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TENTATIVE DRIFT OF AMENDMENTS TO REGULATIONS.

The attached draft of amendments to the Federal Re-
serve Board's Regulations is merely tentative and is inténded
primarily to serve as a basis for discussion. It has not
been submitted to, or approved even tentatively by, the Federal
Reserve Board. Constructive criticisms and suggestions are
invited,

The changes in the existing regﬁlations are noted in

red ink.
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(To be inserted in Regnlation £ at the
place irdicated)

(Insert #1)

and (2) certain bills of exchange payzble at sight or on demand
are eligible even though they have no fixed maturity (See Section
VII, below). " :

(Insert #2)

that which could be borrowed lawfully from such State bank or
trust company under the terms of Section 5200 of the vnltsd States
Revised Statutes, were it a national banking association.

(Ingert #3)

(b) It must not.bs a note, draft, or bill of exch?nge the Pfoge
ceeds of which have bzen or ars tc be advenced OT ;oaged %gcégohs
other borrower, excspt as to paper described telow under o€

VI(b) and VIII.

(Insert #U)

or drawn, or the proceeds thereof heve tzen or xre to be ussd, for
such a purpose as to render them eligible for rediscount under the
terms of this regulation.,

(Insert #%)

(a) Definition., dericuvltural paper within the meaning of this
regulaetion is definecd as a negotiable note, draft or bill of exchange
issued or drawn, or the proceeds of —whic- heve been or are to be
used, for arnricultural purposes, including the production of agri-
cultural prolucts, ths carrying or marketing of agricultural products
by the growers thereof, and the breeding, raising, fattening or mar-
keting of live stock, and which has a maturity at the time of redis-
count of not more than nine menths, ewclusive of days of grace.

(b) Paper of Cooperative !‘arketing Associations. Under the ex-
press terms of Section 13(&), notes, drafts, bills of exchange, or
acceptances issued or drarm by cooperative marketing associations
composed of producers of agricultural products are deemed to have
been issued or drawvm for an agricultural purpose, and therefore
constitute agricultural paper, -if the proceeds thereof have been or
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are to be:

(1) pMdvanced by such association to any members thereof for an
agricultural purpose, or

(2) Used by such association in making payments to any members
thereof on account of agricultural products delivered by such mem-
bers to the association, or

(3) Uséd by such association to mset expenditures incurred or to be
incurred by the association in connection with the grading, process-
ing, packing, preparation for market or marketing of any agricultural
product handled b~ such association for any of its members.

Thege are not only the classes of paper of such associations
which are eligible for rediscount, however, and any other paper of such
associations which complies with the pertinent requirements of this
regulation may be rediscounted on the same terms and conditions as the
paper of any other person or corporation,

(Insert #6)

SECTION VII, SIGHT DRAFTS SECURED BY RILLS OF L!/IING.

A Federal Reserve Pank may rediscount for any of its member banks
bills of exchange payable at sight or on demand which:

(a) Are drawn tc finance the domestic shipment of nonperishable,

readily marketable staple agricultural products, and

(b) Are secured by bills of lading or other shipping documents

conveying or securing title to such staples.

411 such bills of exchange shall be forwarded promptly for collec-
tion, and demand for payment shall be mede with reasonable promptness
after the arrival of such staples at their destination. In no event
shall any such bill be held by or for the account of a Federal Reserve
Bank for a period in excess of 90 days.

In discounting such bills Federal Reserve Panks may compute the
interest to be deducted on the basis of the estimated life of each bill
and adjust the amount thus deducted after payment of such bills to con-
form to the actual life thereof.

SECTION VIII. FACTORS' P/PER.

"Notes, drafts, and bills of exchange of factors issusd as such mak-
ing advances exclusively to producers of staple agricultural products in
their raw state" are eligible for rediscount with maturities not in ex-
cess of 90 days, exclusive of days of grace, irrespective of the require-
ments of Sections II(a) and II(b).

4
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(Insert #7)
SECTION XI, MATURITIES.

(a) Legal Requirements. No such acceptance is eligible for redis-
count which has a maturity at the time of rediscount in excess of 90
days' sight, exclusive of days of grace, except that acceptances drawn
for agricultural purposes and secured at the time of acceptance by
warehouse receipts or other such documents conveying or securing title
covering readily marketable staples may be rediscounted with maturities
at the time of rediscount of not more than six months'! sight, ex-
clusive of days of grace.
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(To be inserted in Regulation E.)

(Insert #1)

SZCTION II. DEFINITIONS.

7ithin the meaning of this regulation:

The term "warrant" shall be construed to mean "biils, notes,
revenue bonds, and warrants with a maturity from date of purchase of not
excéeding six months."

The term "municipality" shall be construcd to mean "State,
county, district, political subdivision, or municipality in the conti-
nental United States, including irrigation, droinage, and reclamation
districts."

The term "net funded indebtedness" shall be construed to rean
the legal gross inde Wedness of the municipality (including the amount of
any school district or other bonds which depend for their redemption upon
taxes levied upon p?operty within the municipality) less the aggregate of
the following items:

(1) The amount of outstanding bonds or other debt obliga-

tions made payable from current revenues;

(2) 'The amount of outstanding bonds issued for the purposs of
providing the inhabitants of a municipality with public
utilities, such as waterworké,_docks, electric plants,
%ransportation facilities, etc: Provided, That evidence
is submitted showing that the income frorm such utilities

is sufficient for raintenance, for payment of interest on
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such bondé, and for the accummlation of a sinking tund for

their redemption;

The amount of outstanding improvement bonds, issucd under lows

which provide for the levying of special assessments against

abutting property in.amounts sufficient to insure the payment

of interest on the bonds and the redemption thereof: Providad,_

That such bonds afe direct obligations of the municipality and

included in the gross indebtedness of the municipality;

The total of all sinking funds accumulated for the reden@ﬁiOn

of the gross indebtedness of the municipality, except sinking

funds applicable to bonds just described in (1), (2), and

(3) above.

(Insert #2)

Varrants will be construed to comp1y>with that part of Section

I11(c) geibkive to term of existence and nondefault, under the following

conditions:

(1)

Tarrants issued by or in behalf of any municipality which was,

subsequent to the issuance of such warrants, consolidated with or merged

into an existing political division which meets the requirements of these

regulations, will be deemed to be the warrants of such political

division:

Provided, That such warrants were assumed by such political

division under statutes and appropriate proceedings the effecct of which

is to make such warrants general obligations of such assuming political

division and payable, either directly or ultimately, without limitation
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to a speciallfund from the proceeds of taxes levied upon all the
taxable real and personal property within its territorial limitc.

(2) Tarrants is ued by or in behalf of any municipality which was,
subsequent to the issuance of such warrants, wholly succeeded by a new-
ly organized political division whose term of existence, added to that
of such original political division or of any other political division
so succeeded, is aqual to a period of 10 years will be deem=d tc be war-
rants of such succeeding political division: Provided, Thet during such
period none of such political divisions shzll have defaulted for a period
‘exceeding 15 days in the payment of any part of either principal or inter-

est of any funded debt authorized to be contracted by it: .nd provided fur-

ther, That such warrants were assumed by such new politibalwdivision under
statutes and appropriate proceedings the effect of which is to make such
warrants general obligations of such assuming political division and payable,
either directly or ultimately, without limitation to a sﬁecialifnnd from the
proceeds of taxves levied upbn all the taxable real and personai‘property
within its territorial limits,

(3) varrants issued by or in behalf of any municipality which,
prior to such issuance, became the successer of one or mors, or was formed
by the consolidation or merger of two or more, preexisting political divi-
sions, the term of existence of one or more of which, added to that of
such succeeding or consolidated political division, is equal to a period
of 10 years, will be deemed to be warrants of a political division which

has been in existence for a period of 10 years: Provided, That during
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such period none of such original, succeeding, or consolidated political
divisions shall have defaulted for a period exceeding 15 days in the
payment of any part of either principal or interest of any funded debt

authorized to be contracted by it.
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(To bz inserted in Resul:ztion H.)

(INSERT #1)

SECTION II. T/I7.S ELICIBLE FOR MEMBERSHIP.

1. Iacorporation. In order to ve elizible for wembership in a Federal

reserve bank, 2 State cank or trust com.ony mast asve been incorgorated under
a special or gensral law of the State or district in waich it 1s located.

2, Capital Stock. Under the terms of Section 9 of the Federal Reserve

Act os amended, no applying bank can be 2dmitted to memoersaip in a Federal
reserve vank unless:

(2) It cossesses a pzid-uy, wnim.:ired casital sufficient to en-
title it to become a national banking associrtion in the place where it is
situated, under the pgrovisions of tag Haticasl Banl Act, or

(o) It _ossesses 2 ;aid=u,, unim..irsd capitzl of at least 60 por
centum of such amount, .nd, under .enalty of loss of membership, comglies
with the rules :nd regul:xtions herein _rescribed by the Federal Reserve
Board fixing the time within which und the method by which the unimpaired
ca,.ital of such benk shall be incressed out of net income to squsl the ca;ital
required under (a)

In order to become 2 member of the Federal Reserve System, therefore,
any‘: State bank or trust company must have a minimum paid-up capital stock
at the time it becomss a member as follows:

If loczted in o city or town: Minimum capital if ad~ @ Minimum capital

with o population of : mitted under clagse (a) : if admitted under
: : clause (b)

- e e e o em am e e em s e s e wmee W we we em e e e A e e

Not excesding 3 030 in- )
habitants. : $25,0.0 : $15,000

- e e s e e e e e wm me em
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Eiceeding 3,0.0 but not ex=::
ceeding 6,000 inhabitunts @ $50,0.0 : £30,000
xcesdins, 6,000, but not ex- »
ceedin.: 50,000 inhabitonts. $100,000 : 260,000
Euceedin- 50,000 inhavitonts: $auv, L0 : $12C,0C00

Any bank admitted to membershiy undar clause (b) must also, as a con-
dition of membershiy, the violation of wnich will subject it to expulsion from
the Federal Reserve System, increase its capital within five years after the
apyroval of its ap.lication by the Federal Reserve Board to the amount re-
quired under (a). For the purpose of providing for such increase, every suca
bank shall set aside each year in 2 special fund not less than 50 per cent of
its net earnin.s for the precedin. year, 2nd if such net earnings exceed 12
per cent of the paid-uy cagital of such bank, then 211 net earnins in excess
of 6 por cent of theppid-up capital shall be carried to such fund, until such
fund is larsze enou h to provide for the necessary increase in capitel. Vien-
ever it amounts to $5,0.0, or at such other time as the Federal Reserve Board
muy require, such fund shall Be used to increase the capital of such bank,
except that any odd sums of less than $100 need not be so applied :nd may re-
main in such fund until the next increase of capital.

(INSERT #2) |
, If such bank applies for membership under Section II, &, (b), it shall

also file with its application an a.reement on Federzl Reserve Board Form

» sizned by the holders of not less than two-thirds of its capital
stock, in which such stockholders shall undertake to do all in their power to
bring about compliance with the requirements of that section and to vote for
and do everything elsenecessary to authorize and consummate the increases of

capital therein required.
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(INSERT #3)

(4) Shall not, except u on prior application to and approval of the
Federal Reserve Board, reduce its capital stoclr or cause or permit any
change in the general character of ité assets or broadening of the
functions exerciéed by it such as will tend to affect materially the
standard maintained at the time of its admission and required as a con-
dition of membership;

(5) Shall exercise all of its powers with due regard to the safety
of its customers;

(6) Shall not, except upen prior application to and approval of the
Federal Reserve Board, establish any branch or agency; consolidate with
or absorb any other tank; eithér directly or indirectly, through af-
filiated corporations or otherwise, acquire an interest in another bank
in excass of 20 per cent of the capital stock of such other bank; airectly
or indirectly promote the establishment of any new btank for the purpose
of acquiring such an interest in it; nor make any engagenent to acquire
such an interest.

(7) Shall reduce to the limits prescribed by the laws of the State
of its incorporation any loan which may be in excess of such limits and
thereafter shall keep its loans within such limits;

(7) Shall reduce to 10% of its capital and surplus all balances in
excess thereof, if any, which are carried with banks or trust companies
not members of the Federal Reserve System;

(9) May accept drafts and bills of any character permitted by the

laws of the State of its incorporation; but the aggregate amount of all
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acceptances outstanding at any one time shall ﬁot excead the limitations
imposed by Section 13 of the Fedaral Raserve Act, that is, 50% of its
capital and surplus for acceptances drasn for the purpose of furnishing
dollar eichange in countries specified by the Federal Reserve Board, and
50% of its capital and surplus for all othar acceptances, whether domestic
or foreign, except that the Federal Reserve Board may increase this limit
from 50% to 100% upon the application of such member lank; providsd, how-
ever, that in no event shall the aggregate amount of domestic acceptances
outstanding at any one time exceed H50% of its capital and surplus; and
(10) Shall comply at all times with any and all spaéial conditions
of membership prescribed by the Federal Reserve Board at the time of the
admission of such member bank to the Federal Reserve System or subse-

quently agreed upon by the Federal Reserve Board and such member bant .
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(To be inserted in kKezulztion I)

(ENSERT #1)

1. New national banks.~ Exch newly organized bank (including any
nonmember State bank which shall have converted into a national bankl)
shall file with the Federal Reserve Bank of its district anepplication
to the Federal Reserve Board on F. R. B. Form 30, made a part of this
rezulation, for aon amount of capital stock of the Federal Reserve Eank of
its district equzl to © per cent of the paid-up capital stock and surplus
of such national bank. Stich application shall be forwarded promptly to
the Federai Reserve Board, and if it ié ﬂ&und to be in proper form the
Federal Reserve Board will either disapprove it or approve it effective
if and when the Comptroller of the Currency issues to such bank his certif-
icate of authority to commence business. If-its applgcation is approved,
the applying bonk shall thereupon m2ke 2 payment to the Federal Reserve
Bonk of its district of one~half of the amount of its subscription, i.e.,
5 per cent of the amount of its paid-up capital and surplus; and upon
receipt of this payment the Federal Reserve Bank will issue a receipt
therefor, place the amount in a suspense account, and.hotify the Federal
Reserve Board that it has been received. When the Comptroller of the
Currency issues to such applying bank his certificate of authority to com-
mence business, the Federél Reserve Bank shall issue a stock certificate
to the applying bank, and the capital stock of the Federal Reserve Bank
represented by such certificate shall be considered as issued ns of the

date upon which thé Comptroller of the Currency issues his certificate

of authority to commence business. The remaining half of the subscription
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of the applying bank shall be subject to call when deemed necessary by
the Pederal Reserve Board.

(INSERT #2)

If the receiver shall fail to make such application within the
time specified, the Federal Reserve Agént shall report fhe facts to the
Fsderal Reserve Board with a recommendation as to the actionb t0 be t‘aken,
wherenpon the Federal Rescrve Board will cither issue an order to cancel
such stock or, if the circumstances warrant it, ;rant the receiver addi-

tional time in waxich to file such an application.
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