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Bank Depositors! Guaranty Law of Kansas was passed by the 1209 Legislature
and became effective on June 30, 1909, This law was repealed on the l1l4th
day of March, 1929,

High Point = in February, 1922, out of 1108 banks there were 714 banks
which were members of the guaranty fund

LOw Point = in January, 1929, out of 854 banks there were 34 banks which
were members of the guaranty fund

Approximate number of banks belonging to Guaranty Fund, 1911 to date of

rep eals A /{‘u“lw ‘ﬂ;{‘ 414.‘[-‘-4:1
 ua BBt 31 £ash pad et o llay =27
1911 442 1918 - 613 1925 = 611 i 7{Aﬁ~45

1912 - 462 1919 649 1926 - 399 /;WMW,M
1913 481 1920 683 1927 - 78 — R
1914 508 1921 714 1928 - 39

2u7 19/ 7{56
1915 526 1922 - 698 March, 1929 = 34 pLisr

1916 546 1923 681 Sepl ), 1914 97
1917 577 1924 651 g/]/ w6 S37

= /7 «_f J
714 Banks, December 31, 1921 Total Capital $18,752,000.,00 1“7’ (g
Total Surplus 10,240,031,99 Seg/ /. /720
Total Deposits 184,608 ,466,92 / (4
AT )
|*Number of failed guaranteed banks by years: er“zéyyk
|, (426
1910 1922 15 LS, 176
1919 1923 18 -
v [, (7<5
1920 ' 1924 10 537’ A
1921 1625 - 14

Total Guaranty Fund certificates issued $13,704,391.86
*¥%% Dividends paid $7,053,520,16 (7
Balance unpeid certificates involving 52,029 creditors § 6,650,871.70

Income into Guaranty Fund from all sources including
assessments paid by banks, interest paid on
accounts, forfeited bonds and collections * $ 2,788,774.14
Disbursements from account (dividends paid from
Guaranty Fund) 2,771,445.41

Total costs to state banks as above $ 2,788,774,14
Total loss to guaranteed banks in reorganization

of American State Bank, Wichita, Kansas 5t 1,500,000,00
Total cost to guaranteed banks Greng b O Orandey  § 1,268 774~T_

*31 of above mmber closed, paid in full,#¥* "7 o
Out of this amount 29 banks were pald in full, 2 bank$s paid’ from final
forfeiture of bonds, paying 93% to credltors. Only one bank, however,
‘ out of the 29 ?articipated in full from the Guaranty Fund, the other 28

paying from 125% to 90% out of their own assets,

**% Dividends paid from assets and Guaranty Fund '
**%% This amount includes total liebility of Guaranty Fund, |

!

Totael deposits assessed $ 1,859,128,940,00

Total assessments on banks 1,678,169.65
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GUARANTY OF BANK DEPOSITS KANSAS

From Federal Keserve Bulletin, Spetember 1925
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KANBAS

. Institutions included.—Any bank doing business in
| the State with en unimpaired surplus of 10 cent |
of its eapital and any bank authorized to do business
in the State after the passage of the aet which shall
have been actively engaged in business for one year
and having such surplus. ‘

Participation.—Voluntary. _ =~

Character of deposits guaranteed,—All deposits not
otherwise secured; but the guaranty shall not apply to

a bank's ebligations as indorser upon bills rediscounted,
to* yable, to money borrowed, from its corre-
168, op others (any deposit on which a greater
interest is paid than the rate approved by the

I commissioner shéll be comsidered money bor-
d), or deposits or eredits obtained by.ﬁ?ﬂ or in

on of law or evidence of debts fraudulently

) ") A
jand rate of (a) regular and (b) = al assess-
a) One-twentieth per eent of g::-age guar-
deposits less capital and lus, minimum
mt $20 annually. (b)) When the guaranty
8 below $500, additional assessments may
5 to pay losses that have matured and me
el ﬁ11§;§:~\'able on demand against the guaranty fund.
N e than fiye suech additional &ssessments of
e-twentieth per cent shall be made in any one year.
_initial assessment of one-twentieth per eent of
erage deposits eligible to guaranty less eapital and
lus is made on banks entering this system at its
ugairation, and banks entering later are reglired to
be their proportionate share of money then in

anty fund after all losses have been paid.
of payment of depositors.—Bank commis-
at earl ment &e to each depositor
e upon i Any balance due on
ificate af realized
checks
e guar-

r assets of bank
dividends declared shall be p
awn on the depasitors’ guaranty fund.
y fund is not sufficient to pay all de rs of the
bank, the special assessments provided forhaving been
magde, then the depositors shall be paid pro rata and
the balance due shall be paid when the next assessment
is available. y
Powers of Btate board or commissioner.—The bank
commissioner is authorized to levy assessments each
year until the fund is $1,000,000, and thereafter, if the
fund falls below $500,000, he is authorized to levy
additional assessments, not exceeding fiye in any one
year, in sufficient amounts to pay -
matured and become claims payable a
anﬁy f}:xnd. The (iomt;:igsiolr{xer i‘si (
take charge of insolvent banks and wind up the
of such E ks and to issue certﬂic&%’eg
upon p‘rooEv claim. The commissioner is &l
ized to e ine banks failing to?ny ASSE
if such banks are imsolvent to liquidate
lvent to eancel their certificate as guaranteed
case of violations of the act the comm
thorized to require compliance andﬁ

2 pliance is
had to eancel the certificate of membership of the
o A

Disposition of
shall depo 1 wi
the order of the bank

Maximum asse
than five assess
of the average g
surplus shall be made

ite of interest on outst

aranty fund.
‘th

| cates of indebtedness.—Six per cent u

rate exist on the deposit, then the certifi

the eontract rate. T
Nore.—The State of Kansas, in addition

contributions to the guaranty fund as ggt.out. :

requires each bank to depositand n th

State treasuref &8 an eyidence of go¢

securities (enumeratedin the act) to

$500 for every $100,000 or fraction thereof of
average deposits eligible to guaranty less eapital and

su e

N 4
od

been actively

it least one year, and

ereby authorized and

the assessments and
ulations of the

ty e State of Kansas
T ed, That before any
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bank shall become a guaranteed bank within the
meaning of this act, a resolution of‘its.w of direc-
tors, authorized by its stockholders, duly ee
ident and seeretary, asking
vided by the bank ;

@ stating in sub
ith the provisio
e guaranteed
of the State

l bank has gomplie
hat its deposito
tors’ guaranty
provided.”

sposit. of bonds

e from the bank
he same acecording
an evidence of good
bs maintain with the
ler of the ba: -
the auditor of

gtate bonds, or the |

chool district, board
te of Kansas, to the
3 0 or fraction thereof
deposits eligilﬂa to guaranty (less its
8) as shown by its last four published
1 ed, That eaeh bank shall so de-
$500 and the State treasurer shall
pt therefor in triplicate, one'fo the bank,
tor of state, and one to bank com-
cg bonds only shall be ageepted as the
nissioners of the State ©f Kansas are

» and shall bear the ¢
of the State of Kansas stating that
n said bonds have been legally issued.
r cash in lieu thereof, shall not be charged

ificate of the

aranty fund with State Treasurer,” until

s said bank shall default in payment of
ereinafter provi for. In lieu of bonds,
its option mayy deposit money, which

be exchangeablél for acceptable bonds
ank elects to maké the substitution. In
0 .above, each bank shall pay in cash an
ual to one-twentieth of 1 per cent of its
eligible to ranty less its capital
the same shall be credited to the
guaranty fund with the State treasurer

itor of state, and
povided, That the

y bank seeking
il benefits of this
r the year 1910
sééd an amount

si¢ lentioned assessment,
ver, shall not be required of new banks formed b
anization or consolidation of banks whie

iously complied with the terms of this act.

he
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Upon th
money)

the bank entitled

Sec. 9-208. Guaranty fund—Annual ‘
“The bank commissioner shall;’during
inuary of each year, make assessm

r money—-lss&- ‘

bwentieth of 1 per cent of the avera ge|
deposits, less capital and surplus of each
Inimum assessment in any case to be

‘eash fund accumulated and placed to th
bank depositors’ guaranty fund shall be app §
$1,000,000 over and above the eash deposited™in lieu
of bonds, when he shall disgontinue such assessments.
Whenever said cash f has been reduced below
$500,000, additional assessments shall be made ag'
‘herein provided and then only in sufficient amount
Ppay losses that have matured and have become cla;
‘payable on demand against said guaranty fund:
 vided, That not 4
| twentieth of 1

T #

ore than five such assessments of one=
ein any one cals

ate of Kansasshall
nks as proédqd
ject to the rdg o

ate, for t;e payment of

>fu&mnteeql banks, as'hereinafter pr
reasurer shall credif this fund qual

portionate share of imterest receive m State
up?n the average balance of ici?;u o
to be insol

ake char
ed to
the earliest mome:
ate upon proof of clai
n which

“When any ba ik s
the bank commis
bank, as provided law, and pr
affairg; and he sh
each depositor a ce
6 per cent interest

3 t where
rate exists on the deposi ﬁcgg case the ce
shall'bear interest at the contr. rate.
amount of each dividend to be paid cre A
date when such payment is to be made |
lished in two consecutive is
circulation in the county o
bank ig located, and a corre

shall have realized upon the assets of!

exhausted the double liability of its st

shall have paid all funds so collected in |

creditors, he shall certify all balances

deposits (if any exist) to the bank ¢

shall then, upon his approval of such certif

checks upon the State treasurer, to be cou

the auditor of state, payahle out of the b

guaranty fund in favor of each

due of of claim

f at any e available f

tors’ guaranty fund shall not

guaranteed deposits of any fail ank, the five assess-
ments herein provided fc;ﬁmving_boen made, the
commissioner shall pay depositors pro rata and the

remainder shall be paid when, the next ent is
available: Provided, however, That whenever nk
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commxwoner shall have paid any dividend

ors of any failed bang:mt of gil@b&nk depg&

, then all claims and rights” tion of
aid sha ert to the bankwcom-
nefit of ‘s8id. bank dep rs’
il said fund ‘shall have lly
sayments made on aecount of such
Vinterest thereon at. 3 per cent per

F ilure to pay assessments.

alty of 50 per cent of the amount of sg
nents. shall be added to the assessment of
ik not remitting as aforesaid within 80 days 3
meoelpt of notice of such assessment from the bank
commissioner, and if ; bank, which shall have been |
assessed nohﬁed foresmd all fail to remit |
the amount of said as ent as her ided, a
sufficient amount of its bonds (together with the un-
expired coupons) shall be immediately sold b the
bank commissioner at publie sale and the m
used to pay said assessmenti %n
from the proceeds of such 8 yment
such as ent shall remaifi’
o the bank depositors’
es mot, within 60
the

tors guarant
er with th d
h assessment, remit’
ments and penalty to date,
bonds, or money pledged,
Upon the bank’s failire to
ding to the terms pf this
BT ekall immediately examine
d in his judgment 6 be in-
of and liquidate said k
k be found solvent; the
cel its certificate as a
fe to be displayed in its
mspicuous place, contin
ot smaller tha 20 ine
ype, rea
m the
anty of l
" The dat
after the ﬁrst PO

restore the amount :
ice of good fai
remit its usessments,

to date when.
ex- |

tion at th
"been closed up
entson account

the aﬂ'ah‘a of ‘ 1!
plratlo d
shal

I:s in lig
s shall h
ve d its ass

ep 'i; seonrod

guaranty
indorser u on

olation of law or evi ence of deb
Each guaranteed bank™s
oath to the bank commissioner at the date of
called statement the amount of money it has on
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Sec. 9-207 ﬁotd»_ot

“

Each gu ed bank, and 3¢
bank not m cty
record of rest ta
on whlch it has paid o (
ke a statement th j
imissioner quarterly. ﬂtﬂ the p
‘any officer of any bank
dlﬂ‘mnt texms or in excess of a rate
be orm within each county) that shi
e bank commissioner from time
of deposits or pays any interes
sit wit wn before July 1, or
owing the date ofi the deposlt or' on ‘any
certlﬁeate cashed bel maturity, shall be'
to be reckless and be removed .. ;
provided by law, and )
i te in the

a1 guaranteed u‘ndtr this act, or
i its behalf or ts beneﬁts, who 8 here-
"pay any deposifor, "either
© of interest om different
ition to the maximum
this act, or ‘who shall,
ovisions of this act,
obligation of such
e personal obligation of himself
who shall display any card or

erson

ing 'to: convey the impression
bank are guaran by the
y, _ghall

ds
te

all display a%
ny statement

by the
d Ka
nder
s 11 ‘be sub]eyt to a
‘ an $1,000. )

ganizations., |

ompany heretofore organized u
tate, and now in opers

: hng Wit th

gnifying such pi

business and llqmdatlng its aﬁalrs, shafl”
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from the State treasurer its
g Mdepomtox‘s
nts on a t of the guaranteed b

id in full, but not a.lﬁ
! T

bonds or cash pledged.
ermitted, in m;%lscretlon of the

If a guaranteed bank sha .hte awy ision of
e amng fund jact, the h shall
uire it com in & lays wit ¢h pro-
e i had the com-

f‘ i o of mem hlfp in
und‘an OM y fund
'mtJ with the %#’dh'easurer Such
e meﬂ)‘bership uhall not relieve the bank
ment , sments levied or‘;‘ a:count of

e usual feemﬁ X
to with v

P,
ged by law with i
for the security
! s or trust companfél-
reqmre such bonds from banks or

“ Any offi :

h_;.i;rtlon 1 of this ae

interested to the"
which ‘officer
removed®rom his o
county.s

an acﬁﬁﬁ!‘

removal, and. w

by its decree remove such of’hcer
declare said oﬁ‘ice vaecant.”’
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DEPOSIT GUARANTY IN KANSAS

(FROM FEDERAL RESERVE BOARD FILES)

Memorandum - Mr. Van Fossen April 29, 1926

Kansas: Law became effective June 30, 1909.

The number of banks participating in the deposit guaranty plan,
which it will be recalled is voluntary, was 611 on December 10, 1925.
A recent decision of the Supreme Court of Kansas holds that perticipating
banks may withdraw on giving the required 6 months notice of their
intention to do so and that any unpaid assessments cannot be collected
from a bank after withdrawal, although the bonds deposited and carried
on the books of the banks as "Guaranty fund with State Treasurer" may be
retained and applied toward the payment of any unpaid assessments. It
is understood that at the present time there is about $1,000,000 in the
gueranty fund and approximately an equal amount of bonds deposited, ageinst
which there are outstanding about $4,500,000 of certificates. The decision
of the Supreme Court referred to above it is thought is likely to result
in the wholesale withdrawal of participating benks and to mark the end
of the Kansas system. On December 10, 1925, the "Guaranty Fund with State
Treasurer" amounted to $960,910 as reported by state banks and trust com-
panies, this item representing the amount of bonds deposited by such banks.
On the seme date the Bank Commissioner reported cash in fund $74,070.49
and bonds, $988,724.56.

Memorandum - Mr. Van Fossen January 31, 1927 -

Kansas- The Kansas law was amended to discontinue interest on the liab-
ility of the guaranty fund to depositors of failed banks. If this amend-
ment is not upheld by the Courts, interest charges will amount to about
$350,000 per annum as against total assessments of 1/2 of 1 percent of
$341,000 prior to recent withdrawals of banks from the system. If interest
is not paid, it would take something like 11 years to pay the obligations
on the basis of assessments levied. (See Commercial West, Oct. 23, 1926).

Summary of the Guaranty Bank Deposit Law : October 1, 1929
Voluntary
State Date effective or compulsory Remerks by Mr. Van Fossen

Kansas 1909 Compulsory On September 1, 1926, all but
225 banks out of 973 in the
State had withdrawn or defaulted

on the last assessment. Withdrawal was made possible by decision of State

Supreme Cowurt, but each bank agreed to forfeit the amount of bonds pledged

as the maximum penalty of the withdrawing member. Repealed in March, 1929.

ST e




Kansas - Continued - Page 2.

Memorandum of Mr. Foster October 2, 1929

Kansas - The third State to remove the Guaranty Fund Law from its
statute books during the early part of 1929 was Kansas.
Unlike other States operating under the System, Kensas had at the time
of its adoption (1909) ingserted the voluntary clause in respect to member-
ship. So many banks had withdrawn by September 1926 that the assets of
the fund had fallen far below the lisbilities. Forfeiture of pledged
bonds as meximum penalty of withdrawel was more favorable than eventual
insolvency.

Memorandum of Mr. Foster April 1, 1

Kansas — The Kansas guaranty fund system, enacted in 1909, was
voluntary as to membership, but most of the larger banks and the new

banks joined. On September 1, 1926, all but 225 banks out of 973

in the state had withdrawn or defaulted on the last assessment. With-
drawel was mede possible by decision (April 10, 1926) of the State Supreme
Court, limiting the liability of the member benks to the amount of bonds
or cash they had on deposit in the guaranty fund. Law repealed on March
14, 1929. On February 18, 1929, the net liability of the fund amounted

to $7, 175, 314. During the twenty years' operation of the system there
were 134 failures of guaranteed banks, five of which paid their depositors
in full out of their own assets. Depositors in 22 banks have been paid

in full and in 2 banks have been peid partielly from the guaranty fund.
The amount paid from the fund during its life was $2,683,575. At the

time of repeal 31 state banks were active end had paid all their assess-
ments.
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VII. KANSAS

Three other states enacted non-compulsory plans. A voluntary system
was set up in Kansas in 1909, providing that any bank that had been in
business a year and had unimpaired surplus of 10 per cent could qualify for
membership in the fund. On entry, banks were required to deposit bonds
or cash of 8500 for each $100,000 of average unsecured deposits, to which
the guaranty was restricted. In addition, assessments were fixed at 1/20
of one per cent a year on average guaranteed deposits, less capital and
surplus, until the fund should total $1,000,000. Further assessments in
the same ratio, not exceeding five in one year, could be called for, to meet
payable claims should the fund fall below $500,000.

The minimum capital required for organizing a bank in this state was
$10,000 in places with population less than 500, with a rising scale for
larger places. In 1918, the State Bank Commissioner in his biennial report,
in commenting on bank chartering policies and on the increase in the num-
ber of state banks from 987 in 1916 to 1044 in 1918 said that “this increase
has been brought about by the Charter Board taking a broad view of the
needs of our state, and granting charters wherever there has been a show-
ing made that there was need for increasing banking facilities.”

When the guaranty plan went into effect in 1909 there were 757 state
banks with deposits of $84,800,000 in Kansas. National banks numbered
202 with deposits of $61,700,000. There were about 1760 persons per bank
in the state at this time. By 1912 the number of state banks had increased
to 890, a gain of 133 units, while their deposits rose to $96,900,000, a gain
of $12,100,000. The figures for the national banks in Kansas were virtually
unchanged during this period.

Membership in the Voluntary Plan

Of these 890 state banks in 1912, 456 had become members of the
voluntary guaranty plan. The larger banks entered the system more gen-
erally than the small banks so that whereas about 50 per cent of the state
banks as to numbers were under the guaranty plan, it covered about 60
per cent of the deposits in state banks as a whole.

[32}




Between 1912 and 1920 the number of state banks grew to 1096. This
was an increase of 206 units or 23 per cent. They held deposits of $291,-
400,000, an increase of $194,500,000, or 200 per cent. In this period the
number of guaranteed banks grew from 456 to 676, an increase of 220 units
or 48 per cent. Guaranteed state banks in 1920 had come to represent
through these increases over 61 per cent of all the state banks in the state,
the volume of their increases comprising all of the growth in the number
of state bank units. The guaranty banks held about 68 per cent of the
deposits in state banks, or approximately $199,600,000.

In this same period the number of national banks in Kansas grew
from 204 to 240, an increase of 36 units or a fraction over 17 per cent.
Their deposits rose from $60,700,000 to $143,100,000, a gain of $82,400,000
or almost 136 per cent.

These data show that in 1920 there was an aggregate of 1336 banking
units in the state. This made one bank for each 1320 persons as compared
with one for each 1760 persons ten years earlier. Ninety per cent of the
net increase in the number of banking units in the state during this decade
consisted of state guaranty plan banks.

A Three-Fold Banking Structure

. At this point, on the eve of the 1920-21 depression, the banking struc-
ture in the state was made up as follows:

There were 240 national banks with deposits of $143,100,000; this repre-
sented about 18 per cent of the banks and 33 per cent of the deposits.

There were 420 state banks that were non-members of the guaranty sys-
tem holding deposits of $91,800,000; this was 31 per cent of the banks and
21 per cent of the bank deposits in the state; it was 38 per cent of the state
banks and 31 per cent of their deposits.

There were 676 state guaranty fund banks holding $199,600,000 in
deposits; this was over 50 per cent of all banks in the state, and 46 per cent
of total deposits; it was 62 per cent of the state banks and 69 per cent of
their deposits.

This was the three-fold structure that was to face the test of the de-
pression that began in 1920.

During the preceding ten years, embracing the first decade of the
guaranty plan in Kansas, there had been but eight state bank suspensions
there, of which six were non-guaranty banks and two were guaranty banks.
Depositors of the failed banks had promptly been paid in full and the plan
was hailed as an unqualified success as a means both for strengthening
banking and facilitating and insuring prompt payment of depositors.

[33]
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Guaranty Banking Makes the Poorest Showing

s In the ordeal of hard times that was now to come however, the guar-
. anty system was to prove the weakest of the three parts of the banking
structure. Both the unguaranteed state banks and the national banks

made a better showing in the bank failure record.

. During the two year period September 1920 to September 1922 there
were 23 suspensions of state chartered banks. Of these, 17 were members
of the guaranty plan and 6 were not. This was in the ratio of 2.5 per cent
of the number of guaranty banks in operation and of 1.4 per cent for the
non-guaranty state banks. During this period no national banks failed.

During 1922-24 there were 54 suspensions of state banks in Kansas.
Forty-two were guaranteed banks and 12 were unguaranteed. This was a
ratio of 5.9 per cent for the guaranteed banks, and of 3 per cent for the
unguaranteed state banks. In the same interval 4 national banks closed,
a ratio of 1.5 per cent of those in operation.

In 1924-26 there were 35 guaranteed banks suspended, a ratio of 5.3
per cent; 10 non-guaranteed state banks, a ratio of 2.6 per cent; and 2
national banks, a ratio of 8/10 of 1 per cent.

The State Bank Commissioner officially attributed these failures to in-
competency, dishonesty, over-banking and the general fall in values of the
period. Thus, the guaranty plan, since the bulk of the failures occurred
in this part of the banking structure, plainly fostered by means of the blind
public confidence and lack of discrimination which it created, the entry
of these first three major causes of weakness into the banking situation,
instead of serving as a source of stronger banking conditions.

The Collapse of the Plan

Following this debacle of the guaranty plan, and under a court rule

fixing the liability of guaranteed banks at the amount of bonds on deposit

. in the fund, an exodus of the members began, there remaining only 255 in

good standing in September 1926. The State Bank Commissioner expressed

the belief that under these conditions the fund could never meet its obliga-

tions and formally recommended repeal and liquidation of the scheme.
By 1928 the membership had fallen to 42.

The financial position of the fund at the end of 1926 showed total net
liabilities, mainly in the form of outstanding 6 per cent guaranty cer-
tificates issued to depositors of failed banks, of $6,500,000, with assets of
$1,115,000, leaving a deficit of over $5,000,000.

The Kansas plan was repealed in 1929. During the 20 years of its
existence there had been 212 failures of state banks in Kansas, of which
number, 152, or almost 72 per cent, were guaranteed banks. At no time
did the proportion of guaranteed banks to the total nimber of state banks | —
amount to a ratio comparable to 72 per cent. During this 20-year period

the number of banks in the guaranty system ranged from 51 to 64 per cent
of the total number of state banks, with an average of less than 58 per
cent, so that the guaranteed part of the state banking structure con- :

tributed a disproportionate share of the number of bank failures in the
state.

The records of the fund show that guaranty certificates in the amount
of $13,595,000 had been issued to depositors of failed member banks.
Dividends to depositors to the amount of $6,420,000 were paid, of which
$2,685,000 came from contributions to the fund on the part of banks
through assessments and deposits in it. Five of the failed guaranty banks
were able to pay their depositors in full out of their own assets; in all, the
. depositors of 29 guaranty banks were paid in full in the order of liquida-
tion, and those of two others were paid in part. The depositors of the
=~ Tremaining 121 banks received nothing. The deficit amounted to $7,175,000 *
at the abandonment of the plan.
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Kansas Guaranty Law Faces

By C. M. HARGER

a Serious Crisis

Supreme Court Decides That Banks Operating Under the Law
May Withdraw by Forfeiting Bonds Deposited With State for the
Faithful Payment of Assessments, and That After Such Forfeiture
They May Not Be Again Assessed: Expected Effect of Ruling.

I'TER sixteen turbulent years, in
which the legislature made nu-
merous amendments, the Kansas
bank guaranty law received its

most  serious blow when on April 10
the Supreme Court ruled that banks
operating under the law may ‘withdraw by
forfeiting their bonds deposited with the
state (8500 for each $100,000 of average
deposits eligible to guaranty, less capital
and surplus) for faithful payment of as-
sessments and cannot be further assessed
to liquidate the claims pending against the
fund through the failure of other banks.

It is expected as one immediate effect
of the decision that many banks will with-
draw from the fundseventually leaving less
institutions to assess, consequently less funds
from which to redeem the certificates is-
sued to depositors of the failed banks be-
vond the bonds held by the state and what-

._ever may be recovered from the assets of

the suspended banks.

The Kansas guaranty law was the out-
growth of the progressive movement in pol-
itics. Adopted in 1909, it was made volun-
tary and about 700 banks joined the list of
guaranteed banks. They were permitted to
place signs reading, “Depositors are guar-
anteed by the depositors’ Guaranty Fund of
the State of Kansas” but mostly they con-
densed this to “Deposits Guaranteed.” An
assessment of onc-twentieth of one per cent
of the average guaranteed deposits less cap-
ital and surplus was provided, with four
more assessments possible in one year if
needed to maintain the fund at $500,000.
Later the size of the fund was made $1,000.-
000, then reduced to the former figure, Cer-
tain deposits such as time certificates draw-

.ing interest were eliminated from the fund's

protection.

Three failures occurred prior to 1920 and
depositors were paid $83,050—in full. From
that date until January, 1923, eighty-six
banks of all kinds failed; since then there
have been other failures. The bank com-
missioner has now in the hands of his in-
solvency department—a general receiver in

control of all failed institutions—Affty
estates,  The state, in its brief in the case
just decided, gives the condition of the

guaranty fund August 20, 1925, as follows:

Certificates issued to depositors....... $10,417,319
‘(éeniﬁca(e! outstanding Aug 20, 1925.. 5,484,052
ontested certificates (later held valid). 300,000
Estimated value of failed banks' assets. 2,236,000
Estimated interest accrued on certifi-
R L 685,506
Par value of bonds deposited by banks. 1,005,224
Amount in guaranty f‘\md ............ 17,996
Deposits guaranteed June 2, 1925...... 140,707,759
Capital and surplus in guaranteed banks 24,381,313
Available annually by assessments..... 350,000

HESE figures are stated to be approx-

imately correct, though some records
have not been perfect. The brief states that
on March 5, 1926, there were about $4,500,-
000 of certificates in the hands of depositors
of failed banks plus accrued interest at 6
per cent. . Since then there have been other
failures and court decisions adding to that
amount while the assets’ value is problem-
atical.- The attorneys representing eighteen
banks which refused to pay assessments and
declared their intention to withdraw from
the fund, estimate the obligations at $7,085,-
000 and the value of the failed bank assets
at $1,122,558, or a net obligation of $£6,000,-
000. It is claimed that the utmost possible
revenue from assessments is $341,445. With
630 banks on the fund list and with interest
adding to the obligation (the legislature of
1925 abolished the interest on certificates but
the banks claim the act unconstitutional)
they declare it would take over 100 years
to pay out; without interest and with no
more failures it would require over twenty
years.

At a meeting of the bankers in the fund,
held April 19, the bank commissioner made
his estimate of the situation to date. This
gave gross liabilities of $6,748,202 and the
probable value of the assets at $600,000.
These assets with the cash on hand and the
Londs up for deposit make a total estimated
resource of $2,565,580 and leaves the guar-
anty fund “in the red”, if settled up now,
$4,182622. The bankers in their meeting
adopted after long discussion a resolution
that they stand by the law until all claims
are paid or the legislature “strengthens or
repeals the law.” If the law is repealed,
the bonds will be automatically returned to
the banks—but this was considered an un-
fair position for the bankers to take, ac-
cording to the discussion at the meeting.

In 1925, responding to a strong mes-
sage by Governor Ben S. Paulen who set
forth the fund's perilous condition and
urged some definite action in rescue, there
was enacted an amendment abolishing the 6
per cent interest on depositors’ certificates
—a measure, however, of questioned con-

772

stitutionality. So it has not been for lack
of effort that the present situation has been
reached.

The Right to Withdraw

THE basic principle upon which the case
in the Supreme Court was argued re-
lated to the right of a bank to withdraw
from the guaranty fund, and the conditions
under which it might do so. affecting
the bonds on deposit with the state and
the assessments thereafter to be levied. The
state held that a bank could not be relieved
until all claims against the fund at the time oi
withdrawal were liquidated and that the
bonds were forfeited t. pay these assess-
ments so far as they would reach. The
banks held that under the original law- of
1909 withdrawal involved only paying assess-
ments to date of withdrawal; posting, as re-
quired by law, a notice for six months,
stating intention to withdraw ; notifying the
bank commissioner of such action, and then
the bank had a right to the return of its
bonds.

Back of this argument of the banks was
the contention that the acceptance of the
guaranty law by 700 banks was a contract
made in 1909 and the state could not by
legislation change that contract by later
legislation through amendment to the law
attempting to continue assessments to cover
all claims due at time of withdrawal. The
state held that the operation of the law was
under broad police powers and that the
intent of the law must be followed. The
Supreme Court decision allows the banks
to withdraw on six months’ notice and scts
the amount of the bonds deposited as their
maximum liability. _

Another decision given at the same time
holds that deposits in banks which have
sought to withdraw but where no public
notice was given are. still under the guar-
anty. In the specific case a bank which had
been notified that it had been taken omt of
the guarantced list but no public notice
given, failed; the court held that the (le-
posits were still guaranteed and that the
condition of the bank did not disturb the
depositors’ rights and protecnon—such as

it is,
Still Has Advocates

DOL’BTLESS some plans will be pro-
posed for the rehabilitation of the
guaranty system, for it yet has advocates.
But many withdrawals are inevitable. Of
the 1013 state banks of the state only 630
(Continned on page 787)
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are in the list and by May Ist 53 had served
notice of witention to withdraw. With the

/rassets of the failed banks, the $1,000,000 in

v

=" boits' Sapotited by fhe banks aid forfeied.

and whatever fund is on hand, over $4,100,-
000 in depositors' certificates will have to
be paid. Roughly it will be one-fourth as

expensive for the guaranteed banks to for- -
feit their bonds as to submit to further .

assessments. Any attempt to increase the
assessments materially would cause hardship
on many institutions. Proposals to have
the state assume the deficit would hardly
make headway as there is a fecling that the
guaranty system was on the whole a some-
what dubious policy, whatever may have
been its value in steadying public confidence
in time of stress. That it led to reckless
banking is held by many bankers who saw
institutions on expansive plans that
could have no basis in sound finance
receive liberal deposits pecause they were
“guaranteed.”

Another problem which yet may have to
be settled by the supreme court is the
priority of claims of the $4,182,000 in cer-
tificates held in the state. Some are in the
hands of original owners; others have been
passed around or *have been deposited for
collateral for loans in banks. If these are
paid pro rata, about 50 per cent of their
value will be realized. But if the certifi-
cates are paid in the order of issuance one-
half of the holders will get nothing. This

opens a fine legal question on which the
! statutes are silent, their only reference be-

mg that when the guaranty fund is not
sufficient to meet claims against it deposi-
tors shall be paid pro rata and the remain-
der raised from future assessments against
the guaranteed banks. If no more assess-
ments can be made, the court might hold
that only the pro rata shall be paid.

Public Funds Without Bonds

THAT the legislature next winter will
repeal the guaranty law seems now
probable though it may seek to reestab-
lish it in some improved form. In
Oklahoma where a similar law was re-
pealed two years ago no provision was made
to remunerate the holders of some $8,000,-
000 of certificates, though in that state the
membership in the guaranty list was com-
pulsory. The Kansas statutes have even
provided that guaranteed banks may hold
public funds without giving bond as is re-
quired from national banks and state banks
not guaranteed. As a result of this law a
large amount of public funds is tied up in
the claims against failed banks which be-
cause guaranteed gave no bond for protec-
tion. Withdrawal from the fund will neces-
sitate that many banks mow public deposi-
taries give bonds for protection of such
deposits.

This financial crisis of the guaranty fund
is what has been prophesied by many lead-
ing bankers of the state since its inception.
They admitted that as a fair weather law
it might work but that a period of stress
would engulf it in overwhelming debts, as
has been done. The frozen loans of the
past five years brought heavy burdens and

Bureau of Canadian

Information

THE Canadian Pacific Railway through its
Bureau of Canadian Information, will fur-
nish you with the latest reliable information
on e phase of industrial and agricultural development in
Canada. In our Reference Library, maintained at Montreal, are
complete data on natural resources, climate, labor, transporta-
ti(;):, business openings, etc. Additional data is constantly being
added.

DEVELOPMENT BRANCH—If you are interested in the min-
ing wealth and industry of Canada or in the development or sup-
ply of industrial raw materials available from resources along the
Canadian Pacific Railway, you are invited to consult this Branch.
An expert staff is maintained to investigate information relative
to these resources and examine deposits in the field. Practical
information as to special opportunities for development, use of
by-products and markets, industrial crops, prospecting and
““Ask the Canadian Pacific about Canada’’ is not a mere
advertising slogan. It is an intimation of service—without

charge or obligation—that the information is available
and will be promptly forthcoming to those who desire it.

‘Canadian Pacific Railway Company
Department Colonization and Development

Windsor Station
Montreal, Can.

J. S. Dennis
Chief Commissioner

Official Notice

YSTATEMENT oF THE Owxersuie, MAxAGEMENT, Circuration, Erc,, ReQuirep BY THE Acr or CoNGxEss
oF Avucust 24, 1912, of the AMExicAN BANKERS ASSOCIATION JOURNAL, published monthly at New
York, N, Y., for April 1, 1926.

YState of New York, County of New York, ss. Before me, a Notary Public in and for the State and
county aforesaid, personally appeared James E. Clark, who, having n duly sworn according to law,
deposes and says that he is the editor of the Amexican Banxkers Association JournaAn and that the
following is, to the best of his knowledge and belief, a true statement of the ownership, management (and
if a daily paper, the circulation), etc., of the aforesaid publication for the date shown in the above
caption, required by the Act of August 24, 1912, embodied in section 411, Postal Laws and Regulations,
rinted on the reverse of this form, to wit:

1. That the names and addresses of the publisher, editor, managing editor, and business managers are
Publisher, F. N. Shepherd, 110 East 42nd Street, New York, N. Y.; editor, James E. Clark, 110 East 42nd
Street, New York, N. Y.; managing editor, none; business manager, James E. Clark, 110 East 42nd
Street, New York, N. Y. "
$2. That the owner is: (If owned by a corporation, its name and address must be stated and also
immediately thereunder the names and addresses of stockholders owning or holding one per cent or
more of total amount of stock If not owned by a corporation, the names and addresses of the
individual owners must be given. If owned by a firm, company, or other unincorporated concern,
its name and address, as well as those of each individual member, must be given): The American
Bankers Association, 110 East 42nd Street, New York, N. Y. (A voluntary, unincorporated association
of banks: Oscar Wells, First National Bank, Birmingham, Ala., president, and Fred N. Shepherd, 110
East 42nd Street, New York, N. Y., executive manager.)

93. That the known bondholders, mortgagees, and other security holders owning or holding 1 per cent
or more of total amount of bonds, mortgages, or other securities are: None

9¥4. That the two paragraphs next above, giving the names of the owners, stockholders, and security
holders, if any, contain not only the list of stockholders and security holders as they appear upon the
books of the company but also, in cases where the stockholder or security holder appears upon the books
of the company as trustee or in any other fiduciary relation, the name of the person or corporation for
whom such trustee is acting, is given; alro that the said two paragraphs contain statements embracing
affiant’s full knowledge and belief as to the circumstances and conditions under which stockholders and
security holders who do not appear upon the books of the company as trustees, hold stock and securities
in a capacity other than that of a bona fide owner; and this affiant 15 no reason to believe that any other
person, association. or corporation has any interest direct or indii ..t in the said stock, bonds, or other
securities than as so stated by him

95. That the average number of copies of each issue of this publication sold or distributed, through the
mails or otherwise, to paid subscribers during the six months preceding the date shown above is..——
(This information is required from daily publications only.)

JAMES E. CLARK
Editor
YSworn to and subscribed hefore me this 15th day of March, 1926
Y(My commission expires March 30, 1927.) [SEAL) Lucille P. Gropp, Notary Public

normal amounts of deposits, frequently the
non-guaranteed bank having the lead. Some
banks that have posted notices that they
would withdraw from the fund report that
it has made no noticeable difference in their

failures resulted as anticipated. Whether
or not it universally helped to obtain and
to hold business is also an open question.
In the average town are banks both guar-
anteed and not guaranteed; both have their
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Tte “Caterpillar™ is
ready for work the
minute the frost is out
of the soil—when
winter rains are over.
The wide tracks ride
the soft spots. The
farmer works his soil

" while it's “right"—
City and County and
State repair roads be-
fore the rush of traffic.
Plenty of power
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deposits. The public which in the begin-
ning perhaps was somewhat interested long
Jost that interest. Ii any banks were
aided, it was those of small capital and
resources and in rural communities where
the assurance of “guaranty” perhaps held
deposits—may _be in the end proving a
liability rather than an asset when came
a time of depression. Certainly it did not
prevent failures, though it is claimed it did
lessen runs, for about the same proportion
of state banks that were guaranteed failed
as of those that were outside the list.

It will require six months before the with-
going in become effec-
taking action do

ago

can
this

drawals now

tive, Those SO

C.L. Best

Successor to

The Holt Manufac-
turing Company

HOLT

r Co.

because they prefer to lose their deposit of
bonds, averaging large and small about
81,600, to being responsible for five times
that amount in assessments—provided none
withdrew—and greater the number of
guaranteed institutions decreases.

Kansas is admittedly over-banked. Count-
ing state and national, it has 1270 banks,
an average of a bank to every 1400 per-
or to every 350 families. They are
not quite so numerous as filling stations
but run the drug stores a close race. A
mushroom growth in the days of high pros-
perity in war times added hundreds of need-
less institutions, making the havoc of the
deflation period the more disastrous. Failure

as

SONs

has disposed of about one hundred; con-
solidation is going on moderately ; eventual-
Iy the state may get back to a normal rela-
tion of its banking power to the demands
of the state. ;

The elimination of the guaranty teature
should have a helpful effect on the business.
For years it has been a bone of contention,
the guaranteed bankers charging unfriend-
liness on the nationals and those outside the
fund. It has resulted in two banking asso-
ciations, one for all the bankers and one
for those having guaranteed banks. These
will now doubtless coalesce, making a more
united front in the promotion of the financial
interests of the state and eliminating the
natural rivalries frequently appearing in
the varied ambitions of the members here-
tofore. Altogether it is salutary that the
air has finally been cleared and the exact
status of the guaranty fund established.

One of the Best Ways
to Build Business

HIS department is very firm in
its belief that one of the best ways
to build stronger and better banks
in lowa is to have greater interest taken
by the directors in their banks. In making

11

| an analysis of the banks which have closed

in this state we find, almost without excep-
tion, that they were banks in which the
directors did not direct, and knew very little,
if anything, of what was going on until the
bank got into serious trouble. Officers of
banks owe it to themselves to divide the
responsibility by insisting that the directors
give proper attention to their bank.”

The foregoing is quoted from a circular
letter to the state banks of Iowa by L. A.
Andrew, superintendent of the Department
of Banking of Iowa, to the state banks
under his jurisdiction, -but that part of it
concerning the best way to build stronger
and better banks applies with equal force
to banks everywhere.

The department last September ordered
that meetings of directors in all banks under
its jurisdiction be held once a month, and
that reports of the meetings be forwarded
to the department within five days after
the meeting. As an aid to the directors the
department furnished tentative program
for these monthly meetings, which is as
follows:

“Reading of oath of directors.

“Report by the active officers on the busi-
ness of the bank during the past month to
include the main items of expense; com-
parison of earnings and expenses with the
previous year; a résumé of earnings and
expenses since January 1; and a statement
of the general condition of the bank for
comparison with last year.

“Loan committee and officers to report -to
the directors the condition of the loans,
particularly the excess loans, if any, for all
of which they are directly responsible; also
in regard to bills payable, rediscounts, loans
which may become other real estate, etc.

“Discussion of the real estate items, pos-
sibilities of disposing of the same and their
proper handling.

“Interest rate paid on deposits.

“Have one of the directors give a talk on
what he advises for increasing the business

a
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TOPEKA

October 20, 1955

Mr, Edison H. Cramer, Chief
Division of Research and Statistics

Federal Deposit Insurance Corporation
Washington 25, D. C,

Dear Mr, Cramer:

I am afraid I did not realize when I wrote you before that the Kansas
State Bankers Association was an entirely different organization from the
Kansas Bankers Association, We do not have the proceedings of the Kansas
State Bankers Association meetings for the years in which you are interest-
ed and I have not been able to find them in any of the Topeka libraries.

We are prohibited by law from lending our material unless we have it
in duplicate, I am listing below some of the entries in our catalogue on
the deposit guaranty law: . p el
P8 o
Kansas State Bankers Association, A new argument on the {
guaranty question, n.d., Lp.

Bradley, J. T. Guarantee of deposits, administered by the , . ;ﬁ
state, (in Proceedings of the Kansas Bankers Associa-~ f’;&ﬂ{'
tion, 1908, p. 70-76) 4

g 2T /

Kansas State Bankers Association, A discussion; a farmer- Y
depositor learns much about the Kansas bank guaranty law,
Washington, D. C, (1911) 16p. W

Kansas Bankers Association, Executive Committee., (Letter

/

relative to the deposit guarantee law sent to bankers
in the state. Dated Topeka, Jan., 16, 1908, (Topeka
Capital, Jan, 2L, 1908,)

Bankers' Association defends guaranty bank deposit law,
(Topeka Capital, Sept. 2, 1909)

If any of the articles listed above interest you we can have photo-
static copies or microfilm copies made, Photostatic copies are approxi-

mately .35¢ a page for the first copy (negative) and microfilming is
somewhat less expensive but there is a minimum charge of $3.00.

Yours very truly,

bty Rntle.
Alberta Pantle
Acting Librarian

ps:/lfraser.stlouisfed.org
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HISTORY OF KANSAS BANK DEPOSITORS GUARANTY LAW

The Kansas Bank Depositors Guaranty Law went into effect June 30, 1909.
Membership was voluntary, and, in order to participate in the Guaranty Fund, it
was necessary for a state bank to make application and submit to an examination.
When the applying bank was found eligible for membership, it paid the initial
assessment and put up with the bank commissioner $500 in Kansas or Government bonds
for each $100,000 of its average deposits, less capital and surplus, as a guarantee
that it would pay all assessments. Said assessments were to be one-twentieth of
one per cent of the guaranteed deposits and not to exceed five assessments in any
one year. Most of the large banks and all of the new banks took membership. The

maximum number of banks that came under the Guaranty Law during its existence was
714.

Prior to 1920, only two guaranteed banks failed and the depositors were
paid $83,050 in full. However, between 1920 and 1926, 108 guaranteed banks failed
and certificates bearing six per cent interest were issued to the depositors.

This resulted in the Guaranty Fund being hopelessly involved with a net liability
of $6,503,817.99, less assets of $1,114,832.58. To complete the breakdown of the
system, a number of guaranteed state banks brought suit in the State Supreme Court
in order to determine their liability to the Guaranty Fund. The court handed down
an opinion on April 10, 1926, limiting the liability of the member banks to the
amount of bonds or cash they had on deposit in the Guaranty Fund. Immediately the
guaranteed banks began to withdraw from the fund and forfeited their bonds to an
average amount of $1,600 each.

On-July 10, 1928, there were only 40 banks paying their assessments. The
Guaranty Law provided that the banks should be paid in full in the order in which
they were finally liquidated. On April 7, 1928, the State Supreme Court directed
the State Bank Commissioner to sell the bonds remaining and pay depositors. The
question involved was the order in which depositors should be paid. There were
26 banks fully liquidated but there was only money enough to pay in full the
depositors of 9 banks, basing priority on the date of liquidation. The 10th and
11th banks were held to have liquidated on the same day, so they divided what was
left after the first 9 banks had been paid in full. Holders of certificates in
other failed banks received nothing.

According to the records of the Bank Commissioner, on February 18, 1929,
the certificates outstanding in the hands of depositors in failed banks totaled
$13,595,249.19. Dividends had been paid to these depositors to the extent of
$6,419,935.64, leaving a net liability of the Guaranty Fund of $7,175,313.55.

During the 20 years of existence of the Guaranty Fund in Kansas, there
were 204 failures:of which 134 were of guaranteed banks. Five of the 1934 guaranteed
bank failures paid their depositors in full out of their own assets. Depositors
in 29 banks were paid in full and 2 banks have been paid partially from the Guaranty
Fund. The total amount of money paid from the Guaranty Fund during its life was
$2,683,572.82., At the time of the repeal of the Guaranty Law, March 14, 1929, only
31 state banks were active and had paid all of their assessments up to that time.
Bonds and money, totaling $24,000, deposited by these banks with the State Treasurer
as security for payment of assessments, were ordered returned.
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PRESIDENT, CITIZENS STATE BANK - - ASSISTANT SECRETARY, TOPEKA
—

HIAWATHA, KANSAS - 3 . ELIZABETH PROCTOR
OFFICE MANAGER, TOPEKA

B. C. MORRIS, TREASURER ) HELEN MILLS

FLORE ETZGER
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August 17, 1955 OFFICE OF

EXECUTIVE SECRETARY AND SECRETARY
AIR HAIL SUITE 624

NATIONAL BANK OF TOPEKA BUILDING
PHONE 5.3448

Mr, Edison H. Cramer, Chief

Division of Research and Statistics
Federal Deposit Insurance Corporation
Washington 25, D. C,

Dear Mr, Cramer:
Replying to your August 15 letter. THE KANSAS BANKER began publicatiom in 1911.

The proposal and the subsequent continuing promotion respecting the Bank Depositors'’
Guaranty Fund of the State of Kansas occurred with a relatively small group of state
bankers in Kansas. In connection they organized the Kansas State Bankers Associatiom
as an organization independent from the Kansas Bankers Association, which later was
organized in 1887. The Kansas State Bankers Association was organized for the reason
that the Kansas Bankers Association did not see fit to sponsor such a program.

The Kansas State Bankers Association held annual conventions, conducted a vast amount

of promotional publicity and undertook to influence many Kansas state banks into join-
ing the fund, which was optional in the act for both state and national banks located

in Kansas.

Because of the foregoing reasons, the Kansas Bankers Association was not connected
in any way with any of the processes involved with the fund; and accordingly, there
was little published in the columns of THE KANSAS BANKER concerning it.

It turned out that the fund was an ill-advised venture and it ultimately became
defunct with some resulting litigation by the authorities of failed state banks in
the fund as to whether the next failed bank in order after the failure of the fund,
or a pro-rated distribution to the several such banks, would participate in the rel-
atively low remaining reserves in the fund. As I recall, a failed participating bank
at Leavenworth, Kansas, was the next bank in order and the court directed all of the
remaining reserves paid to the depositors of such Leavenworth bank, although this was
insufficient to cover their insured balances. Depositors in the remaining failed
banks received nothing.

If you would wait until about September 1, I think you might write to Mr. G. W,
Lindley, Assistant State Bank Commissiomer, 510 West 10th Street, Topeka, Kansas,
inquiring as to what information he might be able to supply you.

Respectfully,

Fred M. Bowman
Executive Secretary
FMB: hm
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v A”f.,ff ”“;rra Rand MeNally Bank Directories,
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L 5 /C”{j-* /753-79 | (921 19}_3' i 17‘?;3 /‘, 19 24 1925 (19 26 /1927 /928
12/20/26 Abilene  The United Trust Compeny : = &
2/11/16 Atchison The Commerce Trust Co. -:T.,. 2l | Lozl el ] AUl
9/12/18 Bureka The Pioneer Trust Co. e s 42490 .;5 : _zﬁw
4/21/15 Hutchison The Femtron Loan and [ v4 ' AR
11/9/17 anccmmm and Py
2/21/23 Junction City The Jellison Trust Co.
k/26/02 Kansas City The Banking Trust Co.
11/17/06 Kanses City The Kansas Trust Co.
' 11/49/85 Kansas City The American Title and
’/28[1.1 Leavenworth The u&.‘m Savings
11/24/22 Saline  The Putnam Trust Company
The Central Trust Co.
The Farm Mortgage Trust Co.
The Inter-Insurers Trust Co.
The Prudential Trust Co.
The Columbian Title and
mWiy Trust Co.
The Union Trust Company
mmtomum Mortgage

The First Trust Company of
12/16/14 wichita 1&%« Title and
9/14/18 Wichita
12/21/21 wichita
3/29/26 wichita
b/1k/27 Wichita
% 9/1/10 Lawrence
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TAble NUMBER AND DEPOSITS OFASTATE BANKS IN EKANSAS 1910-1928
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March 5-1942
Dr. Warburtons

Re;, Kansas
Three Séte of size distributions of active

A~ Guaranteed Banks;

In the individual statements they report the

amount of Guarantee funds with the Treasurer of the State.

In compiling this data I have used only the statements that have funds

with the treasuter; In some cased the statements are marked members of the

Depositors guaranty fund,but have no f nde reported to the treasurer

these are not in the tabmlation of Guaranty banks.

1909~ 1910 Reports 855 State banks
3 Trust Co

4 Private abnks

862 Banks of which 208 are mambers of the
cua-antee fund.

Deposits include.
Ind., Deposits
Banks Nad Bankers
Time
Demand
Cashier's and Cer, Checks.
—— 2 BUO6

years Reported by
state penm

fund

state trust co private tabulated
banks as Guaranty sy total
guarantg
1909-10 862 855 3 208 661 862
1911-12 901 456 892 5
1913-14 936 499 925 8 491 445 936
1915-16 987 539 973 11
1917-18 1044 1602 1029 13 2 604 440
1919-20 7 1113 676 1099 » 13 wth sratr 6878 434
22 1094 703 1079 14 weth vtetr 703 391

a .- (&u.w-«\hﬂw\m basM s W&W
Y rwy jodt sk . & g\‘§$gdh Ny
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for whith figures are also available of date of cloging in a
reportt by a special Commissipner fo the Stat{Pupreme Court, /the de- \
posits at date af cloeing were 7 percent less than those given on the',
schedul bs prepa.r‘po} for the Federal Reserve Committee.
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LIST OF GUARANTEED BANKS IN KANSAS CLOSED BECAUSE OF FINANCIAL DIFFICULTIES

A. Banks closed June 30, 1909, to Februsry 28, 1925, and completely

liguidated during thet period--i. e., with remaining guaranty fdnd certificates
paid by fund upon completion of liguidation (18 ba.n,(s?

& e vRve Deposits = | Loss 75

Location and name ' 4 /M Guaran Z

4/14"/"/ rwml

Abilene: The Abilene State Bank Septs 1910 47 ¥ R87%2

‘ Salinai The Kaensas State Bank May 1919 //.5'.7/ - 5/

May 1920 N4
kiDec. 8, 1920 Wi

Aulne: The Aulne State Bank
Homewond: The Homewood State Bank
= |

Le Loup: The Farmers State Bank p|Feb. 4, 1921

Salina: The Peoples State Bank pliuly 18, 1921 N4

McCune: The Farmers State Bank A |Sept.22, 1921 2083/%

Pawnee Rock: The Farmers aggal)ég’rggﬁﬁts AlDee. 9, 1921 5480/

22 036 ¥3\ 90/ 118
3’2'737 ‘_‘ .)i] ~
/36l2/3

119082 54573
75677 [jJ/"q
22558 (309
ol 56 ¢ 4o
19581 414

17|72 9 6-H-

/3577
244 7% ¥
72724
(78 74§
Y0574
FALN!

Oswego? The C. M. Condon & Co State Baiflk Mar.l, 1922 | 46
Hope: The State Bank of Hope f |Apr.20, 1922
Belmont: The Farmers State Bank Aug.19, 1922 #9
Chetopm: The Farmers & Merchants Sﬁgﬁﬁ"l Sept.18, 1922
Labette: The Labette State Bank plloct. 3, 1922 60
Gunningham: The Cunningham State Bank (| Oct. 7, 1922 43

5408 1% 2
291298 124k
7493 |-

Wright: The Wright: State Bank /7| Apr. 25, 1923 2/
Cunningham: The Farmers State Bank Ollduly 14, 1923 |58
Adem8:|The Farmers State Bank of Adems/ Aug. 27, 1923 | 53

/S0 45

237760
/¥ 050

Florenge: The Marion County State Bank/ Jan. 28, 1924 233

_ fpeps || gsiskeTp
,3/0207.773 634229

| 5230,

2
7}27/449,«\» tase /% M

IO/ .
#1909 192
F63 252

T bovidindle /a{@w Ferd/ (i 29), T2p7/0 |
@ A f3 furko Artel

nhel Kl 5 ,//wr MDY & VIPW)
ﬁf/ ‘s 'ﬁ (e Ak '7' ;(- *xz= o Aondondy ,wa/fé:izaﬂf ’(/ 3525
%) /rf A raild /62 4
(Afinz Y ’?IAJ‘,/ V2 /»V‘y / '. -f',ag > r—l~ dstidesT -;.,"’, Vi A i
,AMNA /7/«» %'MW%M 4“
e /7#%»4%aw Lurdl Eolrnnicscaass avicax:'

AW /?J(//?JV%«M L atstaie 4‘,/4‘#/%

//%M /7/0 " (9 2/-/92Y, M&M'&? %M
i e o e e FE

;L“

A;quZc.m¢4u~4(
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LIST OF GUARANTEED BANKS IN KANSAS CLOSED BECAUSE 0F FINANC D'I F’FIJCU},TI'ES
B. Banks closed June 30, 1909, to date of Bloss R %ﬁm”.’ . P

.}929) ,and completely liquidated between Feb. 28, 1925 ang date of that cﬂafﬁ‘ o j

M——i.e., listed in Bloss report to Supreme Court ( ¢ banks) v

Banks with remaining guaranty fund certificates 7s Liss 75
paid in full by guaranty fund after Supreme Gaaranty
Court decision (11 banks), and paid in Y, oV id Lund &
part! (2 banks) — ‘ ' :

Paid in full

Manhattan: The Citizens State Bank AlSept.19, 1921 ' $2177/ 3271976
Lake City: The Lske State Bank ~Now. 18, 1921 g210 757 s83/6
Quenend: The Farmers State Bank 4 |Feb. 18, 1922 /39294 251357
Geuda Springs: The Citizens State Bank kiMar. 21, 1922 558970 %4 ?f‘.s'

.Washington: The Farmers State Bank [y lApr. 24, 18922 ' 72642 351667
.‘:Harper: The Citizens State Bank [l [Sept. 17, 1922 ¥4 /3 # 37?\;
Runnymede: The Runnymede State Bank L Nov. 10, 1922 9002 /573
Halls Summit: The Halls Summit Staégnkf' Mar, 6, 1923 37344 30721
Eudorai The State Bank of Eudora p Mar. 31, 1923 70955 631239
Mlivet: The Olivet State Bank 2 Oet. 8, 1923 25095 249 70
Farlington: The Farlington State Bank 4 [July 26, 1924 T /0966 42970
Paid in part (93 percent)

Leavenworth: The State Savings Benk May 23, 1922 223687 4653 76 |59k
Cherryvale: The American State Bank » July 26, 1923 /2 S78557 352

4252 | (145479 (5799

dl/ o5/ ers\ =T

.Eanks meceiving no payment from the Loce |75
guaranty fund (18 banks)

\ [ SpringHitl—The Fermers—State-Benic—Aug, 26, 1021

| ¥ioterPro—Hote—State—Bank Get—23300%
i ‘ - = Y facd , 1 :
Arkansas City: Traders State Bank b (Map. 1, 1922 @7‘3 325 y// 2450 Y0
Larnedt The Farmers State Bank pSept. 15, 1922 3/2 19) #/0 ) Wz
Iimiovn.r: The Peoples State Bemnk p Now. 15, 1922 /28 5623 0 461594

*

OgBawatomie: The Ossawatomie State BanquApr. 19, 1923 297 7é 775‘ » /? é‘_Xéo
lene: The Citizens State Bank of Lene /2 |June 14, 1923 /]2 6/ 903 e

”
Scottsville: The State Bank of Scottsﬁl?gpt'zl" 1923 /20 qg #9/ 231¥706

Gridley: The Gridley State Bank O |sept. 27, 1923 /37 62022 201/
Smith Center; The Farmers State Bank4 |(Oct. 31, 1923 /35" 70 622 62,94 3
Bartlett: The Citizens State Bamnk 5 Nov. 5, 1923 Jzel | | 77775 ;2:30,3/
Dwight: |The Dwight State Bank 2 [Aug. 8, 1924 /06 22 /5% g/ 7"4/
7enda: | The Farmers State Bank - Mar. 28, 1925 7;7 b6 fﬂé 293 6%
Peck: The State Bank of Peck £ |Apr. 14, 1925 5§ 3340/ /535 %
Kenapolis: The Exchenge State Bank A May 2, 1925 ‘ﬁ' &/ /J] ozf'o‘{'w

WY | Taazi9> | ap0sf

w
P gy, (U] by Fidoo, Oyt 1| Sitnl L of o Gian by |
éﬁgﬂﬁm %‘%&ﬂ% '@QZM o/m@ﬁ/%/l&« ?x/éﬁ, Gk, 4,4%‘
/ ‘
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LIST OF GUARANTEED BANKS IN KANSAS CLOSED BECAUSE OF FINANCIAL DIFFICULTI
C. Banks closed to July 1, 1927 (date of Cou 3ioner 311 for hearing
on order of priority of completion of lic U_,bui“nq 1 in
liguidstdcen: byl the usual process.

Banks reopened or succeeded - no certif-
icates paid oy Eﬂsrath " fund end no Date closed
lc:s to de positors

Burlingeme: The Pioneer State Bank }'SGpt.l,]9?3
Osawatomie: Osawetomie State Bank Feb.23,1922
Elgin: [The Elgin State Bank Apr.25,1923
Chautauqua: The Chateuqua State Bank » |Apr.26,1923
Ein} City: The Bird Uity State Bank Aug.20,1923
Langdon: The State Bank of Langdon Oct.9,1G23
McDonald: The State Bank of McDoraJd', Oct.19,1923
Cedar: 'The Cedar State Bank / Oct.22,1923
Leb¢: The Peoples State Bank A |Jen,'7,1924
Fldorado: The Kansses State Bsnk y2 |[Jan.29,1924
Garden City: The Peoples State Bank / Apr.15,1924
Wichita: The Industrial State Bank Jan.25,1926
Elk Falls: The Elk Falls State Bank Apr.12,1926
Waverly: The Commerciasl State Bank June 26,1926
Rantoul: The State Bank of Rantoul n [WJuly 15,1926

Partridge: The Partridge Stete Benk Sept.7,1926
Clifton: The Citizens State Bank : Sept.20,1926
Thayer: The Thayer State Bank Nov.15,1926
Wemego: The Kaw Valley State and Savipgg Dec.17,1926

Spring [Hill: The Spring Hill Banking Cod Jan.32,1927
Quinter: The Farmers Stgte Bank Feb.16,1927
Cherokee: The First State Bank Feb.24,1927
Mulberry: The Miners Stabe Bank Feb.24, 1927
Clearwater: The Home State Bank Nov.22,1927
Caldwell: The Caldwell State Bank Mer.5,1928

U fo aulislilio prdbild 4y Voo fooriod | Lottt e Lk, Brkpland 5o 42..4:'{




LIST OF GUARANTEED BANKS
D. BanRs closed to July 1,

IN KANSAS CLOSED

BECAUSE OF FINANCIATL
1927 (date of Commissiocner's call

DIFFICULTIES
for hearing on

order cfpricriiy of completion of liquidation) which had not been completely
a

liguideted by that date.

Soring Hill: The Farmers State Bank /
Viols: |The Vicle' State Bank

El Dortdo: The Butler County State Barf¥

Vernon: The Vernon State Bank pa
Wichite: The American State Bank i
Minneole: The First State Bank Ve
Greensburg: The Home State Bank =
Burlingame: The Picneer State Bank &
Kingmen: The Farmers State Bank
Kenges City: The Central State Bank
Garnett: The Farmers State Bank
Riverdale:The Riverdasle State Bank
The Moren State Bank

The Bank of Blue Mound

Moren:

Blue Mound:

“ate closed

Avg.26,1921
0ct.21,1921
Mar. 20,1923
May 4, 1923
June 18,1923
Sept.20,1923
0ct.10,1923
Nov.22,1923
Jen.16,1924
Feb.4,1924
Mar. 31,1924
Oct.6,1924
Nov.10,1924
Jan.9,1925

Osawatomie:rhe Farmers end Mechanigg,BA Feb.24,1925

Tonganoxie: The Farmers ands¥g¥gh§§ﬁﬁ/!

Haddem: The Haddam State Bank /e
Dunlept The Fatmers Penk of Dunlap L

Serenton: The Sgrant-n State Bank A4

Hereyville: The Harveyville State Benkyg

r

Cedar: Tk Cedsr State Bank &
Hope: The Farmers State Bank
Central State Bank

The Barnes State Bank
The Goddard State Bank

Geneseo:
Barnes:

Goddard:

Rendsall:
Mulvene:

The gtate Exchange Bank
The Fermers State Bank

Hewins: The Hewins State Dank

New Albseny: The New Albasny State Benk &

State Bank

State Bank
State Bank

Colony: The Colony

Dennis: The Dennis
Esbon: THe Farmers

FBntenec: The Frontenec Stete Bank

Mulberry: The Mulberry Stete Bank
Chanute: The Fidelity State Bank

Stockton: The Citizens State Bank
Kenona: The Kenona State Bank

Webster: The Webster Stete Bank
Plainsville: The Farmers ands¥g€ghgggﬁ

Mgr.26,1925
Apr.16,1925
Mey 11, 1925
July 3, 1925
July 14, 192%§
Aug.19,1925
Sept.5,1925
Oct.7,1925
Nov.7,1925
Dec.5,1925
Jan,.11,1926
Feab.8,1926
Apr.9,1926
Apr.19,1926
Apr.20,1926
May 5, 1926
June 1, 1926
June 4, 1926

June 9, 1926
June 14, 1926

July 6, 1926
| Aug.7,1926

Aug.7,1926
Aug.14,1926

R &
) follars) &
/57

72

) 267
67
W66
/06
255
2/ 4
50/
67
79
/9
25
/37
Sbo
27%
[03
70
/88
g/
720

66
/99

¥3
32
87
92
/73
253
235
35
7
7/
30
28T

/A a2-
=
/036

28389
76 873

Na

Y243 2
198 425
33769
220877
/57590
657
/371793
69352
10F g5/
282533
34076
27 45Y
[5 764/
/0 65%
SE9%/
73760
r704/
250/6
8970
74803
3254 43
p OV
5772
29938
201091
[00)s5F
/90323
il?éz
37776
2 ¥ 6R0
/5 632
6¥/9/
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OF GUARANTEED B!

D. Benks clcsed to July 1,

The Saxman Stete Bank
Winifred: The Winifred State Bank
Hays City: The Citizens State Bank /
Valeda: The Valeda State Bank
Altoona: The Altoona State Bank

Saxmsn

Lansing: The First State Bank
Olathe: The Olathe State Bank
Topeka: The Peoples State Bank
Earlton: The Farlton State Bank
Otego: The Otego State Bank
Linwood: The L:nwood State Bank
Kensas City: The Rosdnke State Bank

Kenses City: The Intercity State Bank/

The Psekers State Sank
Citizens State Benk

Kenses City:
Garnet: The
Arma: The Commercial State Pank
Fmglevale: The Farmers State Bank
Fort Scott: The Midwest State Bank
Opolis: The Farmers State Bank
Pittsburg: The Pittsburg State Bank
Coffeyville: The American State Bank
Burlington: The Burlington State

Tribune: The Kansas State Bank
Altemont: The Altemont State Bank A

%/ (926 k(ﬂ-l?/ (727

1927

Bank

SED BECAUSE OF FINANCIAI

Date closed

Oct.13,1926
Oct.28,1926
Nov.1®,1926
Nov.16,1926
Nov.19,1926
Nov.29,1926
Nov.29,1926
Dec.3,1926

Deec.4,1926

Dec.10,1926
Dee. 17,1926
Dec.21,1926
Dee. 20,1926
Jan.5,1927

Jan.?321,1927
Feb.24,1927
Feb.24,1927
Feb.24,1927
Feb.24,1927
Feb.24,1927
Mer.31,1927
Apr.7,1927

Apr.18,1927
June. 3, 1927

aaﬁuﬁyé

KAM/¢; e

C745a444/

\ b2

35T

397

S6

/76

/07

/67

5 720

[ 527
2
/%6
3823

P T
Aéfﬁ;czp

246/ 2
i
243797
30 76/
4973 0
s/12/3
20 506
)03 283

2366

72520
¥o 43¢
(0 3563
/443 96
96 4/ 4

1 $033 2.
62578
20568
(00 /62
20/ 18
/1l 370%
/53 433
179357
/2458
_ 28/6/

“H7823

DIFFICULTIES

not completeg liquidated by that date--continued

DAL
39733
34077

/259 &5
2707/
70/9)/
76 709
/#0325
S 156 4
3549/
#0568
30 504
§876 6
725
/7( /30
204711
S05/ 2
2230%
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/2574
E¥349
369 4587
/09560
/6 507
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' OF GUARANTTED BANKS IN KANSAS CLOSED BECAUSE OF FINANCIAL DIFFICULTIES

Banks closed subsequent to July 1, 1927 - excluding those reopened or succeedgd_

M;;MZLé
/»¢4@9

J/.\/WZ- Yoo T
_,(4’ ”[M V{:( %/M‘TM \’5-
) Lotlns]

4 July 14,1927 £

Date closed
Angola: The Angoles Stete Bank H0 47/
/093/3
/77937
#8 25T
2/ 6300
8563
4] 567
| #3739

/ /2723
Summerfield: The State Bank of S¥§@T€; Aug.2, 1929 129 7976

Rossv lle: 4hLe Rossville State Bank /~ Aug.18,1927 226 7735Y%
Moynd Valley;The Mound Valley State Béfik Bug.26,1927 g6 ;%7%37

4 Sept.19,1927 ! lade

Council Brove: The Citizens State DenK%Sent.23,1927 §9563
¥ 4

New Cambris: The New Cambria State Bark Sept,27,1927 4/10

McCracken: The Bank of McCracken Sept. 29, 1927 e

Anthony: The Home State Bank

Lehigh: The State Bank of Lehigh
Lovewell: The Lovewell State Bank
Mound Velley: The Peoples State Bank
Severy: The Greenwood Cougty Bank
Ludell: The Ludell Stete Bank

) - \er i ta |
Menhattan: The Farmers & Stog%ggg Beark
McDonald: The Farmers State Bﬁgg
Kensington: The Citizens State
Sabetha: The Citizens State Bank

oggld
ank
Cummings: The Farmers State fank

Bird City: The Farmers State Benk
Atwood: The Rawlins County State Bank

Hartford: The Farmers State Sank
Powhattan: The Bank of Powhatten

Oct.28,1927
Nov.4,1927
Dec.19,1927
Jan.12,1928
Jan,.18,1928
Feb.7,1928
Mgy,2,1928
Mar,3,1928
Mar.22,1928
Mar.27,1928
Apr.,,1928
Apr.10,1928

Yuly 3,1928
Jan.11,1929

324 03
4659
Nl
17178
S+
2535 1
g/ 236
299592
/6598
39 9606
R
2967%
/szi
077/

30 Ofs5~
[9230
15288/
90 6 70
67177
106 [8s
| ¥94¢€ |
7559/
307 509
27383
G9 5257
(5] 971
G357 8
_£84781

2296343
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. Table 8. CAUSES OF BANK FAILURES IN KANSAS REPORTED BY THE BANK
COMMISSIONER, PERIOD OF OPERATION OF THE GUARANTY SYSTEM

Biennial Total Number of failures ascribed in full or in part to She Cause
period number foltowingcanseg—— P A not
ended fallures-// Dishonesty Excessive Depreciatio Incom- thﬂ —/ given
Sept. 1 of officials loans to of valuesi/n petence 3 j

favored
interests

Guaranteed banks%ﬁ

1912 i,

1914 None
1916 None
1918 None
1920 1

192 7 b g

1924

1926

19238

1930

‘ Total

Nonguaranteed banks

1910 None
1912 None
1914
1916
1918
1920
1922
1924
1926
1928
1930

Total

;béb' Includes causes described as "bad loans" or "frozen assets." Some of
thpbe should undoubtedly be classified in the preceding column.
_/ Includes failure of correspondent bank, other bank failures, and

insufficient valume.

/7 W3 Excludes two guaranteed banks and three nonguaranteed banks which flere

isted as suspensions by the Eﬁderal Reserve Committee on Bamkyx@ix Branch, Group

‘ﬂand Chain Banking, but not 1n,!iennial Reports of the Commissioner.

~ A St b shodd e o7 11905, % 1K1Y, (555
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LIST OF NONGUARANTEED BANKS IN

KANSAS CLOSED BECAUSE OF FINANCIAL

DIFFICULTIES DURING PERIOD OF DEPOSIT GUARANTY SYSTEM

On this page-feilures to
Bephs &3 195 Date closed

&l

Courtlend: The Farmers and Merchap Feb.25,1913
Fostoria: The State Bank of Fostor }Feb 12,1913

‘»J Dec.15,1913

Dec,.20,1913
1913
Cedar Point: The Farmers State Bank' Jan.10,1914
Kansas City: The Minnesota Avenu® §§atf May 9,1914
Chautauqua: The Citizens State BanK(,,f’ 1915

1915

Severy: The Severy State Bank
Fllinwood: The Citizens State Bank
Beattie: Bemk of Beattie (private banL) Dec.

Russell Springs: The Russells?gggnggnk

Lehigh: The Menno State Bank Y 1918
Williemson: The Williamson State 'Bank 1918

Hanover: The Hanover Stats Bank | L ¥ '3{53

[
Salina: The Continental Trust Com%ﬁﬁ&’

Wamego: The Farmers State Bank
Wellsford: The Wellsford State Bank

1919
v 0ct.13,1920
v’ Deec.16,1920
/ Jen.20,1921
v’ Apr.23,1921

Coffeyville: The Peoples State Bank
Kansas City: The Benking Trust Co.
Cummings: The State Bank of Cummings ’fOct.fZ,l921
Wichite: The Exchange State Bank v Apr.21,1922
Arrinton: The State Bank of Arrinton v Oct.1l,1922
Aundale: The Audale State Bank o ;J Deec. 1,1922
Havana: The Havana State Bank v Hune 16,1923
Hutchinson: The Fourth State Bank v/ July 5, 1923
Hallowell: The Hallowell State Bank v Sept.1l7,1923
Belpre: The Farmers State Bank 7 0ct.1,1923
1#0ct.9,1923
v 0ct.18,1923
v 0ct,23,1923
/ Nov.23,1923
v Mar. 25,1924
¥ Apr.18,1924
¥ Feb.13,1925
7 Sept.8,1925
v Sept. 30,1925
¥ Nov.21,1925
w Apr.21,1926
/ May 17, 1926
Y May 28, 1926

Bloom: The Farmers State Bank
Argonia: The Citizens State Bank

Kirwint The Kirwén State Bank
Wells: The Wells State Bank

Groveland: The Farmers State Bank
Oswego: The Oswego State Beank
Belvue: The Belvue State Bank
Cunningham: The First State Bank
Wilson: The Farmers State Bank
Belle Plains: The Valley State Bank
Wetmore: The Wetmore State Bank
Emmett: The Emmett State Bank
Westmorsland: The Farmers State Bank
Kirwin: The Exchange State Bank

Zimball: The Kimbell State Benk v June 21,

¥ June 10, 1926
1924
v/ Aug. 21, 1926

@%gnu:
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33
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31y
A
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-
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/9991
vt
A
60757
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25 758
16726/
b Ve
776
7376
e
31717
7653
243/3

3/500

SA.A,“*‘U
g6 30

| 4 9657

/! 3253

26 #05”

1903%
(14566
432?;7

V553

for—d

740085

993/
34979

v




LIST OF NONGUARANTEED BANKS IN KANSAS CLOSED BECAUSE OF FINANCIAL
DIFFICULTIES DURING PERIOD OF DEPOSIT GUARANTY SYSTEM - Continued

. Banks which were guaranteed on Sept. o PO g e i
{"99513992ndb?2i;’ighgﬁggpggigr %2 é\ft?aga‘%gxl Oube ohinad ( thoreearda 7] Lo r2ss ,',«.4
are excluded (they are on list of failed A A v :
guaranteed banks)
Westmar eland: The Citizens State Bank ,/0Oct.16,1926 g5 Yome 790 77
Ellsworth: The Ellsworth State Bank - Nov.10,1926 57 57573 2/970

. walker: The Farmers State Bank : dvov 10,1926 43 34 734 ¥0 930 e
Kensas City: The Americen Title & MM¥¥{De ¢.6, 1;96 92 ey AN
Pierceville: The Pierceville State bad‘%‘an 12,1927 /0 77/? 20855 W
Ada: The Ada Stats Bank Jan, 24,1927 g7 34293 5/ 409 v

‘ Holton: The State Bank of Holton v Mar, 10, 1927 [(22% ol 200 302 &
Horace: The Horace State Bank V duly 9, 1927 39 o
Zarah: The Zarah State Bank Sept.22,1927 Yt /06757 499,44 &
Elkhart: The Morton County State Bank --":Oct.ll,l‘?:?? j/? 63348 )3/569 «
Burns: The Exchange State Bank v March ’;: 1927 [l3 Nt “Taklon st
Kingmenk The Citizens State Bank v Jan.13,1927 3¢ | Dibste i 4
Zurich: The Zurich State Bank ¥ Jan,11,1928 52 36 57)) 2/ Y
Seneca: The Seneca FirstState baviggli ¥ Jan, 30,1928 %97 b1 0557 329648 v
Covert: The Covert State Benk / Feb. 11 1928 /9 TP 18273~
Phillipsburg: The Phillips County Benk Feb.NB 1928 /18 YAl 1068593 7
Kansas City: The Farmers Union State Bank Feb.27,1928 ##% 95696 342 954 &
Lawrence: Thﬁnggﬁgégskc? ¥4d{‘srxggrs) vFeb.28,1928 91 1524 24 %0 ‘/ﬁfw
Wheeler: The Farmers otat° Bank V Apr.?B,l‘)?B 2 ¢ LRt 29256 “
Lyndon: The Lyndon Farm%-s %P“bg&* Apr 30,1928 Yy 1 At 39721 “
Neosho Rapids: The Neosho Rapids Sﬁgﬁﬁ Nov.ﬁ,19"’8 ¥/ 5,7'291 32l/)2a W
Tipton: The Home State Bank v Dec.3 1928 10% A ] 102997 ¢
Longton: The L. ngton State Bank & Ue‘c.'ﬁ;{, 1928 (05, 22039 73952 ¥
Del;g;\'mn: The Delgg'van State Bank V' Jean,11,1929 23 Yt 65'762‘( L
Ford: The Ford State Bank ~ Jan.23,1929 LU 5972 25269 I

i ai AP 7566 B! ’
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STATISTICAL DATA REGARDING DEPOSIT GUARANTY FUND IN KANSAS
VI.

Receipts, Disbursements and Balance

_(From Biennial Reports of the Treasurer of State)

L’

ar
w.nz

June 30

Sy

Receipts

Bark-

gowmlsswgg;

receip

Interest or

transfers

Disbursements Balance

W

1910
1911
1912
1913
1914
19152
1916
1917
1918
1919
1920
1921
1922
1923
1924

1525
1926

7
!!28

1929
1930

1931
1932

1933
1934
1936
1936
1937
(938

pitized for’FRASEI,? 7

} 32335

f 35634
} 274%

} 245, ¥
3,

} ké_gl7L

3RY701

34

ps://fraser.stlouisfed.org’

16,964,90
38,897 .79
23 495 162
28,194.11
32,595 {71
30,716478
40 /567 435
51,928453
71,551, 64
91,863 143

107,169.478

119,380.25

101 /587403

173,117 445

101577474

546786447

126,126.50
91,/301.59

851,821 457
60,5702
16,530419

21,671 .44
38,/821 .04

490,88
156433

1983 .36
1,1340.84

1,282492

1,639.16 |

2,521.76

1
AT /

5,270.46
1,277.54
1,585.99
1,489.36
704.62
B64.07

Y it
y

/§ Wb

1%

Warrants
redeemed

e —————

on
June 30

Bond s
deposited

16,964.,90
56,846.05
81,682.51

111,159,54

145,394.41

149,931,19

190,498, 54

242,427.07

313,962.79

405,826,22

512,9896.00

631, 689,89

735,276,92

906,394.,37

947,177.59

1,004,034.13

178,697.99
247,155,51
880,384,18

725,

71,383.32

86,421,71
125,801.06

30,928,89
27,298,55
25,039.51
23,032.35
L(,7/9 &b
210%),857

28,701.76

J5 1*

60,794,52
489,929,493
971,462.64

22,844,07
218,592,90
220,044.77
672,191,530

8,219.04
931,05
95,576479
3,994.41

2,769492]

2,153449

1,313.09
63) 1/

6 18,71

44921/ 620 §iR %0407 96

{?C‘L Yo§ 16 6 /""2\”’...:’.{‘ A3

16,964,90
56,846 ,05
81,682.51
111,159,.54
116,692.65
149,931.19
190,498.54
242,411,15
313962479
405 4826422

512,449.64

631,689 .89
753,276492
845,599 .85
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DEPOSIT GUARANTY IN KANSAS

The Kansas law for guaranty of bank deposits was approved on
March 6, 1909, and became effective on June 30 of that year.i/ At the
time of enactment of this law, a deposit guaranty plan was in operation in
the adjacent State of Oklahoma, and deposit guaranty legislation was in
process of enactment in Nebraska and Texas, During the succeeding eight
years, four other States (South Dakota, North Dakota, Mississippi, and
Washington) adopted deposit guaranty plans.

The Kansas law remained in operation until it was repealed in
1929. However, it became of relatively slight importance in 1926, when

the great majority of the participating banks withdrew from the fund.

CHARACTER OF TEE GUARANTY LEGISLATION

Admission ¢f banks. Participation in the Kansas deposit guaranty

plan was voluntary.gl Incorporated State banks which desired to participate

in the guaranty system were required to be examined by the Bank Commissioner,
and approval was dependent upon his finding that the bank was solvent,
properly managed, and conducting its business in strict accordance with the
banking law., Trust companies and private banks were not authorized to

perticipate in the guaranty system, but were specifically authorized to

1/ "Bank Depositors Guaranty Act," ch. 61 of Laws of 1909.

g/ Of the eight States which created deposit guaranty systems
during the period 1907-1917, five made participation compulsory cn all
banks operating under State law, two (Kansas and Washington) made parti~
cipation voluntary, and one required participation in the deposit guaranty
system or in a "bond security" system.
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reorganize as State banks, and thereby become eligible for membership in
the guaranty fund, by filing an amended charter. Banks organized sub~
sequent to enactment of the guaranty legislation, if located in cities
or towns where all existing banks had failed to become guaranteed banks
within six months after passage of the act, were eligible for admission
to the guaranty system; and, if located elsewhere, eligible after operating
for one year. In 1921 the requirement of a year's operation was extended
to all newly organized banks.

A State banking department had been in operation in Kansas for
18 years prior to the adoption of deposit guaranty, and the banks had been
submitted to more careful examination than in many other States. How

many banks which applied for admission to the guaranty system were rejected

n B
by the Bank Commissioner is nnknown.-/ At the close of the year 1911, the

earliest date for which the number of participating banks is available,
approximately one-half of the banks operating under State law, 442 out of
897, were guaranteed.

The law also provided that any national bank, at its option and
after an examination by and with the approval of the State Banking Commissioner
could participate in the deposit gueranty system. However, the ruling of
the Attorney-General of the United States with respect to participation by
national banks in the deposit guaranty system in Oklahoma was applicable

to national banks operating in other States. Consequently no national banks

1/ The tenth biennial report of the State Benk Commissioner, dated
September 1, 1910, p. xvi, states that applications were received from
several hundred banks to participate under the guaranty law, but gives no
information regarding the number approved or disapproved.
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were able to Join the system in Kansas.

Withdrawal from the guaranty system. A bank which decided to

withdraw from the bank depositors! guaranty fund was permitted to do so by
displaying a notice to that effect and by notifying the Bank Commigsioner,
effective at the expiration of six months. The participation of a bank
which falled to pay ite assessments was required to be terminated by the
Bagk Commiessioner, under similar condi tions.

In case of withdrawal from the fund, the bonds deposited as
surety for the payment of assessments were to be returned %0 the bank afier
the closing of affairs of all failed banks in Jiquidation at the expiration
of the six months' period and the payment of assessments levied to meet
losses in those banks,

These provisions, and decisions of the State couris regarding
them, became important in 1925 when a large proporiion of thre partlcipating
banks wished to wiithdraw from the sysiem, and are discussed in more detail
in another section of this report.

Dsposits guaranteed, Deposit guarenty in Karsas, uwuder {he

original law, covered all deposits not bearing interest, time deporits
payable 1n not more than one year nor in less Jlxm sixz months and dearing
interest not in excess of 3 percens per annum, and savings accounts not
exceeding $100 for any cne person and beering interest not in excess of 3
percent. At the same time payment of interest by guaranteed banks at a
rate higher than 3 percent per year, except for exisiing contrasts, was

prohibited.
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In 1911 the limitation on the guaranty of savings deposits to
$100 per person was removed, and the guaranty extended to all deposits
not otherwise secured. The prohibition of payment of interest on deposits
by guaranteed banks at a rate in excess of 3 percent per annum was removed,
and a system was established for the setting by the Bank Commissioner of
maximum uniform rates of interest for each county by both guaranteed and
non-guaranteed banks,

County, township, city and school funds were brought under the
protection of the guaranty fund by a provision that no further security
was required for the deposit of such funds in a guaranteed bank. Thisg
provision was repealed in 1927.

The guaranty law, both in its original form and as amended,
provided that the guaranty should not apply to deposits which were primarily
rediscounts or money borrowed from thé bank, nor to deposits otherwise
secured. The law also provided that the guaranty should not epply to a
bank's cbligations as endorser upon bills rediscounted, nor to bills pay-
able, nor to money borrowed temporarily from its correspondents or others.
An amendment to the law in 1923 defined any deposit on which a greater
rate of interest was pald than that approved by the Bank Commissioner as
"borrowed money" and therefore excluded from guaranty; and also excluded
from guaranty any deposits or credits obtained by fraud or in violation of
law or evidences of debt fraudulently issued.

Several court casew arose in connection with the definition of

deposite which were guaranteed. In one case certificates of deposit
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issued by a bank in eonnection with a land deal were held to have been

issued in transactions outside the business of the benk therefore not

1
protected by the guaranty fund."/ In another case deposits at a rate of

interest higher than the meximam specified by law were held not to be
covered by the fund even though the excess of interest was in the form of
a bonuﬂog/ In still another case the depositors of a bank which had
complied with the depositors! guaranty act were held to be entitled to
protection by the guaranty fund even though the bank hed been a persistent
and long-continued violator of the banking law.J/

Assessments., Assessments for meeting the cost of deposit
guaranty were levied upon the banks on the basis of derosits covered by
the guaranty. The law provided for anpual assessments of one~twentleth
of 1 percent until the fund should re#ch a maximum of $5C00,000. Should
the fund become depleted, special assessments were to be made by the
Bank Commissioner, limited to five assemsments of one-twentieth of 1
percent each in any calendar year. A question arose, which was never
settled either by legislation or court decision, vwhether this number
included or excluded the regular assessment, The maximum annual assessment

L}

was thus one-~fourth of 1 percent,

1 Fourth National Bank of Wichita v, Wilson, Bank Commissioner
(1922) 110 Kansas 330, 204 Pac. [i5.

2/ American State Eagk v. Wilson, Bank Commissioner (1922) 110
xanso 520' 20&*'Pac. 709.
Board of commissiopers of Lsbette County v. Bone, Bank
Commissioner (1926) 120 Kansas ©673.

E/ Sixteenth Biennial Report of the Bank Commissioner, 1922,
p. 6; Thornton Cooke, "The Coilapse of Bank Deposit Guaranty in Oklahoma
and its Position in Other States," Quarterly Journal of Economics, Nov.
1923, p. 124,
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To secure payment of the assessments, each guaranteed bank was
required to deposit selected bonds, or cash, with the State treasurer
amounting to one-half of 1 percent of the bank's guaranteed deposits,
with a minimam of $500.

These provisions remained unchanged until 1921, when the
maximum fund to be agccumulated was raised to $1,000,000. Two years
later, another amendment provided that assessments in addition to the
regular annual assessment should be made whenever the fund was reduced
below $500,000, but only in amounts necessary to cover losses which
had become claims payable upon demand against the guaranty fund, This
latter provision was of considerable importance because of the method
of paying depositors in failed banks, described below.

Method of paying depositors in failed banks. In Kansas

the depositors' guaranty fund was not responsible for the immediate
payment of the deposits in a falled bank. The fund was responsible
for the payment, upon completion of the liquidation of a falled bank,
of guaranteed deposits which had not been paid from the proceeds of
liquidation of the assets of the bank.

When a bank participating in the guaranty plan was found by
the Bank Commissioner to be insolvent, the Commissioner was required
to take charge of the bank and to wind up its affeirs. The deéositors,
upon proof of claim, were given interest-bearing certifiaastss for $has
amount of thelr deposits (at the contract rate on interest-bearing

deposits, and at six percent on deposits with no contract rate), which
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were paid so far as possible from the proceeds of sale of assets of the
bank and collections of double 1iability of stockholders. When these
assets were exhausted, the balances due on guaranteed deposite were paid
from the bank depositors' guaranty fund.

Interest on certificates issued to depositors of closed banks
was abollshed in 1925 by an amendment to the law, This amendment as
enacted applied both to certificates to be issued in the future and to

those then outstanding, but the elimination of interest on outstanding

1
certificates was declared unconstitutional by the State Supreme Court.“/

Only one other State, among those which adopted deposit guaranty
plans during the period 1908-1917, provided for payment of guaranteed
deposits upon completion of the liquidation of a failed bank. The
other six Btates provided for immediate payment upon presentation and
proof of claim,

Indebtedness cf guaranty fund., No provision was made for

borrowing by the depositors! guaranty fund, in the event that assess~
ments collected should be insufficient to meet the obligations of
the fund.

The law provided that, if the available money in the guaranty
fund after collection of the maximum sssessments should be insufficient
to pay the guaranteed deposits of failed banks, the depositors were to
be pald pro rate to the extent of the money available, with the

balance to be paid from the next assessment.

1/ Thompson v, Bone, Bark Commissioner (1926) 122 Kans. 195,
251 Pac. 178.
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Administration and custody of the fund. The administration

of the Kansas depositors' guaranty law was placed in the hands of the
Bank Commissioner. The Bank Commissioner was appointed by the Governor
with the advice of the Senate, and must have had three years'! practical
knowledge of banking or have served at least one term as bank commis-
sioner.

Assessments under the deposit guaranty law were paid to the
State Treasurer and placed in depository banks for State funds subject
to the call of the Bank Commissioner.

Expenses of administration. WNo specific provision was made

in the depositors' gueranty law for expenses of administration. The
cost of operating the office of the Bank Commissioner was met by
appropriations of State funde. However, fees levied upon the banks
for each examination, which were collected by the Bank Commissioner
and paild to the State Treasurer, were approximately equal to the total

expenses of the Commissioner's office.
CONSTITUTIONALITY OF THE BANK DEPOSITORS' GUARANTY LAW

Banks operating under the Kansas State law did not, so far
as has been ascertained, challenge the legality of the bank depositors’
guaranty law in the courts of the State of Kansas. However, both State
banks and national banks operating in the State, and also a stock-
holder in a State bank, claimed that the law violated the Constitution

of the United States and brought suit in the Federal court to restrain

s://fraser.stlouisfed.org
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the State officlals from carrying out the law. The complaints of
both groups of banks and of the State bank stockholders were heard
by the Circuit Court of the Uniteéd States for the District of Kansas
in December 1909.

The State banks contended that the guaranty law was in

3
conflict with the Federal constitution for the following reasons:'/

1. That the effect of the law would be to drive them out
of business, thus depriving them of their property without due
process of law, unless they contributed to the guaranty fund.

2. That in case they had given credit to a bank which
became insolvent, their rights of recovery would be impaired and
they would be deprived of property without due process of law,
since depoeitors in an insolvent guaranteed bank would be pre~
ferred creditors.

3. That certain conditions of the guaranty plan were
unreasonable and arbitrary.

4., That taxation was required to meet the expenses of

carrying out the guaranty plan.

l/ This 1ist is based on the summary of the plaintiffs! arguments
glven in the opinion of the United States Court in reviewing the case
(see footnote 3, p. 12). The contentions of the State banks are given
in greater detail in the opinion of the Circuit Court. (Larabee v.
Dolley, State Bank Commissioner, et al; Assaria State Bank of Assaria,
Ean,, et al, v. _ggg; Abilene National Benk of ADilene, Kansas, et al,
v. Same, 175 Fed 5). The State banks also claimed that the law
violated the Constitution of the State of Kansas.
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. The national banks claimed that the guaranty law was in con~

Y

flict with the Federal comnstitution for the following reasons:

1. That, since they could not avail themselves of the pro-
visions of the statute, the law operated to deny them the equal
protection of the law.

2. That the efficiency of the national banks as instrumen-
talities of the Federal government would be impaired, since the
effect of the law would be to attract depositors from the national
banks to the guaranteed State banks.

The contentions of the stockholder of the State bank were
eimilar, namely, that the act violated the national Constitution because
it impaired the obligation of his contract as a shareholder in the bank
by applying the property of the bank to the payment of private debts not

contracted by the bank or by himself and without his coneent and therefore

took his property without due process of lau.g/

;]‘~Eiese contentions were held to be in violation of the fifth and
fourteenth amendments to the National Constitution. This statement of
the arguments of the national banks is based on the summary given in the
opinion of the United States Circuit Court of Appeals, Eighth District
(Dolley, State Bank Commissioner of Kansas, et al, v. Abilene National
Bank of Abilene, Kansas, et al, 179 Fed. Ubl). The contentions of the
national banks are given in greater detail in the opinion of the Circuit
Court (Larabee v. Dolley, State Bank Commissioner, et al; Assaria State
Bank of Assaria, Kan., et al, v. Same; Abilene National Bank of Abilene,
Kansas, et al, V. Same, 175 Fed. 365).

g/ The stockholder contended that the law was in violation of
article 1 of section 10, and of the fourteenth amendment of the Constitu-
tion of the United States. Larabee v. Dolley, State Bank Commissioner,
et al; Assaria State Bank of Assaria, Kansas, et al, V. bame; Abilene

National Bank of Abilene, fsﬁsae. et al, v. éane. 175 Fed. 365.
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Decisions of the Circuit Court and of the Circuit Court of

Appeals. The Circult Court of the United States for the District of
Kansas agreed that the bank depositors’ guaranty law was unconstitutional
on the grounds claimed by the national banks and by the stockholder of the
State bank, and granted a temporary injunction restraining the State
officials from carrying out the law. With regerd to the complaint of the
State banke, the Circuit Court held that they did not have a case within
the jurisdiction of the court, on the ground that they did not show that
their rights were infringed. They could, the Court pointed out, meet the
conditions necessary to obtain the benefit of the law, and could withdraw

any credit outstanding to guaranteed banks, and thus could avoid loss of

property on account of the act.l/

The Bank Commissioner and Treasurer of Kansas appealed to the
United States Circuit Court of Appeals, Eighth Circuilt, which reversed the
opinion of the Circuilt Court and dismissed the injunction. The grounds
for thils action were summarigzed by the Circuit Court of Appeals as follows:

"The fourteenth amendment provides that no State shall 'deny to
any person within its jurisdiction the equal protection of the laws,!
A conclusive answer to the objection to the Kansas statute now being
considered would seem clearly to appear from the face of the amend-
ment 1tself...The amendment does not profess to secure to all persons
in the United 8tates nor all persons in the same State the benefit of
the same laws. ...Jurlsdictional 1imits are an obvious and sufficient
reason for lack of universal uniformity in legislation. The equality
clause of the amendment does not require indiscriminate operation of
State laws, but proceeds upon due consideration of the relations of
persons to the State and to the legislation in question....Such has been
the consistent holding of the Supreme Court....

S

1/ Op. cit. 175 Fed. 365,




"The national banks owe their existence to the laws of the United
States...Their exclusion from the operation of the statute in question
is not from any design on the part of the State to discriminate against
them, but results from the limitation of governmental powers...

"The effect of the Kansas statute upon the business of the
national banks will at the most be indirect and incidental...

"We have not considered the merits of the guaranty plen, whether
practically beneficient, experimental, or illusory. Such matters are
for the State Legislature. Our provinee is confined to the question
whether the exercise of its powers 1is within constitutional limits so
far as the national banks is concerned. We think the objections they
urge are so clearly witf ut foundation, the temporary injunction was
improvidently granted.“-j

Decision of the United States Supreme Court. State bankers in

Kansas were dissatisfied with the dismissal of their case by the Circuit
Court of the United States for the District of Kansas and appealed to the
United States Supreme Court. The United States Supreme Court heard the
arguments of the Kansas bankers at its fall term in 1910, along with cases
regarding the constitutionality of deposit guaranty laws in Oklahoma and
Nebraska. The Court rendered its decision on January 3, 1911, that the
Oklahomé law was constitutional, and stated that the opinion was applicable
to the Kansas law, except so far as the Kansas law showed certain minor
differences from that of Oklahoma.gl These minor differences were also
dismissed as not affecting the constitutionality of the Kansas bank deposi-

tors' guaranty law.

i/ Dolley, State Benk Commissioner of Kensas, et al v. Abilene
National Bank of Abilene, fansae, et al, 179 Fed. ﬂGI. Decided May 20, 1910.

g/ For a summary of the decision of the United States Supreme Court
regarding the Oklahoma depositors' gueranty fund law see the memorandum,
"Deposit Guaranty in Oklahoma," pp. 11-13.

Assarias State Bank of Assaria, et al v. Dolley, Bank Commissioner

of the State of Kansas and Tulley, State Treasurer, United States Supreme
Court Reporte, 55 Law ed, U. S. 219~221, pp. 123-28.
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SUPERVISION AND REGULATION OF GUARANTEED BANKS

State banks in Kansas had been subject to supervision by a
bank commissioner, with power to conduct examinations and to require
reports, for elghteen years prior to the enactment of the bank deposi~
tors! guaranty law. No changes of major importance occurred during the
life of the guaranty fund in the powers of the Bank Commissioner, and
comparatively few in the legislative restrictions on the operation of
State banks,

Supervisory powers of the Bank Commissioner. Except for the

special examimation required for admission to the guaranty fund, and the
Power to terminate membership in the guaranty fund for violation of the
guaranty law, the guaranteed banks were subject to the same supervision
as other State banks. The absence of information regarding the results
of examinations of banks for admission to the guaranty system has been
mentioned above. However, the Bank Commissioner, in his Biennial Report,
September 1, 1920, indicated that high standards were adhered to in exam~
ining banks for admission to the guaranty system.

"We now have 676 State banks whose deposits are guaranteed by
the Bank Depositors' Guaranty Fund of Kansas, and there are continual
requests from the State banks to come under the law., The department
has made the requirements for operation under its protection very
stringent. The qualifications of the management and the condition
of the bank's books, notes and records must be of the highest standard.

It is our opinion, that as long,as the law is optional, that these
requirements should be rigid.”-/

1/ Tifteenth Biennial Report of the Bank Commissioner of the State
of Kansas, 1920, p.

5.
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A similar lack of information occurs with respect to terminations
of membership in the fund for violation of law. So far as is known, no
action was taken by the Bank Commissioner during the entire period of the
fund to terminate the membership of any bank.

The powers of the Bank Commissioner over all State banks related
chiefly to examinations, bank personnel, and the closing of banks. The
Commissioner also had limited powers relating to the organization of new
banks and to the maintenance of mpital and reserves.

The Bank Commissioner was required to mske two examinations each
year of each operating bank, and additional examinations at any time

deemed necessary. Fees for examinations were specified in the law,

1/
ranging from $15 to $35 for each examination.’ The Commissioner was also

empowered to cell for reports of condition as often as he considered them
necessary.

The Commissioner was authorized to order the directors of a bank
to remove any official found to be dishonest, reckless, or incompetent,
and to order any excess loan to be reduced to the legal 1limit within sixty
days. He was required to notify a bank to make good, within ninety days,
any impalrment of its capital, and within thirty days, any impairment of
the required lawful money reserve. In 1915 the Commissioner was given

power to suspend reserve requirements for a limited period of time, and

l/ In 1917 the basls for fees was changed from eapital stock to
loans, and the range in amount changed to $15 to $100; in 1919 the basis
was changed from loans to total resources and ihe range from $20 to about
$110; in 1925 the minimum fee was increased to $40.
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to regulate the conditions under which checks could be drawn on the portion
of reserves held in other banks.

No bank was permitted to open for business without authorization
by the Bank Commissioner, but the Commissioner was required to issue such
authorization 1if the bank had been organized in the manner prescribed by
law and 1ts capital fully paid. Howerver, in 1911 the Charter Board, con-
slsting of the Attorney-CGeneral, the Secretary of State, and the Bank
Commiesioner, was given suthority to prohibit the organization of a bank
except where an investigation showed a new bank to be a public necessity.

The Bank Commissioner was given authority to close a bank if,
upon examination or from reports submitted, it appeared that the bank was
insolvent, or had willfully violated any requirement of the banking law.
The law specified that a bank should be deemed insolvent when the actual
cash market value of its assets is insufficient to pay i1ts llabilities,
when 1t is unable to meet the demands of its creditors in the usual and
customary manner, or when it fails to make good its reserve as required
by law. The Bank Commissioner could also close a bank for refusal of any
officer to submit the books or affairs of the bank for inspection, or for
the interference by a bank officer with the discharge of the Commissioner's
duty. Any bank which refused or neglected to comply within ninety days of
any requirements lawfully made by the Commissioner in writing was deemed
to have forfeited its charter, and the Commissioner was required to close
the bank. The Board of Directors of a bank could place a bank in the

hands of the Commissioner by posting a notice on the door.
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Upon the closing of a bank, the Commissioner was required to
meke a thorough examination of its condition, and if it could not reopen
or liquidate its business to the satisfaction of all its oreditors, he
wvas required to appoint a receiver subject to the approval of the
district court. Sale of the bank's assets, and compounding of bad or
doubtful debts, were subject to the order of a court of competent juris-
diction.

Statutory limitations on bank operations., The principal
statutory limitations on banking operations, under the banking law in
force at the time of enactment of the guaranty law and amendments adopted

while the guaranty law was in operation, are summarized delow,

Responsibility of officers, directors,

‘ and stockholders:

Loeses resulting from loans No provision
made in violation of legal
limite

Liability of stockholders Additionally 1liable for a
sum equal to the par
value of stock owned

Benddng of aetive officers Bonding of cashier and officers
and employees (1919, and employees) handling
the funds of the bank to be
required by directors

Meetinge of directors At least four each year, with
copy of record forwarded to
Bank Commigsioner

Examinations by directors Thorough examination of books,
records, funds and securities,
at each required meeting, to
be recorded in detail
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Limitations on loans and investments:

Loans to officers and employees 1909, no provisiong 1927, loans
to active managing officers
and employees must be approved
by a majority of the Board of
Directors, no loan to exceed
5 percent of capital 4¥ surplus
and the aggregate of such loans
not to exceed 10 percent of
capital and surplus

Loans to directors No provision, except when director
is active managing officer

Loans to stockholders No limitation

Maximum to single borrower 15 percent of pald-in capital

1
Maximum secured by resl estate No°§§b3as ogs

When reserve is deficient Any increase prohibited, except
bills of exchange, payable at
sight

Limitations on ownership of property:

Maximum value of banking house and One-~third of pald~in capital;
fixtures 1921, one-half of paid~in
capital and surplus

Ownership of other real estate Prohibited, except acquisition
for collectionf of debt

Ownership of corporate stock Porkidden except as follows:
acquisition for collection of
debt; in 1915 stock in Federal
Reserve banks; in 1921, stock
of other banks up to the maxi-
mum of 5 percent of pald-up
capital and surplus in the
case of banks having a capital
of $50,000 or more.

Time 1limit on ownership of assets Five years for real estate; six
acquired by collection of debt months for corporate stock
and goods and chattels; 1917,
one year for holdings of real
estate, other than banking
house, in excess of one-third
(1921, one~half) of cepital
and surplus
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Limitations relating to deposits:

Maximum amount of deposits

Maximum rate of intereet on deposits

Receipt of deposits when insolvent

Preference

Limitations on borrowiugs:

Maximum

Power of Bank Commissioner

Maximum velue of assets which may
be pledged for borrowings

Limitations on payment of dividends:

Percentage of earnings to be carried
to surplus prior to dividend

When losses equal or exceed undivided
profits

When reserve is impaired
When capital is impaired

If benk is in danger of insolvency

Ten times paid-up capital and
surplus for a period longer
than six months (repealed in

1917)

1909, 3 percent on guaranteed
deposits; 1911, maximum rate
for all banks in each county
to be set by Bank Commissicner

Prohibited

Prohibited, except for pledge
of assets to secure public
funds or, in 1911, postal
savings deposits

50 percent of pald-up capital

May require reduction if bank
is borrowing hebitually to
re~loan

One and one~fifth times amount
borrowed

One~tenth of net profits until
surplus reaches 50 percent
of capital stock

Losses in excess of undivided
profits to be charged %o
surplus account, and future
dividends not to exceed one-
half of net earnings until
surplus has been restored;
1927, surplus must not be
reduced by dividends below
50 percent of eapital stock

Prohibited
Prohibited

No provision
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Required reserves:

Total amount 1909, 20 percent in places under
5,000 population, 25 percent in
places over 5,000 population
and also any reserve depository
bank; 1915, 12 percent demand
deposits and 5 percent on time
deposits in places under 50,000
population when credits due
other banks are less than one~
fifth of deposits, 15 percent
of demand deposits and 5 per-
cent of time deposits in places
over 50,000 population and any
bank when credits due other
banks are one-~-fifth or more of
deposits; 1919, foregoing per—
centages reduced to 7 and 10 per~
cent, respectively, on demand
deposits and 3 percent on time
deposits; 1927, 15 percent of
demand deposits and 5 percent of

& time deposits, by all banks

Proportion to be held in actual cash 1909, one~fourth; 1915, one~third
in places over 1,000 population,
one~fourth in places under 1,000
population; 1927, none, but one-
half to be either in vault or in
balances with correspondent banks

Permissible character of remainder 1909, due from solvent banks at
places approved by Bank Come
missioner; 1927, one~half in
specified types of bonds,
portion of other one~half not
in vault in balances with
correspondent banks with no
stockholders who are stock-
holders of depositing bank
except when approved by Bank
Commissioner
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NUMBER AND DEPOSITS OF GUARANTEED BANKS

Number of participat;gg;banks. The number of banks operating in

Kansas which participated in the guaranty sgstem, the number eligible for
participation which did not do so, and the number ineligible for partici~

pation, are given in Table 1. The ineligidble institutions include

1
national banks, trust companies, and private banka.‘j

By the beginning of the year 1912, after two and one-half years
of operation, about one-half of the banks which were eligible for admission
to the guaranty system had become members of the system. This constituted
two~fifths of all of the banks, including trust companies, operating in the
State, During the next ten years the number of guaranteed banks, and the
proportions of eligible and of all operating banks, steadily increased. By
1922, nearly two~thirds of the eligible banks, and more than one-half of
all banks operating in the State, had become members of the guarsnty system.

Early in 1922 the number of guaranteed banks, and also the number
of banks operating in the State, began to decline. During the next four
years the decline in the number of guaranteéd banks was slightly more,
relatively, than in the total number of banks, so that in 1926, sbout two-
fifths of the eligible banks, and somewhat less than one~half of all

operating banks, were guaranteed. During 1926 and 1927 the great majority

1/ The great majority of the ineligible institutions were national
banks., The maximum numbers of trust companies and of private banks during
thie period were, respectively, 18 and 6. All of these institutions were
authorized, under the guaranty law, to become eligible by taking out
charters as State banks,
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‘ Table 1. NUMBER OF OPERATING BANKS IN KANSAS PARTICIPATING
AND NOT PARTICIPATING IN THE DEPOSIT GUARANTY SYSTEM
1910-1929, BY YEARS.

Call date All banks Participating Not participating in Participating banks
nearest l/ operating in deposit deposit guaranty per 100

January 1 in Kansas guaranty 2/ Rligiblel/ Not y Operating Of eligible
eligibled/ banks banke

1910 1038 e & 213
1911 1077 201 659 217
1912 1107 Yo 446 219
1913 1113 462 432 219
1914 1141 439 201
1915 1153 508 420 225
1916 1196 526 427 243
1917 1220 546 437 257
1918 1250 430 243
1919 1291 613 426 252
1920 1338 649 427 262
1921 1374 683, 409 282
1922 1375 71 317 284
192 1349 698 369 282
92 1323 681 357 285
925 1297 651 371 275
1926 1269 611 381 277
1927 1223 399 547 277
1928 1109 78 T94 281
1929 1102 39 794 269

23.3
49,8
5L.7
52.3
HHe 7
55.2
55¢5
57.3
59.0
60.3
22.
e
65.4
25.6
3.7
61.6
Yo,2
8.9
4,7

-
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1/ Call dates for national and State banke are not identical in several
years,

g/ Figures obtained from Bank Commissioner of Kansas, except for 1911,
which relates to preceding September 1 and is derived from statements of indivi-
dual banks showing guaranty fund with State treasurer.

Number of State banks (excluding trust companies and private banks)
as given in Bilennial Reports of the Bank Commissioner, or tabulated from infor—
mation therein, minus number participating in deposit guaranty.

E/ Number of national banks, from annual reports of the Comptroller of
the Currency, plus number of trust companies and private banks, tabulated from
data in biennial reports of the Bank Commissioner of Kansas. Most nf these
institutions were national banks, since the number of trust companies and private
banks did not exceed 24 in any year. :
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of the members of the guaranty system withdrew, leaving only 9 percent of

those eligible, and 7 percent of all operating banks, guaranteed at the

beginning of 1928. Only 31 banks continued their participation in the deposit

guaranty law until the law was repealed in March, 1929.

Deposits of participating and non~participatigg banks. Deposits
of the banks participating in the deposit guaranty system during the first
eight years of its operation are available only in two of those years.
During the remaining period of operation of the law, they are available
biennially for dates on or about September 1. The numbers and deposits
of participating and nonwparticipating banks on the available dates are
given in Table 2.

In 1914, five years after the guaranty system was inaugurated,
more than three~-fifths of the deposits eligible for participation in the
system, and over one~third of the deposits in all banks in the State, were
in guarenteed banks, By 1922 more than three-fourths of the deposits of
all banks eligible for participation in deposit guaranty, and over two-
fifths of the deposits i3 all banks in the State, were in guaranteed banks,
These proportions were, respectively, larger and smaller than the corres—
ponding proportions for the number of banks, indicating that the guaranteed
banks were larger banks, on the average, than the non-guaranteed State banks,
but smaller, on the average, than national banks operating in the State,

In 1928, when only one bank in twenty of those eligible remained in the
guaranty system, the deposits of the guaranteed banks were only 2 percent
of the deposits in all guaranteed banks, indicating that the banks re-

maining in the system were comparatively small banks.
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’ Table 2. NUMBER AND DEPOSITS%‘ OPERATING BANKS IN KAINSAS .
PARTICIPATING AND KNOT PARTICIPATING IN THE DEPOSIT GUARARTY SYSTEM

Call date All banks Participating Not partigipating in Participating banks

nearest operating in deposit deposit guaranty per 100
September LE/ in Kansas guaranty.i/ Hot _, Operating Eligible
Eligible?/ eligible?/ banks banks
Number of banks
1910 1,068 201 652 215 18.8 23.6
1914 1,147 40% 434 222 42,8 53,1
1918 1,279 604 426 249 47,2 58.6
1220 1,370 676 420 274 49,3 61.7
1922 1,361 703 374 284 51.7 6543
1924 1,292 651 365 276 5044 6441
1926 1,246 4/577 392 277 4643 5945
1928 1,112 42 798 272 3.8 5.0
Deposits (in thousands

of dollars) 1910 182,581 26,371 68,643 87,567 14.4 27.8

e 1914 198,428 70, 329 41,119 86,980 35.4 63.1
1918 445,992 181,572 80,334 184,086 4047 6943
1920 504,069 217,241 63,625 203,203 43.1 7242
1922 429,328 185,989 56,643 186,495 43,3 76,7
1924 449,631 176,473 63,827 209,331 3942 7344
1926 471,150 158,788 91,587 220,774 3347 63.4
1928 470,410 4,791 221,753 243,856 1.0 2.1

l/' Call dates for national and State banks are not identical.

2/ Biennial Reports of the Bank Commissioner. Deposits of participating banks tabulated from statements
for the individual banks, identified in some years by statement of membership and in other years by presence of
the iten, "Guaranty fund with State Treasurer" in the assets of the bank. Number and deposits of eligible banks
obtained by deducting data for participating banks and for trust companies and private banks from consolidated
statements for all State banks and trust companies.

_5/ Figures for national banks from Annual Reports of the Comptroller of the Currency, plus those for trust
companies and private banks, from Biennial Reports of the Bank Commissioners.

.5/ Of these, only 225 were in good standing, that is, had paid all assessments due. The others were in the
process of withdrawing fram the guaranty systeme Eighteenth Biennial Report of the Bank Commissioner, p. 4.
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Table 3. NUMBER AND DEPOSITS OF GUARANTEED STATE BANKS IN
KANSAS, SEPTEMBER 12, 1914, AND SEPTEMBER 15, 1922 &/

Number  Amount of Percentage Percentage

of banks deposits of number of aggregate
(thousands of banks  deposits
of dollars)

A1l anteed banks, September

2, 1914

Banks with deposits of -
$100,000 or less 16,148
$100,000 to $250,000 28,184
$250,000 to $500,000 14,107

=
o
o
.

o

n no
8B5S
N \O ¥ = o oo

$500,000 to $1,000,000 5,771
$1,000,000 to $2,000,000 3,913
More than $2,000,000 2,206

Largest bank 2,206
Largest 5 banks 6,960
‘Largeet 10 banks 10,217

All guaranteed banks, September.
15, 1922 185,915

Banks with deposits of =~
$100,000 or less 11,074
$100,000 to $250,000 34 7,947
$250,000 to $500,000 2,955

[
o
o
o

o

- On
.

M N
-
o

$500,000 to $1,000,C00 32,269
$1,000,000 to $2,000,000 23,296
More than $2,000,000 18,374

ol

Largest bank 5,856
Largest 5 banks 18,374
Largest 10 banks 26,752

oW EONN W
Fon wow

-
-

.1/ Tabulated from statements for individual banks as given in the
reports of the Bank Commissioner. The figure for total deposits in 1922 differs
slightly from that given in Table 2 because of rounding. p
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BANK FAILURES

Fallures of guaranteed benks. During the 20 yeare of opera~

tion of the Kansas guaranty fund, 154 participasing banks closed because
of financial difficulties.l/ Only two of these fallures occurred during
the first ten years of operation of the fund, Three of the banks which
closed were banks which had previously suspended and had been reopened.

The deposits of the guaranteed banks closed because of finan-

2
clal difficulties amounted to 333.086,000.~/ The largest bank among

the fallures was the American State Bank, Wichita, which closed June 18,
1923, and had deposits of nearly $5,000,000. This was the largest bank _
in the guaranty system, and also the largest bank operating under State
law. One other bank with deposite of more than $1,000,000 was among

the failures. The deposite of these two banks accounted for nearly one-
fifth of the deposits of all of the closed banks. Two-fifths of all

the failed banks had deposits of less than $100,000, but these banks

1/ This figure includes banks closed during the biennium from
September 1, 1926, to September 1, 1928, which were on the list of
guaranteed banks on the former date. Some of these withdrew from the
guaranty fund prior to date of closing,

g/ These figures, except for 4 banks which failed prior to
1921, are from schedules collected by the Federal Reserve Committee on
Branch, Group and Chain Banking, and for the most part refer to the last
examination or call date prior to closing, In the case of 27 of the
banks, for which figures are also avallable as of date of closing in »
report by a special Commissioner to the State Supreme Court, the de-
posits at date of cloeing were 7 percent less than those given on the
schedules prepared for the Federal Reserve Committee.
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Reld ealy one~tenth of the deposits of all of the closed banks. The
distribution of the closed banks, and the distribution of their deposits,
according to the amount of deposits held are givan in Table 4. The
number and deposits of the banks closed each year are given in Table 5.
The average annual rate of fellure, computed as the number of
banks which failed per 100 members of the guaranty system at the begin~
ning of each year, was 1.5. However, as has been previously noted,
nearly all of the failures occurred during the latter half of the period
of operation of the fund. During that 1O-year period, the average
annual rate of faillure was 2.4 per 100 operating banks. The deposits

of the closed banks, for this period, averaged $1.80 per year for each

|
$100 of deposits in operating ban|¢“/

Failures smong npnguaranteed banks, During the first ten

years of operation of the bank depositors' guaranty fund failures among
banks which did not become guaranteed occurred more frequently than
among the guaranteed banks, However, during the latter ten years of
operation of the system, fallures among nonguaranteed banks were rela-
tively less frequent than among guarenteed banks.

During the entire period of operation of the guaranty fund,

66 failures occurred among nonguaranteed State banks, These banks held

1/ These rates of failure are close approximetions, but
may not be precise because the figures for failures include some
banks which closed subsequent to withdrawal from the guaranty gystem,
Also, deposits of operating guaranteed banks are available only
biemnially.
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Table 5. NUMBER AND DEPOSITS OF STATE BANKS IN KANSAS CLOSED BECAUSE
OF FINANCIAL DIFFICULTIES, JUNE 30, 1909, TO MARCH 1k, 1929,
BY YEARS

Guaranteed banks Nonguaranteed banks
De%osits 2 Deposits &/

1 in (in
Nunber &/ thousande Tunber &/ thousands

of dellars) of dollars)

- N\"::"

k7

455
166
2,278
4,336

9,032
2,889

2,245
B3k
2,157

82

33,086

-
HROF RPRWWN mPo-

=
n

o
o

"1/ TFrom Biennial Reports of Bank Commissioner. Banks which were
members of the guaranty system on September 1, 1926, and failed during the
following two years, are included with gueranteed banks, though some of
them withdrew from the fund prior to date of failure. Nonguaranteed banks
include 6 ineligible for guaranty (3 trust compenies end 3 private banks.)

2/ 1909-1920 Biennial Reports of Bank Commissioner (figures are
partly as of date of closing and partly for latest available statement
prior to failure); 1921-1929, tabulated from deposits reported on
schedules prepared for the Federal Reserve Committee on Branch, Group

' and Chain Banking. Deposits of the 6 banks ineligible for guaranty
amounted to $352,000.
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deposits amounting to $7,836,000, The distribution dy years is given
in Table 5.

Fallures by size of bank. In Table 6 the size distribution

of banks which failed during the ten year period, 1919-1928, is compared,
for guaranteed banks and for nonguaranteed State banks, with the
average size distribution of operating banks., Figures are given for
this decade rather than for the entire period during which the fund
was in operation because nearly all of the fallures occurred during
that decade.

No regular relationship between size of bank and frequency
of failure is shown by the figures. The highest frequency rate, with
respect both to number and to deposits, occurred in the group of banke

with deposits under $100,000. The acrd highest rate, in the case of

deposits, occurred in the largest size group, with depostts per bank

of more than $2,000,000.

Comparison with fall-~ss in other States. In Table 7 failure

rates for both number and deposite are shown for guaranteed and non-
guaranteed banks in Kansas, and for banks in contiguous States and in
the entire United States. The period covered is 1910-1928, which
includes the entire period of operation of the bank depositors? guaranty
fund in Kansas, except for the last six months of 1909 and the first two
and one~half months of 1929.

The total number of bank failures in Kansas during 1910~

1928, relative to the number of operating banks, was lower than in the
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Table 6, SIZE DISTRIBUTION OF FAILED BANKS IN KANSAS COMPARED WITH
AVERAGE SIZE DISTRIBUTION OF OPERATING BANKS, 1919-1928

Mumber of banks Devosits
Aver- - Falled Average In
age Num- per in In falled
num- ber 100 opera~ falled banks
ber falled opera- ting banks per $100
opera~ t1 banks (thou- in
ting (thou- gands of opera~
sands of dollars) ting
dollars) vanks &/

& 182,299 32,957 §18

Guaranteed banks -- total uo

Banks with deposits of-
$100,000 or lees
$100,000 to $250,000 30
$250,000 to $500,000 15&

$500,000 to $1,000,000 b7
$1,000,000 to $2,000,000 16
More than $2,000,000 5

R

8,167 3,433
51,650 10,367
52,034 7,007
31,787 5,91

el '3

1269
4,966

o BP3

,onguaranteod State 'banka-—totaly

1,156

Banks vith deposits of~
3100.000 or less
$100,000 to $250,000
‘2503000 to $500,000

$500,000 to $1,000,000
$1,000,000 to ia.ooo.ooo
More than $2,000,C00

1,853
1,8
2,318

1,139

‘e

tin oRE B

y Tese rates are for the l0~year period. Approximate annval rates ean be
obtained by dividing the figures by the number ef years (10).

_2j Includes trust companies and private banks, except 1 trust company for
which deposite are not available.
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Table 7. BANK FAILURE RATES IN KANSAS, 1916-1928, COMPARED WITH RATES
IN CONTIGUOUS STATES AND IN THE UNITED STATES 1

Deposits in falled
Fallures per 100 banks per $100 in
operating bamks operating bank

State Stats

and State National and State National
national banks banks national} banks TDbanks
banks banks

i3

26
5

11
15

6
22
10

3

Kensas -~ total 9

n
(™

Guaranteed banks 29
Nonguaranteed banks 11

Four contiguous States 25

Nebraska 22
Missouri 19
Oklahome 35
Celerado 30

= CERe

©

(=
M NI~ A Wl

5
9
5

=

Intire United States 22

ls

.;j Tabulated from data from the followlng sources: reports of bank commis~
gsioners in the various States; Willis, Banking Inguigz of 1925; annual reports of
the Comptroller of the Currency; Federal Reserve Committee on Branch, Group and
Chain Banking, "Changes in the Number and Size of Banks in the United States, 183k~
1931¥s and Federal Reserve Bulletin, September 1937.

2/ Lees than 50 cents.

Notet These rates are for the entire period. Approximate average annual rates
can be obtained by dividing the figures by the number of years (19).
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United States as a whole, and also lower than in any of the four States
contiguous to Kansas. If only State banks are considered, the fallure
rate in Kansas was also lower than in the entire United States, and
lower than in the four contiguous States combined, but slightly higher
than in one of the contiguous States. However, the failure rate of the
guaranteed banks in Kansas was higher than the fallure rate of all
State banks in two of the contiguous States, Nebraska and Missguri, and
lower than in the other two contiguous States, Oklahoma and Colorado.

The failure rates in terms of deposits are somewhat different
than for number of banks. For deposits, the fallure rate of all banks
in Kansas wasvhigher then for the four contiguous States combined, and
more than twice as high as that for the entire United States. This
rate for all State banks was higher in Kansas than in two of the con-
tiguous States, Missouri and Colorado, and lower than in the other two
contiguous States, Nebraska and Oklahoma. When only guaranteed banks
in Kansas are considered, the failure rate, in terms c¢f deposits, was
higher than for State banks in any of the contiguous States except
Oklahoma, and nearly four times as high as the corresponding rate for
all State banks in the entire country.

In one of the contiguous States, Nebraska, a deposit guaranty

system was operative during most of the periad embraced by these

figures; and in one other State, Oklahoma, & deposit guaranty system
was in existence for more than one-half of the period. The other two
contiguoue States had ne deposit guaranty. The figures for number of

bank failures in these States do not indicate that the existence of
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deposit guaranty was a significant causal factor in the frequency of
such fallures. However, in the case of deposits, the fillure rates in
the State banks in Nebraska, in Oklahoma, and in the guaranteed banks
in Kansas, were all distinetly higher than the rates for State banks
in Missouri, in Colorado, and in the nonguaranteed banks in Kansas.
These figures suggest that if there is any validity to the argument
that deposit guaranty tends to make bankers more reckless, it applies
to the large banks rather than to the small banks.,

Causes of bank fallures. The Biennial Reports of the Bank

Commissioner prowide considerable information regarding the causes of
bank failures during the period of operation of the bank depositors'
guaranty fund,.

Failures during the first 13 years of operation of the
guaranty fund (1909-1922) are ascribed chiefly to dishonesty or to
excessive loans to favordd interests.

"Every bank that has been in distress under the super-
vision of the present bank commissioner can trace its trouble
directly to loans to officers and directors." _7

"During the two years covered by this report-~September 1,
1920, to September 1, 1922-~there have been failures of twanty-
two State banks and onc trust company . . . The insolvency of
sixteen of these twenty-three institutions is the result of dis-
honesty on the part of some officer. Of the other seven, two or
possibly three may be classed as fallures due to the bad jJudgment
or incompetency of officials. The failures of the others of the
seven were caused by an improper use of the banks' funds to such
an extent that one would almost be Justified in classing such
use as criminal, In some cases the misuse of the bank's funds

u%j Pifteenth Biennial Report of the Bank Commissiomer, 1920,
PP. H=5.
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was represented by loans to the active officers of the bank with-
out security. In other cases the loans were made to business
concerns in which the officers and directors were interested. 1
Without exception these loans were in excess of the legal limit.“—/

The Comptroller of the Currency, in his report for 1921, made
the following statement regarding bank fallures in Kansas.

"From information furnished by Commissioner Foster it appears
that during the operation of the guaranty law up to June 30, 1921,
five guaranteed banks . « . failed. In three instances failure
was caused by criminal acts of officials; one due to the fallure
of a large debtor, and one loss sustained upon worthless paper
placed in the bank by one of the officials, In the same period
there were 11 failures of 'unguaranteed! banks . . . In five
cases failure was due to criminal acts on the part of officials,
one to speculations of officers, three to injudicious banking and
inability to realize upon real estate and other paper, one to
faillure of a large deE}or, and one was closed as a result of in-
ternel dissensions." 2

Dighonesty and loans to officers' interests are also empha~
sized by T, Bruce Robb, in his study of the operation of State depoeit
guaranty funds. At the time his took was written, only three guaranteed
banks in Kensass had failed but all of these banks were wrecked by em~
bezzlements of and excessive and i1llegal loans to officere.}/

With respect to fallures subseguent to 1922, which were
more numerous than those prior to that date, bad loans and frozen

agsets assoclated with a general depreciation in values, an excessive

¢ 1/ Sixteenth Biennial Report of the Bank Commissioner, 1922,
pn L

g/ Annual Report of the Comptroller of the Curremcy, 1921,
p. 189.

3/ T. Bruce Robb, The Guaranty of Bank Deposits, pp. 117-32.
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number of banks, and incompetency are emphasized, though dishonesty is

still considered to be important.

"While the majority of the seventymeight bank failures in
this State were due to so-called 'frozen loans', this cognomen
might well be defined as 'depreciation in values', over which,
all analytical thinking people will agree, no Kansas banker or
group of Kansas bankers had control, and which depreciation could
not have been foreseen. There were a few failures which were the
result of mismanagement, and, still worse, plain dishonesty and
misappropriation of funds by bank officials. These, however, were
in the minority." 1

"An examination of the récords discloses the fact that
these failures were largely due to incomp® tency, and in some
few instances dishonesty. Added to this the fact that our State
is overbanked, making it difficult for the smaller banks to make
earnings sufficient to absorb losses, accounts for some of the
failures. We cannot ignore the fact that 'depreciation in values'
also had a part in the numerous failures during the period covered
by this report." 2

"The records of this office disclose the fact that the
failures were largely due to the low price level of agricultural
commodities. 1?here were a few instances of dishonesty and in-
competency."

In Table 8 the specific causes stated in the Bank Commissioner's
reports for the failure of banks during the period of operation of the
guaranty fund are classified in four categories: (a) dishonesty on the
part of officers or employees; (b) excessive loans directly or indirect-

ly to certain business inbterests, usually the interests of an influ-

ential official or stockholder; (c) reversal of prosperous condi-

1/ Seventeenth Biennial Report of the Bank Commissioner, 1924,
p.3. The failure of the American State Berk, Wiclita, largest bank in
the guaranty system, was one of those ascribed to dishonesty.

2/ Bighteenth Biennial Report of the Bank Commissioner, 1926, p. 3.

3/ Twentieth Biennial Revort of the Bank Commissioner, 1930, p. 3.

‘
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Table 8, CAUSES OF BANK FAILURES IN KANSAS REPORTED BY THE BANK
COMMISSIONER, PERIOD OF OPERATION OF THE GUARANTY SYSTEM

Number of failures ascribed in
Biennial Total full or in part to -
period number Dis~- Excessive Depre- Cause
ended of 1 honesty loans to ciation Incom- Otherl/ not
Sept. 1 failure of favored of o/ Petence given
officials interests value

Guaranteed banks
1812
1914
1916
1918
1920 1
1922 17
1924 42
1926 35
1928 55
1930 31
Tot 152
Nonguaranteed banks
‘ 1910 None
1912 None
1914 7
1916 2
1918 2
1920 e
1922 6
1924 12
1926 10
1928 17

1930 45
tal 63

e .
« WUIUIUls ¢ » o =
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g 2
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39 16 3

=|

~j Excludes 2 guaranteed banks and 3 nonguaranteed banks which were listed as
suspensions by the Federal Reserve Committee on Branch, Group and Chain Banking,
but not in the Biennial Reports of the Commissioner.

2/ Includes causes described as "bad loans" or "frozen assets". Some of these
should undoubtedly be classified in the preceding column.

3/ Includes failure of correspondent bank, other bank failures, and insufficient
volume.

4/ Banks closed from September 1, 1928, to March 14, 1929.
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tions in ean important industry and depreciation of property values
assoclated therewith; and (d) general managerial incompetence. With
the exception of "bad loans" and "frozen assets" the causes cited for
the failure of each bank are readily classified among these four general
groups of causes of bank failures. In view of the statement regerding
the relation of frozen assets to depreciation of values, and the sub-
stantial declines which occurred in the piices of farm products and in
land values during the 1920's, "bad loans" and "frozen assets" are here
classified in group (c). In some of these cases the "bad loans" should
probably be ascribed to group (b) or group ().

Information regarding causes of bank failures in Kansas dur-

ing the period 1921~1930 is also given on the schedules collected hy

the Federal Reserve Committee on Branch, Group and Chain Banking. Y

Unfortunately, many of the causes cited on these schedules are descrip-
tions of the situation of the bank at time of failure and do not reveal
the real causes responsible for the failure. However, 1t is believed
that a classification of the causes of failure given on these schedules
throws considerable light on the factors responsible for failures in
Kansas during the second decade of operation of the bank depositors!
guarenty fund. In Table 9 the causes of fallure listed on the schedules

collected by the Federal Reserve Committee on Branch, Group end Chain

}/ These schedules were prepared in the office of the Bank
Commissioner from information furnished by that office to the Federal
Reserve Committee.
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Banking are grouped, so far as possible, in a manner similar to the
grouping in the preceding table.

A review of the causes of fallure of the banks which resulted
in the largest amounts of loss to the guaranty fund and to depositors

indicates that excessive loans to officers and directors and to their

interests, and dishonesty on the part of officers, were more important

than 1s indicated by the number of banks in which the loss is ascribed
primarily to these causes. Seven banks accounted for one-third of the
entire loss to the guaranty fund and to depositors in guaranteed banks,
and in six of these banks the information available indicates that
fallure was due to dishonesty and excessive and risky loans to officers
and directors or their interests.

The foregoing information is sufficient to enable certain
important conclusions to be reached regarding the causes of failures of
State banks in Kansas during the period of operation of the bank deposi-
tors' guaranty fund. Most of the failures which occurred from 1910 to
1922, and a substantial number of those which occurred from 1922 to 1929,
were due to dishonesty on the part of bank officials. The great majority
of the failures during the latter period were due to managerial incom-
petence, or to the depressed agricultural conditions, or to a combina-
tion of these two elements. However, even during that period, most of
the banks which caused the greatest losses to the fund or to depositors
failed because of dishonesty and excessive and risky loans to bank

officials.
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. Table 9. CAUSES OF BANK FAILURES IN KANSAS, 19211930, REPORTED BY THE
& TEDERAL RESERVE COMMITTEE ON BRANCH, GROUP AND CHAIN BANKING

Number of cases

l/ Primary Contributing
Item cause cause

Disghonesty of officials ~ total EE_ 13
Defalcation 42 12
Dishonesty, misappropriation, shortages 2 1

Excessive loans, speculation, irregular-

ities - %otal

Failure of large debtor

Heavy or frozen loans to officers or
stockholders

Speculation

Excess loans

Heavily overloaned

Irregularities

Reversal of prosperous conditions in an
indugtry or area and decline in values ~
total
Decline in real estate values
Unforeseen agricultural or industrial

disasters, such as floods, drought,
boll weevil, ete.

11 Crop failure, general farm conditions

12 Bad loans, poor loans, frozen loans,
inability to make collections

13 Exceesive real estate holdings

1 fon

o
Iw P

Incompetent or poor management ~ total

14 Incompetent management
15 Insufficient diversification

|

n o
NH!HHF’N\H'H = o

bther cavses ~ total

16 Heavy wi thdrawals

17 Fallure of affiliated institution

18 Failure of correspondent

19 Purchased paper, without recourse paper
20 Insufficient earnings

2l Volume of business too small

22 Depleted reserves

23 Miscellaneous

———

7

1
M

g
3

2
2
5

1/ Specific items are from schedules collected by the Federal Reserve Committe
on Branch, Group and Chain Banking, the grouping by the author of this report. Th:
tabulation was made by the author of this report from the schedules, which were

. made avallable through the courtesy of the Board of Governors of the Federal Re-
serve System.
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Federal Reserve Committee on Branch, Group and Chain Banking.l/ Some
further information is availeble in surveys of deposit guaranty systems

in operation in various Statee.g/

Income and obligations of the guaranty fund., A summary state-

ment of the income and obligations of the Kensas bank depositors' guaranty
fund, for the entire period of its existence, is giyen in Table 10.

The losses incurred in the American State Bank, Wighita, which was re~
organized through purchase of stock by the guaranteed banks instead of
being placed in liquidation and paid off by the guaranty fund, are
included, since they were part of the cost of the guaranty system to

the guarantgped banks. The figures in the table take into account re-
ceipts and disbursements subsequent to repeal of the law. They excludef
payments to the depositors in failed banks which were made from the
proceeds of liquidation of the msets of those banks.

The total receipﬁe of the guaranty fund itself amounted to
$2,800,000, of which approximately three-fifths was derived from the
annual assessments upon the participating banks, and two-fifths from
bonds and cash deposited as surety for payment of assessments and for-

feited by benks which withdrew prior to repeal of the law. The loss

1/ These schedules were prepared from the records in the Bank
Commissioner's office. They have been made available through the
courtesy of the Board of Governors of the Federal Reserve System.

2/ These include Robb, The Guaranty of Bank Deposits (Houghton
Miff1in Company, 1921); Thornton Ocoke, articles in the Quarterly Journal
of Bconomics, November 1913 and November 1923; article and legislative
summary in the Federal Reserve Bulletin, September 1925; and Blocker,

The Guaranty of Bank Deposite (The school of Business, University of
Kansas, 1929).
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Table 10. OBLIGATIONS, INCOME, AND DEFICIT OF THE KANSAS BANK
DEPOSITORS' GUARANTY FUND

Including losses in the American State Bank, Wichita

Cbligations
Guaranty fund certificates issued, deducting repai7ents

from the liquidation of assets of failed banks $9,422,317
Loss in regrgenization of the American State Bank,

Wichita & 1,500,000
Miscellaneous expenses 1/ ___._19¢252

Total obligations $10,953,280

Income
o2/
Assessments on guaranteed bank N $1,678,170
Forfeiture of bonds and gash deposited by banks Y 1,124,514
Interest and transfers 19,108
Total income of guaranty fund per se 2,821,792

Contribution by guaranteed banks in the reoiiania-
tion of the American State Bank, Wichita 2 1,500,000

Total combined fund and contributions $4,321,792

Deficit
Defaulted ot}igations: certificates issued and
not paid 2 5/ 6,650,872
Less cash on hand, June 30, 1938 19,383
Final deficit $6.631,)+89

;( Total certificates (obligations of fund) issued, amounting to
$13,704,392, minus dividends paid from liquidation of assets of the
falled banks, amounting to $4,282,075 (from correspondence with Bank
Commissioner). This figure presumably excludes accrued interest on the
certificates eventually defaulted.

2/ TFrom Correspondence with Bank Commissioner.

Warrants redeemed, to June 30, 1938, from reports of Treasurer
of State, in excess of dividends paid from guaranty fund, as reported by
Bank Commissioner.

4/ Estimated from receipts other than interest and transfers, 1910w
1932, as shown in the reports of the Treasurer of State, minus assessments
on banks.

5/ TFrom reports of Treasurer of State.
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incurred by guaranteed banks in the case of the American State Bank

is reported at $1,500,000, so that the participating banks paid a total
sum of approximately $N.300,000 to meet the losses in guaranteed banks
closed because of financial difficulties.

The total obligations incurred by the bank depositors' guaranty
fund, including the losses in the American State Bank, amounted to
$11,000,000. This represents the deposits in guaranteed banks which
falled during the period of the fund in excess of the amounts recovered
through receiverships and reorganizations, plus the interest on certi-~
ficates issued by the guaranty fund to depositors in failed banks.él

The difference between the obligations of the guaranty fund
and the income of the fund is the approximate amount of the final defi-
cit or default. This figure amounted to $6,600,000.

Annual assessments (or collections) and losses in failed

banks. TFor nearly 14 yvears after the guaranty law went into effect, the
guaranty system was fully operative in all respects, except in the
handling of the failure of the American State Bank, Wichita, in June
1923, This bank, as has been previously noted, was the largest bank
operating under State law, and at the time of failure had deposits of

approximately $5 million. It was apparent that liquidation of this

l/ This figure probably includes only part of the interest
accrued on guaranty fund certificates to date of closing of the af-
falrs of the fund. The interest due on certificates issued to
depositors of the banks completely liquidated at the earliest dates,
which were pald by the guaranty fund, is included but it is probable
that the interest accrued on defaulted certificates is not included.
Neither the amount of interest included, nor the amount of the accrued
interest excluded, is available.
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bank by the usual process might wreck the guaranty system, in view of
the 11abllity of the fund for losses in 30 banks with deposits of nearly
$8 million vhiech had previously failed and were in process of liquida~
tion. A year after its failure, the American State Bank was reorganized
under the name State Reserve Bank, to which the guaranteed banks sub-
scribed for stock on which they sustained a substantial loss,

During the li-year period in which the guaranty fund met all
of 1te obligations as they became due, & huge potential liability was
accumulated. This resulted from the combined effect of the provisions
of the law relating to assessments and to the payment of depositors in
closed banks. Since payments were made from the fund only upon com-
pletion of liquidation of a failed bank, the obligations of the fund did
not become due, in most cases, for several years. In the meantime,
regardless of the accumulation of heavy future liabilities, very few

special assessments were levied, since the cash in the fund reached and

remained above the $500,000 11m1t.3/

During 1924 and 1925 a number of banks which had been closed
during the preceding five years were completeiy liquidated &ana were
paid off by the guaranty fund, bringing the total number of banks paid

off by the fund to 18. On March 1, 1925, the Bank Commissioner ceased

1/ Information regarding assessments levied is incomplete. Up to
the middle of 1923, only one special assessment (1/20 of 1 percent in
December 1922) had been levied (Thornton Cooke, "The Collapse of Bank-
Deposit Guaranty in Oklshoma and Its Position in Other States," Quar-
terly Journal of Fconomics, November 1923). Definite information regard-
other special assessments is not available, but the receipts of the

' guaranty fund, as reported by the Treasurer of State, indicate that such
agsessments were levied during the year ended June 30, 1925.
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meking payments from the guaranty fund because of difficulties encoun-
tered in determining the precise date on which the liquidation of each
benk was completed and hence in the order of priority of the obligations
falling upon the fund. At that time, sbout 40 banks, with deposits at
time of failure of $9 million and in which the eventual losses amounted
to $4 million, were in process of ligquidation, while the balance in the
guaranty fund had been reduced to a small figure.l

With a prospect of continued assessments for several years at
the maximum rate of one-fourth of 1 percent per year, the participating
banks began to withdraw from the system. However, withdrawal was de-
terred by the provision of the law that gix months' notice of intention
to Wi thdraw was required and the provision that banks which withdrew
remained liablé for assessments to cover losses in any banks uhich
failed prior to the expiration of the six months! period. The bonds
which the banks had deposited as surety for the payment of assessments,
amounting to one-half of 1 percent of the bank's guaranteed deposits,
were much smaller than the prospective future assessments to meet losses

in the banks which had already failed.g/ A test case was therefore

brought to the State Supreme Court to determine whether a bank might

1/ The balance stood at $32,571 on June 30, 1925, according to
the report of the Treasurer of State.

g/ The losses actually sustained in the banks in process of
liquidation in early 1925 were more than 2 percent of the aggregate
deposits of the operating guaranteed banks at that time.




withdraw and be released from the liability of future assessments by
forfeiting the bonds deposited with the State Treasurer. The Court
decided on April 10, 1926, that this could be done and most of the

participating banks withdrew during the next few months.l/

With the withdrawal of most of the banks from participation
in theAguaranty system, the insolvency of the fund was apparent, since
the liabilities in closed banks would obviously be much greater than
the proceeds from the sale of the forfelted bonds. Under these cir-
cumstances depositors in some of the closed bankes contended that the
amount realized from the bonds should be distributed pro rata among
holders of all of the unpaid certificates instead of being pald to the
holders of certificates in banks the liguidation of which was completed
at the earlicst dates. This view was not accepted by the State Supreme
Court, and the validity of the law as stated was affirmed by the Court,
namely, that payments should be made to depositors in failed banks in
the order of priority of completion of liquidation, and a special
Commissioner was appointed as a fact-finding agent of the court to de-
termine the priority of completion of liquidation of the various banks.
The report of this Commissioner, which was made after holding hearings

open to all interested parties, was accepted by the Court at ite

2 .
Janvary term, 1928:'/ and the proceeds from the sale of the bonds were

distributed about August 1 of that year.

1/ State of Kansas v. Roy L. Bone, Bank: Commissioner (1926) -
120. Kansas. 620.

%én State of gggsas v, Roy L. Bone, Bank Commissioner (1928)
128. sas, > . 85,
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‘!’ Table 11, AMOUNTS OF ASSESSMENTS, AND ESTIMATED LOSSES FROM BANK
FAILURES, KANSAS BANK DEPOSITBRS' GUARANTY FUND, BY YEARS

Losses in failed bankse/ Deposits in
Paid by falled banks

Borne by,
1 guarant (4n thousands
collected ~/ fund depositors"/ of dollars) 5/

1910 $16,965 $28,702
1911 38,898 -
1912 23,496
191 28,194
191 32,596

1915 0,717
1916 E0.567
1917 51,929
1918 71,552
1919 91,353;

1920 107,170 )=
1921 119, 240)

Amount of
Year aasessment

1,118,212

1922
1923
1924

101,587

173,117
101,578

1,091,381
432,806
100, 344

712,517
1,495,847

532,691

1,056,227
1,927,50
879,58
505, 787
11,848

1925 546,786
1925 1“6,127
1927 91,302
1928 851,822
1929 I/ 60,157

1930-32 17,023 -

Total, ex-

cluding

American

State

Bank 2,802,686
American

State

Bahk,

Wichita 1,500,000
Total, in-

cluding

American

State

Bank 4,302,686

2,771,445 7,264,078

1,500,000

4,271,445 7,264,078 33,086

1/ Years ended June 30.”1Proceeds from sale of bonds and cash
deposited as security for payment of assessments and forfeited by with-
drawing banks. Data from annual reports of the Treasurer of State.
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2/ Classified by date of failure, calendar years.

3/ Total from Bank Commissioner (correspondence). Data by yeers
from schedules collected by Federal Fegerve Committee on Branch, Group
and Chain Banking, or from Bank Commissioner's report, with emount for
banks unavailable individually estimated from total for all banks.

&/ For banks paying final dividend subsequent to April 1, 1929,
estimated from amount and percentage of tutal dividends, from Biennial
Reports of the Bank Commissioner, 1932, pp. 12-20; 1934, p. 1l4; and
1936, p. 14. TFor other banks, estimated from total claims and total
payments on claims, as reported in schedules collected by the Federal
Reserve Committee on Branch, Group and Chain Banking,

5/ Includes deposits in 25 failed banks which were reorganized
or reppened without loss to depositors. The figures in this column,
and also those in the preceding two columns, include a few banks which
falled subsequent to withdrawal from the guaranty fund.

6/ Excluding the American State Bank, Wichita, which is given
separately,

Figures for losses and deposits include banks failed to
March 14, the date of repeal of the law.
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Adequacy of the guaranty fund. The extent to which the

bank depositors' guaranty fund met the claims of depositors in failed
guaranteed banke is shown in Teble 12. For the entire period during
which the law was on the statute books, about 65 percent of the deposits
of falled banks were eventually paid from the liquidation of assets
of those banks. Guaranty fund assessments provided 8 percent of the
depusits, and the guaranteed banks provided an additional 5 percent
through assumption of losses in the American State Bank. The remaining
22 percent was lost to the depositors.

These estimates indicate that aggregate assessments of
$12,000,000 would have been sufficient to have met all of the losses
to depositors in failed guaranteed banks up to the time the law was
repealed. The assessments actually collected, including the proceeds
from forfeiture of bonds and cash held as surety for payment of assess~
ments, were less than one-~fourth of this amount. An average annual

assessment of one-half of 1 percent would have provided the needed

emount. The average actually collected, including proceeds of forfeiture

of bonds and cash deposited as surety for the payment of assessments,
amounted to one~eighth of 1 percent. However, total contributions of
the guaranteed banks, including their loss in the case of éhe American
State Bank, was equivalent to an average annual assessment of nearly
one~-fifth cf 1 percent.

The meximum annual rate of assessment, according to the

interpretation of the law by the Bank Commissioner, was one~fourth of
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1 percent per year. Under the provisions of the law, it was not possible
to levy assessments sufficient to meet the claims falling upon the

fund. Farther, the maximum permissible rate could not be levied at the
time when the banks failed and it became obvious that the future liabil-
itles of the fund were mounting repidly, This was because the fund did
not actually become liable for any payments until a closed bank was
fully liquidated, and in the meantime, the fund remained at the level
prescribed by the law.

Ihe burden of assessments. Assessments during the first few

years of the Kansas bank depositors! fund, at the regular rate of one-
twentieth of 1 percent per year, were comparatively light; and bankers
do not appear to have protested that the assessments were a financial
burden upon the banks., However, as soon as it became apparent, in the
early 1920's, that future assessments at the maximum rate would be
necessary for several years, the banks felt that the assessments would
be a heavy drain on their earnihgs and sought means of escaping the
burden. Since participation in the system was voluntary, and under the
State Supreme Court decision withdrawal could be accomplished by for-
feiture of bonds amounting only to two years' assessment at the maximum
rate, most of the banks chose this method of avoiding the inevitable
burden of assessments. Had withdrawal not been possible on these con~
ditions, 1t is probable that, as in certain other States with deposit
guaranty, & large number of State banks would have taken out national

bank charters.
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Earnings data are not available for the guaranteed banks in
Kansas, but they are available for all State benke, and are sufficient
to make possible a rough comparison of the actual and prospective

amounts of the assessments with the net profits and dividends paid by

X
the banks.%/ Had deposit guaranty covered all of the State banks dur-

ing the entire 20~year period of operation of the guaranty system,
aggregate assessments of approximately $14 million (or $10 million in
addition to the assessments and contributions paid by the guaranteed
banks) would have been necessary to meet the losses in closed banks.
The net profits of the State banks emounted to $61 million. Therefore,
about one-sixth of the net profits of all State banks would have been
necessary to have made the deposit guaranty system a success. The net
profits of the banks, after deducting the assessments and contributions
which the guaranteed banks made to the guaranty system, amounted to an
average of 8 percent per year on the total capital accounts of the
banks. Absorption out of profits of the remaining loss to depositors
in failed banks would have reduced this average rate of profit to 6.7
percent per year on total capital accounts.

Vhether an item of expense, such as an assessment for meeting
losses in failed banks, comes out of profits can never be determined

exactly. If the expense item is one which is borne by all or a large

1/ Selected items from the consolidated earnings and dividends
reports of Kansas banks, by years, during the period 1909~1928, are
given in Table 16, p. 72.
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majority of the operating banks in the area, it is probable that certain
other items of income or expense may be affected more than the profits
of the banks. The banks in Kansas, during the period of operation of
the guaranty system, paid interest on deposits aggregating slightly
more than the net profits of the banks. A reduction of one-~fifth in
the interest paid on deposits would have thrown the cost of deposit
guaranty entirely upon the depositors. The presence of nonguaranteed
banks, both those operating under State law and those operating under
national charters, made it difficult for the guaranteed banks to make
this kind of adjustment as a means of preserving their profits in the
face of the additional expense.

Another interesting comparison ie the total cost of deposit
guaranty, in & form to have met all of the losses to depositors, with
the amounts actually charged off by the operating baniks as losses on
loens, investmente and other assets. The latter figure, for the entire
20~gear period, amounted to $28 million for all State banis, which is
twice the total loss to depositors (including the loss met by the
guaranty fund) in 211 failed banks. The losses cherged off amounted to
an average of 0.8 percent per year of loens and investments.. An in~
crease in this allowance for losses by onme~half, or to l.2 percent per
year of loans and investments, placed in the guaranty fund, would have
met a2ll of the losses in falled banks.

Had deposit guaranty embraced all banks opersting in the State,

including national banks, the total losses which the fund would have
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been called upon to meet would have been $15 million., The necessary
assessment rate for the entire 20-year period to have met this loss
would have averaged less than one-fourth of 1 percent per year.

Losses in mismenaged banks., Of the 154 gusranteed banks

vhich failed, 33 were reorganized or reopened, or were liguidated,
without loss to either the guaranty fund or to depositors. Of the 121
banks in which losses to the guaranty fund or to depositors occurred,
there were 42 bamks, or 35 percent, in which the failure was attributed

by the Bank Commissioner in full or in part to dishonesty, migmenage-

ment, excessive loans to officers, or irregular practices.l/ The loss

in these banks amounted to 64 percent of the total loss to the guarenty
fund and to depositors in all guaranteed banks. The large percentage
of the loss which occurred in banks which were dishonestly run, mis-
managed, or operated improperly is due to the fact that nearly all of
the larger banks which failed did so because of the way they were
managed. The bulk of the failures which were due primarily to incom-
petence, ilnability to make collections, or to causes reflecting adverse
economic circumstences, were small banks. Of the seven banks which
caused the largest losses to the guaranty fund or to depositors, and
which together were responsible for one-third of 2ll of the losses to

the fund or to depositors, four failed because of dishonesty or excessive

l/ Thie figure includes 1 bank for which no cause of failure is
mentioned in the Commissioner's reports, which is ascribed by Robbd to
mismanagement and dishonesty.
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EFFECTIVENESS OF BANK SUPERVISION

The office of Bank Commissioner in Kansas was well estab-
lished at the time of adoption of deposit guaranty, and financial sup-
port of the banking department by the State was more adequate than in
gsome of the neighboring States, These conditions were more favorable
to effective bank supervision than in some of the States contiguous
to Kensas and subject to similar general economic circumstances, and
it is probable that better supervision ie one of the reasons why the
fallure rate for all banke operating under State law was lower in
Eensas, during the period of operatioa of the deposit guaranty system,
than in most of the contiguous States. Nevertheless, the fact that so
large a proportion of the losses to the guaranty fund and to depositors
wvas incurred in banks which were mismanaged, dishonestly operated, or
engaged in improper practices raises the question vhether supervision
wae as effective as could reasonably have been expected.

While no attempt has been made in this study of the operation
of the deposit guaranty fund to make a thorough survey of the operations
of the office of the Bank Commissioner, information found in the State
reports end other sources does indicate that bank supervision in Kensas
~~while perhaps better than in some of the neighboring States--~was
nevertheless seriously defective during the period of operation of the
guaranty fund, The deficiencies of bank supervision in Kansas which are

epparent from the available information have their roots in the legls-
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lation on the statute booke rather than in incompetency in the office of
the Bank Commissioner. The most serious defect was the absence, up to
1927, of any special limitations on loams by a bank to its own officlals
or directors. This omission was recognized by the Bank Commissioner,

and restrictive legislation was recommended in his biennial reports in

1920 and in 1922-1/ Another serious omission was the lack of any

penalty for violation of the section of the law limiting loans to a
single borrower. Another provision of the law in force at the time
deposit guarenty was inaugurated, but which was repealed in 1917, held
great potentialities for minimizing the risks of failure. This was
the requirement that a bank should not receive deposits in excess of
ten times ite unimpaired capital and surplus. Retention and enforcement
of this provislon, accompanied by thorough hank examinations and care~
ful eppraisals of each bank's net worth, could have been used as a
powerful weepon in the prevention of unwise expansion and in forecing
banks to correct improper finencial policies long before the stock~
holders' cushion had been wiped out by losses.

Lack of funde, though not so serious as in some of the neigh-
boring States, was also a handicap to effective supervision, at least
during a part of the period of operations of the deposit guaranty fund.
Totel expenditures of the Bank Commigsioner's office rose from $40,000

during the first year of deposit guaranty to $96,000 for the year ended

1/ Fifteenth Biennial Report of the Bank Commissioner, p. 5, and
Sixteenth Biennial Report of the Bank Commiseioner, p. Tw
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June 30, 1928, with an average of $84,000 for the period 1921-1929.

The examining force, in addition to the Commissioner, assistant com-
missioner, and chief examiner, consisted of 12 deputy examiners in 1921
end 1922, 14 from 1923 to 1925, and 20 from 1926 to 1929. Since the
number of operating State banks was about 1100 in 1922, and about 900
in 1926 and 1927, and two examinations of each bank per year were re-

quired, each examiner was apparently required to make about 180 examina-

tions per year in 1922 and about 90 per year in 1928.2/ During the

early years of the guaranty system the Bank Commissioner asked for
higher salaries on the ground that competent examiners could not be
obtained at $1,800, the salary then peid. In the early 1920's the aver-
age salary of bank examiners was ralsed to $2,400, but appears to have
be reduced to the former level when the number on the examining force
was increased in 1926.g/

On the other hand, 1t is doubtful whether the powers possessed
by the Bank Commissioner were used to the utmost extent. Even though

no penalty was prescribed for loans in excess of the legal limit to a

1/ Te Federal Deposit Insurance Corporation in 1942 had U4
examiners and 4 assistant examiners in Kansas to make one examination
per year of epproximately 245 banks, or an average of about 30 examina~
tions per year per member of the examining force. In comparing the
gize of the examining force with the examining task allowance should
also be made for the fact that the banks examined by the Corporation
are of larger size, on the average, than those examined Dy the State
examiners in the 1920's. About one-fifth of the banks examined by the
Corporation in 1940 held deposits of $500,000 or more, while only one-
tenth of the banks examined by the banking department of the State in
the 1920's held deposits of $500,000 or more.

g/ Computed from number of deputies and total cost of salaries
of deputies, as given in the annual reports of the Bank Commissioner.
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single borrower, the Commissioner had power to require the reduction of
such loans to the legal 1limit, and to close a bank if 1t was found to
have willfully violated any requirement of the law; and any bank which
falled within ninety days to comply with any lawful requirement of the
Commissioner in writing, according to the law, forfeited its charter.
During at least a part of the period of deposit guaranty, banks found
to be insolvent or in financial difficulties were nursed along by the
department instead of being closed, and supervision was the poorest in
the history of the banking department. l/
However, irrespective of the effectiveness of bank supervision
in Kansas, one conclusion of vital importance to the success of other
systems of deposit guaranty or insurance can be drawn with certainty.
That is, that dishonesty, favoritism to special interests, and exces~
sive loans to enterprises in which responsible officials of the bank
are connected, will lead to disaster, and that the supervisory author-
ities muet be alert and vigorous in watching the policies of the

larger banks in which the risk is concentrated.g/

l/ This statement is based on interviews with Kansas bankers
familiar with the situation.

2/ Thie is the same conclusion as was reached in the study of the
operation of deposit guaranty in Oklahoma.
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CLOSING OF THE GUARANTY FUND

Withdrawal from the guaranty fund of the great majority of
the participating banks, and the litigation over the use of the proceeds
from the bonds and cash forfeited by the withdrawing banks, have been
described in a preceding section of this report. Mention has also been
made of the attempts to alter the distribution of whatever amounts
remalned in the guaranty fund after it became apparent that the fund
would be unable to meet its future obligations: first, through elimina-
tlon of interest on the certificates issued to depositors; and second,
by treating the remaining assets of the guaranty fund as a trust fund
to be distributed pro.rata among all persons having a claim on the fund.
The decisions of the State Supreme Court on these questiong—~that the
elimination of interest on outstanding certificates was vold, and that
the fund should be used strictly in accordance with the guaranty law and
distributed to certificate holders in the order of priority of completion
of liquidation-—have also been described. The latter decision resul ted
in the distribution of the proceeds of the forfeiture of the deposited
bonds and cash, in the latter part of 1928, to the certificate holders

of 13 failed banks, out of approximately 200 banks which were then

completely liquidated or in process of liquidation.l/ The former decision

also affected the number of banks which participated in the distribution

1/ 1In the case of two of the 13 banks, certificate holders re-
ceived 93 percent of their claims. The liquidation of these two banks
was completed on the same day, and since the funds were inadequate to
pray all claims against these banks, the Court ordered the payments to
be prorated among the certificate holders of the two banks.
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of the fund, since certificates for some of the banks had been outstand-
ing for several years, (from 1921, 1922, Or 1923, to 1928) and the
accrued interest at 6 percent per year was a substantial addition to the
face amount of the certificates.

Another problem which arpse was the payment of the cost of
litigation regarding disposal of the assets of the fund. The State
Supreme Court, in its 1928 decision, stated that these costs should be
borne by the persons participating in the benefit of the decision, that
is, by the holders of the certificates that were finally pald. Definite
information regarding payment of the litigation costs is not available,
but it is presumed that they were met by the guaranty fund and deducted

from the amounts paid to the certificate holders in 1928,

Under the decision of the State Supreme Court in 1926, and a
supplementary decision in 1928, banks withdrawing from the fund, and
those ceasing operations through liquidation or conversion to a
national bank were entitled to have returned to them the bonds or cash
deposited as surety for future assessments, provided that these bonds
or cash were not needed to pay claims against the guaranty fund arising
from banks which had closed prior to the date of withdrawal or cessation
of operations. In view of the large claims upon the fund in aemméstion.
with banks which failed prior to 1926, no such refunds were made.

On March 14, 1929, fhe deposit guaranty law was repealed. The
act of repeal authorized the return of the surety bonds or cash to banks

which had paid all assessments to the date of repeal. However, the State

. Supreme Court held that the authorization of the return of the bonds was
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APPRAISAL OF THE KANSAS BANK DEPOSIT GUARANTY SYSTEM

The failure of the Kansas system of guaranty of bank deposits
was due to the character of that particular system and the circumstances
surrounding its eperation, not to the impracticability of applying
the insurance principle to losses from bank fallures. The Kansas system
suffered from several serious defects.

First. The regular rate of assessment, one-twentieth of 1
percent per year, was far too low and decidedly inadequate; and special
assessments could not be levied at the time when they were obviously
needed, because of the delay in making payments to depositors in closed
banks until completion of liquidation of the bank.

Second. The maximum reserve fund which could be accumulated,

$1,000,000, and the amount to which it could be depleted before assess—

ments were resumed, $500,000, were two small, The maximum accumulation,

which amounted to approximately one~half of 1 percent of the largest
volume of deposits in guaranteed banks, was only two~thirds of the loss
assumed by the guaranteed banks in one failure.

Third. Prompt payments could not be made to depositors in
the failed banks. Deposit guaranty or insurance does not fulfill its
proper function 1f depositors are unable to obtaln their guaranteed
funds promptly. To achieve its purposes, deposit insurancé or guaranty
must provide for no significant interruption in the flow of payments in
the community in which a failed bank is located.

Fourth, Losses to the guaranty fund were not recognized, in

the fund's accounts, at the time banks failed. As a consequencs, the fund
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. T Table 13, RECEIPTS AND DISBURSEMENTS OF THE KANSAS BANK DEPOSITORS!
GUARANTY FUND, BY YEARS 1/

Year Recelpts
ended Assessments Interest Disburse
June 30 and forfelture and ments E/
of bonds 37 transferszj

1910 $16,965 - -
1911 38,898 $983 »
1912 23,496 1,341 -
191 28,194 1,283 -
191 32,596 1,639 $28,702

1915 0,717 2,h22 -
1916 ,567 o

1917 51,929 16
1918 11,552 +
1919 91,863 o

546

—

1920 107,170
1921 119,240
1922 101,587
192 173,117
192 101,578

60,795
489,930

53 5.8 2

1925 546,786 971,u&a
1926 146,127 22,8

1927 91,302 218,593
1928 851,822 220,045
1929 60,157 672,191

1930 16,530 8,219
1931 : 21,671 931
1932 38,821 95,577
193 » 3 '99“'
193 - 2,760

1935 491 2,153 -
1936 156 1,313
1937 - 637
1938 - 1,699
1939 - 388
1940 - 383
To tal $2,803,331 $18,460 $2,803,179

1/ TFrom Biennial Reports of the Tteasurer of State.

Marked simply as "receipts" or as received from the Bank Commissioner.
‘ Figures undoubtedly refer primarily to assessments collected, except in the later
years (particularly 1928) when they represent the proceeds of the sale of bonds
and the taking over of the cash which had been deposited by withdrawing banks
as surety for the payment of assessments.
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Table 14, NUMBER AND DEPOSITS OF GUARANTEED BANKS IN KANSAS, 1910-1928_5/

Banks grouped by amount of deposits

Aug. 15, Sept. 12, Aug. 31, Aug. 28, Aug. 31, Aug. 21, Sept. 1, Sept. 15,
1910 1914 1918 1920 1922 1924 1926 1928

Number of banks - total 201 451 604 678 703 660 555 46

e e — ———— —

Banks with deposits of-
100,000 or less 116 261 82 94 160 136 104 23
$100,000to0 5250,000 63 187 281 295 348 324 265
$250,000 to $500,000 17 40 173 198 126 139 132

$500,000 to 1,000,000 48 58 47 40 41
$1,000,000 to $2,000,000 16 25 17 14 il
$2,000,000 to £5,000,000 3 6 3 6 2
$5,000,000 and over 1 2 2 1 -

Deposits - total (thousands
of dollars) 26,371 70,329 181,572 219,352 185,915 179,114 145,543

Banks with deposits of=-
©100,000 or less 7,372 16,148 5,976 7,006 11,074 9,324 7,457
$100,000 to $250,000 9,281 28,184 49,389 50,809 57,947 54,756 45,347
$250,000 to $500,000 5,835 14,107 59,057 66,268 42,955 47,256 44,633

$500,000 to $1,000,000 2,651 5,771 31,548 37,970 32,269 28,727 28,421
$1,000,000 to 2,000,000 1,232 3,913 21,929 33,219 23,296 19,486 14,692 -
$2,000,000 to §5,000,000 - 2,206 8,008 13,132 6,921 13,348 4,993 -
$5,000,000 and over - - 5,665 10,948 11,453 6,217 - -

1/ Tabulated from statements relating to indivicaal banks, as given in the Biennial Reports of the Bank
Commissioner, with guaranteed banks identified by the presence of the asset item, "Guaranty fund with State
Treasurer", Totals for these banks plus those for nonguaranteed banks, in Table 15, differ slightly from the
figures given in summary tables for the same dates in the Cormissioner's reports., Statements for individual
banks were not published in the Biennial Reports of the Bank Commissioner, 1812 and 1916.
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Table I5. NUMBER AND DEPOSITS OF NONGUARANTEED STATE BANXS AND TRUST COMPAITIES IN KANSAS, 1910-1928‘3/

Banks grouped by amount of deposits

Aug. 15 Sept. 12, Aug, 31, Aug. 28, Aug. 31, Aug. 21, Sept. 1, Sept. 15,
1910 1914 1918 1920 1922 1924 1926 1928

Number of banks = total 661 445 440 434 391 377 418 818

Banks with deposits of-

$100,000 or less 428 308 147 135 175 131 122 166
£100,000 to £250,000 185 109 190 191 158 177 183 363
+250,000 to $500,000 40 25 78 77 41 49 69 196

$500,000 to §1,000,000 5 1 20 27 13 14 28 60
$1,000,000 to 32,000,000 2 2 5 4 4 5 10 28
2,000,000 to 5,000,000 1 - - 2 3 1 6 5

Deposits = total (thousands of
e dollars) 70,406 43,343 72,041 112,217 229,687

Ir banks with deposits of=-
¥100,000 or less 22,919 16,204 8,829 7,956 10,494 8,254 8,000 11,563
2100,000 to $250,000 27,211 16,297 30,999 30,677 24,928 28,170 30,002 59,222
$250,000 to $500,000 12,563 7,856 26,127 25,496 14,030 16,916 24,651 67,117

$500,000 to $1,000,000 3,275 529 12,293 18,776 8,997 10,175 20,129 41,362
$1,000,000 to $2,000,000 2,390 2,457 6,693 5,021 5,563 6,380 14,746 39,209
2,000,000 to $5,000,000 2,048 - - - - 2,146 14,689 11,214

1/ Tabulated from statements relating to individual banks, as given in the Biennial Reports of the Bank
Commissioner, with nonguaranteed banks identified by the absence of the asset item, "Guaranty fund with State
Treasurer"., Private banks and trust companies are included. Totals for these banks plus those for guaranteed
banks, in Table 14, differ slightly from the figures given in sumary tables for the same dates in the Commis~
sioner's reports. Statements for individual banks were not published in the Biennial Reports of the Bank
Comaissioner, 1912 and 1916.
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