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A coordinated banking system, embracing in its. membership State 

institutions as well as National banks, is the aim of the Federal Reserve 
System*

ihere can he but one American credit system cf nation-wide extent, 

and it cannot attain its fullest potentialities if it rests upon an 

incomplete foundation* and fails to include the greater part of the strong 

and well managed banks of the country, whether large or small.

In the development of the new banking system* far-sighted and 

unselfish cooperation is expected of the banking community, and it seems 

clear that some basis can be found for harmonizing differences of interest 

or advantage existing among the National banks, State banks or trust com

panies, so far, at any rate, as may be necessary tc secure the effective 

coordination of these different types of banking institutions in the 

Federal Reserve Syst^i,

Appreciating fully that the strength of the- Federal Reserve System 

is tc be gauged by the quality of its members, rather than by their number, 

the Federal Reserve Board is prepared to use all the broad discretionary 

powers vestedi in itwby the Federal Reserve Act tc bring about this coordina

tion, The Board has sought, in the regulations governing the admission of 

State banks and trust companies hereto appended, first, to establish only 

such reasonable standards of admission as will be generally recognized as 

necessary to protect the Federal Reserve System against the admission of 

banks which would be a source of weakness rather than of strength, and, 

second, to prescribe only such regulations governing their conduct as will 

insure a reasonable conformity to fundamental principles deemed essential 

to the success of the new banking system*

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



Membership in the Federal 'Reserve System carries. with it privi

leges anu. guaranties of great value, not only to the banks themselves, but to 

their customers as It may be confidently expected, provided the stan

dard for admission be kept sufficiently high, that with the further develop

ment of the system and the 'fuller appreciation by the public of its meaning 

and value, membership in the system will come to be regarded as a test of 

banking soliuity, and that the access afforded by membership, to the facilities 

and resources of the system, will add to the prestige of even the strongest 

institutions; so that in time the public in differentiating the banking in

stitutions of the country will, instead of drawing the distinction as in the 

past between "National banks'" and "State banks", rather make the distinction 

between the banks which belong to the Federal Reserve System and the banks 

which do not, and ultimately recognize but two classes of banks: 'MEMBER BANKS" 

and "NON-MEMBER BANKS".

The Board realizes, however, that membership in the system also 

carries with it of necessity obligations and responsibilities as w-rll as 

privileges and safeguards. The National banks are now, and perhaps will be 

always, the mainstay of the system: their membership is compulsory, the lav;

having left them no option as to .whether they would or would not avail them- 

• selves of membership. The main responsibility of the system is theirs and 

they are therefore fairly entitled to expect that membership of non-national 

banks shall bring into the system only such institutions as can give sub

stantial promise of being able to share the responsibilities as well as the 

privileges pertaining to membership.

The Reserve Act, in Section 9, imposes certain fundamental conditions 

governing the membership of State banks in the Federal Reserve System, and 

prescribes that banks not organized-under Federal law must comply with the

2T(_
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capital ana reserve requirements applying to National banks, and must co**- 

form to the provisions of lav/ imposed up on National banks respecting tue 

limitation of liability which, may be incurred by any person, firrfi or cor

poration to such banks, and of transactions permitted with its directors, 

the prohibition against purchases of or loans upon stocks of such banks, 

and the withdrawal or impairment of capital, the payment of unearned divi

dends, and to such rules as the Federal Reserve Board may prescribe.

With respect to loans on real estate or mortgages, the Board1 . V  not 

disposed to assume as a matter of principle, either the authority or the 

duty to impose restrictions of a char&cter calculated to embarass State 

banks in applying for membership, or to impair their usefulness in a field 

which has been well developed. It has endeavored in the regulations merely 

to provide a reasonable limitation, so that loans or investments of this 

character shall not be so excessive in amount as to endanger the liquid 

condition of a bank.

Within the limits thus described, it will be the policy of the 

Board to determine the eligibility of State banks for membership in the 

Federal Reserve System by means of examination. Since admission to the 

system will be looked upon as an evidence cf the bank's strength, examina

tions for admission must disclose clearly the condition of an applying bank 

and the character of its management. These examinations must, therefore, be 

thorough and effective, and be under the direction of the Federal Reserve Board, 

but the Board will endeavor to avoid any unnecessary additional expense to the 

banks by dispensing with separate and independent examinations so far as possible 

and by adopting a method of joint or supplementary examination in conjunction 

with State banking authorities. The Board plans to draw freely upon the examiners 

and auditors in the employ of the respective Reserve Banks and to use their 

services .or the purpose of thus supplementing examinations conducted by 

the banking departments of the several states. It is hoped,
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therefore, that in passing upon applications for membership, -the Board 

and the several Federal Reserve Banks will have the cooperation of State 

banking authorities, so that every qualified applying bank ir.ay be admit

ted to membership, and all not qualified be excluded.

Membership of State banking institutions in the Federal Reserve 

System being optional, the Board appreciates that those charged with the 

management -of these institutions might not feel authorized to enter a sys 

tern which by regulation might restrict the scope of their operations un

less a definite assurance were given them of their right to terminate 

their membership if at any time they should feel it to their advantage 

to do so. The Board does not apprehend any such development; indeed, 

it expects that as the system deveJ.ops membership therein will carry 

with it guaranties of safety and security which will be of inestimable 

value. At the same time it recognizes the responsibilities of those 

entrusted with the management of the State institutions and has, there

fore, in the appended regulation, clearly defined the conditions upon 

which any State institution may withdraw from membership. The Board 

has taken legal advice from competent sources and has received ample 

assurances as to its legal powers in this matter.. At the same time, 

the Board has- taken the precaution of fixing the aggregate amount 

that may be withdrawn within any one year so as to fully protect the 

system in this respect.

Governor.

Secretary
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Tentative Regulation No. 
Series of' 1915 .

F E D E R A L  R E S E R V E B O A R D

V/ashington

state banks and trust companies as members of the federal reserve system*

Statutory Requirements,

The Federal Reserve Act provides:

Section 9. Any bank incorporatv?d by special lav/ of 
any State, or organized under the general lav/s of any 
State or of the United States, may make application to 
the reserve bank organization committee, pending organi
zation, and thereafter to the Federal Reserve Board 
for the right to subscribe to the stock of the Federal 
reserve bank organized or to be organized within the 
Federal reserve district where the applicant is located.
The organization committee or the Federal Reserve Board, 
under such rules and regulations as it may prescribe, 
subject to the provisions of this section, may permit the 
applying bank to become a stockholder in the Federal reserv 
bank of the district in which the applying bank is lo
cated, Whenever the -.organization committee or the Fed- 
eral Reserve Board shall permit the applying bank to 
become a stockholder in the Federal reserve bank of the 
district, stock shall be issued and paid for under the 
rules and regulations in this Act provided for national 
banks which become stockholders in Federal Reserve banks.

The organization committee or the Federal Reserve 
Bourd shall establish by-lav/s for the general govern
ment of its conduct in acting upon applications made by 
the State banks and banking associations and t'rust 
companies for stock ov/nership in Federal reserve banks.
Such by-laws shall require applying banks not organized 
under Federal law to comply with the reserve and capi
tal requirements and to submit to the examination and 
regulations prescribed by the organization committee 
or by the Federal Reserve Board.

No applying bank shall be admitted to membership in 
a Federal reserve bank unless it possesses a paid-up 
unimpaired capital sufficient to entitle it to become 
a national banking association in the place where it is 
situated, under the provisions of the National Bank 
Act ♦
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Any bank be commg a member of a Federal reserve 
bank under the provisions of this section., shall, in 
addition to the regulations and restrictions herein
before provided, be required to conform to the pro
visions of law imposed on the national banks respect
ing the limitation of liability which may be incurred by 
any person, firm or corporation to such banks, the pro
hibition against ranking purchase of or loans on stock 
of such banks, and the withdrawal or impairment of cap
ital, or the payment of unearned dividends, and to such 
rules and regulations as the Federal Reserve Board may, . 
in pursuance thereof, prescribe-,

Such banks, and the officers, agents, and em
ployees thereof, shall also be subject to the pro
visions of and to the penalties prescribed by sections 
fifty-one hundred and ninety-eight, fifty-two hundred, 
fifty-two hundred and one, and fifty-two hundred ard 
eight, and fifty-two hundred and nine of the Revised 
Statutes, The member banks shall also be required to 
make reports of the conditions and of the payments of 
dividends to the Comptroller, as provided in sections 
fifty-two hundred and eleven and fifty-two hundred ana 
twelve of the Revised Statutes, and shall be subject 
to the penalties prescribed by section fifty-two hun
dred and thirteen for the failure to make such report.

If at any time it shall appear to the Federal 
Reserve.Board that a member bank has failed to com
ply with the provisions of this section or the regu
lations of the Federal Reserve Board, it shall be 
within the power of the said board, after hearing, to 
require such bank to surrender its stock in the Fed
eral reserve bank; upon such surrender the Federal re
serve bank shall pay the cash-pe id subscriptions to 
the said stock, with interest at the rate of one-half 
of one per centum per month, computed from the last 
dividend, if earned, not to emceed the bock value 
thereof, less any liability to said Federal reserve 
bank, except the subscription liability not previously 
called, which shall be canceled, and said Federal 
reserve bank shall, upon notice, from the Federal Re-
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serve Boaivi, be required to suspend said bank from further 
privileges of membership, and shall within thirty days of 
such notice cancel and retire its stock and payment there
for in the manner heroin provided. The Federal Reserve 
Boaxd may restore membership upon due proof of compliance 
./ith tne conditions imposed by this section.

Section 19. If a state bank or trust company is re
quired by the law of its State to keep its reserves either 
in its own vaults or with another State bank or trust com
pany, such reserve;: deposits so kept in such State bank or 
rust company shall be construed, within the meaning of this 
section, as if they were reserve deposits in a national bank 
m  a reserve or central reserve city for a period of three 
years after the Secretary of-the Treasury shall have official
ly announced the establishment of a Federal reserve bank in 
the district in which such State bank cr trust company is 
situate,^ Except as thus provided, no member bank shall keep 
on deposit with any non-member bank a sum in excess of ten 
per centum of its own paid-up capital and surplus. No member 
bank shall act as the medium or agent of a non-member bank 
in applying for or receiving discounts from a Federal reserve 
bank under the provisions of this Act except by permission 
of the Federal Reserve Board,

Section 21. The Comptroller of the Currency, with the 
approval of the Secretary of the Treasury,' shall appoint ex
aminers who shall examine every member bank at least twice 
in each calendar year and of toiler if considered necessary;

PROVIDED, however, That the Federal Reserve Board may 
authorize examination by the State authorities to be accepted 
in the case of State banks and trust companies and may at any 
time direct the holding o-f a special examination of State Banks 
or trust companies that are stockholders in any Federal reserve 
bank,
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BAI3KS BLIGIBL5 TO hBLlBEHSHIP

A State bank or a Trust company to be eligible for member

ship in the Federal Reserve System must comply with the foilhaz

ing conditions:

(1) It must have been incorporated under a special or

general lav/ of the State in which It is located or of the «

States (District of Columbia) •

(2) It mast have an unimpaired capital stock as follows;

In cities or towns of less than 3000 inhabitants,

$25,000;

In cities or towns of more than 3,000 but less than 

6000 inhabitants, $50,000;

In cities of more than 50,000 inhabitants $200,000,

(3) They must agree to comply specifically v/ith the 

requirements of the provisions of Sections 9, 19, and 21 of 

the Federal Reserve Act.

APPLICATIONS FOR >

Every State bank or Trust company which shall-desire 

to become a member of the Federal reserve system, shall make
\
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-5 - £84
application on Form____ to the Federal Reserve Agent of its

district for an amount of capital stock in the Federal Re

serve Bank of such district equal to six per centum of the 

unimpaired capital stock and surplus of such abate bank or 

trust company. Such application shall state that it is 

made in accordance with a vote of its board of directors,

 ̂and shall be accompanied by a statement of the conditions 

of the applying bank certified by an examiner to be approved 

or designated by the Federal Reserve Board,

Upon receiving the aforesaid application and statement 

from any State bank or trust company within its district, the 

Federal Reserve Agent shall submil the same to the counsel of 

such Federal Reserve Bank, who shall certify that in his opin

ion membership in the Federal reserve system is not in con

travention of the laws of the State or; District in which the 

said bank or trust company shall be located. The application 

and certificate of counsel shall thereupon be submitted to a 

committee of nn.ot less than three members of the Board of 

Directors of the Federal Reserve Bank. The said committee 

shall examine the application and if it shall find that 

the applying bank has complied with the provisions of this 

regulation, and is in compliance with the State lo#£, it shall
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285
transmit the same to the Federal Reserve Board with its 

recommendations *

APPROVAL OF APPLICATION.

In passing, upon applications of State banks and Trust 

companies for * membership in the Federal reserve system, the 

following considerations will be taken into account*

(1) Whether the assets of the applying bank or trust 

company are of such a nature as to entitle it to be con

sidered a commercial banking institution in a liquid con

dition*

(2) Whether the charter provisions and the nature of 

the powers exercised by the said bank or trust company are 

or are not consistent with the proper conduct of the busi

ness of commercial banking*

(3) Whether or not the statutes of the State or Dis

trict in which the applying bank or trust company is located, 

do or do not contain provisions likely to interfere with the 

proper regulation and supervision of member banks.

Whenever in the judgment of the Federal Reserve 

Board an applying bank or trust company fully complies with 

the requirements thus indicated, the said Board will issue
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a certificate of approval of the application, and there
upon the applying bank shall subscribe and pay in its cap

ital stock to the Federal reserve bank of the district in 

accordance with the conditions provided for member banks.

POWERS AND RESTRICTIONS.

Every State bank or Trust company which shall 

be admitted to membership in the Federal 'reserve system,, 

shall conform to the following requirements:

(1) It shall observe all those requirements of the 

law to which State banks and Trust companies which have 

become member banks are subject.

(2) It shall conform to at least as high a standard 

of commercial banking as controlled it at the time of its 

admission to the system; with such improvements and changes 

in its banking practice as may have been specifically re

quired of it by the Federal Reserve Board as a condition of 

the admission,

(3) It shall not engage in loans on real estate or 

mortgages of a character or to an extent which will impair 

its liquid condition, and it shall carry in its investments 

liquid loans eligible for rediscount with the Federal re

serve bank to an amount not less than its paid in capital 

and surplus.

- 7 -
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(4) If in any case such an applying institution haa loans 

secured by its own stocks or loans to one person, firm or 

corporation aggregating more than 10f> of its capital and 

surplus, it shall adjust such loans to confirm with the re

quirements of the National Bank Act, the same to be done 

within-a reasonable time to be determined by the Federal Re

serve Board.

Except as herein specifically provided, every State 

bank or trust company becoming a member of the Federal Re

serve system, shall continue to retain its full rights as a 

State bank and shall be entitled to exercise all functions 

permitted by its charter.

Any State Bank or Trust Company which is a member, 

shall have the right withdrawal and may withdraw by giving 

ninety days' written notice of its intention so to do, to the 

Federal Reserve Bank of the District in which said Bank or 

Trust Company is located. At the expiration of said ninety 

days, such member shall surrender all of its holdings of cap

ital stock and it shall be released from its stock 

subscriptions not previously called. Such shares shall 

be canceled and the member 3hall receive therefor a 

sum equal to its cash paid subscriptions on the shares
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surrendered, and-one-half of one per centum a month from the 

period >>of the last dividend, not' to exceed book value thereof, 

less any liability of such member to the Federal Reserve Bank; 

said payments to be made tv/enty-five per centum (25%) on the 

expiration of the ninety days' written notice aforesaid, 

twenty-five per centum (25$) in ninety days, twenty-five per 

centum (25$) in one hundred eighty days, and twenty-five per 

centum (25$) in two hundred seventy days after the said first 

payment; provided, however, that the said Federal Reserve 

Bank:, may have the right and option to make the entire payment 

at any time after the surrender of such stock, provided further, 

that no Federal Reserve Bank shall be required, in dealing with 

the voluntary withdrawal of State banks and trust companies, to 

cancel any stock offered for the purpose of effecting a voluntary 

withdrawal if such Federal Reserve Bank has previously canceled 

within the same year ten per centum of its capital stock under 

the provisions of this regulation- Applications for the volun

tary withdrawal shall be dealt with consecutively in the order 

as they shall be filed. In the case of such voluntary with

drawal of a member bank, the reserve balance kept by it under 

the provisions of lav/ with its Federal Reserve Bank shall be 

transferred to the said liquidation account and shall be
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paia off in the same proportions and at the same dates as the 

repayments of balance- due on liquidation account with res

pect to capital stock,

EX/KINATICFS.

In the matter of examinations of State banks, the Fed

eral Reserve Board expects to cooperate with State authorities 

in making their examinations and avoid, if possible, dupli

cation of this work. It is proposed to accept the examina

tions made by States wherever these are found to be thorough 

and complete and of the same standard as the National bank 

examination, or else to appoint a representative of the 

Board or of the Reserve Bank of the District to act with 

the State examination staff, and in that way enable the 

Board to accept with confidence the report of the State 

examiners,

FUTURE REGULATIONS.

The Federal Reserve Board reserves the right to make 

such amendments and adopt and publish, from time to time, 

such further regulations as it may deem necessary.

CHARLES S. HAMLIN,

Governor.

H, PARKER VriLLIS,
Secretary,

5/6/15.
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