MEMORANDURM

September 13, 1977

TO: Dick Powe, Director

Division of Corporation Finance Fi;hHJVV#’
FROM: Office of Public Affairs @ﬁ
RE: Preparation of testimony for September 26-27

Chairman Preoxmire of the Senate Cémmittee on Banking,
Housing and Urban Affairs has invited the ﬁﬂmmissicn to testify
.at hearings "on the type of banking practices described in
&he report of the Comptroller of Fhe Currency on the financial
I'Il;affairs of Mr. Bert Lance." The hearings are being held
E”in order to help the Committee decide whether additional
statutory or regulatory safeguards are nmeeded." Commissicner
Evans will represent the Commission and will testify on

L~ -__hq'““—-—-—h

Septembgfﬁﬁfﬂ

Please prepare a draft of the proposad testimony for

Mr. Evans to review cn or hefore Mondzy, Sgptember 19,

Attached zre Senator Proxmire's invitation to testify
and two documents he enclosed with it, "Guidelinesz for Witnesszes"
and a more detailed cutline of the issues to be addressed al
the hearings. I have also spoken with Lindy Marinaceio of

the Committee's staff, who supplemented the outline, which



2.
weams primarily directed toward the bank regulatory agencies.
Lindy suggested the following additicnal issues, which he
felt were particularly appropriate for the Commission to
address:

{l) What degree of disclosure of ingsider bank ioans
i=s appropriaté? All such loans? If not, which loanzs?

{2) To what extent is the Commission's jurisdiction
over banks and their lending practices limited? What authority
do we have?

(3) What, if anything, have wa learnsd thus far from
our disclosure program relatiﬁg to bank lending practices?

{4) What, if anything, ¢an we say about any iovestigative
role the Commission may now be taking on with respeﬁt ta such
practices? Are we taking any action with respect to Mr. Lance's
banks?

~=--{B) Would we propose any legisliation in this area? and

{6) To what extent does life in bank beardrooms and

executive offices differ from life in the general corporate

world? Are bapnks particularly susceptible to insidexr favorifism?
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September 1, 1977
CHAIRMAN'S OFFICE

RECEIVED
The Hon. Harold M. Williams sep 77
Chairman ' _
Securities and Exchange Commission ~ 8RC. & EROH. COMMa

500 North Capitel Street
Washingteon, D. €. 20549

Dear Mr. Chairman:

You are invited to participate in hearings on
bank regulation to be held by the Senate Committee
on Banking, Housing and Urban Affairs on September
26, 27 and 28. The purpose of the hearings is to
gather information on the type of banking practices
described in the report of the Comptroller of the
Currency on the financial affairs of Mr. Bert Lance
in order to help the Committee decide whether addi-
tional statutary Or regulatory safeguards are
needed,

In particular, the Committee i5 seeking testi-

mony on the subjects listed on the attached outline.

- The Committee would be interested in your general
observations on any or all of the foregeing subjects
together with any related statistical information
you may have concerning the magnitude and frequency
of the banking practices described in this letter.
Any questions concerning this hearing should be
addressed to Mr. Kenneth Mclean of the Committee
staff on 224-7391. We will be in touch with you in
the near future to discuss your testimony and the
date of your appearance, Also enclosed is a copy
of our Committee guidelines for prospective
witnesses.

Your cooperation with the Committee in conduct-
ing these hearings will be most appreciated.

Chairmzn



StﬁATE COMMITTEL ON DBANKING, HOUSING AND URBAX AFTFAIUS

OUTLINE 0F SUBJECYTS TO BLE CONSIDURED DURING HEARING
ON LANK REGHLATION, SEPTEMBER 26, 27, 28, 1977

1. Bank staock loans

AL

How commnon is it for banlis te finance the purchase

of bank stock?

To what extent are there abuscs involved in bank

stock Joans such as the extension of credit
on preferential terms and conditinns,:the meintenance
of insufficient collaterzl, the linkage of bank stock

loans to correspondent balances with or other services

“from the lending bank, undcsirable ownership, transfers,

etc.

How effcctive have e¢xXisting laws.and regulations bcan_
in preventing thesc abuses? -

How many hank stock loan cases have hecn referred.to
the Justice Department for criminal prosccutien

during the last seven yeatrs?

‘What accounts for the infrequent criminal prosecuzion

of ‘bank stock loan cases referred to the Justice
Depariment by the bank regulatﬁry agenciés? |

What additional safeguards are needed to preveﬁt:
further abuses in thils area?

What are the advantages and disadvantagcﬁ of the
following meaﬁuras for dealing wlth;the haﬂk stock loanm

issuc?



s
Roquirze o movre extensive disclosure of the

detalls of bank stock -Ivans-to the dircciors of the
1
~ bank involved, te the regulntory agencices, and to theo
puhlic.
2. Prohibit bank steck louns to efflcers or dircctors
uf-cdrrcspnndentrbanks.
_\_‘_,_,.,—-—"’ _ . ) .
\3. Prohibit bank stock loazas at preferential rates
, )
" compared to cther comparable loans.

4. Require banks te pay interest on correspandent

balances and to levy explicit charges for correspendent

services. _ @ﬁ

B

5; Subjcct all bank steck loans tc the margin requivemen :

Il

‘o qet by thc Federal Resevrve Buqrd

T e

3

6.. Permlt depositors or minority shareholders to recovery
treble damages whenever an officer or director of ths
bank receives a below market interest rate bank stock

i1can.

II. Loans to Favored Customers
A. To what extent do banks provide prelerential access
to credit to certain categories of cu5tomersH5uch
as:
1. O0Officers, directors or major sharcholders in
~other banks,;

x

Officers, directors or mz2)or snatvoholaers 1n banks

ot
]

maintaining 2 correspond:nt balunce with the
fﬂ‘
lending bank;



3. fficers, dirvectors or major sharcholders in
companiecs that do a significant busine55 with
the lending bank, cither as a depnéitur,

a horvower or both;

4. Hﬁc}ugivés cf the officers, divectars
or major sharecholders in tﬁe lending-hﬁnk;

5. Persons vho refer other éustppers to the lending'_
bank;

6. Other occubational groups including public
officials, journalists, sccﬁritiea.aﬁﬁlysts,
attorneys, etc. | -

B. To what extent are prefercrntial loans detected and

criticized during the repular bank Examinatinn-ﬁrntess?
C. Do the bank regulatory agcncies.ha?e adequate guthurity-
to prohibit preferential loans even In those cases
where it cannot'be.demnnstratcd that the preferential
loan adversely affects the safefy.or suundnésﬁ cf the
bdnk? |
D. Are additional regulatory or statutory measures needed

to curb preferential loans?

III. Overdrafts
A.  FHow comniion is the'praﬂticc 0f free overdralts wlheveby
certain bank customers are permitted to overdraw their
checliing ateount without paying an iﬁterest or servicc

wnarge?



IV.

B.

- -

¥hat kinds of policies <o banks fellew in announcing
the availability of frec overdraufts and in déclding
vhich cnstarmers shall be eligible?

To what exteat do certain types of customers have
préférentlnl access to frec overdraft; such as
aoffjcers, dircctors, sharehnldcrs,_ur cmployees ﬁf the 

bank involved or of a correspondent bank?

" What regulatory procedures are in place to prevent

unfair discrimination in the exteusioﬁ of ovcrdraft
croedit? |
What additional neasurcs are needed to ensure that
‘banks do not unfairly discriminate between customeTs

in the extension of overdraft credit?

Failure te Comply with Banking Laws or Regulations

A.

¥hat is the degree of compliance with various provisions
of the banking laws and regulations iwposcd on

bank nfficeré and directors forv which there are no
Eriminal penalties for non-conpliance? These provisions
include limitaticens on loans to executive officers.
‘jlg_yﬁgrgjggllll; vequirements for bank éxccuti%e.
officers to file repeorts with their boards of directors

on their loans from other banks (1Z USC 37Sa {6)}; and

requircrents for the principal cfficers and directors
ofF national banks to file reports with thelr banks

v thelir ouiside business interests (12 CER 23.33.
. o ———— s e

1



==

B. To what extent would conmpltiance be 5trengthéned

if violators were subject to administratively

imposed civil penalties as contalned in 5. 71 or

/7 to criminal penpalties?

' C. - To what extent should the reparts required under

12 USC 375a be made available to depnsitars'anﬂ the

general public?
i o

LN = '-"'-"'_‘
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2]

3)

4)

5)

GUIDELINES FOR WITNESSES

Unless otherwise indicated, these guidelines apply
to all hearings of the Senate Committee on Banking,
Housing and Urban Affairs and its subcommittees.

Unless otherwise indicated, all hearings will begin
at 10 A.M. in Room 5302, Dirksen (Qffice Building.

Witnesses are required, by Committee Tules, to file
100 copies of their written statements 48 hours

prior to their appearance eXcept that Sundays and
holidays are not to be counted in determining the
48-hour period. Statements should bhe delivered to
Room 5300, Dirksen Qffice Building, Washington, D. C.
20510. Strict adherence to this rule is essential

so that Committee members can read witness state-
ments in advance of a hearing and c¢an develop queﬁlon;
which will lead tc a thoreough discussion of the

issues involved. Witness statements will not be
released to the news media before the witness appears.

Oral presentations of a witness must be limited to

a brief summary of the witness’ written statement.
In no case shall an oral presentation exceed 15
minutes, Strict observance of this rule will enable
Committee members to spend more time in discussing

a witness' testimony with the witness. A witness'
complete written testimony will be published in the
hearing record.

Witnesses should check in Room 5308 prior to the
start of the hearing. -



