
S. 4413, INTRODUCED APRIL 18, 1932. 

PROVISIONS OP THIS BILL COiTARED WITH S. 4115 

WITH CHANGES EECOi£,TENDED BY FEDERAL RE-

SERVE BOARD. 

There i s se t f o r t h "below a comparison of the more important 

f e a t u r e s of S. 4412, which was introduced i n the Senate and repor ted 

"by the Committee on Banking and Currency on Apri l 18, 1932, and S. 4115 

with the changes recommended by the Federal Reserve Board i n i t s l e t t e r 

to Senator Norbeck of March 29, 1932. 

S. 4115 i s r e f e r r e d to here in as the "old b i l l " and S. 4412 

as the "new b i l l " . Section numbers and page numbers r e f e r to the sec-

t i ons and pages of the new b i l l , unless otherwise ind ica ted . Cer ta in 

sec t ions of the old b i l l which have been omitted e n t i r e l y from the new 

b i l l are t r e a t e d a t the end of t h i s memorandum. 

SECTION 1. 

T i t l e . - (p. 1) 

This sec t ion merely provides tha t the short t i t l e of the ac t 

s h a l l be the "Banking Act of 1932." 

SECTION 2. 

D e f i n i t i o n s . - (pp. 1, 2 and 3) 

The d e f i n i t i o n s contained in sec t ion 2, including those of an 

a f f i l i a t e and of a holding company a f f i l i a t e , a r e , i n the new b i l l , 

made app l i cab le not only to the provis ions of t h i s ac t but to any pro-
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v i s ions of law amended by t h i s a c t . 

The severa l c l a s s e s of i n s t i t u t i o n s def ined as a f f i l i a t e s i n the 

old "bill axe subdivided i n the new b i l l so as to make a d i s t i n c t i o n be-

tween " a f f i l i a t e s " genera l ly and "holding company a f f i l i a t e s " . 

With these exceptions, the d e f i n i t i o n s contained i n the new b i l l 

a re s u b s t a n t i a l l y i n the same form as i n the old b i l l with the changes 

recommended by the Board. 

SECTION S. 

(a) Control of Federal reserve bank c red i t by Federal Reserve Board.(pp.3,4) 

On t h i s subject the recommendation of the Federal Reserve Board 

i s adopted i n Section 3 (a) of the new b i l l . 

(b) Voting by groups or chains in e l ec t ions of Federal reserve bank 

d i r e c t o r s , (p. 5) 

Sect ion 4 of the old b i l l p rohib i ted banks tha t belong to a 

group or chain from vot ing fo r Federal reserve bank d i r e c t o r s , and the 

Board recommended the omission of the provis ion . The new b i l l provides 

( i n Section 3(b) t ha t when two or more member banks a re a f f i l i a t e d with 

the same holding company a f f i l i a t e only one of such banks may p a r t i c i p a t e 

i n the nomination or e l e c t i o n of Federal reserve bank d i r e c t o r s . 

83CTI0N 4 . 

D i s t r i b u t i o n of earnings of Federal reserve banks, (p. 5) 

The old b i l l provided ( in Section 5) tha t net earnings of Fed-

e r a l reserve banks a f t e r payment of dividends and expenses should be paid 

to the Federal Liquidat ing Corporation. The Board recommendedthat no 
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changes be made in the present method of the d i s t r i b u t i o n of earnings of 

Federal rese rve banks but tha t the Secretary of the Treasury be author-

ized in h i s d i s c r e t i o n to use the f r anch i se tax received from Federal r e -

serve banks f o r investment in ob l iga t ions of the Liquidat ing Corporation. 

The new b i l l provides ( in Section 4) tha t a l l net earnings of a Federal 

r e se rve bank, a f t e r payment of dividend claims and expenses, sha l l be paid 

into the surplus fund of the Federal reserve bank. 

SECTION 5. 

(a) Branches of S ta te member banks, (pp. 5, 6) 

In connection with Section 21 of the old b i l l , the Board recommend-

ed a new provis ion to the e f f e c t t ha t nothing contained in the b i l l sha l l 

prevent S ta te member banks from es t ab l i sh ing branches e i t h e r in the United 

S ta t e s or elsewhere upon t he same terms and condit ions as those appl icable 

to branches of na t iona l banks. This provis ion as recommended i s contained 

in Section 5(a) of the new b i l l . 

(The prov is ions of the new b i l l with re fe rence to branches of 

na t iona l banks a re contained in Section 19.) 

(b) Reports of a f f i l i a t e s of S ta te member banks, (pp. 6, 7) 

The old b i l l ( i n sec t ion 6) requi red each a f f i l i a t e of a S ta t e 

member bank to make th ree complete r epo r t s of condit ion annual ly through 

the p res iden t of the bank to t h e Federal Reserve Board. The Board 's recom-

mendation was t h a t such r e p o r t s be required only when deemed necessary by 

the Federal Reserve Board. The new b i l l provides in Section 5(b) tha t a 

S ta te member bank sha l l ob ta in from each of i t s a f f i l i a t e s and f u r n i s h to 

the Federal r e se rve bank and to the Federal Reserve Board not l e s s than 
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three r epo r t s of condit ion each year and such addi t iona l r e p o r t s as the r e -

serve bank or the Board may deem necessary.. The provision r equ i r ing such r e -

p o r t s to be made i s mandatory; bu t they are required to conta in only such 

information as , in the judgment of the Federal Reserve Board, s h a l l be neces-

sary to d i s c l o s e f u l l y the r e l a t i o n s between such a f f i l i a t e and such bank 

and to enable the Board to inform i t s e l f as to the e f f e c t of such r e l a -

t ions upon the a f f a i r s of such bank. 

(Subs t an t i a l l y the same provis ions are contained in Sect ion 23 of 

the new b i l l with re fe rence to r epor t s of a f f i l i a t e s of na t iona l banks.) 

Dealings in stocks and investment s e c u r i t i e s by Sta te member banks, (p. 8) 

Section 5(b) of the new b i l l contains a provis ion to t h e e f f e c t 

t ha t S ta te member banks s h a l l be subject to the same l i m i t a t i o n s and con-

d i t i o n s as a re na t iona l banks with respect to t he purchase, sa le , underwrit-

ing and holding of investment s e c u r i t i e s and stock. There was no such pro-

v i s ion in theold b i l l ; and the Board recommended t h a t Section 15 of the old 

b i l l , which r e s t r i c t e d deal ings in investment s e c u r i t i e s by na t iona l banks, 

be omitted e n t i r e l y . 

(The prov is ions on t h i s subject regarding na t iona l banks are in 

Section 14 of the new b i l l . ) 

Divorce of stock of S ta te member banks from stock of other corpora t ions , (p. 8) 

Section 5(b) of the new b i l l contains a provis ion to the e f f e c t 

t h a t , a f t e r three years from the passage of t h e a c t , no c e r t i f i c a t e of stock 

of a S ta te member bank sha l l represent the stock of any other corpora t ion , 

except a member bank, nor sha l l the ownership or t r a n s f e r of a stock cer -
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t i f i c a t e of such a bank "be conditioned, upon the ownership or t r a n s f e r of 

a c e r t i f i c a t e of s tock of another corporat ion, except a member bank. 

A s imi la r provis ion regarding stock of na t iona l banks i s found 

in Section 16 of the new b i l l . 

The old b i l l contained no such provis ion regarding the stock of 

Sta te member banks; but Section 17 contained a s imi la r provis ion regard-

ing the s tock of na t iona l banks, which would have become e f f e c t i v e im-

mediately, and the Board recommended tha t i t be r e ta ined but t h a t i t be 

made e f f e c t i v e a f t e r three y e a r s . 

Eight of an a f f i l i a t e of a Sta te member bank to vote s tock held by i t 

in such bank. 8 and 9) 

Section 5(b) of the new b i l l provides t h a t the holding cont-

pany a f f i l i a t e s of Sta te member banks s h a l l be subject to the provis ions 

of Section SL44 of the Revised S ta tu tes (which contains the condit ions 

under which a f f i l i a t e s may vote stock held in na t iona l banks) and a l so 

provides f o r the f o r f e i t u r e of the membership of a State member bank, 

in the d i s c r e t i o n of the Federal Reserve Board, where a vot ing permit of 

a holding company a f f i l i a t e of such a bank i s revoked. Under the new 

b i l l , t h e r e f o r e , s u b s t a n t i a l l y the same provis ions a re appl icable to ho ld-

ing company a f f i l i a t e s of na t iona l banks and holding company a f f i l i a t e s 

of State member banks. 

The Board recommended t h a t the provis ions of the old b i l l with 

re ference to the condi t ions under which holding company a f f i l i a t e s of 

na t i ona l banks might obtain permits to vote s tock owned by them in such 
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banks be revised in a number of p a r t i c u l a r s and a l so recommended that sub-

s t a n t i a l l y the same provis ions a s those suggested f o r na t iona l banks be 

made appl icable to a f f i l i a t e s of State member banks, suggest ing a new sec-

t ion of the b i l l f o r t h i s purpose. Hie provis ions appl icable to a f f i l i -

a t e s of n a t i o n a l banks in t h i s connection are contained in Section 17 of 

the new b i l l and a re discussed h e r e a f t e r with reference to tha t sec t ion ; 

but i t may be s t a t e d b r i e f l y a t t h i s point t h a t the recommendations of the 

Board regarding a f f i l i a t e s of na t iona l banks have not been adopted in the 

new b i l l . 

Tjiramination of a f f i l i a t e s of Sta te member banks, (p . 9) 

The new b i l l in Section 5(b) requi res such examinations of a f f i l -

i a t e s of S ta te member banks as s h a l l be necessary to d i sc lose f u l l y the 

r e l a t i o n s between such banks and t h e i r a f f i l i a t e s and the e f f e c t of such 

r e l a t i o n s upon the a f f a i r s of the bank; the expense of such examinations 

may, in the d i s c r e t i o n of the Federal Reserve Board, be assessed aga ins t 

the bank examined, ( ins tead of agains t the a f f i l i a t e s as recommended by the 

Board); and, in the event of the r e f u s a l of the a f f i l i a t e to give informa-

t ion requested or to permit such an examination, or in the event of the 

f a i l u r e of the bank to pay the expenses of such an examination, the member-

ship of any Sta te member bank a f f i l i a t e d with such an a f f i l i a t e may be f o r -

f e i t e d in the d i s c r e t i o n of the Federal Reserve Board. 

The old b i l l contained a provis ion ( in Section 28) r equ i r ing exam-

ina t ions of a f f i l i a t e s of a Sta te member bank. The Federal Reserve Board 

recommended t h a t such examinations be author ized to be made only when deemed 

necessary . 

(Provis ions of a somewhat s imi lar charac te r are contained in Section 
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24 of the new "bill with refevened to examinations of a f f i l i a t e s of na t iona l 

"banks.) 

SECTION 6. 

Membership of the Federal Reserve Board. (pp. 10-12) 

The old b i l l ( in Section 7) contained a provis ion omit t ing the Secre-

t a r y of the Treasury from the membership of the Federal Reserve Board and omit 

t i ng the provis ion of the Federal "Reserve Act au thor iz ing the Secretary to 

ass ign quar ters to the Federal "Reserve Board. The Board recommended ce r t a in 

minor amendments to t h i s sec t ion and suggested that au tho r i t y be given the 

Board to purchase or erect a bu i ld ing fo r i t s o f f i c e s . In Section 6 of the 

new b i l l the p rov i s ions of the old b i l l a re repeated with the minor changes 

recommended by the Board; but the au tho r i ty f o r the Federal "Reserve Board to 

purchase or e rec t a bu i ld ing i s omitted. 

SSCTION 7. 

Open Market •Committee, (pp. 13, 14) 

Section 7 of the new b i l l adds a new Section 12A to t h e Federal Re-

serve Act, which provides f o r a Federal Open Market Committee along the l i n e s 

of the ex i s t i ng Open Market Pol icy Conference. 

The Board recommended that the s imilar p rovis ions of the old b i l l 

(Section 10) on t h i s subject be s t r i cken out , and tha t t he re be subs t i t u t ed 

ce r t a i n amendments to Section 14 of the Federal Reserve Act c l a r i f y i n g the 

Board 's powers over open market operat ions and containing in rev i sed form 

one of the p rov i s ions of the old b i l l . The Board's recommendations were 

not adopted in the new b i l l . 

The chief d i f f e r e n c e s between the new b i l l and the old b i l l are; 

In l i e u of the statement in the old b i l l tha t no Federal r e se rve bank may 

engage in open market opera t ions "except a f t e r approval and au tho r i za t ion Digitized for FRASER 
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by the Committee", there id a p#6vlbion in the nieto t i l l t ha t no Federal r e -

serve bank sha l l engage in such operat ions "except in accordance with reso-

l u t i o n s adopted by the Committee and approved by the Federal Reserve Board". 

This app l i e s to a l l purchases and sa les on the open market under Section 14 

of the Federal Reserve Act, whether for system account or f o r the account 

of an individual Federal rese rve bank. The old b i l l provided t h a t the 

Governor of the Federal Reserve Board should be a member of the committee in 

addi t ion to the twelve members appointed by the d i r e c t o r s of the Federal r e -

serve banks, but in the new b i l l the Governor i s not made a member of the 

committee. The new b i l l a lso omits the provis ion of the old b i l l t ha t the 

Board*s annual r e p o r t to Congress should include a review of the decis ions 

of the committee with an explanation the reo f . 

Federal Liquidat ing Corporation, (pp. 14-27). 

Section 7 of the new b i l l a l so contains the proposed new Section 12B 

of the Federal Reserve Act providing f o r a Federal L iqu ida t ing Corporation 

to expedite the payment of dividends to depos i tors and c r e d i t o r s of closed 

member banks. The provis ions of the new b i l l on t h i s sub jec t a re a compro-

mise between the provis ions of the old b i l l and the Board 's proposed 

s u b s t i t u t e . 

The old b i l l provided ( in Section 10) fo r the c rea t ion of a Fed-

e ra l Liquidat ing Corporation f o r the purpose of purchasing and 1 iqu ida t -

ing the a s s e t s of closed member banks. The Board recommended a number of 

changes in the p rov is ions wi th re fe rence to t h i s proposed corpora t ion , and 

in the new b i l l some of these changes have been adopted and sdme have 

been omitted. Without s e t t i n g f o r t h a l l of the de t a i l ed d i f f e r e n c e s be-
* 

tween the old b i l l , the recommendations of the Board, and the new b i l l , 
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the re a r e s t a t e d below the moffc important of these d i f f e r e n c e s . 

In accordance with the recommendation of the Federal Reserve Board, 

the new b i l l p rovides f o r a board of d i r e c t o r s of f i v e members, ( the Comp-

t r o l l e r of the Currency, a member of the Federal Reserve Board, and three 

members s e l e c t e d annual ly by the Governors of the Federal r e s e r v e banks), 

i n s t ead of a board of four t een members ( the Comptroller of the Currency and 

the 13 members of the Federal Open Market Committee) as provided in the old 

b i l l . 

The o ld b i l l provided f o r two c l a s s e s of c a p i t a l s tock of the 

corpora t ion ; c l a s s A s tock, to be subscribed by member banks in an amount 

equal to one-half of one per cent of t h e i r depos i t s , and c l a s s B s tock, to 

be subscribed by Federal r e se rve banks in an amount &qual to one- four th of 

t h e i r surplus ; wi th an add i t i ona l p rov is ion f o r annual subsc r ip t i ons by 

Federal r e se rve banks in amounts equal to one- four th of the annual increase 

in t h e i r surp lus accounts . The Board recommended t h a t the c a p i t a l s tock com— 

s i s t of $100,000,000 to be subscribed by the United S t a t e s . The new b i l l 

p rovides f o r the appropr ia t ion by the United S t a t e s to the corpora t ion of 

the sum of $125,000,000, bu t a l so provides f o r two c l a s se s of s tock; c lass 

A stock, to be subscr ibed by member banks in an amount equal to one- four th 

of one per cent of t h e i r depos i t s , and c l a s s B stock to be subscr ibed by 

Federal r e se rve banks in an amount equal to one- four th of t h e i r su rp lus . 

One-half of each c l a s s of s tock i s apparent ly to be pa id in upon the or -

gan iza t ion of the corpora t ion , and the remainder i s sub jec t to c a l l . The 

new b i l l , however, omits the p rov is ion f o r add i t i ona l annual subsc r ip t ions 

by the Federal r e se rve banks. 

The o ld b i l l au thor ized the l i q u i d a t i n g Corporation to purchase 
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and l i qu ida t e the a s s e t s of closed nonmember Btate "banks and to make loans 

to such "banks, f o r a l imi ted number of years ; and a l so au thor ized an appropr i -

a t i o n of $200,000,000 from the United S ta tes Treasury f o r t h i s purpose. In 

accordance wi th the recommendation of the Board, t h i s p rov is ion i s omitted 

from the new t i l l and i t s p rovis ions are l imi ted to member "banks. 

The old "bill provided f o r the issuance of debentures by the Liquida t -

ing Corporation in amounts aggregating not more than four t imes i t s c a p i t a l . 

The Federal Reserve Board recommended tha t debentures be author ized up to 

twice the amount of c a p i t a l and tha t Federal reserve banks be given au tho r i ty 

to purchase these debentures up to one-four th of t h e i r su rp lus . The new b i l l 

au thor izes the issuance of debentures in an amount aggregating not more than 

twice the amount of the c a p i t a l of the corporat ion and the $125,000,000 

appropr ia t ion from the Treasury of the United S t a t e s . The provis ion recom-

mended by the Board, however, tha t such debentures be guaranteed by the 

United S ta tes i s omitted from the new b i l l . 

The new b i l l (p . 20, l i n e s 24 , 25; p . 21, l i n e s 1-4) contains in a 

d i f f e r e n t form the provis ion f o r a va luat ion committee, the e l imina t ion of 

which was recommended by the Board, Loans on and purchases o f , a s s e t s of 

closed member banks a re to be made "on the ba s i s o f" va lua t ions of such 

a s s e t s made by t h i s committee, which includes the r ece ive r , a represen ta t ive 

of the insolvent bank, and a t h i r d member se lec ted by those two, but does not 

include any r ep re sen t a t i ve of the corpora t ion , 

A number of provis ions recommended by the Federal Reserve Board of a 

p r o h i b i t i v e or penal charac ter in connection with the proposed Federal Liquid-

a t i n g Corporation and i t s operat ions have been adopted in the new b i l l and ce r -

t a i n unnecessary s teps regarding the organizat ion of the corporat ion and i n -

creases and decreases in i t s c a p i t a l have been e l imina ted . Digitized for FRASER 
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SECTION 8 • 

Loans on member banks1 c o l l a t e r a l notes (up. 37-28) 

The old b i l l (Section 11) provided tha t the r a t e a t which a 

Federal Reserve Bank might make advances to i t s member banks on t h e i r 

15-day promissory notes should be a t a r a t e 1$ higher than the 

rediscount r a t e , and a l s o provided that i f a member bank, while 

indebted to a Federal reserve bank on such a 15-day note and desp i t e 

a warning of the Federal reserve bank or the Federal Reserve Board, 

should increase i t s loans made f o r the purpose of purchasing or 

carrying investment s e c u r i t i e s (except ob l iga t ions of the United S t a t e s ) , 

the note should be immediately due and payable and the member bank 

should be i n e l i g i b l e to borrow on such 15-day notes f o r such per iods 

as the Federal Reserve Board might determine. The old b i l l a l so p ro-

vided tha t the Federal Reserve Board might suspend the p rov i s ions of 

law with re fe rence to loans to member banks on t h e i r 15-day notes f o r 

per iods of 90 days . 

In l i e u of these p rov is ions of the old b i l l , the Federal Reserve 

Board recommended an amendment increas ing the maximum matur i ty of 

advances to member banks on t h e i r promissory notes secured by e l i g i b l e 

paper from 15 to 90 days. 

Section 8 of the new b i l l (pp. 37,28) does not adopt the recom-

mendation of the Board on t h i s po in t and conta ins s u b s t a n t i a l l y the same 

p rov i s ions as those in the old b i l l , except t ha t there have been omitted 

the d i sc r imina tory r a t e of 1$ on such 15-day advances to member banks and 

the provis ions f o r the suspension by the Board of the p rov is ions of law 

on t h i s s u b j e c t . 
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SECTION 9 • 

Foreign t r ansac t ions of Federal reserve banks (p , 29) 

The Federal Reserve Board suggested c e r t a i n changes in the 

provis ions of Sect ion 12 of the old t i l l with re fe rence to the 

supervision of the Board over fo re ign t r ansac t ions of Federal 

reserve banks, and the more important of these changes have been 

adopted in the corresponding provis ions contained in Section 9 of 

the new b i l l . The provis ions of the new b i l l on t h i s s u b j e c t , idiich 

a re s u b s t a n t i a l l y those of the old b i l l with the Board's suggested 

changes, provide t h a t a l l r e l a t i onsh ips and t r ansac t i ons by Federal 

reserve banks wi th fo re ign bankers sha l l be subjec t to spec ia l 

supervis ion and r egu la t ion by the Federal Reserve Board; t h a t nego-

t i a t i o n s wi th fo re ign bankers s h a l l not be conducted without the 

permission of the Board; t ha t the Board may be represented in 

any such n e g o t i a t i o n s ; and t h a t a f u l l repor t of a l l such nego t i a -

t i o n s s h a l l be made to the Board in w r i t i n g . , 

SECTION 10 • 

Reserves of member banks and r e s t r i c t i o n s on deal ings in "Federal Funds" 

(x>. 30) . 

Section 13 of the old b i l l contained a complete r ev i s ion of 

Section 19 of the Federal Reserve Act with re ference to the reserves 

required of member banks. Chief among i t s p rovis ions was the r equ i r e -

ment tha t the percentages of reserve agains t time depos i t s be increased 

over a per iod of years to the same percentages as those requi red agains t 

demand d e p o s i t s . Another important provis ion of the old b i l l p roh ib i t ed 

the t r a n s f e r of balances with a Federal reserve bank from one bank to 
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another without the au thor i ty of the f e d e r a l Reserve Board and except 

upon payment of a fee f o r the p r i v i l e g e . The Board was a l so authorized 

to suspend a l l dea l ings in reserve "balances f o r such per iods as i t might 

deem b e s t . 

The Federal Reserve Board recommended, in lieu, of the provis ions of 

the old b i l l on t h i s sub jec t , a rev is ion of sec t ion 19 of the Federal Re-

serve Act in accordance with the recommendations of the System Committee 

on Reserves wi th some modi f ica t ions ; and recommended the omission of the 

l i m i t a t i o n s on the use of balances standing to the c r ed i t of member banks 

on the books of the Federal Reserve Banks. 

The new b i l l ( i n Section 10) omits e n t i r e l y any rev i s ion or amendment 

of the reserve requirements of member banks, and a lso omits the r e s t r i c t i o n s 

of the old b i l l on the t r a n s f e r of balances in Federal reserve banks. 

MemBer banks as mediums in making loans on c o l l a t e r a l , ("p. 30) 

In accordance with a recommendation of the Federal Reserve Board, 

Section 10 of the new b i l l adds a new paragraph to Section 19 of the Federal 

Reserve Act fo rb idd ing a member bank to ac t as the medium or agent of any 

non-banking corpora t ion or ind iv idua l in making loans on the s ecu r i t y of 

s tocks , bonds and other investment s e c u r i t i e s to brokers or dea le r s in such 

s e c u r i t i e s , and providing a f i n e f o r v i o l a t i o n t h e r e o f . 

The old b i l l contained a provis ion f o r a s imi la r purpose but in 

d i f f e r e n t form. 

SECTION 11. 

Loans to or investments in s tock of a f f i l i a t e s . (*pp. 30-32) 

On t h i s sub jec t the new b i l l ( in Section 11) adopts s u b s t a n t i a l l y 

the recommendations of the Federal Reserve Board and provides t h a t no 

member banks s h a l l make any loan or extension of c r ed i t t o , or purchase 
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s e c u r i t i e s under repurchase agreements from, any of i t s a f f i l i a t e s , 

or inves t i n the s tock or obl iga t ions of such a f f i l i a t e s , or accept 

such s tock or ob l iga t ions as secur i ty f o r advances, i f the aggregate 

amount t h e r e o f , i n the case of any one a f f i l i a t e , w i l l exceed ten 

per cent of the c a p i t a l s tock and surplus of the member bank, or 

i f , i n the case of a l l such a f f i l i a t e s , the aggregate amount thereof w i l l 

exceed twenty per cent of the cap i t a l stock and surplus of such member 

bank. Each loan or extension of c r ed i t to an a f f i l i a t e s h a l l be 

secured by c o l l a t e r a l , i n the form of s tocks , bonds, debentures or other 

such ob l i ga t i ons , having a market value of a t l e a s t twenty per cent 

more than the amount of the loan or extension of c r e d i t or a t l e a s t 

t en per cent more than the amount thereof i f secured by S ta t e or muni-

c ipa l ob l iga t ions . Loans or extensions of c red i t secured by obl iga t ions 

of the United S t a t e s , Federal in termediate c r ed i t banks, Federal land 

banks or paper e l i g i b l e f o r rediscount by Federal r e se rve banks a re 

excepted from the requirement as to marginal c o l l a t e r a l (but the suggestions 

of the Federal Reserve Board tha t those secured by ob l iga t ions of the 

Reconstruct ion Finance Corporation be a l so excepted was not adopted). 

The provis ions of t h i s sec t ion do not apply to an a f f i l i a t e engaged 

so le ly i n holding the bank premises of the a f f i l i a t e d member bank or 

conducting a s a fe -depos i t business or the business of an a g r i c u l t u r a l 

c r ed i t corporat ion or l i v e s tock loan company, or to an a f f i l i a t e i n the 

c a p i t a l s tock of which a na t ional bank i s authorized to inves t under 

Section 25 of the Federa l Reserve Act, or an a f f i l i a t e organized under 

Section 25(a) of the Federal Reserve Act. 
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The old b i l l ( i n Section 9) contained, some of the provis ions 

of the new "bill on t h i s sub jec t , but the l im i t a t i ons prescr ibed 

were appl icab le only as t o a f f i l i a t e s engaged i n buying and s e l l i n g 

s tocks , bonds, r e a l e s t a t e or r e a l e s t a t e mortgages or organized to 

hold t i t l e to any such proper ty . The old b i l l did not include 

the twenty percent l i m i t i n the case of a l l a f f i l i a t e s , on the 

aggregate of loans , investments and advances, nor did i t include any 

of the above-mentioned exceptions to the l i m i t a t i o n s p re sc r ibed . 

The old b i l l required marginal c o l l a t e r a l of twenty per cent in a l l 

cases except where the secur i ty f o r the loan consis ted of paper 

e l i g i b l e f o r rediscount or obl iga t ions e l i g i b l e f o r investment by 

savings banks. 

SECTION 12. 

Real e s t a t e loans and investments in bank premises (pp. 33, 33) 

The old b i l l ( i n Section 14) contained a number of provis ions 

with r e fe rence to r e a l e s t a t e loans and investments of member banks. 

I t would have requi red a bank to r ev i se the va lua t ions on which 

such loans were based a t the time of each examination and a l s o , in 

e f f e c t , a t the time of each repor t of i t s condi t ion. The l i m i t a t i o n s 

on the amount of such loans would have been changed, and a l l un-

secured loans whose eventual s a f e ty depends upon the value of r e a l 

e s t a t e would have been c l a s s i f i e d as r e a l e s t a t e loans . Time deposi tors 

would have been given a p re fe r r ed claim on a l l r ea l e s t a t e loans and 

other a s s e t s acquired under t h i s sec t ion of the old b i l l . 
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The Federal Reserve Board recommended tha t these p rov is ions 

of the old M i l be omitted and that the re "be subs t i t u t ed t he r e fo r a 

p rov is ion tha t no na t iona l t ank , without the permission of the 

Comptroller of the Currency, and no S ta t e member "bank, without the 

permission of the Board, sha l l invest i n hank premises, or i n the stock 

or ob l iga t ions o f , or in loans to , any corporat ion owning or holding 

i t s hank premises a sum exceeding the amount of the c a p i t a l stock of 

such hank. 

The new b i l l omits the provis ions of the old b i l l i n accordance 

with the recommendation, of the Board, and adopts i n substance the 

provis ion suggested by the Board, although the language of the 

provis ion i s somewhat changed, and loans upon the s ecu r i t y of the s tock 

of any such corpora t ion holding bank premises a re included wi thin the 

investments to which the l im i t a t i on a p p l i e s . 

SECTION 13 . 

J u r i s d i c t i o n of Federal Courts over cases involving fo re ign banking 

t r a n s a c t i o n s , (pp. 33.34) 

This p rov is ion , wtyich was not contained in the old b i l l and which 

was not the subjec t of a recommendation by the Federal Reserve Board, 

confers upon the d i s t r i c t courts of the United S ta t e s j u r i s d i c t i o n over 

any case to which a corporat ion organized under the laws of the United 

Sta tes i s a pa r ty and which a r i s e s out of t r ansac t ions involving i n t e r -

na t iona l or f o r e i g n banking, e i t he r d i r e c t l y or through the agency, owner-

ship or cont ro l of branches or of loca l i n s t i t u t i o n s in fo re ign 

coun t r i e s . 
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I t i s understood tha t the ru l e i n the Federal cour ts with r e fe rence 

to the va lua t ion of f o r e i g n currency i n t r ansac t ions of t h i s kind i s 

more favorab le to banks than in the S ta t e cour t s , and i t i s apparent ly 

f o r t h i s reason tha t the b i l l contains the above p rov i s ion . 

SECTION 14. 

National banks granted a l l powers of S ta te banks, (p. 34) 

In the old b i l l (Section 15) na t iona l banks were granted power to 

engage i n a l l forms of banking business permit ted by the laws of the 

S ta te i n which they axe located to "banks of deposi t and discount" or -

ganized under such S t a t e laws, except to the extent t ha t the exerc i se 

of such powers i s forb idden by the laws of the United S t a t e s . 

The Board recommended tha t t h i s provis ion be omitted; but i t i s 

contained i n the new b i l l in s u b s t a n t i a l l y the same form i n which i t 

appeared i n the old b i l l . 

Dealings i n investment s e c u r i t i e s (pp. 34-36) 

The old b i l l ( i n sec t ion 15) contained a number of provis ions wi th 

r e fe rence to deal ings i n investment s e c u r i t i e s by na t iona l banks and 

the Board recommended tha t a l l these provis ions be omit ted. They a r e , 

however, repeated i n the new b i l l , with c e r t a i n changes and add i t i ons , 

and with the provis ion ( i n Section 4) tha t the same provis ions s h a l l 

be app l icab le to S ta t e member banks. The new b i l l provides i n e f f e c t 

t h a t : 

Dealings i n investment s e c u r i t i e s are l imi ted to the purchase and 

s a l e of such s e c u r i t i e s , without recourse , so le ly upon the order 
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and. f o r the account of customers, except tha t member "banks may purchase 

and hold f o r t h e i r own account investment s e c u r i t i e s under l i m i t a t i o n s 

and r e s t r i c t i o n s prescr ibed by regu la t ion of the Comptroller of the 

Currency. 

No member bank s h a l l underwrite any i s sue of s e c u r i t i e s . 

The t o t a l amount of any one i ssue of investment s e c u r i t i e s of any one 

obligor h e r e a f t e r purchased and held by a member bank f o r i t s own 

account s h a l l not exceed 10 per cent of the t o t a l amount of such 

i ssue outs tanding, but t h i s l i m i t a t i o n does not apply to any i s sue not 

i n excess of $100,000 and not in excess of 50 per cent of the c a p i t a l 

of the bank; and the t o t a l amount of investment s e c u r i t i e s of any one 

obligor h e r e a f t e r purchased and held sha l l not exceed 15$ of the 

c a p i t a l of the bank and 25 per cent of i t s surp lus . (The l a t t e r 

l i m i t a t i o n i n the old b i l l was s t a t ed i n ambiguous terms and might 

have been construed to apply to the aggregate amount of a l l i n v e s t -

ment s e c u r i t i e s held by the bank.) 

No member bank may purchase or hold the stock of any corpora t ion , except 

as otherwise permit ted by law, and except that a bank may invest 

not more than 15 per cent of i t s c a p i t a l and surplus i n the stock 

of s a f e deposi t companies. 

These l i m i t a t i o n s do not apply to ob l iga t ions of the United S t a t e s , 

to general ob l iga t ions of any Sta te or any subdivis ion t h e r e o f , or to 

ob l iga t ions issued under the au thor i ty of the Federal Farm Loan Act . 
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The d e f i n i t i o n of investment s e c u r i t i e s contained in ex i s t i ng 

law would apparent ly have t een s t r i cken out "by the old b i l l and 

the Comptroller of the Currency given unl imited powers to p r e s c r i b e 

h i s own d e f i n i t i o n , except tha t stocks could not be included. The 

new b i l l , however, in e f f e c t r e s t o r e s the d e f i n i t i o n contained in the 

ex i s t i ng lav/. 

SECT 10 IT 15 

(a) Capital requ i red f o r organizat ion of na t iona l banks, (pp. 35, 37) 

The old b i l l ( in sec t ion 16) contained an amendment to Section 

5138 of the "Revised S ta tu tes to provide tha t no na t iona l bank may be 

organized with a cap i t a l of l e s s than $50,000, except tha t a na t iona l 

bank may be formed, in the d i sc re t i on of the Comptroller of the Currency, 

f o r the purpose of succeeding to the business of an e x i s t i n g bank 

with a cap i t a l of not l e s s than $25,000. The old b i l l a lso el iminated 

the e x i s t i n g requirement t h a t the organizat ion of na t iona l banks with 

a c a p i t a l of l e s s than $100,000 sha l l be subject to the approval of the 

Secretary of the Treasury. 

The Board recommended the el iminat ion of the exception in the 

o ld b i l l which permi t ted the formation of na t iona l banks with a c a p i t a l 

of l e s s than $50,000 to take over the business of an e x i s t i n g bank. 

This recommendation was adopted and with t h i s change the p rov i s ions 

of the o ld b i l l on t h i s subject a re repeated in the new b i l l . 
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(b) Capital requirements of Sta te member banks, (p. 37) 

Section 15(b) of the new t i l l conta ins a p rovis ion , 

not appearing in the old b i l l and. not recommended "by the Federal 

Reserve Board, which amends Section 9 of the Federal "Reserve Act 

so as to e l iminate the provision of ex i s t i ng law under which a 

S ta te "bank i s permi t ted to become a member of the Federal Reserve 

System with a c a p i t a l equal to only 60$ of the amount requi red f o r 

the organiza t ion of a na t iona l bank in the p lace in which i t i s 

s i t ua t ed . The c a p i t a l requi red of Sta te member banks h e r e a f t e r 

admitted to the System, t he re fo re , would be required in a l l 

cases to be equal to t ha t requi red of na t iona l banks loca ted in 

p laces of l i k e s i z e . 

SECTION 16. 

Shares of stock of $100 each. 

The old b i l l ( in Section 17) would have amended sec t ion 5139 

of the Revised S ta tu t e s so as to provide t h a t the cap i t a l s tock of 

na t iona l banks should be divided into shares of $100 each, thus 

repea l ing the provis ion of the present law fo r shares of a l e s s e r 

amount. In accordance with the recommendation of the Federal Reserve 

Board, however, t h i s p rov is ion i s omitted in the new b i l l . 

Divorce of stock of na t iona l bank from stock of other corpora t ions , (p. 37) 

The new b i l l provides ( in Section 16) t ha t , a f t e r three years 

from the date of i t s passage, no c e r t i f i c a t e of stock of a na t iona l 

. 319 
X-7139 

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



X-7133 3 2 0 
- 21 -

bank sha l l represent the stock of any other corporat ion except a 

member bank, nor sha l l the ownership or t r a n s f e r of a stock ce r -

t i f i c a t e of a na t iona l bank be conditioned noon the ownership or 

t r a n s f e r of a c e r t i f i c a t e of stock of another corporat ion except a 

member bank. 

Subs t an t i a l l y the same provis ion was included in the old b i l l 

( in Section 17), except t ha t the p roh ib i t ion apparent ly was to take 

e f f e c t immediately and no exception was made as to the stock of another 

member bank. The Board recommended tha t t h i s provis ion be made 

e f f e c t i v e th ree years a f t e r enactment and, as s t a t ed , the new b i l l 

includes t h i s change. 

Similar p rovis ions regarding c e r t i f i c a t e s of stock of S t a t e 

member banks a re included in sec t ion 5(b) of the new b i l l . 

SUCTION 17. 

Shares of i t s own stock held by a na t iona l bank as t r u s t e e , (p. 38) 

The old b i l l ( in Section 19) provided that no shareholders 

of na t iona l banks who sha l l become such through nominal t r a n s f e r 

or ownership on behalf of another sha l l vote a t meetings of share-

holders of such banks. The Board recommended that shares of i t s 

own stock held by any na t iona l bank as t r u s t ee sha l l not be voted. 

The Board 's recommendation was adopted in the new b i l l , and the 

provis ion of the o ld b i l l was not r e t a ined . 
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Right of an a f f i l i a t e of a na t iona l bank to vote stock held by i t in 

such bank. (pp. 38-43) 

The old b i l l ( i n Sections 19 and 20) contained p rov i -

sions r equ i r ing an a f f i l i a t e of a na t iona l bank to obtain a vot ing 

permit from the Federal Reserve Board be fore vot ing any s tock held 

by i t in such na t iona l bank. Such a voting permit might be issued only 

upon compliance by the holding company a f f i l i a t e with a number of 

d e t a i l e d p rov i s ions . The Federal Reserve Board recommended a number 

of changes in these provis ions of the old b i l l , but the Board 's recomr-

mendations on t h i s subject have not been adopted in the new b i l l . 

The s a l i e n t f e a t u r e s of the Board's recommendations on t h i s 

subject were as fol lows; Shares owned or con t ro l led by an a f f i l i a t e 

sha l l not be voted un less such a f f i l i a t e has f i l e d an agreement with 

the Comptroller of the Currency to comply with the p rov is ions of t h i s 

sec t ion . Within one year from the date of any such agreement each 

nonmember S ta te bank owned or con t ro l l ed by such a f f i l i a t e sha l l apply 

f o r membership in the Federal Reserve System and i f not admitted such 

a f f i l i a t e sha l l d ives t i t s e l f of a l l i n t e r e s t in such bank. Each such 

a f f i l i a t e sha l l hold r e a d i l y marketable a s s e t s , other than bank s tocks , 

equal to 15 per cent of bank stocks held by i t and sha l l r e i n v e s t i t s 

net earnings above 6 per cent in such a s s e t s u n t i l they amount to 

25 per cent of bank shares held by i t ; with a proviso tha t c r e d i t 

s h a l l be given f o r con t r ibu t ions made during the preceding th ree 

years to banks owned or con t ro l l ed by the a f f i l i a t e . Fa i lu re to 

comply with the agreement i s ground fo r terminat ion thereof by 

the Comptroller. No na t iona l bank sha l l make any loan to , or on 
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the secur i ty of the s tock o f , or be the purchaser of the s tock o f , 

any a f f i l i a t e which owns or con t ro l s such bank, unless necessary to 

prevent loss upon a debt previous ly contracted in good f a i t h , and 

s tock so acquired s h a l l be disposed of wi th in two y e a r s . O f f i c e r s and 

employees of a f f i l i a t e s which have entered in to an agreement wi th the 

Comptroller of the Currency, are made sub jec t to c e r t a i n cr iminal p r o -

v i s ions , and a pena l ty i s provided f o r vot ing the s tock held by a f f i -

l i a t e s , un les s such an agreement i s in e f f e c t . 

The prov is ions of the new b i l l on t h i s sub jec t , which follow 

along the l i n e s of the old b i l l with c e r t a i n changes and add i t ions and 

which do not contain the provis ions as recommended by the Board, are in 

b r i e f form se t f o r t h in the fol lowing paragraphs. (As here inbefore 

explained under Section 5, the provis ions of the new b i l l on t h i s subject 

a re app l icab le a l s o to holding company a f f i l i a t e s of S ta te member banks.) 

Shares of a na t iona l bank control led by a holding company a f -

f i l i a t e , including those held by a t rus t ee f o r the benef i t of the share-

holders of such a f f i l i a t e , s h a l l not be voted unless such a f f i l i a t e s h a l l 

have obtained a vo t ing permit from the Federal Reserve Board; and in 

a c t i n g upon an app l i ca t i on f o r such permit , the Board s h a l l consider the 

f i n a n c i a l condi t ion of the app l i c an t , the general charac te r of i t s man-

agement and the probable e f f e c t of the grant ing of the permit upon the 

a f f a i r s of such bank. No permit sha l l be granted except upon the f o l -

lowing cond i t ions : 

(a) Each such holding company a f f i l i a t e s h a l l ag ree ; to submit 

to examinations, a t i t s own expense, d i sc los ing f u l l y the r e l a t i o n s h i p 
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between such a f f i l i a t e and such bank, tha t such examinations may be 

made of each bank owned or cont ro l led by the a f f i l i a t e , and t h a t 

pub l i ca t ion of s tatements of condit ion of such banks may be requi red . 

(b) A f t e r January 1, 1935, every such holding company a f -

f i l i a t e s h a l l possess unpledged read i ly marketable a s s e t s o ther than 

bank stock in an amount not l e s s than 12$ of the par value of a l l 

bank stocks con t ro l l ed by such a f f i l i a t e , which amount s h a l l be i n -

creased by not l e s s than 2$ annually up to 25$ thereof and by r e -

inves t ing in such r ead i ly marketable a s s e t s ne t earnings in excess of 

6$ annually u n t i l the 25$ requirement i s reached, (The l a s t of the 

requirements of t h i s paragraph was recommended by the Board*) 

(c) However, where the shareholders of the a f f i l i a t e 

are themselves l i a b l e under the double l i a b i l i t y provis ions on the 

bank stock held by the a f f i l i a t e , the l a t t e r s h a l l be requi red only 

to e s t a b l i s h , out of i t s ne t earnings in excess of 6$, a reserve of 

r e a d i l y marketable a s s e t s equal to 12$ of the pa r value of bank 

stocks con t ro l l ed by i t , and r e a d i l y marketable a s s e t s requi red 

of such a f f i l i a t e may be used f o r replacement of c a p i t a l in banks 

a f f i l i a t e d wi th i t ; but any de f ic iency so incurred s h a l l be made 

up within such per iod a s the Federal Reserve Board may p r e s c r i b e . 

(d) That o f f i c e r s , d i r e c t o r s , agents and employees of such 

a holding company a f f i l i a t e s h a l l be subject to the same p e n a l t i e s f o r 

f a l s e e n t r i e s as o f f i c e r s and employees of member banks a re sub jec t 

to under Sect ion 5209 of the Revised S t a t u t e s . 
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(e) That every such holding company a f f i l i a t e s h a l l show that i t 

does not have any i n t e r e s t in and i s not p a r t i c i p a t i n g in the management 

of any s e c u r i t i e s company; t h a t , i f i t has such an i n t e r e s t or p a r t i c i -

pa t i on i t w i l l , wi th in three yea r s , d ives t i t s e l f the reof ; and tha t i t 

w i l l declare dividends only out of ac tua l net ea rn ings . 

If any holding company a f f i l i a t e v i o l a t e s any of the provis ions 

of t h i s a c t , the Federal Reserve Board may revoke i t s vo t ing permit 

a f t e r no t i ce , and t h e r e a f t e r no na t iona l bank whose s tock i s cont ro l led 

by such a f f i l i a t e s h a l l receive Government depos i t s or pay any dividend 

to such a f f i l i a t e . 

Where such a vot ing permit of an a f f i l i a t e has been revoked, the 

f ranch i se of any na t iona l bank cont ro l led by such an a f f i l i a t e s h a l l be 

subjec t to f o r f e i t u r e . 

SECTION 18. 

Rela t ionships between Member Banks and S e c u r i t i e s Dealers or Corpora-

t ions making c o l l a t e r a l loans , (-pp. 43. 44.) 

The old b i l l ( i n sec t ion 18) provided t h a t , a f t e r January 1, 

1933, no d i r e c t o r , o f f i c e r or employee of a member bank should be an 

o f f i c e r or employee of a corporat ion or a s soc ia t ion engaged p r imar i ly in 

^ the s e c u r i t i e s business and no such o f f i c e r , d i r e c t o r or employee of 

a member bank should be a d i r e c t o r , o f f i c e r or employee of a corporat ion 

making loans secured by c o l l a t e r a l to any one except i t s own s u b s i d i a r i e s . 

The old b i l l a lso provided tha t no member bank should have correspondent 

r e l a t i o n s h i p s wi th a s soc i a t i ons or corporat ions of the kind mentioned. 
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The Board recommendedthat these provis ions "be omitted and sug-

gested s u b s t i t u t e p rov i s ions . 

The new b i l l provides , in s u b s t a n t i a l ' accordance with the s u b s t i -

t u t e provis ions recommended by the Board, t h a t , a f t e r th ree yea rs , no member 

bank s h a l l be a f f i l i a t e d with a s e c u r i t i e s corporat ion in the manner 

described in Section 2(b) of the b i l l (where the word " a f f i l i a t e " i s def ined 

so a s not to include holding company a f f i l i a t e s ) . Violat ions of t h i s p rov i -

sion subjec ts the member bank to a penal ty of $1,000 a day, in the d i s c r e t i on 

of the Federal Reserve Board, and, i f the v i o l a t i o n s continue f o r s ix months 

a f t e r warning from the Board, the bank 's f r anch i s e may be f o r f e i t e d , i f a 

na t iona l bank, or i t s membership in the Federal Reserve System may be 

f o r f e i t e d , i f a Sta te bank. 

SECTION 19. 

Branches of Nat ional banks, (tro. 44 .45) . 

The old b i l l ( in Section 21) provided f o r State-wide branches of 

na t i ona l banks in S ta tes where the State law permits S ta te banks to have 

branches, with a proviso t h a t , i f the usual business of the "bank extends 

in to an ad jacen t S t a t e , the Federal Reserve Board may permit the e s t a b l i s h -

ment of a branch by the bank in such State not more than f i f t y miles from 

i t s head o f f i c e . In order to have branches outs ide of the c i t y of i t s 

head o f f i c e , a c a p i t a l of $500,000 was r equ i red . Furthermore, the aggre-

gate c a p i t a l of a bank and i t s branches was required to equal the cap i t a l 

required f o r an equal number of na t iona l banks s i t u a t e d where the bank and 

i t s branches a re r e spec t ive ly loca ted . 
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The Federal Reserve Board suggested t h a t , i f these provis ions 

were to he r e t a i n e d , a change be made which would e l iminate the l i m i t -

a t ions of the present law on the number of branches which may be es tab-

l i shed i n c i t i e s of l e s s than 100,000 i nhab i t an t s , and the l i m i t a t i o n 

providing tha t no branch may be es tab l i shed in a c i t y of l e s s than 

25,000 i n h a b i t a n t s . This recommendation of the Board was adopted i n 

the new b i l l . 

The provis ions of the new b i l l on t h i s subject a re substan-

t i a l l y the sane as those contained in the old b i l l , wi th the change 

recommended by the Board; except that the establishment of State-wide 

branches i s not l imi ted to those S ta tes i n which the S t a t e law permits 

S ta te "banks to have branches. 

(The provis ions of the new b i l l with r e fe rence to branches of 

S ta te member banks a re contained i n Section 5 ( a ) . ) 

S3CTI0N 20. 

Consolidations of na t iona l banks with other banks in the same S t a t e . ( p . 45) 

The provis ions of the Act providing fo r the consol idat ion, of two 

or more na t iona l banks or fo r the consol idat ion of S ta t e banks with na t ion-

a l banks would be amended by the new b i l l so as to permit such consol ida-

t ions to take p lace between banks located anywhere i n the same S t a t e . This 

sec t ion was contained i n the same form in the old b i l l ( i n Section 22). Ho 

suggest ion was made by the Board on t h i s p o i n t . 
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SECTION 21. 

Rate of i n t e r e s t on loans , (pp. 45,46) 

The new b i l l would amend Section 5197 of the Revised S ta tu t e s so 

that na t iona l banks could charge on loans and d i scounts , (1) the r a t e 

of i n t e r e s t allowed by the S ta te law (or 7$ where the S ta te law f i x e s 

no l i m i t ) , or (2) a r a t e 1$ i n excess of the Federal rese rve bank 

discount r a t e , which ever may be the g r e a t e r . 

The provis ion of the new b i l l on t h i s subject i s the same as t ha t 

contained i n the old b i l l (Section 23) with a minor change suggested 

by the Board. 

SECTION 22. 

Limitat ions on loans t o a f f i l i a t e d corporat ions , (pp.46,47) 

The new b i l l provides an amendment to the f i r s t paragraph of Section 

5200 of the Revised S t a t u t e s , ^hich provides tha t in computing the amount 

which a corporat ion can borrow from a nat ional bank, the corporat ion and 

a l l of i t s s u b s i d i a r i e s i n which such corporat ion owns or cont ro ls a 

ma jo r i ty i n t e r e s t would be t r ea t ed as a s ing le borrower. 

This p rov is ion has been adopted from the old b i l l (Sect ion 25(a)) 

with a c l a r i f y i n g amendment suggested by the Board. 

In accordance wi th the Board's recommendations, the fol lowing pro-

v i s i o n s of sec t ion 25 of the old b i l l are omitted from the new b i l l : 

(1) That the amount which any na t iona l bank might lend to any broker 

or member of any s tock exchange or s imi la r corporat ion or any f inance 

company, s e c u r i t i e s company, investment t r u s t or other s imi la r organizat ion 

would be l imi ted to 10$ of the cap i t a l and surplus of such na t iona l bank. 

(2) t ha t no na t iona l bank would be permit ted to lend to "an a f f i l i a t e " 

an amount exceeding 10$ of the c a p i t a l and surplus of such Digitized for FRASER 
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na t iona l bank or exceeding the capital , s tock of such, a f f i l i a t e , whichever 

may be the smal ler . 

(3) tha t the aggregate amount which a l l a f f i l i a t e s of a na t iona l "bank 

could borrow from such na t ional bank ( including repurchase agreements) 

would be l imi ted to 10$ of the nat ional bank's c a p i t a l and surplus except 

t ha t loans secured by Government bonds or by bonds issued by the S ta te i n 

which such bank i s s i t u a t e d or by any p o l i t i c a l subdivis ion of such 

Sta te would be excluded a l toge ther from the l i m i t a t i o n s of Section 5200 

of the Revised S t a t u t e s , i f ac tua l ly "owned by the borrower. 

(4) tha t no na t iona l bank might e s t a b l i s h or c a p i t a l i z e an a f f i l i a t e 

through cash or s tock dividend dec la ra t ions made from i t s surplus 

or from undivided p r o f i t s ; and "within th ree years a f t e r t h i s sec t ion 

as amended takes e f f e c t " , every a f f i l i a t e should be c a p i t a l i z e d through 

the s a l e of i t s own s tock which should be paid f o r i n cash i n the same 

manner as requi red in the case of a na t iona l bank. 

(5) tha t f o r a per iod of three years , no a f f i l i a t e of a na t iona l 

bank might hold , or lend upon, more than 10$ of the shares of 

the c a p i t a l s tock of the parent i n s t i t u t i o n . 
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SECTIOIT 33. 

Reports of a f f i l i a t e s of na t iona l "banks (pp. 47, 48) . 

The old "bill ( in Sect ion 27) required, each a f f i l i a t e of a na t ion-

a l "bank to make th ree complete repor t s of condit ion annually through 

the pres iden t of tlie bank to the Comptroller of the Currency, and a l so 

to make such spec ia l r epo r t s as the Comptroller n ight r e q u i r e . The 

Board's recommendation was tha t such repor t s "be required only when deemed 

necessary. 

The new "bill provides tha t every na t iona l "bank s h a l l obtain f ron 

each of i t s a f f i l i a t e s , other than member banks, and f u r n i s h t o the 

Comptroller of the Currency not l e s s than th ree r epo r t s of condi t ion 

each year and such add i t iona l r epor t s as t he Comptroller may deem neces-

sary. The provis ion requ i r ing such repor t s i s s t i l l mandatory; but they 

a re required to contain only such information as in the judgment of the 

Comptroller sha l l be necessary to d i sc lose f u l l y the r e l a t i o n s between 

such a f f i l i a t e and such bank and to enable the Comptroller to inform 

himself as to the e f f e c t of such r e l a t i o n s upon the a f f a i r s of such bank. 

The bank i s subject to a penal ty f o r f a i l u r e to render such r e p o r t s . 

Provis ions of the old b i l l r equ i r ing an a f f i l i a t e under c e r t a i n 

s t a t e d condit ions to pub l i sh i t s e n t i r e p o r t f o l i o are omitted from 

the new b i l l . 

(Subs tan t i a l ly the same provis ions a re contained i n Sect ion 

5(b) of the new b i l l wi th re fe rence to repor t s of a f f i l i a t e s of S ta te 

member banks) . 
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SECTION 2 4 , 

Examinations of a f f i l i a t e s of na t iona l "banks. (pp. 48-50) 

The new b i l l r e q u i r e s such examinations of a f f i l i a t e s (o ther 

than netiber banks) of a na t iona l bank as s h a l l be necessary to d i s c l o s e 

f u l l y the r e l a t i o n s between such bank and such a f f i l i a t e s and the e f f e c t 

of such r e l a t i o n s upon the a f f a i r s of such bank, and au thor izes the 

f o r f e i t u r e of the f r a n c h i s e of the bank i n the event of r e f u s a l of the 

a f f i l i a t e to give information, or to permit such examination. 

Pub l i ca t i on of the examination repor t of a na t i ona l bank or of an a f -

f i l i a t e i s au thor ized i f the bank or a f f i l i a t e f a i l s to comply wi th 

recommendations of the Comptroller of the Currency based on such examin-

a t i o n s . 

The old b i l l contained a p rov is ion ( in Sect ion 28) r e q u i r i n g 

examinations of a f f i l i a t e s of na t iona l banks and member banks. The Feder-

a l Reserve Board recommended tha t t h i s s ec t ion provide f o r examination o f 

a f f i l i a t e s of n a t i o n a l banks only (as examinations of a f f i l i a t e s of S ta t e 

member banks a re provided f o r elsewhere i n the b i l l ) and t ha t such ex-

aminations be au thor ized to be made only when deemed necessary . 

In accordance wi th c e r t a i n other suggest ions of the Federa l Re-

serve Board on t h i s s u b j e c t , t he new b i l l has added c e r t a i n p rov i s ions 

to au tho r i ze examiners making an examination of an a f f i l i a t e of a n a t i o n -

a l bank t o adminis ter oaths and to examine o f f i c e r s and employees under 

oath; to provide t ha t the expenses of such examination may be assessed 

aga ins t the a f f i l i a t e and, i f not pa id by the a f f i l i a t e , then aga ins t 
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the bank; and to provide a penal ty of $100 per day to be paid "by the 

bank f o r r e f u s a l of the a f f i l i a t e to give information required or to 

permit such an examination. 

While examinations of a f f i l i a t e s of na t i ona l banks in the old 

b i l l were l imi t ed to a per iod of three years a f t e r i t s passage, the new 

b i l l , in accordance with the Board 's stiggestion on t h i s p o i n t , contains 

no l im i t of t h i s k ind. 

(Provis ions of a somewhat s imi la r charac ter with re ference to 

examinations of a f f i l i a t e s of Sta te member banks a re contained in Sec-

t i on 5(b) of the new b i l l . ) 

SECTION 35. 

Removal of bank d i r e c t o r s or o f f i c e r s from o f f i ce . (pp .50 -52 ) 

On t h i s sub jec t , the new b i l l fol lows s u b s t a n t i a l l y the recom-

mendation of the Board and provides a procedure f o r the removal of a 

d i r e c t o r or o f f i c e r of a member bank who has continued to v i o l a t e the 

law or has continued unsafe or unsound p r a c t i c e s in conducting the 

business of the bank with which he i s connected, a f t e r being warned by 

the Comptroller of the Currency (as to a na t iona l bank) or the Federal 

Reserve Agent of h i s d i s t r i c t (as to a Sta te member bank) to d i s -

continue such v i o l a t i o n s or such p r a c t i c e s . A f t e r a hear ing by the 

Federal Reserve Board e s t ab l i sh ing such f a c t s , the Board may order 

the removal of such d i r e c t o r or o f f i c e r and a copy of such order s h a l l 

be served upon him and upon the bank with which he i s connected. Such 

order and f i n d i n g s of f a c t may not be made pub l i c or d i sc losed except 
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to such d i r e c t o r or o f f i c e r and the d i r e c t o r s of h i s bank, "o the r -

wise than in connection wi th proceedings f o r a v i o l a t i o n of t h i s 

s e c t i o n . " P a r t i c i p a t i o n "by such o f f i c e r or d i r e c t o r in the manage-

ment of such bank a f t e r having been removed i s punishable by f i n e or 

imprisonment. 

The old b i l l p laced the power of removal in a committee 

cons i s t i ng of the Governor of the Federal Reserve Board, the Comptroller 

of the Currency and the Federal Reserve Agent, in s t ead of in the Fed-

e r a l Reserve Board a s provided in the new b i l l . The old b i l l did not 

conta in the p rov i s ion p r o h i b i t i n g the making pub l i c or d i s c l o s i n g the 

order of removal or f i n d i n g s of f a c t . 

SECTION 2 6 . 

Saving clause and r e se rva t ion of r i g h t to amend, (n . 52) . 

Sect ion 26 contains the usual p rov i s ions (which were a l s o 

in the old b i l l ) r e se rv ing the r i g h t to a l t e r , amend or r epea l the 

ac t and l i m i t i n g dec is ions holding p a r t s of the a c t to be i n v a l i d , 

to the s p e c i f i c sec t ions dea l t w i th in such d e c i s i o n s . 

A 
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In add i t i on to a number of o ther p rov i s ions of the o ld b i l l 

which have "been omit ted from the new b i l l but which have been t r e a t e d 

above in connection with c e r t a i n r e l a t e d top ic s contained in the cor-

responding sec t ions of the new b i l l , (such as the p rov i s ions regard ing 

r e se rves and regard ing r e a l e s t a t e loans and investments of member 

banks) , the re have a l so been omitted from the new b i l l the fo l lowing 

p r o v i s i o n s , each of which c o n s t i t u t e d an e n t i r e separa te sec t ion of 

the o ld b i l l . 

Limita t ion.upon amount of loans on c o l l a t e r a l s e c u r i t y by member banks. 

Sect ion 8 of the o ld b i l l au thor ized the Federal Reserve Board 

to f i x the percentage of the c a p i t a l and su rp lus of a member bank which 

might be r ep resen ted by loans on c o l l a t e r a l s e c u r i t y . The purpose of 

t h i s sec t ion apparen t ly was to prevent the undue use of bank loans f o r 

specula t ion in s e c u r i t i e s , which i s f u l l y covered in Sect ion 3. In 

accordance with the recommendation of the Board, t h e r e f o r e , t he p r o v i -

s ions of Section 8 of the o ld b i l l have been omit ted from the new b i l l . 

I n t e r e s t on depos i t s . 

Section 24 of the old b i l l would have l i m i t e d the r a t e of 

i n t e r e s t which na t i ona l and S t a t e member banks would be pe rmi t t ed to 

pay on depos i t s as fo l lows: (1) i n t e r e s t on balances due to banks would 

have been l i m i t e d to 2 1/2$ or " the cur ren t r a t e of discount of the 

Federal r e se rve bank", whichever i s the smal le r ; (2) on a l l o ther 

deposi t ba lances , the r a t e would have been l im i t ed to one-half the 

r a t e of i n t e r e s t which n a t i o n a l banks a r e permi t ted to charge on loans . 
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In accordance with a recommendation of the Federal Reserve 

Board t h i s sec t ion i s omitted from the new t i l l . 

L imi ta t ions on c o l l a t e r a l loans to s ing le borrowers. 

Section 26 of the old t i l l provided tha t no member bank 

sha l l lend to any individual or corporat ion "upon c o l l a t e r a l secur i ty" 

an amount exceeding 10$ of i t s own cap i t a l and surplus , or an amount 

exceeding the percentage f i x e d by the Federal Reserve Board, which-

ever i s the smaller . 

In accordance with the recommendation of the Federal Re-

serve Board t h i s sec t ion i s omitted from the new b i l l (as was a lso 

Section 8 of the old b i l l which a l so provided f o r l i m i t i n g c o l l a t e r a l 

l oans . ) 
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