snd Comptroller to examine
affiliates of member banks, except that this authority would be vested
only in the Board as to affiliates which are bank holding companies.
Give Federal Deposit Insurance Corporation like authority with respect
t0 affiliates of nonmember insured banks, except affilistes which
are bank holding companies.

April 10, 1941
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DRAFT OF STATEMENT RELATING TO THE BILL S. 310
SUITABLE FOR SUBMISSION TC APPROPRIATE
COMMITTEES OF CONGRESS

This refers to the bill S. 310 "To regulate the control
of insured banks by holding companies and for other purposes".

For a number of reasons, the Board does not approve the
enactment of this bill in its present form. It is the view of the
Board, however, and has been for some time, that the existing pro-
visions of the statutes which provide for the regulation of holding
company affiliates of banks which are members of the Federal Reserve
System should be amended in several respects in order that the
activities of these companies may be more effectively supervised
and controlled.

In its Annual Report to Congress for 1938, the Board
called attention to the unsatisfactory provisions of existing hold-
ing company statutes and it has been prepared to recommend to Con-
gress specific amendments which it feels would be desirable; but in
view of the fact that the Senate Banking and Currency Committee has
been authorized to conduct a comprehensive review of banking mat-
ters the Board has expected that a review of the bank holding com-
pany statutes would be included in this contemplated over-all re-
view. In the event that your Committee desires to review bank hold-
ing company statutes independently of such an over-all review, there
is attached an outline of the modifications which the Board believes
should be made in these statutes.

The bill S. 310 would add to the existing duplication and
overlapping of authority relating to the Federal supervision of banks
and their associated companies and in this respect the Board feels
that the enactment of the bill would be highly undesirable.

Since 193%3, the Reserve Board has been charged by Congress
with the responsibility for the supervision of holding company affil=-
iates of banks which are members of the Federal Reserve System, and in
several instances since 1933 Congress has enacted lews which recognize
the Board's responsibility in these matters. The most recent instance
of this kind was involved in the ensctment on Aurust 22, 1940 of the
Investment Company Act of 1940. When this act was being considered by
Congress, it appeared that holding company affiliates supervised by
the Reserve Board might in some instances also be investment companies
within the definitions contained in the Investment Company Act and sub-
ject to supervision by the Securities and Exchange Commission. Full
information with regard to this problem was laid before the appropriate
comnittees of Congress and an exception was incorporated in the bill
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which exempted holding compeny affiliates subject to the Board's super-
vision from duplicate supervision by the Securities and Exchange Com-
mission as investment companies. Without repealing the authority
heretofore vested in the Board to supervise holding company affiliates,
the bill S. %10 would provide for additional supervision of these
compenies by the Federal Deposit Insurance Corporation, and there
would seem to be no warrant for this duplication of supervision of
bank holding companies.

The bill would provide for the dissolution within a compara-
tively short time of bank holding companies which would be defined
in general as any compeny which holds or controls more than 10 per
cent of the voting securities of an insured bank. In addition to the
knmown holding company affiliates of member banks which, in general,
are defined as companies controlling a majority of the stock of the
bank or a majority of the shares voted for the election of its di-
rectors or controls in eny manner the election of a majority of the
bank's directors, the provisions of the bill might include many com-
panies which are not now comsidered holding companies of banks.
VWhile the existing definitions of holding company affiliates un-
doubtedly should be modified, in passing, the gquestion is raised
as to whether the holding of as little as 10 per cent of the se=-
curities of a bank is not too restrictive a basis upon which to
determine that a company holding bank stock is a holding company.

O

The requirement for terminstion of holding companies with-
in a comparatively short period might have serious effects on the
banking structure. It is reasonable to believe that one of the
probeble results of such a requirement would be the liquidetion of
some subsidiary benks and the termination of banking facilities in
some communities (shares of bank stock could not be sold for their
actual velue in some cases and the holding company would have to
liquidate the assets of the bank in justice to the shareholders of
the holding compeny). Other results might be the trensfer of con-
trol of some well-menaged banks to undesirable or weak menagement;
the distribution of & small number of fractionasl shares of subsid=-
iary banks to numerous shareholders resulting in a lack of any
responsible group being substentielly interested in the menagement
of the banks; financial loss to many shereholders through attempts
to dispose of fractional shares or a small number of shares of
verious subsidiery banks; end loss of confidence in some banks by
depositors and the public with the possibility of weakening end
wrecking them.,

If Congress decides to fix a definite time within which all
bank holding companies must be dissolved, it wewdg—seem essential, in
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order to avoid some of the results above referred to, that it give
consideration to what modifications should be made in the statutes
relating to branch banking.

While the problem relating to companies affiliated with
banks but which are not holding compeny affiliates of benks is
closely related to the supervision of holding compeany affiliates,
the bill S. 310 would not attempt to modify the existing statutes
relating to affiliates of banks. The Board feels that, since these
two problems are so closely related, when emendments are made to
the holding company affiliate provisions of the statutes certain
important emendments should also be made to the affiliate provisions.

In eddition to the duplication of supervision of holding
compeny affiliates, the bill would also provide for additional
duplication of supervision of banks which are not members of groups
of benks and eare not controlled by holding companies. The bill pro-
vides for the restriction by the Federal Deposit Insurance Corpora-
tion of payment of dividends by State insured banks whether or not
members of the Federal Reserve System and for the restriction by
the Comptroller of the Currency of payment of dividends by netional
benks. The bill also provides that the Federeal Deposit Insurance
Corporation shall have en over-sll authority to administer the
provisions of the bill and to issue rules snd reguletions, includ-
ing definition of banking, es may be necessary to carry out the
provisions of the bill. The Federal Deposit Insurence Corporation
would also be given authority to make investigations to determine
whether eny individuel bank or other company has violeted or is
ebout to violete any provisions of the bill or any rule or regula-
tion issued thereunder by the Federal Deposit Insurance Corporation.
Such investigetions could also be made to aid the Federal Deposit
Insurance Corporetion in prescribing rules end regulations under
the bill or in obtaining information to serve as a basis for recom-
mending further legisletion concerning the matters to which the bill
relates.

Under these broad powers, it would appear that the Federal
Deposit Insurance Corporation would be vested with authority to
duplicate the supervision which the Reserve Board now exercises over
State member banks and the Comptroller of the Currency now exercises
over national banks, not only through restriction of dividend payments
of these banks (either directly or through regulations controlling
the actions of the office of the Comptroller of the Currency with
respect to dividend payments), but also through the examinetion of
national banks end Stete member banks as well es nonmember insured
banks.,
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The existing authority for Federal duplication of super-
vision of benks is highly undesirable, and this additional authority
for duplication of supervision of banks appears to the Board to be
entirely unwarranted.

With respect to the authority which would be vested in the
Federal Deposit Insurance Corporation and the Comptroller of the
Currency to prevent a bank from declaring or peying a dividend, it has
been noted that such supervisory authorities could prevent such payment
if in their judgment the payment "would not be compatible with the
best interest of such bank, its depositors or other creditors, or with
the public interest". The Boerd suggests that consideration be given
to whether the grounds on which payment of dividends might be prevented
should not be more specifically stated in the statute rather than in
such broad general language.

For the above principal reasons, the Board would not favor
the enactment of the bill S, 310 in its present form.

April 10, 19l1

Federal Reserve Bank of St. Louis





