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S. 4412, INTRODUCED APRIL 18, 1932.

FROVISIONS OF THIS BILL CO:PARED WITH S. 4115
WITH CHANGES RECOIfENDED BY FEDERAL RE-
SERVE BOARD.

- - o s 2 o > - - -~

There is set forth below a comparison of the more important
features of §. 4412, which was introduced in the Senate and reported
by the Committee on Banking and Currency on April 18, 1932, and S. 4115
with the changes recom:ended by the Federal Reservé Board in its letter
to Seaator Norbeck of iarch 29, 1932.

S. 4115 is referred to herein as the "old bill" and S. 4412
as the "new bill". Section mumbers and page numbers refer to the sec-
tions and pages of the new bill, unless otherwise indicated. Certain
sections of the old bill which have been omitted entirely from the new
bill are treated at the end of this memorandum.

SECTION 1.

Title. - (p. 1)

This section merely provides that the short title of the act
shall be the "Banking Act of 1932."
SECTION 2.

Definitions. - (pp. 1, 2 and 3)

The definitions contained in section 2, including those of an
affiliate and of a holding company affiliate, are, in the new bill,

made apolicable not only to the provisions of this act but to any pro-
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visions of law amended by this act.

The several classes of institutions defined as affiliates in the
0ld bill are subdivided in the new bill so as to make a distinction be-
tween "affiliates" generally and "holding company affiliates".

With these exceptions, the definitions contained in the new bill
are substantially in the same form as in the old bill with the changes
recommended by the Board.

SECTION 3.

(a) Control of Federal reserve bank credit by Federal Reserve Board.(pp.3,4)

On this subject the recommendation of the Federal Reserve Board
is adopted in Section 3 (a) of the new bill.

(b) Voting by groups or chains in elections of Federal reserve bank

directors. (p. 5)

Section 4 of the old bill prohibited banks that belong to a
group or chain from voting for Federal reserve bank directors, and the
Board recormended the omission of the provision. The new bill provides
(in Section 3(b) that when two or more member banks are affiliated with
the same holding company affiliate only one of such banks may participaxe
in the nomination or election of Federal reserve bank directors.

ZICTION 4.

Distribution of earnings of Federal reserve banks. (p. 5)

The old bill provided (in Section 5) that net earnings of Fed-
eral reserve banks after payment of dividends and expenses should be paid

to the Federal Liquidating Corporation. The Board recommendedthat no
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changes be made in the present method of the distribution of earnings of
Federal reserve banks but that the Secretary of the Treasury be author-
ized in his discretion to use the franchise tax received from Federal re-
serve banks for investmgnt in obligations of the Liquidating Corporation.
The new bill provides (in Section 4) that all net earmings of a Federal
reserve bank, after payment of dividend claims and expenses, shall be paid
into the surplus fund of the Federal reserve bank.

SECTION 5.

(a) Branches of State member banks. (»v. 5, 6)

In connection with Section 21 of the old bill, the Board recommend-
ed a new provision to the effect that nothing contained in the bill shall
prevent State member banks from establishing branches either in the United
States or elsewhere upon the same terms and conditions as those anvlicable
to branches of national banks. This nrovision as recommended is contained
in Section 5(a) of the new bill.

(The provisions of the new bill with reference to branches of
national banks are contained in Section 19.)

(b) Revorts of affiliates of State member banks. (pv. 6, 7)

The old bill (in section 6) required each affiliate of a State
member bank to make three complete reports of condition annually through
the Hresident of the bank to the Federal Reserve Board. The Boardl!s recom-
mendation was that such renorts be required only when deemed necessary by
the Federal Reserve Board. The new bill provides in Section 5(b) that a
State member bank shall obtain from each of its affiliates and furnish to
the Federal reserve bank and to the Federal Reserve Board not less than
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three reports of condition each year and such additional renorts as the re-
serve bank or the Board may deem necessary.. The orovision requiring such re-
ports>to be made is mandatory; but they are required to contain oniy such
information as, in the judgment of the Federal Reserve Board, shall be neceé—
sary to disclose fully the relations between such affiliate and such bank
and to enable the Board to inform itself as to the effect of such rela-
tisns wron the affairs of such bank.

(Substantially the same prdvisions are contained in Section 23 of
the new bill with reference to renorts of affiliates of national banks., )

Dealings in stocks and investment securities by State member banks. (». 8)

Section 5(b) of the new bill contains a nrovision to the effect
that State member banks shall be subject to the same limitatiins and con-
ditions as are national banks with resnect to the purchase, sale, underwrit-
ing and holding of investment securities and stock. There was no such pro-
vision in theold bill; and the Board recommended that Section 15 of the old
bill, which restricted dealings in investment securities by national banks,
be omitted entirely.

(The provisions on this subject regarding national banks are in
Section 14 of the new bill.)

Divorce of stock of State member banks from stock of other corporations. (p. 8)

Section 5(b) of the new bill contains a nrovision to the effect
- that, after three years from the —nassage of the act, no certificate of stock
of a State member bank shall represent the stock of any other corporation,

excent a member bank, nor shall the ownershin or transfer of a stock cer-
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tificate of such a bank be conditioned upon the ownership or transfer of
a certificate of stock of another cormoration, except a member bank.

A similar provision regarding stock of national banks is found
in Section 16 of the new bill.

The o0ld bill contained no such provision regarding the stock of
State member banks; but Section 17 contained a similar provision regard-
ing the stock of national banks, which would have become effective im-
mediately, and the Board recommended that it be retained but that it be
made effective after three years.

Right of an affiliate of a State member bank to vote stock held by it

in such bank. (pp. 8 and 9)

Section 5(b) of the new bill provides that the holding com-

pany affiliates of State member banks shall be subject to the provisions
of Section 544 of the Revised Statutes (which contains the conditions
under which affiliates may vote stock held in national banks) and also
provides for the forfeiture of the membership of a State member bank,
in the discretion of the Federal Reserve Board, where a voting permit of
a holding company affiliate of such a bank is revoked, Under the new
bill, therefore, substantially the same provisions are applicable to hold-
ing company affiliates of national banks and holding company affiliates
of State member banks,

The Board recommended that the provisions of the old bill with
reference to the conditions under which holding cempany affiliates of

pational banks might obtain permits to vote stock owned by them in such
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banks be revised in a number of particulars and also recommended that sub-

stantially the same provisions as those suggested for national banks be

made applicable to affiliates of State member banks, suggesting a new sec-

tion of the bill for this purpose. The provisions applicable to affili-

ates of national banks in this connection are contained in Section 17 of

the new bill and are discussed hereafter with reference to that section;

but it may be stated briefly at this point that the recommendatiohs of the
. Board regarding affiliates of national banks have not been adopted in the

new bill,

Examination of affiliates of State member banks. (p. 9)

The new bill in Section 5(b) requires such examinations of affil-
jates of State member banks as shall be necessary to disclose fully the
relations between such banks and their affiliates and the effect of such
relations upoﬁ the affairs of the bank; the expense of such examinations
may, in the discretion of the Federal Reserve Board, be assessed against
the bank éxamined, (instead of against the affiliates as recommended by the
Board); and, in the event of the refusal of the affiliate to give informa-
tion requested or to permit such an examination, or in the event of the
failure of the bank to pay the expenses of such an examination, the member-
ship of any State mémber bank affiliated with such an affiliate may be for-
feited in the discretion of the Federal Reserve Board.

The old bill contained a provision (in Section 28) requiring exam-—
inations of affiliaﬁes of a State member bank. The Federal Reserve Board
recommended that such examinations be authorized to be made only when deemed
necessary.

(Provisions of a somewhat similar character are contained in Section
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24 of the new bill with reference to examinations of affiliates of national
banks.)

SECTION 6.

Membership of the Federal Reserve Roard. (p». 10-12)

The old bill (in Section 7) contained a provision omitting the Secre-
tary of the Treasury from the membership of the Federal “eserve Board and omi*
ting the provision of the Tederal Reserve Act authorizing the Secretary to
assign quarters to the Federal Reserve Board. The Board recommended certain
minor amendments to this section and guggested that authority be given the
3oard to »urchase or erect a building for its offices. In Section 6 of the
new bill the w»rovisions of the old bill are repeated with the minor changes
recommended by the Board; but the authority for the Federal Reserve Roard to
nurchase or erect a building is omitted. | |

Open Market Committee. (pp. 13, 14)

Section 7 of the new bill adds a new Section 12A to the Federal Re-
serve Act, which provides for a Federal Onen Market Committee along the lines
of the existing Open Market Policy Conference.

The Board recommended that the similar nrovisions of the old bill
(Section 10) on this subject be stricken out, and that there be substituted
certain amendments to Section 14 of the Federal Reserve Act clarifying the
Board's nowers over open market operations and containing in revised form
one of the provisions of the old bill. The Zoard's recommendations were
not adonted in the new bill.

The chief differences between the new bill and the old bill are:

In lieu of the statement in the old bill that no Federal reserve bank may
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by the Committee", there is a pfbvigion in the new bill that no Federal re-
serve bank shall engage in such operations "except in accordance with reso-
lutions adopted by the Committee and aporoved by the Federal Reserve Board'.
This apnlies to all purchases and sales on the open market under Section 14
of the Federal Reserve Act, whether for system account or for the account
of an individual Federal reserve bank. The old bill provided that the
Governor of the Federal Reserve Board should be a member of the committee in
addition to the twelve members appointed by the directors of the Federal re-
serve banks, but in the new bill the Governor is not made a member of the
committee. The new bill also omits the provision of the old bill that the
Board!s annual report to Congress should include a review of the decisions
of the committee with an explanation thereof.

Federal Liquidating Corporation. (pp. 14-27).

Section 7 of the new bill also contains the proposed new Section 12B
of the Federal Reserve Act providing for a Federal Liquidating Corporation
to expedite the payment of dividends to depositors and creditors of closed
member banks. The provisions of the new bill on this subject are a compro~
mise between the »nrovisions of the old bill and the Board's proposed
substitute.

The old bill provided (in Section 10) for the creation of a Fed-
eral Liquidating Corvoration for the purpose of vurchasing and liquidat-
ing the assets of closed member banks. The Roard recommended a number of
changes in the provisions with reference to this proposed corporation, and
in the new bill some of these changes have been adopted and sdme have
been omitted. Without setting forth all of the detailed differences be-

w

tween the old bill, the recommendations of the Board, and the new bill,
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there are stated below the more important of these differences.

In accordance with the recommendation of the Federal Reserve Board,
the new bill orovides for a board of directors of five members, (the Comp-
troller of the Currency, a member of the Federal Reserve RBoard, and three
members selected annually by the Governors of the Federal reserve banks),
instead of a board of‘fourteen members (the Comotroller of the Currency and
fhe 13 members of the Federal Open Market Committee) as provided in the old
bill,

The old bill provided for two classes of capital stock of the
corporatioﬁ: class A stock, to be subscribed by member banks in an amount
equai to.one—half of one per cent of their devosits, and class B stock, to
be subscribed by Federal reserve banks in an amount equal to one-fourth of
‘their surplus; with an additional provision for annual subscriptions by
Federal ieserve banks in amounts equal to one-fourth of the annual increase
in their surnlus accounts. The Board recommended that the capital stock com-
sist of $100,000,000 to be subscribed by the United States. The new bill
provides for the appropriatioﬁ by the United States to the corporation of
the sum of §$125,000,000, but also provides for two classes of stock: class
A stock, to be subscribed by member banks in an amount equal to one-fourth
of one ver cent of their denosits, and class B stock to be subscribed by
Federal reserve banks in an amount equal to one-fourth of their surplus.
One-half of each class of stock is anparently to be paid in upon the or-
ganization 6f the corporation, and the remainder is subject to call. The
new bill, however, omits the provision for additional annual subscriptions
by the federal reserve banks,

The‘old bill authorized the Liquidating Corporation to purchase
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and liquidate the assets of closed nonmember Btate banks and to make loans

to such banks, for a limited number of years; and also authorized an appropri-
ation of $200,000,000 from the United States Treasury for this purpose., In
accordance with the recommendation of the Board, this provision is omitted
from the new bill and its provisions are limited to member banks.

The old bill provided for the issuance of debentures by the Liquidat-
ing Corporation in amounts aggregating not more than four times its capital.
The Fedei‘al Reserve Board recommended that debentures be authorized up to
twice the amount of capital and that Federal reserve banks be given authority
to purchase these debentures up to one-fourth of their surplus. ‘I'he new bill
authoriAzes the issuance of debentures in an amount aggregating not more thén
twice the amount of the capital of the corporation and the $125,000,000
appropriation from the Treasury of the United Statés. The provision recom—
mended By the Bdard, however, that such debentures be guaranteed by the
United States is omitted from the new bill,

The new bill (p. 20, lines 24, 25; p. 21, lines 1-4) contains in a
different form the provision for a valuation committee, the elimination of
which was recommended by the Board. Loé.ns on and purchases of, assets of
closed member banks are to be made Yon the basis of" valuations of such
assets made by this committee, which includes the receiver, a representative
of the insolvent bank, and a third member selected By those two, but does not
inclﬁde' any representative of the corporation,

A number of provisions recommended by the Federal Reserve Board of a
prohibitive or penal character in connection with the proposed Pederal Liquid-
ating Corporation and its operations have been adopted in the new bill and cer-
tain unnecessary steps regarding the organization of the corporation and in-
Digitized for FREEERSOS and decreases in its capital have been eliminated.
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SECTION 8.

Loans on member hgnks' collateral notes (pp. 27-28)

The old bill (Section 11) provided that the rate =t which a
Federal Reserve Bank might make advances to its member banks on their
15~day promissory notes should be at a rate 1% higher than the
rgdiscount rate, and also provided that if a member bank, while
indebted to a Federal reserve bank on such a 15-day note and despite
a warning of the Federal reserve bank or the Federal Reserve Board,
should increase its loans made for the purpose of purchasing or
carrying investment securities (except obligations of the United States),
the note should be immediately due and payable and the member bank
should be ineligible to borrow on such 15-day notes for such periods
as the Federal Reserve Board might determine. The old bill also pro-
vided that the Federal Reserve Board might suspend the provisions'of
‘law with reference to loans to member banks on their 15-day notes for
periods of 90 days. |

In lieu of these provisions of the old bill, the Federal Reserve
Board recommended an amendment increasing the maximum maturity of
advances to member banks on their promissory notes secured by eligiblé
paper from 15 to 90 days; -

Section 8 of the new bill (pp. 27,28) does not adopt the recom-
mendation of the Board on this point and contains substantially the same
provisions as those in the old bill, except that there have been omitted
the discriminatory rate of 1% on such 15-day advances to member banks and

the provisions for the suspension by the Board of the provisions of law

on. this subject.
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SECTION 9 -

Foreign transactions of Federal reserve banks (p. 29)

The Federal Reserve Board sugéeéted certain ci=nges in the
provisions of Section 12 of the old bill with reference to the
supervision of the Board over foreign transactions of Federal
reserve banks, and the more important of these changes have been
adopted in the corresponding provisions contained in Section 9 of
the new bill, The provisions of the new bill on this subject, which
are substantially those of the old bill with the Board's suggested
changes, provide that all relationships and transactions by Federal
reserve banks with foreign bankers shall be subject to special
supervision and regulation by the Federal Reserve Board; that nego-
tiations with foreign bankers shall not be conducted without the
permission of the Board; that the Board may be represented in
any such negotiations; and that a‘full report of all such negotia-
tions shall be made to the Board in writing. : v

SECTION 10 -

Reserves of member banks and restrictions on dealings in "Federal Funds*
(p. 30),

Section 13 of the o0ld bill contained a compleée revision of
Section 19 of the Federal Reserve Act with reference to the reserves
required of member banks, Chief among its proﬁisions was the require-
ment that the percentages of reserve against time deposits be increased
over a period of years to the same percentages as those required against
demané. deposits. MAnother important provision of the old bill prohibited

the transfer of balances with a Federal reserve bank from one bank to
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another without the authority of the Federal Reserve Board and except
upon payment of a fee for the privilEge. The Bqard was also authorized
to suspend all dealings in reserve balances for such periods as it might
deem best.

The Federal Reserve Board recommended, in lieu of the provisions of
the o0ld bill on this subject, a revision of section 19 of the Federal Re-~
serve Act in accordance with the recommendations of.the System Committee
on Reserves with some modifications; and recommended the omission of the
limitations on the use of balances standing to the credit of member banks
on the books of the Federal Reserve Banks,

The new bill (in Section 10) omits entirely any revision or amendment
of the reserve requirements of member banks, and also omits the restrictions
of the old bill on the transfer of balances in Federal reserve banks.

MemBer banks as mediums in making loans on collateral. (p. 30)

In accordance with a recommendation of the Federal Reserve Board,
Section 10 of the new bill adds a new paragraph to Section 19 of the Federal
Reserve Act forbidding a member bank to act as the medium orvagent of any
non-banking corporation or individual in making loans on the security of
stocks, bonds and other investment securities to brokers or dealers in such
securities, and providing a fine for violation thereof,

The ol bill contained a provision for a similar purpose but in

different form.

SECTION 11,

Loans to or investments in stock of affiliates. (pp. 30-32)

On this subject the new bill (in Section 11) adopts substantially
the recommendations of the Federal Reserve Board and provides that no

member banks shall make any loan or extension of credit to, or purchase
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securities under repurchase égreements from, any of its affiliates,
or invest in the stock or obligations of such affiliates, or accept

- such stock or obligations as seéurity for advances, if the aggregate
amount thereof, in the case of any one affiliate, will exceed ten
per cent of the capital stock and surplus of the member bank, or
if, in the case of all such affiliates, the aggregate smount thereof will
exceed twenty per cent of the capital stock and suwrplus of such member
bank. ZEach loan or extension of credit to an affiliate shall be
secured by collateral, in the form of stocks, bonds, debentures or other
such obligations, having a market value of at least twenty per cent
more than the amount of the loan or extension of credit or at least
ten per cent more than the amount thereof if secured by State or muni-
cipal obligations. Loans or extensions of credit secured by obligations
of the United States, Federal intermediate credit banks, Federal land
banks or paper eligible for rediscount by Federal reserve banks are
excepted from the requirement as to marginal collateral (but the suggestions
of the Federal Reserve Board that those secured by obligations of the
Reconstruction Finance Corporation be also excepted was not adopted).
The prqviSions of this section do not apply to an affiliate engaged
solely in holding the bank premises of the affiliated member bank or
conducting a safe-deposit business or the business of an agricultural
credit corporation or live stock loan company, or to an affiliate in the
capital stock of which a national bank is authorized to invest under
Section 25 of the Federal Reserve Act, or an affiliate warganized under
Section 25(a) of the Federal Reserve Act.
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The old bill (in Section 9) contained some of the provisions
of the new bill on this subject, but the limitations nrescribed
were applicable only as to affiliates engaged in buying and selling
stocks, bonds, real estate or real estate mortgages or organized to
hold title to any such property. The old bill did not include
the twenty percent limit in the case of all affiliates, on the
aggregate of loans, investments and advances, nor did it include any
of the above-mentioned exceptions to the limitations prescribed.
The old bill required marginal collateral of twenty per cent in all
cases except where the security for the loan consisted of paper
eligible for rediscount or obligations'eligible for investment by
savings banks.

Real estate loans and investments in bank premises (pp. 32, 33)

The old bill (in Section 14) contained a number of provisions
with reference to real estate loans amd investments of member banlks.
It would have required a bank to revise the valuations on which
such loans were based at the time of each examination and also, in
effect, at the time of each report of its condition. The limitations
"on the amount of such loans would have been changed, and all un-
secured loans whose eventual safety depends upon the value of real
estate would have been classified as real estate loans. Time depositors
would have been given a preferred claim on all real estate loans and

other assets acquired under this section of the old bill,
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The Federal Reserve Board recommended that these provisions
of the old bill be omitted and that there be substituted therefor a
provision that no national bank, without the permission of the
Comptroller of the Currency, and no State member bank, without the
permission of the Board, shall invest in bank premises, or in the stock
or obligations of, or in loans to, any corporation owning or holding
its bank premises a sum exceeding the amount of the capital stock of
such bank.

The new bill omits the provisions of the o0ld bill in accordance
with the recommendation of the Board, and adopts in substance the
provision suggested by the Board, although the language of the
provision is somewhat changed, and loans upon the security of the stock
of any such corporation holding bank premises are included within the
investments to which the limitation applies.

SECTION 13.

Jurisdiction of Federal Courts over cases involving foreign banking

transactions. (pp. 33,34)

This provision, which was not contained in the old bill and which
was not the subject of a recommendation by the Federal Reserve Board,
confers upon the district courts of the United States jurisdiction over
any case to which a corporation orgenized under the laws of the United
States is a party and %hich arises out of transactions involving inter-
national or f;reign banking, either directly or through the agency, owner-
ship or control of branches or of local institutions in foreign
countries.
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It is understood that the rule in the Federal courts with refereunce
to the valuation of foreign currency in transactions of this kind is
more favorable to banks than in the State courts, and it is apparently
for this reason that the bill contains the above provision.

National banks granted all powers of State banks. (p. 34)

In the old bill (Section 15) national banks were granted power to
engage in all forms of banking business permitted by the laws of the
State in which they are located to "banks of deposit and discount" or-
ganized under such State laws, except to the extent that the exercise
of such powers is forbidden by the laws of the United States.

The Board recommended that this provision be omitted; but it is
contained in the new bill in substantially the same form in which it
appeared in the old bill.

Dealings in investment securities (pp. 34-36)

The old bill (in section 15) contained a number of provisions with
reference to dealings in investment securities by national banks and
the Board recommended that all these provisions be omitted. They are,
however, repeated in the new bill, with certain changes and additions,
and with the provision (in Section 4) that the same provisions shall
be applicable to State member banks. The new bill provides in effect
that:

Dealings in investment securities sre limited to the purchase and

sale of such securities, without recourse, solely upon the order
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and for yhe account of customers, except that member banks may purchase
and hold for their own account investment securities under limitations
and restrictions prescribed by regulation of the Comptroller of the
Currency;
No member bank shall underwrite any issue of securities.
The total amount of any one issue of investment securities of any one
obligor hereafter purchased and held by a member bank for its owm
account shall not exceed 10 per cent of the total amount of such
issue outstanding, but this limitation does not apply to any issue aot
in excess of $100;OOO and not in excess of 50 per cent of the capital
of the bank; and the total amount of investmeat securities of any one
obligor hereafter purchased and held shall not exceed 15% of the
capital of the bank»and 25 per cent of its surplus. (The latter

limitation in the old bill was stated in ambiguous terms and might

have been construed to apply to the aggregate amount of all invest—
ment securities held by the bank.)

No member baxnik may purchase or hold the stock of any corporation, except
as otherwise permitted by law, and except that a bank may invest

not more than 15 per cent of its capital and surplus in the stock

of éafe deposit companies.

These limitations do not apply to cbligations of the United States,

to general obligations of any State or any subdivision thereof, or to

» obligations issued under the authority of the Federal Farm Loan Act.

.
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The definition of investﬁent securities contained in existing
law would apparently have been stricken out by the old bill and
the Comptroller of the Currency given unlimited nowers to prescribe
his own definjition, excepot that stocks could not be included. The
new bill, however, in effect restores the.définition contained in the
existing law.

SECTION 15

(a) Capital required for organization of national banks. (»n. 35, 37)

The old bill (in section 16) contained an amendment to Section
5138 of the Revised Statutes to provide that no national bank may be
organized with a canital of less than $50,000, except that a national
bank may be formed, in the discretion of the Comptroller of the Currency,
for the purpose of succeeding to the business of an existing bank
with a capital of not less than §25,000. The old bill also eliminated

, the existing requirement that the organization of national banks with
a canital of less than $100,000 shall‘be‘subject to the apvroval of the
Secretary of the Treasury.

The Board recommended the elimination of the exception in the
0ld bill which nermitted the formation of national banks with a canital
of less than $50,000 to take over the business of an existing bank.
This recommendation was adopted and with this change the provisions

of the old bill on this subject are repeated in the new bill,
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(b) Capital requirements of State member banks. (p. 37)

Section 15(b) of the new bill contains a provision,
not ampearing in the 0ld bill and not recommended by the Federal
Reserve Board, which amends Section 9 of the Federal Reserve Act
so as to eliminate the »rovision of existing law under which a
State bank is permitted to become & member of the Federal Reserve
System with a capital egqual to only 60% of the amount required for
the organization of a national bank in the mlace in waich it is
situated. The capital required of State member banks hereafter
admitted to the System, therefore, would be required in all
cases to be equal to that requiréd of national banks located in

places of like size.
SECTION 16.

Shares of stock of $100 each.

The old bill (in Section 17) would have amended section 5139
of the Revised Statutes so as to provide that the capital stock of
national banks should be divided into shares of $100 each, thus
repealing the provision of the »resent law for shares of a lesser
amount. In accordance with the recommendation of the Federal Reserve

Board, however, this provision is omitted in the new bill.

Divorce of stock of national bank from stock of other corporations. (p. 37)

. The new bill nrovides (in Sectisn 16) that, after three years

from the date of its passage, no certificate of stock of a national
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“bank shall represent the stock of any other cormoration excepnt a
member benk, nor shall the ownershin or transfer of a stock cer-
tificate of a national bank be conditioned umon the ownership or
transfer of a certificate of stock of another corvoration excenmt a
member bank.

Substantially the same »rovision was included in the old bill
(in Section 17), except that the prohibition amparently was to take
effect immediately and no exception was made as tothe stock of another
member bank. The Board recommended that this nrovision be made
effective three years after enactment and, as stated, the new bill
includes this change.

Similar provisions regarding certificates of stock of State

member banks are included in section 5(b) of the new bill.
SECTION 17.

Shares of its own stock held by a national bank as trustee. (p. 38)

The old bill (in Section 19) provided that no shareholders
of national banks who shall become such through nominal transfer
or ownership on behalf of another shall vote at meetings of share-
holders of such banks. The 3oard recommended that shares of its
own stock held by any national bank as trustee shall not be voted.
The Roard's recommendation was adonted in the new bill, and the

vrovision of the o0ld bill was not retained.
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Right of an affiliate of a national bank to wote stock held by it in

such bank. (pp. 38-43)

The 0ld bill (in Sections 19 and 20) contained vrovi-
sions requiring an affiliate of a national bank to obtain a voting
vermit from the Federal Reserve Board before voting any stock held
by it in such national bank. Such a voting mermit might be issued only
upon compliance by the holding comoany affiliate with a number of
detailed provisions. The Federal Reserve Eoard recommended a number
of changes in these provisions of the old bill, but the Board'!s recom-
mendations on this subject have not been adopted in the new bill,

The salient features of the Board's recommendations on this
subject were as follows; Shares owned or controlled by an affiliate
shall not be voted unless such affiliate has filed an agreement with
the Comptroller of the Currency to comply with the provisions of this
section., Within one year from the date of any such agreement each
nonmember State bank owned or controlled by such affiliate shall apnly
for membership in the Federal Reserve System and if not adﬁitted such
affiliate shall divest itself of all interest in such bank. Each such
affiliate shall hold readily marketable assets, other than bank stocks,
equal to 15 per cent of bank stocks held by it and shall reinvest its
net earnings above 6 per cent in such assets until they amount to
25 per cent of bank shares held by it; with a prdviso that credi¥
shall be given for contributions made during the nreceding three
years to banks owned or controlled by the affiliate. Failure to
comply with the agreement is ground for termination thereof by

the Comptroller. ©No national bank shall make any loan to, or on
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the security of the stock of, or be the purchaser of the stock of,
any affiliate which owns or controls such bank, unless necessary to
prevent loss upon a debt previously contracted in good faith, and
stock so acquired shall be disposed of within two years, Officers and
employees of affiliates which have entered into an agreement with the
Comptroller of the Currency, are made subject to certain criminal pro-
visions, and a penalty is provided for voting the stock held by affi-
liates, unless such an agreement is in effect.

The provisions of the new bill on this subject, which follow
along the lines of the old bill with certain changes and additions and
which do not contain the provisions as recommended by the Board, are in
brief form set forth in the following paragraphs. (As hereinbefore
explained under Section 5, the provisions of the new bill on this subject
are applicable also to holding company affiliates of State member banks,)

Shares of a national bank controlled by a holding company af-
filiate, incluiing those held by a trustee for the benefit éf the share~
holders of such affiliate, shall not be voted unless such affiliate shall
have obtained a voting permit from the Federal Reserve Board; and in
acting upon an application for such permit, the Board shall consider the
financial condition of the applicant, the general character of its man-
agement and the probable effect of the granting of the permit upon the
affairs of such bank. No permit shall be granted except upon the fol-
lowing conditions:

(a) Each such holding company affiliate shall agreeé to submit

to examinations, at its own expense, iisclosing fully the relationship
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between such affiliate and such bank, that such examinations may be
made of each bank owned or controlled by the affiliate, and that
publiéation of statements of condition of such banks may be required.

(b) After January 1, 1935, every such holding company af-
filiate shall possess unpledged readily marketable assets other than
bank stock in an amount not less than 12% of the par value of all
bank stocks controlled by such affiliate, which amount shall be in-
creaséd by not less than 2% annually up to 25% thereof and by re-
investiﬁg in such readily marketable assets net earnings in excess of
6% anmually until the 25% requirement is reached. (The last of the
requirements of this paragraph was recommended by the Board.)

(c) However, where the shareholders of the affiliate
are themselves liable under the double liability provisions on the
bank stock held by the affiliate, the latter shall be required only
to establish, out of its net earnings in excess of 6%, a reserve of
readily marketable assets equal to 124 of the par value of bank
stocks controlled by it, and readily marketable assets required
of such affiliate may be used for replacement of capital in banks
affiliated with it: but any deficiency so incurred shall be made
up within such period as the Federal Reserve Board may prescribe.

(&) That officers, directors, agents and employees of such
a holding company affiliate shall be subject to the same penalties for
false entries as officers and employees of member banks are subject

to under Section 5209 of the Revised Statutes,
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(e) That every such holding company affiliate shall show that it
does not have any interest in and is not participating in thé management
of any securities company; that, if it has such an interest or partici-
pation it will, within three years, divest itself thereof; and that it
will declare dividends only out of actual net earnings.

If any holding company affiliate violates any of the provisions
of this act, the Federal Reserve Board may revoke its voting permit
after notice, and thereafter né national bank whose stock is controlled
by such affiliate shall receive Government deposits or pay any dividend
to such affiliate,

Where such a voting permit of an affiliate has been revoked, the
franchise of any national bank controlled by éuch an affiliate shall be
subject to forfeitu:e.

SECTION 18,
elationshi etween Member Banks and Securitie lers o ora-

tions making collateral loans. (pp. 43, 44,)

The old bill (in section 18) provided that, after January 1,
1933, no director, officer or employee of a member bank should be an
officer or employee of a corporation or association engaged primérily in
the securities business and no such officer, director or employee of
& member bagk should be a director, officer or employee of a corporation
making loans secured by collateral to any one except its own subsidiaries,
The old bill also provided that no member bank should have correspondent

relationships with associations or corporations of the kind mentioned.
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The Board recommended that these provisions be omitted and sug-
gested substitute provisions.

The new bill provides, in substantial - accordance with the substi-
tute provisions recommended by the Board, that, after three years, no member
bank shall be affiliated with a securities corporation in the manner
described in Section 2(b) of the bill (where the word "affiliate" is defined
so as not to include holding company affiliates). Violations of this provi-
sion subjects the member bank to a penalty of $1,000 a day, in the discretion
of the Federal Reserve Board, and, if the violations continue for six months
after warning from the Board, the bank's franchise may be forfeited, if a
national bank, or its membership in the Federal Reserve System may be
forfeited, if a State bank.

SECTION 19,

Branches of National banks. (pp. 44,45).
The old bill (in Section 21) provided for State~wide branches of

national banks in States where the State law permits State banks to have
branches, with a proviso that, if the usual business of the bank extends
into an adjacent State, the Federal Reserve Board may permit the establish-
ment of a branch by the bank in such State not more than fifty miles from
its heal office., In order to have branches outside of the city of its
head office, a capital of $500,000 was required. ZXFurthermore, the aggre-
gate capital of a bank and its branches was required to equal the capital
required for an equal number of national banks situated where the bank and

its branches are respectively located.
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The Federal Reserve Board suggested that, if these provisions
were to be retained, a change ve made which would eliminate the limit-
ations of the present law on the number of branches which may be estab-
lished in cities of less than 100,000 inhabitants, and the limitation
providing that no branch may be established in a city of less than
25,000 inhabitants. This recomaendation of the Board was adopted in
the new bill.

The provisions of the new bill on this subject are substan~
tially the sarne as those contained in the old bill, with the change
recomaended by the Board; except that the establishment of State-wide
branches is not limited to those States in which the State law permits
State banks to have branches.

(The provisions of the new bill with reference to branches of
State member banks are contained in Section 5(a).)

SECTION 20.

* Consolidations of national benks with other banks in the same State.(p. 45)

The provisions of the Act providing for the consolidation. of two
or more national banks or for the consolidation of State banks with nation-
al banitss would be amended by the new bill so as to permit such consolida~
tions to take place between banks located anywhere in the same 3tate. This
section was contained in the same form in the old bill (in Section 22). Yo

suggestion was made by the Board on this point.
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SECTION 21.

Rate of interest on loans. (pp. 45,46)

The new bill would amend Section 5197 of the Revised Statutes so
that national banks could charge on loans and discounts, (1) the rate
of interest allowed by the State law (or 7% where the State law fixes
no limit), or (2) a rate 1% in excess of the Federal reserve bank
discount rate, mhich ever may be the greater.

he provision of the new bill on this subject is the same as that
contained in the old bill (Section 23) with a minor change suggested
by the Board.

SECTION 22.

Limitations on loans to affiliated corporations. (pp.46,47)

The new bill provides an amendment to the first paragraph of Section
5200 of the Revised Statutes, rhich provides that in computing the amount
which a corporation can borrow from a national bank, the corporation and
all of its subsidiaries in which such corporation owns. or controls a
majority interest would be treated as a single borrower.,

This provision has been adopted from the old bill (Section 25(a))
with a clarifying amendment suggested by the Board.

In accordance with the Board's recoﬁmendations. the following pro-
visions of section 25 of the old bill are omitted from the new bill:
(1) That the amount which any national bank might lend to any broker
or member of any stock exchange or similar corporation or any finance
company, Securities company, investment trust or other similar organization
would be limited to 10% of the capital and surplus of such national banlk.
(2) that no national bank would be permitted to lend to "an affiliate"
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national bank or exceeding the capital stock of such affiliate, whichever
may be the smaller.
(3) that the aggregate amount which all affiliates of a national bank
could borrow from such national bank (including repurchase agreements)
would be limited to 10% of the national banik's capital and surplus except
that loans secured by Government bonds or by bonds issued by the State in
which such bank is situated or by any political subdivision of such
State would be excluded altogether from the limitations of Section 5200
of tie Revised Statutes, if actually “owned by the borrower.
(4) that no national bank might establish or capitalize an affiliate
through cash or stock dividend declarations made from its surplus
or from undivided profits; and "within three yesars after this section
as aménded takes effect", every affiliate should be capitalized through
the sale of its own stock which should be paid for in cash in the same
manner as required in the case of a national bank.
(5) that for a period of three years, no affiliate of a national
bank might hold, or lend upon; rore than 10% of the shares of

the capital stock of the parent institution.
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SECTION 23,

Reports of affiliates of national banks (pp. 47, 48).

The old bill (in Section 27) required sach affiliate of a nation-
al bankz to make three complete reports of condition annually through
the president of tie bank to the Comptroller of the Currency, and also
to makke such special reports as the Comptroller might require. The
Board's recommendation was that such reports be required only when deemed
necessary.

The new bill provides that every national bank shall obtain from
each of its affilintes, other than member banks, and furnish to the
Comptroller of the Currency not less than three reports of condition
each year and such additional reports as the Comptroller may deem neces-—
sary. The provision requiring such reports is still mandatory; but they
are required to contain only such informmtion as in the judgment of the
Comptroller shall be necessary to disclose fully the relations between
such affiliate and such banit and to enable the Comptroller to inform
himself as to the effect of such relations upon the affairs of such bank.
The bank is subject to a penalty for failure to render such reports.

Provisions of the old bill requiring an affiliate under certain
stated conditions to publish its entire portfolio are omitted from
the new Dill.

(Substantially the same provisions are contained in Section

.5(b) of the new bill with reference to rcports of affiliates of State

member banizs).
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SECTION 24.

Exaninations of affiliates of national banis. (pp. 48-50)

The new bill requires such examinations of affiliates (other
than member banks) of a national bank as shall be necessary to disclose
fully the relations between such bank and such affiliates anml the effect
of such relations upon the affairs of such banz, and authorizes the
forfeiture of the franchise of tle bank in the event of refusal of the
affiliate to give informationgor to permit such examination.

Publication of the examination report of a national bank or of an af-
filiate is authorized if the bank or affiliate fails to comply with
recommendations of the Comptroller of the Currency based on such examin-
ations.

The old bill contained a provision (in Section 28) requiring
examinations of affiliates of natignal banks and member banks. The Feder-
al Reserve Board recommended that this section provide for examinationof
affiliates of national banks only (as examinations of affiliates of State
member banks are provided for elsewhere in the bill) and that such ex-
aminations be authorized to be made only when deemed necessary.

In accordance with certain other suggestions of the Federal Re-
serve Board on this subject, thé new bill has added cértain provisions
to authorize examiners making an examination of an affiliate of a nation-
al bank to administer oaths and to examine officers and employees under
oath; to provide that the expenses of such examination may be assessed

against the affiliate and, if not paid by the affiliate, then against
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the bank; and to provide a penalty of $100 per day to be paid by the
bank for refusal of the affiliate to give information required or to
permit such an examination,

While examinations of affiliates of national banks in the old
bill were limited to a period of three years after its passage, the new
bill, in Accordance with the Board's suggestion on this point, contains
no limit of this kind,

(Provisions of a somewhat similar character with reference to
examinations of affiliates of State member banks are contained in Sec-
tion 5(b) of the new bill.)

SECTION 25.

Removal of bank directors or officers from office.(pn.50=52)

On this subject, the new bill follows substantially the recom-
mendation of the Board and provides a procedure for the removal of a
director or officer of a member bank who has continued to violate the
law or has continued unsafe or unsound practices in conducting the
business of the bank with which he is connected, after being warned by
the Comptroller of the Currency (as to a national bank) or the Federal
Reserve Agent of his district [as to a State member bank) to dis-
continue such violations or such practices. After a hearing by the
Federal Reserve Board establishing such facts, the Board may order
the removal of such director or officer and a copy of such order shall
be served upon him and upon the bank with which he is connected. Such

order and findings of fact may not be made public or disclosed except
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to such director or officer and the directors of his bank, "other-
wise than in connection with proceedings for a violation of this
section."” Participation by such officer or director in the manage-
ment of such bank aftef having been removed is punishable by fine or
imprisonment,

The old bill placed the power of removal in a committee
consisting of the Governor of the Federal Reserve Board, the Comptroller
of the Currency and the Federal Reserve Agent, instead of in the Fed-
eral Reserve Board as provided in the new bill, The old bill did not
contain the provision prohibiting the making public or.disclosing the
order of removal or findings of fact.

SECTION 26,

Saving clause and reservation of right to amend. (p. 52).

Section 26 contains the usual provisions (which were also
in the old bill) reserving the right to alter, amend or repeal the
act and limiting decisions holding parts of the act to be invalid,

to the specific sections dealt with in such decisions,
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SECTIONS OF OLD BILL mMfrigity oMITHED FROM NEW BILL.

In addition to a number of other vrovisions of the old bill
which have been omitted from the new bill but which have been treated
above in connectisn with certain related tonics contained in the cor-
responding sections of the new bill, (such as the orovisions regarding
reserves and regarding real estate loans and investments of member
banks), there have also been omitted from the new bill the following
orovisions, each of which constituted an entire separate section of
the old bill.

Limitation upon amount of loans on collateral security by member banks.

Section 8 of the o0ld bill authorized the Federal Reserve Board
to fix the percentage of the capital and surplus of a member bank which
might be represented by loans on collateral security. The purpose of
this section apparently was to prevent the undue use of bank loans for
sneculation in securities, which is fully covered in Section 3. 1In
accordance with the recomuendation of the Board, therefore, the provi-
sions of Section 8 of the old bill have been omitted from the new bill.

Interest on deposits.

Section 24 of the old bill wduld have limited the rate of
interest which national and State member banks would be wermitted to
vay on deposits as follows: (1) intcrest on balances due to banks would
have been limited to 2 1/2% or "the current rate of discount of the
Federal reserve bank", whichever is the smaller; (2) on all other
deposit balances, the rate would have been limited to one-half the

rate of interest which national banks are permitted to charge on loans.
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In accordance with a recommendation of the Federal Reserve

Board this section is omitted from the new bill,

Limitations on collateral loans to single borrowers.

Section 26 of the old bill nrovided that no member bank
shall lend to any individual or corporation "u@on collateral security"
an amount exceeding 10% of its own capital and surplus, or an amount
exceeding the percentage fixe& by the Federal Reserve Board, which-
ever is the smaller,

In accordance with the recommendation of the Federal Re-
serve Board this section is omitted from the new bill (as was also
Section 8 of the old bill which also provided for limiting collateral

loans.)
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