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The restriction on or the prohibition of branch banking in
wany of the states resulted in the establighment prior to 1933 of & mmber
of holding companies whose principal dusiness was the holding of bank
stook; the banks being located in the trade srea of the privoipal bank
of the group.

This type of banking decame known as "group banking® ss dis-
tinguished from "chain® and "branch® benking, The principal and lerger
holding companies were loeated in the Northeest and in the atates of
Norida, Georgla, Michigan, Kew York, Wisconsin and Utah, In most of
these groups, al} the eapital stook of the banks except qualifying shares
of directors sre cwned dy the holding companies.

When Oongress o-nsidered the proposed Banking Act of 1932, it
first approsched the problem of holding companiee from & standpoint of
their possible abolition but if found that ss s practicsl metter, the
best spproach wes one of control and it was also evident with the
exception of the Wichigan groups that the bolding companies through
their resourcee had kept the banks of the veriocus groups in ressonably
good shape and had beon able to stabilise the situation during the de-
pression, It was decided in view of the various factors that the logloal
way of hendling the situstion was to eontrol these holding companies,
Acoordingly in the Banking Aot of 1933, Congress defined holding company
affilistes snd provided that they could not vote thelr stock in wember
banks without first obtaining voting permits from the Boerd of Governors
of the Federal Reservs Syatem mnd that in cbtaining such woting peramits
they sust sgres to certain conditions such az exaniration by tbe
Comptroller of the Ourrency or the Federsl Heserve danks and the render-
ing of reports ss called for by the mupervisory suthorities ard elso

provided:

s(p) After five years aftar the snsctment of the Banking Aet
of 1933, every such holding compeny affiltete (1) shall possces, and
shall sontimie to posmsmes during the life of such perait, free and
clesr of any lien, pledge, or hypothecation of any mstures resdlily
marketable asseis other than bapk atock in an ssount not less thea
12 per gentum of the aggregate per value of all hark stocks cop-
trolled by such holding eompany affiliste, shich azmount shall de
inoressed by no% less tham 2 per centum per amma of such aggregete
par value ungil such assets shall smoun$ to 25 per centum of the
aggregate par value of such bank stook) and {(2) shall reinvess ia
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readily marketable assets other then benk stock all net sarn-
ings over and above & per centum per annum on the book value

of its own shares outstanding until such assets ahall amount

to such 25 per oentum of the aggregate par value of sll bank

atocks controlled by it} _

"(e) Botwithstanding the foregoing provisiona of this
seotion, sfter five years after the enactaent of the Banking
Aot of 1933, (1) any such bolding compeny affiliate the shars
holders or members of which shall be individually and severally
13able in proportion to the number of shares of suoch bolding
company effiliate held by them respesctively, in addition to
smounts i{nvested therein, for all statutory liability imposed
on such holding company affiliate by reason of ita control

of shares of stook of banks, ghall ba recuired only to eatabligh
and_malntain ouk of net earninzs over and above & per centus

i end the
provisions of tuis subseotion, instead of subssction ib), shall

spply 40 all holding company affiliates with respect to any shares
of bank etock owned: dr controlled by them as to which there is no
statutory liability imposed upon the holders of such bank stock;"

Thus it will be seen from the sbove that the holding companies are
required by Federal law to build up reserves of resdily sarketable assets
and are lisited to dividends of 6 per cent per annmua while such readily
marketable assets are below apecifiad amounts and that it was intondéd by
 Congress that such resarves be used for three purposes; nazely, (1) to
:ropheo capital {n affilisted banks, (2) to pay losses incurred in such

;banko. and (3) to meet the individual 1iabllity imposed on eny shares of

stock held by it, Actusl experience has slown that it has beer necassary
for these holding companies in many cases to save the banks in their various
groups by putting funds inte these banks, nsw cspital, etc., taking out
losses and in some cases where the assets of the holding ccapeny were
practically exheusted through such method, the bolding coupanies have
borrowed either from the Reconstruction Finance Corporstion or elsewhere to
secure the necepsery funds to maintain the banks of their group and thus
protect their ddpositors.

Apart from the stetutory requirements, these holding companies are

also subject to requirements ss laid down by the Bosrd of Governors of
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the Federal Peserve System through the medium of thelr regulstions snd

/ agreenents in connection with voting permits s required tnder the
*Banking Act of 1933," of whiok about 50 such permits bave been issued,

A f{,&'}* 6

#
¥ ;i;‘i In addition, some of the holding compenies hove entered into agresments
(i}}ww
88 to reserves with the Reconstruction Finasnce Corporation.
It would seem, therefore, that it would be necessary to make sone
provision in the proposed tax bill to take ocare of this situstion,
It is, therefore, suggested that the following would take care of
the aitustion:

*Thet esuch pert of the net inocowe of sny ‘holding cowpsny affil-
iste! of s member bank of the Federsl Resorve System sx defined by
Ssction 2 of the Bunking Act of 1933 (U.8.Cs Title 12, Section 221a)
shall be treated as distributed income, (1) which such affiliete
retsins and invests in resdily msrketable ussets in coapliance with,
or in sntiaipation of comwpliance with, the provisions of Section
5144 of the Revised Statutes (U.E.C. Title 12, Bection 61) or (2)
which such affilinte under the sdvice of the Boerd of Governors of
the Federal Reserve System, the Comptroller of the Currency or the
Federal Deposit Insurance Corporation, ao invests, retsins, or cone
tributes towerds the strengthening of the cepitel siructurs of any
affilisted bank, or {3) shich such sffiliste retains ss required
by agressent with the Heconstruction Finence Corporation restrict-
ing the dividends of such affiliate.®

(¥otet The words “or in anticipstion of complisnce
with" are importent, becsuse Congreas in the Banking
Aot of 1933 provided thel the reszerve should be 12 per
contus st the end of 5 ysars from the enactaent of
that Aot, intending that the holding comparies should
tild up to the required figure during thet period.)
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