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ggiNGIPgL_D;XFmﬂEﬁCES 3o H.R, 11362 and H.R. 10241,

On March 7, 1932, Mr. Steagall introduced H.R. 10241, a bill "to
amend the National Banking Act and the Federal Reserve Act, and to pro-
vide a guaranty fund for depcsitors in national banks." On April 14,
1932, he intrcduced H.R. 11362, a bill having generally the same pur-
poses. In the following paragraphs, there are set forth the more import-
ant differences between the two bills, (H.R. 10241 being referred to as
the old bill and H.R. 11362 as the new bill.)

The old bill contained a provision eliminating the existing authcr-
ity for the organization of a national bank with a minimum capital of
$25,000 in a city of less than 3,000 inhabitants. The provision eliminat-
ing this authority is retained in the new bill which provides, however,
that a national bank may be ofganized with a capital of not less than
$25,000 for the purpose of succeeding to the business of an existing bank.

Whereas the old bill would have eliminated the double liability
of shareholders of national bahks hereafter organized except those banks
which have-branches, the new bill omits the exception as to national
banks having branches, thus meking the exemption from double liability
apply in the case of all national banks hereafter organized.

The old bill contained a provision eliminating from the Federal
Reserve Act the prohibition upon making collection or exchange charges
against Federal reserve banks, but the new bill would not change the
law on this subject.

The new bill contains certain additional provisions regarding
national and member banks: (a) a limit upon the rate of interest which

may be paid upon deposits, (b) provisions making the rate of dividend

i
!

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



X-7136 284
-2 -

which may be paid by a member ban't dependent unon the amount of its

surplus, and (c) provisions for the removal of an officer or director

of a national bank where his service is detrimental to its opveration.
The provisions of the old bill with reference to the Federal

‘Banking Liquidating Board and the Guaranty Fund are also amended

in certain marticulars. The old bill provided for a total initial

payment by member banks of $200,000,000 (in addition to the pay-

ments by the United States and the Federal Reserve 3anks) based

partly upon demand deposits and partly uvon time deposits, where-

as the new bill provides for an initial payment by member banks

of only $100,000,000, based on all deposits. The new bill also

vermits nonmember banks to become contributors to the guaranty

fund and to share in its benefits under certain conditions, one

of which is that the contribution of a nogpember bank shall be

twice the amount required of a member bani having the same amount

of demosits. Authority is also given by the new bill for borrow-

ing by the Liquidating Board from the Reconstruction Finance

Corporation until January 22, 1934, up to the maximum of $500,000,000.
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SUMMARY OF THE PROVISIONS OF H.R. 11362.

The provisions of this bill divide themselves conveniently
into four portions: (a) amendments to the National Banking Laws; (b)
amendments to the Federal Reserve Act; (c) provisions affecting member
banks but not amending any specific provisions of law; and (d) provisions
establishing a Federal Guaranty Fund for depositors in member banks of the
Federal Reserve System.

AMENDMENTS TO NATIONAL BANKING LAWS.

The amendments to the National Banking Laws, which are con-
tained in Sections 1, 2, 3 and 4 of the bill, refer in all cases only to
national baniks which may be organized hereafter. These amendments contain
three important changes in the law: (1) The existing authority for the
organization of a national bank with a minimum capital of $25,000 in places
of not exceeding 3,000 inhabitants would be replaced by a provision au-
thorizing the formation of & national bank with a minimum capital of $25,000
for the purpose‘of succeeding to the business of an existing bank, (2)‘no
national bank may be organized unless it has a surplus of not less than
10% of its capital stock, and (3) provisions for the double liability of
shareholders of national banks are eliminated.

Section 1 of the bill eliminates from Section 5138 of the
Revised Statutes the provision that national banks may be organized in
places of not exceeding 3,000 inhabitants with a minimum capital of

$25,000, and inserts a provision in lieu thereof which would permit the
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formation of a national bank for the purpose of succeeding to the busi-

ness of an existing bank, in the discretion of the Comptroller of the

Currency, with a minimum capital of $25,000.

Section 2 of the bill amends Section 513& of the Revised Stat-

utes so as to provide that no national bank shall be organized except

with an initial sﬁrplus equal to 10% of its capital stock, and provides

a number of corresponding amendments to other provisions of the national

banking laws in order to make them conform to this requirement. Thus, for

this purpose:
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Section 5168 of the Revised Statutes, which requires the
Comptroller of the Currency to examine into the comdition

of a national bank, and especially whether 50% of its capital
stock has been paid in, in order to determine whether the bank
is lawfully entitled to commence business, iﬁ amended to re-
quire the Comptroller to ascertain also whether 50% of the
required initiai surplus has been paid in.

The Act of November 7, 1918, as amended, providing for the
consolidation of national banks, and for the consolidation of
a State bank with a national bank, is amended to require

that the consolidated institution in each such case shall
have an initial surplus, as.well as a capital stock, in the
amount required for the organization of a national bank in
the place in which it is located.

Section 5154 of the Revised Statutes, providing for the coa-
version of a State banlkt into a national bank, is amended to

require that the converted institution have an initial surplus
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not less than that required for the organization of a
national bank in the place in which it is located.
Section 5140 of the Revised Statutes, requiring at least
50% of the capital stock of a national bank to be paid in
before it is authorized tc commence business and the remaind-
er to be paid in in 10% monthly installments is amended to
malze similar requirements with regard to the required initial
surplus.
Section 5141 of the Revised Statutes, which authorizes the
sale of the stock of any shareholder who fails to pay any
installmentbon his stock as required by law, is amended so as
to give the same authority in the case of a failure to pay any
installment of the initial surplus.
Section 5205 of the Revised Statutes, which provides for
assessments upon stockholders of a national bank in case its
capital stock is not paid up or in case of an impairment there-
in and for the appointment of a receiver when the deficiency
is not made up within three months after notice, is amended to
provide for such assessments where the initial surplus is not
paid up and for the appointment of a receiver where the de-
ficiency in initial surplus is not met within the three months'
period. Apparently an impairment in initial surplus would
not be grpunds for such an assessment. The provision of

Section 5g05 suthorizing the sale of the stock of a share-~
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holder who fails to pay such assessment against him would
be omitted by this amendment, apvarently by mistake.

Section 5143 of the Revised Statutes, which authorizes re-
ductions in capital stock of national-banks..is amended so
as to include surplus in its nrovisions. The amendment is
ambiguous, but apparently all the present requirements for a
reduction of capital, including two-thirds' vote of share~
holders and apnroval of the Federal Reserve Board and of

the Comptroller-of the Currency, would be annlicable as to
every reduction in surplus.

Section 3 of the bill amends Section 5151 of the Revised

Statutes and Section 23 of the Federal Reserve Act so as to eliminate
the »nrovision for the double liability of shareholders as to national
. banks hereafter organized.
Section 4 of the bill provides that the provisions of Sections
1, 2 and 3 shall apply only to national banks organized after the date
aof the enactment of this Act, stipulating, however, that the provisions
of law amended by such sections shall apoly, in their now existing form,

to all national banks organized prior to the enactment of this act.
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AMENTMENTS TO THT FEDERAL XTSTRVE ACT.

Sections 5 and 6 of the bill contain amendments to the Federal
Reserve Act with regard to the distribution of earnings of Federal re-
serve banks, and the giving of immediate credit by Federal reserve banks
for items received for collection.

Section 5 would amend the first paragranh of Section 7 of the Fed-
eral Reserve Act so as to provide that the net earnings of each Federal
reserve bank shall be distributed as follows: After the nayment to member
banks‘of the 6% dividend now provided for and the vayment of 10% of the
net earnings to surplus, one-half of the remainder of the net earnings
shall be paid to the Federal Guaranty Fund for denositors of member banks,
(provided for in later sections of this bill) and the remaining one-half
shall be paid to the member banks in provortion to the amount of their
capital stock. The payment of the franchise tax by Federal reserve banks
to the United States would thué be eliminated. The second naragrash of
Section 7, with»regard to the manner in which funds vaid to the United
States either as a franchise tax or uon dissolution of the Federal re-
serve bank are to be used, is amended to make the necessary corresvonding
changes.

Section 6 would amend Section 13 of the Federal Reserve Act by
adding at the end of the first maragrach a new pa;agraph requiring a Fed-
eral reserve bank upon apnlication of "a sending bank" to give immediate

- credit for checks and drafts raceived from such bank for collection and

authorizing the Federal reserve bank to charge interest on the amount of the
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credit at the current rediscount rate pending the collection of the
item or, with the approval of the Federal Reserve Board, to establish

a time schedule for this purpose.
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MISCELLANEOUS PROVISIONS NOT AMENDING ANY SPECIFIC
PROVISION OF LAW,

Sections 7, 8 and 9 of the bill centain certain provisions which
affect national banks and member banks of the Federal Reserve System
but which do not in terms amend any specific provision of the National
Banking Act, the Federal Reserve Act or any other statute.

Section 7 would prohibit the payment of interest at a rate in
excess of 4% per annum by any member bank of the Federal Reserve System
upon any deposit made after the enactment of the act.

Section 8 would prohibit a member bank (a) to pay any divid-
end unless its surplus is more than 25% of its paid~in capital stock,

(p) to vay any dividend at a rate in excess of 6% per annum unless

its surplus is more than 50% of its paid-in capital stock, or (c) to
pay any dividend in excess of 8%, unless its surplus is more than 100%
of its paid-in capital stock. Where its surplus is more than 100%

of its paid-in capital stock, the rate of dividend wculdvnot be limited.

Section 9 would require the Comptroller of the Currency, whenever
he finds that the continued service of any officer or director of a nation-
al bank is detrimental to its safe operation, to certify this fact to thé
Federal Bank Liquidating Board (provided for in a later section of the
bill). Within thirty days thereafter the board would be required to hold
a hearing at which such officer or director would have the right to be

heard and be represented by counsel. If the board affirms the finding

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



\ 292

X-7136-a

of the Comptroller, it would be required to crder the removal of the
officer or director and to notify the bank involved, which must there-
upon take such action as may be necessary to remove the officer or

director.
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PROVISIONS ¥OR GUARANTY FUND FOR DEPOSITORS OF MEMBER BANKS,

The remaining sections of the bill, designated Sections 201 to 211,
and comprising what is lmown as Title II of the bill, provide for the
establishment of a Federal Bank Liquidating Board and for the guaranty
cf the Geposits of member banks.

Section 201 of the bill establishes a Federal Bank Liquidating
Board consisting c¢f the Secretary of the Treasury, the Comptroller of the
Currency, and three citizens of the United States appointed by the President
by and with the advice and consent of the Senate. The appointive members,
not mere than one of whom shall be of the same political party as the
President, are to hold office for four years and each is to réceive a
salary of $10,000 per annum. The appointive members are ineligible during
the time they are in office, and for one year thereafter, to hold office
or erployment in‘any member bank or in or on the Federal Reserve Board.
The Liquidating Board shall elect its own chairman and other officers
and may employ and fix the compensation of its officers, attoraeys,
agents, examiners and erployees, but the compensation shall not be at
a rate in excess of $10,000 per annum in any case. Expenses are to be
paid out of the guaranty fund herein provided for,

Sectien 202 establishes a Federal guaranty func for depositors
in member banks of the Federal reserve system. This fund is to be
created by payments from three sources; (a) The entire amount hereto-

fore paid to the United States as a franchise tax by the Federal reserve
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banks shall be paic by the United States to thé guaranty fund; (b) The
Federal reserve banks are to pay to the funi $150,000,000, the amoﬁnt
required of each to be determined pro rata according tc the amount
of its surplus on Decemter 31, 1931; and (c) The boarc shall require
the member banks to pay to the fund sich an amount aé it may fiz, not
exceeding $100,000,000, the amocunt required of each member bank to be
detemmined pro rata according to its average devosits during the preccd-
ing caleniar year. At any time after one year subsequent to the pay-
ment of the above amounts, the board inay, if in its Jjudgment the amount
of the fund is inadequate, require the member banks to pay anmually to
the fund not more than $100,000,000 pro rated among them according fto
their average deposits for the preceding calendar year. All suns pay-
able eithef by a Federal reserve bank or by a member banlt arc subject to
the call of the Liquidating Board, except that amounts aszessed against
member banks shall be payable in instéllments of not more than 25% of the
assessment. If at any time the amount of the fund exceeds $5CJ,000,000,
andvin the judgment of the Board is in excess of the amount required for
the purposes of the law, the Board shall male a refund of the excess
amount to the contributing banks, the amount of the refund to any bank
being pro rated according to its contribution to the last annual con-

v tribution of all banks. Sums in the guaranty fund may be invested by the
board in interest beéring obligations of the United States or Jeposited

in member banks without interest.
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Section 203 provides that whenever a national bank which has
contributed to the fund has been closed by its diroctors or by thg Conm-
troller of the Currency, or has vecome insolvent in the j:dgment of the
Comotroller, he shall so certify to the liquidating board, which shall
proceed to take over and wind up the bank in accordance with the law.
Tre Board is to have the same powers and duties and is to be subject to
tr.e same limitations as the Comptroller in winding up such a national
bank, Within thirty days after the receint of the certificate of in-
solvency by the board, a committee consisting of one person apvointed
by the board, one apvointed by the owners of a majority of the stock
of the bank and one apvointed by the devositors of more than 50 per
‘cent of the outstanding deposits of the bank shall estimate the value
of the assets and the amount of the liabilities of the bank and make
a statement of the amount of the outstanding deposit of‘each denositor.

Section 204 provides that, on the basis of this estimate,
as modified by the board, and not less than ninety days after the
certification of insolvency, the board shall pay to each devositor
whose outstanding denosit is rnot more than $1,000 not less than fifty
ner cent thereof, and to each other depositor not less than twenty-
five per cent of his outstanding deoosit, or $500, whichever is
greater. Within six months after such payment the board is to pay
each denositor of the former class the remaining amount due him (and
it would seem to be the intention to provide that other devositors
shall, within this six months' period, be paid an additional twenty-
five mer cent of their desosits, but no such provision is contained
Digitized for FRASER
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in the pill.) Tithin the next six months veriod an additional twenty-
five mer cent shall be paid to all denositors not yet paid and within
six months thereafter full payment shall be made to all depositors.

Section_ggg provides that the board, or a liquidating agent
duly authorized oy the board, may borrow money on the security of the
assets of any insolvent national bank for the purpose of naying its
devositors and creditors.

Seétion 206 provides that in case of insolvency of a State
member banx, the board shall request its receiver or liguidating agent to
submit a report and estimate such as that required of the Committee in
the case of a national bank; and the board upon apvproval of such report
and estimate shall jay the receiver or liquidating agent in trust for the
denositors the same amounts, and at the same times, as in ﬁhe case of
national banks. TFor this purvose, the board is given the vower of
examination of such an insolvent State member bank,

Section 207 makes it mandatory upon the Federal Reserve Board,
after hearing, to forfeit the membership of any member bank failing to com—-
nly with the requirements of the bill with resvect to the Guaranty Fund or
any regulation of the Liquidating Board; and a national bank failing to com-
9ly with such provisions of the bill shall, in addition, forfeit all rights
and franchises granted to it by the law (avnarently without any court pro-
ceeding, but upon thé basis of the hearing conducted by the Federal Reserve

Board.)
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Section 208 provides that any banlt, vhich is not a member of the
Federal Reserve System, with a éapital and surplus of not 1§ss than
$25,000, mey with the apvproval of the Liquidating Board, contribute
to the gﬁaraﬁty fﬁnd and upon insolvency the depositors of such bank
shail be entitled to the same benefits as those of an insolvent State
member banl under section 206 above. No nommember bank may contribute
to the guarénty:fund, however, until after examination of the banl and
determination>by the Liquidating Board that the bank is in sound
financial condition and, as a condition to the privilege of contributing
'to the fund, the banlz must submit to examination by the Board at any
time; with a proviso, however, that for a period of not exceeding three
years after the_passage of the Act, a nonmember bank may share in the
bensfits of the guaranty fund upon certificate of the State examining
éuthorities that such bank is in sound financial condition. The amount

of the initial contributions and annual coatributions of nommember banks

TTN.

shall be twice the amount of those required of member banks. Sums
payable by noﬁmember banks shall be subject to call of the Liquidating
Board but the amount of any assessmeat shall be payable in installments
'of not more than 25% each. The Liquidating Board may require a
nonmember banlz to withdraw from participation in the benefits of the
y guaranty fund or reguire it "to go into liquidatiqn and receive the

benefits of such participation®. Upon withdrawal {rom participation,
the ban’: shall be paid a part of its last annual coantribvution, the

) amount to be repaid decreasing vroportionately according to the
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number of months which have elapsed since such last contributioﬁ.

Section 209 authorizes the Liguidating Board, watil January
22, 1934, to borrow from the Reconstruction Finance Corporation
suéh sums as may be deemed necessary to carry out the purposes of
the law, but not in excess of $500,000,000 at any one time. The
Reconstruction Finanpe Corporation "shall male such loans" as are
applied for by the Liquidating Board and applications by the board
shall be prefecrred above other applications and expedited in every
way possible. No security shall be required for such loans and they
shall bear interest at a rate agreed upon by the board and the corpor-
atioiz. Such a loan shall be repaid in installment payments out of
the guaranty fund and all such lcans shall be payable in full not
later than Jamuary 22, 1942. The Reconstruction Finance Corporation
is required to issue, in accordance with the provisions of the Recon-
struction Finance Corporation Act, such nctes, debentures, bonds and
other obligations as may be necessary to carry out the purposes of
this law.

Section 210 authorizes the Liquidating Board to make regulations
iifcessary to carry out the provisions with respect to the Guaranty
Fund.

-Section 211 authorizes appropriations of such sums as may be

necessary to carry out the ovrovisions of this act.
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