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FEDERAL RESERVE BAEK OF ITLiaUA

March 213, 1933

idr. Chester Liorrill, Secretary,

Federal Reserve Board,

Washington, D. C.

Dear Mr. Lorrill:

Vie are working on a plan at Knoxville, Tennesse:,

which I desire to submit to you and the Board.

The East Tennessee National Bank at Knoxville closed

owing us approximately t1,700,000. This is secured by 033,000

of bonds of the City of Knoxville and y1,977,309 notes.

743 consider the indebtedness perfectly good. However,

with the limited banking facilities in Knoxville at the present

time it is going to be difficult for the Knoxville debtors to

pay us at an early date, I am therefore sending a man to Knox-

ville to look into some of the large lines for the purpose of

oonvertln3 them into direct loans by the makers under the amend-

ment to Section 13 giving US the right to make loans to individuals,

partnerships and corporations.

Under this plan we will accomplish two purposes. We

will aid these people in Knoxville who need help right now and w
e

will get such notes as we handle in this way endorsed and secured.

Under this plan we will also be able to keep these notes alive

instead of allowing them to become dormante

In the regulations of the Board allowing such loans we

are not allowed to make loans to take up indebtedness to other

banks without the approval of the Board and this operation might

technioally come within the scope of that inkibition. I an there-

fore writing to ask the Board to waive this part of its regul
a-

tion and give us permission to apply this plan relative to the

Knoxville banks.

Yours very truly,

(Signed) E. R. BLACK

Governor.

B-0
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COPY

FEDERAL RESERVE BOX OF CHICAGO

SUBJECT: Michigan bank situation.

Federal Reserve Board,

ashington, D. C.

Gentlemen:

March 30, 1933

Attention of L. Morrill.

In confirmation of my telephone conversation with you today
the banking situation in the State of Michigan has been for some time,
and still is giving us more concern than any other part of our district.
As you know, the moratorium there started under the Governor's proclamation
of February 14, and many banks have been closed ever since that time. This,
together with the unfortunate conditions in Detroit, has tied up the whole
state to an extent where great distress is prevailing, and there is fear of
something worse. Many of the banks still closed are in the key cities of
the state. Out of 154 member banks which we have in Michigan, 59 of them
only have been opened, 19 are in the hands of conservators, and 76 are still
closed, which is by far the largest proportion of unopened banks of any part
of our district.

As you are aware, an unusually large proportion of the banks in
Michigan are state banks, owing to their law. Very recently legislation
has been passed providing for conservators under the state law. The
bankers in that state, together with the Commissioner of Banking, have
been endeavoring to work out some plans by which they could reopen under
this new law, and a plan has been worked out which has the approval of the
Governor and the Banking Commissioner.

I have had in my office the last two days the conservators and
their attorneys of the Traverse City State Bank of Traverse City, Michigan,
and the Alpena Trust and Savings Bank of Alpena, Michigan. These are the
men who have worked out the plan, and they have come over here to see us
not only on their own account but at the behest of the Governor and the

Commissioner of Banking who are very eager to get at the earliest possible

moment our approval in order that they may proceed to open up a very large

number of the banks on a similar basis.

It is understood that any plan which relates to state member banks

must be of a nature under which such banks would have a license to reopen

from the Secretary of the Treasury, and on the other hand of such a

character that their membership in the Federal Reserve System would not

be affected, and you understand, of course, that these requirements are

not entirely similar.
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Briefly, the plan in its fundamentals contemplates the conversion

of a specified percentage of the deposits into preferred stock, such

percentage being sufficient to offset unacceptable assets. This means

that the doubtful assets are still retained in the bank's structure but

that the deposit liability is ratably reduced.

11 hypothetical case will serve to illustrate;

Lzsets 01,250,000

(of which 0350,000 are considered as unacceptable)

Liabilities
Deposits 4,000,000

Capital stock 200,000

Surplus & undivided profits 50,000 1,250,000

The operation of the plan would not change the amount of assets but would

set up the liabilities as
Deposits 0650,000

Preferred stock 350,000

Common stock 200,000

Surplus and profits 50,000
41,250,000

This serves, of course, to materially increase the protection of

the depositors from the standpoint of the solvency of the bank under the

licensing power of the Secretary of the Treasury. However, I have pointed

out to these representatives that an examination of their bank thereafter

would set up a considerable part of the 0350,000 unacceptable assets as losses

which would in all probability at once show an impairment of their common

stock which, under the usual law, would call for an assessment thereon

shortly after their reorganization as an impairment of the capital involves

the probability of loss of membership in the Federal Reserve System. They

claim that it is understood in Michigan under the new law that with the

addition of the preferred stock capital an impairment of the underlying

common stock would be allowed to continue for a considerable period depending

on the course of the liquidation of the unacceptable assets but always

reserving, after that period, the right to declare such assessment. In

other words, it is evidently considered that the common stock is kind
 of

a surplus which, however, they do not wish to actually write as a surplu
s

account in which event the right of assessment would be lost. This plan

is predicated on the basis of the impossibility of collecting a
ssessments

at this time and under these conditions.

There are other elements in the plan which have to do with

the issuance of certificates of indebtedness in lieu of pert of the

preferred stock or into which a part of the preferred stock might 
later

be converted at the discretion of the Commissioner of Banking. I have

objected to this as creating a definite liability of the 
bank, but

the purpose is evidently in order to pay the percentage 
liquidation

of the preferred stock from time to tire as collection
s are made in

this form rather than in cash, and the Commissioner 
of Banking says

that this has been a successful way of meeting the 
situation in nonmember

state banks under previous laws.
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It should be understood that the preferred stock is not against

segregated unacceptable assets but is a claim against all of the assets

subject to the depositors' claims and ahead of the common stock claims.

I think there may be some merit in the plan of converting

a certain percentage of the deposits into preferred stock from the

standpoint of protection of the remaining deposits. There may be some

question about the constitutionality of such laws, but I have had these

Michigan attorneys discuss the matters with our attorneys this morni
ng

who are inclined to think that the matter is sufficiently covered in

the law which gives recourse to dissenting depositors so far as the

State of Michigan is concerned. The other question, however, is, of

course, the effect of capital impairment on Federal reserve membersh
ip.

This matter is not a question of one or two banks, but a

policy for a whole state which is in a distressing situation, and if

not solved, would lead either to the wholesale closing of banks all

over the state or otherwise to a pretty general withdrawal from Fede
ral

reserve membership. These gentlemen who have been in to see me are

desirous of having you people in Washington have a complete understa
nding

of the reasons for, and the consideration which has been given to such

a plan, and are prepared to answer all questions, both banking and l
egal,

which may arise. In the Governor's absence it seems impossible for me

to get away at the moment, as I have explained to you, and I have
 concurred

in their suggestion that they would like to present this whole ma
tter to

someone whom you may designate in order that a complete understandin
g

may be had. They are expecting to get the Commissioner of Banking of

Michigan to accompany them, and of course under all the conditions 
in

that particular state, the element of time is highly important.

They thoroughly understand that they cannot expect definite

action from the Board in Washington without further considerati
on through

this office, but I think they are justified in their desire to 
have you

and also the Treasury Department, and possibly the Comptroller, 
have a

thorough understanding of their problem and their idea of a solut
ion.

The matter is broad enough in its importance that your office 
will doubtless

be interested, and I very much hope that Some kind of a general basi
s of

some type of reorganization mey be agreed to by the Comptroller's 
office

as well as the state authorities in the various states. Some kind of a

formula as to the conversion of deposits into capital stock wou
ld be

helpful to all of us who have to deal not only with national ba
nks but

with the various state authorities.

Under all these circumstances I shall very much appreciat
e it

if you will give what consideration you can to these gent
lemen and their

plan, and at least you people will have this opportunity of 
getting a

thorough understanding of what they are trying to do in t
his rather critical

state of Michigan.

Thanking you in advance for your consideration, I um

Very truly yours,

(Signed) EUGEklE STEVENS

Federal Reserve :.c,ant
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April 10, 1933.

Hon. R. E. Reichert,
Commissioner of Banking,
Lansing, Idichigan.

Dear Sir:

Your communication of April 7, 19b3, outlining a

proposed plan for the reorganization of banks organized

under the laws of the State of Michigan, which was discussed

at some length with you and Governor Comstock in this office,

has received further careful consideration.

Your general plan relies on the broad authority granted

under the ':cLitt-Creen Act, which provides a summary procedure

for the reorganization of banks. It appears that under thet

Act the plan for a particular bank is proposed to you by the

conservator in charge. Upon a)proval ly you notice of the

proposed plan is given by publication end as otherwise provided,

and six weeks after the first publication the plan becomes

effective. Objecting depositors and creditors may prosecute

their claims in the circuit court of the county in which the

bank is located, provided such claims have been filed during the

six week period.

Under the plan unacceptable assets are written down to !1.00

and deposit liabilities reduced accordingly. The plan makes no
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provision for the adjustment of continent liabilities or long

term leases, but it is assumed that a particular plan will be

approved by you only when T)roper adjustments of long term leases,

etc., have been :lade, and you are satisfied with respect to all

possible claims which miLht prevent a successful reoraniation.

Ic:) new capitL1 is required from stockholders and the capital

Istructure is restored by thc write-down of deposit liabilities.

The result nay be to postpone stockholders' liability, permit

stockholders to avoid assessment entirely, and retain their

ownership of the bank if during the five year period of operations

of a bank under the -)lan the depositors are paid in full out of

the liluidation of unacceotable assets and the earnings of the

reorganized bank.

This office is still of the opinion that the reorganization

of closed banks which cannot be accomplished by stock assesslAents,

capital contributions, and removal from the bank of unacceptable

assets, can enerally be carried out most effectively by the

organization of a new bank properly capitalized, the purchase of

0:lod assets and assumption of corresponding deposit and other

liabilities by the new bank and the li,uidation of the old bank

in receivership.

OwinL, however, to the situation prevailing in lachian, the

fact that 7ou have secured legislation giving unusually broad powers,

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



-3-

and your confidence that the proposed plan will greatly relieve

the situation, this office has undertaken to indicate its views

of the plan proposed, with a view to your applying it with

respect to State member banks in a way which may entitle them to

a license for reopening issued by the Secretary of the Treasury.

It is understood that application for such license would be de

in each case when the six week period for filing objections has

run. Luring that period operations would be on a restricted

basis under the supervision of a conservator.

It is further understood tIKt the )roposed plan does not

represent a general formula for the reorganization of all

unlicensed :.ic-cii E-Lan State banks but is to be used only in such

cases where, after due consideration of existing conditions, it is

determined that a bank reorganized under the plan can reasonably

be expected to operate Cs a sound going institution, and no

bank will be reorganized under the plan which cannot make

available to its depositors in delland deposits at least fifty

per cent of their deposits.

The proposed plan contemplates the creation of a sound

banking institution by the elimination of all unacceotable assets

through a write-down in the claims of depositors.

There are four features of the plan which require detailed

discussion:
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1. Certificates of indebtedness which it is proposed be

issued in orooer cases in the form of special time deposits to

represent ten or fifteen )er cent of the deoosit liabilities of

the reorganized bank. These certificates are to be issued

only against sound assets; are to be non-interest bearing, and

it is contemolated will be retired by tender in payment of an

oblisl:ation due the bank. It was indicated that this office -night

approve the issuance of En license under a plan providin2 for such

certificates if they were treated as evidences of special time

de2osits, and designated b- a ohrase such as "special reorganization

certificates of deposit." Serious objection has arisen with

respect to these certificates of deposit.

It was urged by you that the certificates of indebtedness

bearing no interest, and maturing only at the end of the five year

period would facilitate the payment of cebts due the bank.

AccordinL. to tile plan, however, it is orop-.)sed to issue certificates

of indebtedness only against acceptable assets, in w' ich case there

is no reason why the bank should desire oayment of loans prior to

their maturity. Further than this, if the certificates were of

present value only to pay indebtedness to the bank, they would be

traded in at a discount from their face value, and to the extent

of the discount deoositors would not receive full value for the

deposit liabilities assur:ied b:T the reorganized bank and represented

by sound assets.

Upon cerefal consideration it is our view that a bank intenCing

to apply for a license from the Secretary of the Treasury should not
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include in its plan for reorganization any provision for such certifi-

cates of indebtedness.

This office would of course not object to t'le use of certificates

of de')osit as part of a reorganization plan if the terms under which

they are issued are in accordance with usual bankin-. practice.

2. "No par liiuidating stock" is to be issued to. depositors

at the rate of one share for each ten dollars of deposit liabilities

reduced to accomplish the write-down of unacceptable assets. The

liquidating stock will be non-assess.,ble and preferred over the

common stock both as to assets and earnings. It is to be retired

out of the liiuidation of unacceptable assets and the earnins of the

bank within five years. If the liiuidating stock is not retired

in full at or before the end of the five year period it may displace

the common stock as the capital stock of the bank. It is sugtested

that the plan would be improved if the li.uidating stock was entitled

to accrued dividends on retirement, so as to provide the possibility

of a return of not less than two per cent to depositors on the amount

of their (e)osits converted into lividating stock.

The unaccentable assets which will be se,regated and represented

by the lifaidatim-• stock will be carried on the books of the bank at

1.00, and the liluidating stock, showing the nuriber of shares issued,

will be set up as a liability at :11,00. In setting up the balance

sheet of the reorganized bank a footnote should fully set forth the

terms and preferences of the li_uidating stock.

3. The common stock will be restored by the write-down of deposit
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liabilities and will re)resent sound assets. It cannot be trans-

ferred, except by operation of law as in the case of death, or share

in the assets or )rofits of the bank L:o lonE as shLres of the

liquidatin,-- stock remain outstandinE.

It is assumed that in reorganizinE banks under the proposed plan

it will frealently be necessEry to secure new managellent. In this

regard it is pertinent to note that althouiEh the ownership of the bank

continues in the holders of the common stock, they have end are

entitled to but few richts of ownership. The depositors, by

restorin--. the common ca-oitL1, have acquired the ultimate rights

of ownership in the bank, subject to the retin-lent of the li-Juidating

stock.

With these facts in mind, this office believes that a provision

should be included in the reorjanization plan whereby a depositors'

committee, representing the holders of not less than fifty per cent

of the liquidating stock outstandin, could elect a majority of the

board of directors of the bank. This might be accomplished in

several ways. Gne appropriate method would be by the depositof all

the common stock of the bank with a trustee to be voted at the

direction of the Cornissioner of 13ankin . lon as any liquidatinL:

stock is outstandinE. such a de)ositors' committee s7,ould be

able to call u2on the Corimissioner of 3anking to assert and collect

assess'lents on the co-Imon stoc'- at any time, or to convert the

linuidatinE stock into the capital stock of the bank and at the same

time collect on the doable liability of the old stockholders.
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As a minimum requirement resarding the position of common

stockholders and. their liability as such, this office regards it

as essential that the plan published in connection with the re-

organization of any State member bank provide for the assertion

of stockholders' lin.bility at any time, without receivership, when

in the jud.-7.-lent of the Comnissioner of BankinP., such action is in

the interest of the holders of the liquidating stock.

The Secretary of the Treasury cannot give a eneral approval

to the proposed plan, but will grant a license to reopen to a bank

reorganized under the plan as carried out in accordance with the

suggestions in this letter upon the recommendation of the Federal

Reserve Bank.

The Federal Reserve Bank of Chicago will, of course, upon advice

of its counsel, determine whether or not it can properly do business

with the reorganized ban1-:, and by examination whether or not the

reorganized bank is a sound institution, with acce2table P.sstu to

cover all liabilities including common stock. You may expect the

assistance and cooperation of the Chica,,A) Federal Reserve Bank in

determining what State member banks can properly reorganize under

the proposed plan.

Yours very truly,

Secretary of the Treasury.
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FEDERAL RESERVE BANK OF CHICAGO

230 South La Salle Street

Federal Reserve Board

Washington, D. C.

April 15, 1933

MI'. Chester MorTi11.

Gentlemen:

After a telephone conversation with /Aro Xesse Iones

today and on his request for more information, I have written

him as per copy enclosed, which I think will be of interest

to you,

I feel very strongly that this is a case which calls

for constructive and coordinated action.

Very truly yours,

(Signed) Eugene IL Stevens

Chairman
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COPY

April 15, 1933

SUBJECT: Michigan Banking Situation.

Mr. Tease Tones
Care, Reconstruction Finance Corporation
Washington, D. C.

Dear lar. Tones:

Referring to our telephone conversation today, you are, of course,
familiar with the banking situation in the State of Michigan. Recent figures
prepared by us show as follows:

(89 state ) (as of 12...31-32)
Member banks in. Michigan — 154(65 national) Total deposits 4989,000,000
Banks licensed to open — 60 Deposits 4241,000,000
Banks in hands of

Conservators — 77 706,000,000
Banks unopened — 17 42,000,000

Percentage: Number 39%. Deposits 24....3/2%

The above figures include the two large banks in Detroit now in
the hands of conservators but do not include the New National Bank of Detroit.
If the two large banks with deposits of 4562,000,000 be eliminated from the
picture, the percentages mould show 39% number of banks opened, and 56% in
deposits thereof. This compared with the rest of our district of 64% of
member banks opened with 91% of total deposits.

This is a striking picture of the real position in the State of
Michigan outside of Detroit. As you know, the moratorium in Michigan started
on February 13, and most of these banks have been closed since that time. In
the meantime, the publicity of the Detroit situation and the agitation there
has been reflected all over the State, There are numerous points in the State
where either no or insufficient banking facilities are in existence with
resulting unemployment and unrest, particularly in the industrial centers, all
of which constitutes a menacing situation not only in Michigan but, by example,
elsewhere if another conflagration should start in Michigan. The unrest is
also a menace to the banks which have been opened.
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April 15, 1933

Mr. Jesse Jones*

The Governor and the Banking Commissioner have been working with
the legislature since early in February on new banking legislation to meet
this situation, and finally a bill was passed on March 21, 1933, designed
to effect a blanket plan under which a large number of banks could be opened
at once. We do not believe this is desirable due to varying conditions in
various banks and communities, and there are many features of the proposed
plan which do not meet with our approval. However, the reorganization of
the banks in Michigan has generally been awaiting the outcome of this legis-
lation. ;ie have had numerous conferences with the State authorities and
others in Michigan and also with the Treasury and the Federal Reserve Board
in Washington. I think it is the view of all of us that this plan does not
give the desired result.

We recognize the imperative necessity of releasing these frozen
deposits as far as may be done under any sound plan. We conceive that the
time has coma when something constructive should be undertaken on the part
of the various governmental authorities in conjunction.

To this end, in view of all these circumstances, I suggest the
desirability of an approach from the standpoint of reorganization of the
banking structure in Michigan, rather than of each individual bank, and
with the initiative of governmental authorities.

I suggest, therefore, that your corporation designate a representa-
tive whose recommendations would have a compelling influence with your board,
that the Comptroller's Reorganization Department designate a similar represen-
tative, that the Federal Reserve Agent in Chicago name a representative
similarly qualified, and that these men proceed to Michigan to sit in with
the State Commissioner of Banking and as a group be prepared to examine and
act upon, in coordination, the state requirements and also be prepared to
stay on the job for some weeks if necessary.

This group would include men thoroughly familiar with the whole
banking situation and requirements in the State and would have at its command
the confidential reports of all banks and their needs. It should proceed
from the consideration of the needs of the various communities for banking
facilities, giving first attention to the key points in the State, and
thereafter taking up the smaller Communities.

It should explore the banking situation in a given town and
thereupon determine from its joint knowledge and the figures of the banks
in its possession what should be done. This might be in the nature of a
reorganization of a certain bank or banks, consolidation or the starting of
a new bank out of the existing banks. Thereupon, interested parties fran
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Er. Jesse Jones,

April 15, 1933

that city should be called in to meet with the group, the situation
reviewed and a plan set up which would meet the approval of the group
and which might in numerous cases involve the participation of the R. F. C.
in the purchase of preferred stock. The representatives of the city in
question would be told that if they would go back and do thus and so, the
R. F. C. would do certain things and the bank or bankers could thereupon
be opened. This would give the community something definite to work on.

I believe that some such plan, in which the initiative were taken
by these joint authorities, would tend to clear the situation at once and
as these banks were being gradually and speedily established in the various
communities, the morale of the whole State would immediately be strengthened.
I think that when this job was finished, we would all of us have a banking
structure in the most essential points in the State which would meet the
needs. I think that by reason of the delays and the lack of coordination
thus far, it is essential that the initiative be taken by those in authority
in this particular instance.

The capitalization of the member banks in the State which are
not licensed to open is approximately 416,000,000, with supplus and profits
of approximately 411,000,000. The nonmember banks are generally of smAller
size. Some banks could not reopen at all and others would not need to have
their present capital fully restored, so that my guess is that 425,000,000
of new capitalization furnished by the R. F. G. would put in force a sound
banking structure in the State of Michigan where needed. I also feel that
it would be much more effective and much sounder in its operation than if
the authorities waited for the initiative of the various communities in
going to them as individual banks.

I am enclosing, as an example, a memorandum of those key cities
in Michigan, in which the banks listed are not open on account of their
condition, There are many other situations of importance which need attention.

I believe that the cooperation of the various interests involved
could be obtained to the advantage of each of them, and I trust this suggestion
will have your consideration.

We have studied this matter intensively for some time and in my
opinion this seems to be the best way out,

Very truly yours,

Chairman
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REORGANIZATION OF BARKS IN MICHIGAN. 

The Statute.

Act No. 32 of the Public Acts of Michigan of 1933 (approved

March 21, 1933,) contains provisions by which during the existing bank-

ing emergency and in no event after June 1, 1935, the Commissioner of

the State Banking Department may take over, as conservator, the custody

and management of any State bank or trust company and may proceed, in

his discretion, to wind up its affairs, place it in receivership, per-

mit it to conduct business in the usual course, or to reorganize it.

The provisions with regard to reorganization of such a bank may be

summarized briefly as follows:

When it is advisable in his opinion, the Commissioner, with

the approval of the Governor, may reorganize a bank on such terms and 

conditions as he may prescribe. Such conditions may provide for the

adjustment or disposition of the assets and stock of the bank; the

creation of trusts relating to the assets; the cancellation or issue

of stock by such bank; the allotment of stock among depositors and/or

stockholders and/or the Reconstruction Finance Corporation; and the

issuance of certificates of indebtedness and preferred stock.

Preferred stock shall be redeemable on or before five years

from the issuance thereof and if not so redeemed "may thereupon become

the common capital structure" of the bank or such part thereof as the

Commissioner may determine. Deposits in such bank may be used to Pur-

chase stock, and withdrawals or dividends may be used to liquidate the

stockholders' liability.
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When the bank is put into operation in accoruance with the

plan of reorganization, a notice shall be placed upon the door of the

bank and published in a newspaper in the county in which the bank is

located for two successive weeks, and (as stated in such notice) upon

application to the court within thirty days next following the last

publication of such notice, a stockholder, creditor, or depositor may

have the court review the plan of reorganization and determine the

value of his claim against the bank, and the court may decree the payment

thereof in cash or in assets, require the stockholder, creditor or

depositor to abide by the plan of reorganization, or make such other

order or decree as shall be fair and equitable in the circumstances of

the case.

Failure to make such application to the court within the pre-

scribed period by a stockholder, creditor or depositor shall be deemed

to be consent to the reorganization.

The Commissioner is required to provide for a depositors' com-

mittee to represent the depositors and shall furnish such committee

available information regarding the bank.

Under the law of Michigan, stockholders of banks or trust com-

panies are subject to the so-called "double liability" upon their stock.

It may be mentiond that there appears to be some doubt as to

tlie constitutionality of the reorganization statute above described.
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The Proposed Plan. 

Pursuant to the provisions of the law as outlined above, it

is proposed to reorganize some of the banks in Michigan in accordance

with a plan, the outstanding features of which are understood to be

as follows:

A majority of the deposits will be released and made available

to depositors for legitimate purposes. " ranainder of the deposits will

be evidenced either by preferred stock or by certificates of indebtedriess.

Such preferred stock will be non-assessable, is to be redeemed

within five years out of liquidation of unacceptable assets and earnings,

is to be preferred over common st_ck both as to principal and interest,

and is to have no vouing rights. No dividends may be paid on common

stock until all preferred stock is retired or cancelled and if the pre-

ferred stock is not redeemed within the five-year period, it will

displace the common stock as the capital stock of the bank.

Upon the issuance of the preferred stock, the deposit liabilities

of the bank shall be decreased by a like amount. No new capital is to

be required from-the shareholders, the capital structure being restored

by the write down of the deposit liabilities. It is not contemplated

that assessments will be made against the common stockholders upon their

double liability.

The unacceptable ass-ts of the bank which are to be segrecated

and represented by the preferred stock, are to be carried on the books

of the bank at $1.00, and the preferred stock, showing the number of
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shares issued, issued, will be set up as a liability at $1.00. A footnote to

the balance sheet will set forth the terms and preference 'f such stock.

It is to be observed that, inasmuch as the preferred stock

will be paid before the common stock, it is, in effect, represented by

the sound assets of the bank and there is accordingly no sufficient

amount of sound assets to cover the common stock. The balance sheet

will therefore not truly reflect the condition of the bank.

It is also to be observed that the failure to assess the

old stockholdtxs on their double liability causes the depositors to

bear a loss which the law contemplates should be borne by the stock-

holaers. Although the holders of the preferred stock have the ul-

timate rights of ownership in the bank, the plan does not give them

voting rights or provide for their participation in the management.

It is contemplated tnat in some cases certificates of in-

debtedness may be issued to represent a portion of the amount by which

the deposit liabilities are scaled down. Such certificates, which

are to be negotiable and redeemable at the end of a period of years,

will be acceptable at par by the bank in payment of any indebtedness

due to it; and it is contemplated that they will be retired through

their use in this manner.

It is understood that application for a license would be

made to the Secretary of the Treasury in cases of this kind only

when the period for filing objections with the court has expired.
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Federal Approval of Plan. 

Reorganizations such as those descr_bed are to be arranged in

order that the banks involved may be reopened; and, in the case of a

member bank, this requires a license from the Secretary of the Treasury.

No such reorganization, however, requires the approval of the Federal

Reserve Board or any action on the part of the Federal Reserve Board.

(If, of course, In some particular case the plan should involve a

violation of a provision of the Federal Reserve Act or of a con-

dition of membership by a State member bank, the violL.tion would

be a matter for consideration by the Federal Reserve Board; but

otherwise the Board has no duty or responsibility in the matter.)

_t is obvious that the giving of approval by the Secretary

of the Tr_asury to a plan of this kind in the case of any one bank

would make it extremely difficult for him to refuse to approve any

substantially similar plan for any bank in Michigan or elsewhere in

the country. In this connection it is understood that the Comp-

troller of the Currency will not approve plans similar to the above

for national banks.
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