
MEMORANDUM 

TO: 

FROM: 

RE: 

• 

September 13, 1977 

DickRowe, Director _ _  
Division of Corporation Finance 

Office of Public Affairs ~ 

Preparation of testimony for September 26-27 

Chairman Proxmire of the Senate Committee on Banking, 

Housing and Urban Affairs has invited the Commission to testify 

at hearings "on the type of banking practices described in 

the report of the Comptroller of the Currency on the financial 

affairs of Mr. Bert Lance." The hearings are being held 

'in order to help the Committee decide whether additionai 

statutory or regulatory safeguards are needed." Commissioner 

Evans .will represent the Commission and will testify on 

September _~ 

Please prepare....a draft of the proposed testimony for 

Mr. Evans to review on or before Monday, September 19. 

Attached are Senator Proxmire's invitation to testify 

and two documents he enclosed with it, "Guidelines for Witnesses" 

and a more detailed outline of the issues to be addressed at 

the hearings. I have also spoken with Lindy Marinaccio of 

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



• 

seems primarily directed toward the bank regulatory agencies. 

Lindy suggested the following additional issues, which he 

felt were particularly appropriate for the Commission to 

address : 

(1) What degree of disclosure of insider bank loans 

is appropriate? All such loans? If not, which loans? 

(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 we learned thus far from 

our disclosure program relating to bank lending practices? 

(4) What, if anything, can we say about any investigative 

role the Commission may now be taking on with respect to such 

practices? Are we taking any action with respect to Mr. Lance's 

banks? 

.... (8) Would we propose any legislation in this area? and 

(6) To what extent does life in bank boardrooms and 

executive offices differ from life in the general corporate 

world? Are banks particularly susceptible to insider favoritism? 
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September I, 1977 

CHAIRMAN'S OFFICE 
RECEIVED 

The Hone Harold M. Williams 
Chairman 
Securitiesand Exchange Commission 
500 NorthCapitol Street 
Washington, D. C. 20549 

SEP 7 1977 

sEc.  Exc .E.TZCo ,, 

D e a r  Mr.  C h a i r m a n :  

You a r e  i n v i t e d ,  t o  p a r t i c i p a t e  i n  h e a r i n g s  on 
b a n k  r e g u l a t i o n  t o  be  h e l d  by  t h e  S e n a t e  C o m m i t t e e  
on B a n k i n g ,  H o u s i n g  and  U r b a n  A f f a i r s  on S e p t e m b e r  
2 5 ,  27 and  28° The p u r p o s e  o f  t h e  h e a r i n g s  i s  t o  
g a t h e r  i n f o r m a t i o n  on t h e  t y p e  o f  b a n k i n g  p r a c t i c e s  
d e s c r i b e d  i n  t h e  r e p o r t  o f  t h e  C o m p t r o l l e r  o f  t h e  
C u r r e n c y o n  t h e  f i n a n c i a l  a f f a i r s  o f  Mr. B e r t  L a n c e  
i n  o r d e r  t o  h e l p  t h e  C o m m i t t e e  d e c i d e  w h e t h e r  a d d i -  
t i o n a l  s t a t u t o r y  o r  r e g u l a t o r y  s a f e g u a r d s  a r e  
n e e d e d .  

In  p a r t i c u l a r ,  t h e  c o m m i t t e e  i s  s e e k i n g  t e s t i -  
mony on t h e s u b j e c t s  l i s t e d  on t h e  a t t a c h e d  o u t l i n e .  
The  C o m m i t t e e  w o u l d  be  i n t e r e s t e d  i n  y o u r  g e n e r a l  
o b s e r v a t i o n s  on a n y  o r  a l l  o f  t h e  f o r e g o i n g  s u b j e c t s  
t o g e t h e r  w i t h  a n y  r e l a t e d  s t a t i s t i c a l  i n f o r m a t i o n  
y o u  may h a v e  c o n c e r n i n g  t h e  m a g n i t u d e  a n d  f r e q u e n c y  
o f  t h e  b a n k i n g  p r a c t i c e s  d e s c r i b e d  i n  t h i s  l e t t e r °  
Any  q u e s t i o n s  c o n c e r n i n g  t h i s  h e a r i n g  s h o u l d  be  
a d d r e s s e d  t o  Mr. K e n n e t h  McLean o f  t h e  C o m m i t t e e  
s t a f f  on 2 2 4 - 7 3 9 1 .  We w i l l  be  i n  t o u c h  w i t h  y o u  i n  
t h e  n e a r  f u t u r e  t o  d i s c u s s  y o u r  t e s t i m o n y  a n d  t h e  
d a t e  o f  y o u r  a p p e a r a n c e .  •Also  e n c l o s e d  i s  a c o p y  
o f  o u r  C o m m i t t e e  g u i d e l i n e s  f o r  p r o s p e c t i v e  
witnesses. ... , ' . -  

Y o u r  cooperation with the Committee in conduct- 
ing these hearings will be most appreciated. 

"no 



• x T "" x t  , . SENATE CO~:D. IITTE[- ON BA:,KI:~G, tIOUSING AND UL~BAN AFFAIRS 

OUTLINE OF SUBJECTS TO BE CONSIDEPED DURING HEARINGS 
ON BANK REGI.ILATION, SEPTEMBER 26 ,  27 ,  28 ,  1977 

I . .  B a n k  s t o c k  l o a n s  
, - .  • 

~ - A .  } tow common i s  i t  f o r  b a n k s  t o  f i n a n c e  t h e  p u r c h a s e  
. " . '  , .  . . .  

- ,  , . 

• of b a n k  s t o c k ?  

~ B . 
? 

C 

2'0 ~ h a t  e x t e n t  a r e  t h e r e  a b u s e s  i n v o l v e d  in b a n k  

s t o c k  l o a n s  s u c h  a s  t h e  e x t e n s i o n  o f  c r e d i t  ...... " 
- , , . . -  

' : . . .  - . , , _ 

on preferential terms a n d  conditions, the maintenance. 
. . . .,. , 

Of insufficient collateral, the linkage of bank stock 

loans to correspondent balances with or other services 

from the lending bank, undesirable ownership, tra~.sfers, 

etc. 

How effective have existing laws and regulations been 

in preventing these abuses? . - :.. • , 

D. How many bank stock loan cases have been referred to 

the Justice Department for criminal prosecution 

during the last seven years? 

E. I~rhat accounts for the infrequent criminal prosecutio~ 
. , [-' , " . . .  " . .. m 9 

of:-bank stock loan cases referred tothe Jus£ice 

" Department by the bank regulatorY, agencies? 
. • . . .- 

F . .  I g h a t  a d d i t i o n a l  s a f e g u a r d s  a r e  n e e d e d  t o  p r e v e n t  

f u r  t l i e r  a b u s e s  i n  t h i s  a r e a ?  , " . . " : .  

G .  l~'hat a r e  t h e  a d v a n t a g e s  a n d  d i s a d v a n t a g e s  o f  t h e  

f o l l o w i n g  m e a s u r e s  f o r  d e a l i n g  w i t h  t h e  b a n k  s t o c k  l o a n  
. . , . . - . . .  

issue? 
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S 

o 

R e q u i r e  a more extensive d i s c l o s u r e  o£ t he  

details o£ bank stock,loans--to the" directors of t h e  

b a n k  i n v O l v e d ,  to  the  r e g u l a t o r y  a g e n c i e s ,  and to  t h e  

public. 

Prohibit bank stock loans to of.~icers or directors 

of, c0rresponden.trbanks, 
. j .  " . . 

1 3 .  P r o h i b i t  bank s t o c k  l o a n s  a t  p r e f e r m } t i a l  

~ m p a r e d  t o  o t h e r  c o m p a r a b l e  l o a n s .  : : : - ' .  

rates: 

4. Require banks to pay interest on correspmident 

balances and to levy explicit charges for correspondent 

. -  services. . . .  

S° S u b j e c t  a l l  bank s t o c k  l o a n s  to  t h e  m a r g i n  

s e t  by t h e . F e d e r a l  R e s e r v e  Board .  - 

6v~.  

re qui~ remon£, s 

J 

Permit depositors • or minority shareholders to recover 

t r e b l e  damage~ w h e n e v e r  an o f f i c e r  o r . d i r e c t o r  o f  t h e  

bank r e c e i v e s  a be !me  m a r k e t  i n t e r e s t  r a t e  b a n k . s t o c k  

i 

l o a n .  

IIo Loans to Favored Customers 

A. T o  what e x t e n t  do banks  p r o v i d e  p r e f e r e n t i a  ! a c c e s s  

to  credit to  certain categories of custoniers Suci f - .  

a s ;  

1., o f f i c e r s ,  d i r e c t o r s  or  major  s h a r e h o l d e r s  i n  . . . .  " 

. 

o t h e r  banks ;  

O f £ i c e r s ,  d i r e c t o r s  or  major  s h a r e h o l d e r s  in  banks  

m a i n t a i n i n g  dL . . . .  ,a..~ .. c o r z e s p o , . , - ~ : , t  b a l : m c e  w i t h  t h e  - 
i I|" 

l e n d i n g  bank;  
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I I I .  

O f f i c e r s ,  d i r e c t o r s  or major  s h a r e h o l d e r s  in  

c o m p a n i e s  t h a t  d o  a s i g n i f i c a n t  b u s i n e s s  w i t h  

t h e  l e n d i n g  bank,  e i t h e r  as a d e p o s i t o r ,  

a borrower  or b o t h ;  

B .  

C. 

4.. R e l a t i v e s  o f  t h e  o f f i c e r s ,  d i r e c t o r s .  

or m a j o r  s h a r e h o l d e r s  in  the  l e n d i n g  bank;  

5.. P e r s o n s  who r e f e r  o t h e r  c u s t o m e r s  to  t h e  l e n d i n g  : 

b a . ! l k  ; . . 

6. Other occupational groups including public "~ 

officials, journalists, securities analysts, 

, attorneys, etc. "i , / .  ' " " : - " - ' i . i :  :~ : . :" .  

TO what e x t e n t  a r e  p r e f e r e n t i a l  l o g ~  d e t e c t e d  and 
. "  - " , . , . r _ - . .  / 

1 

c r i t i c i z e d  d u r i n g  t h e  r e g u l a r  bank 6 x a m i n a t i o n - p r o C e s s ?  

D o  t h e  b a n k  r e g u l a t o r /  a g e n c i e s  have  a d e q u a t e  a u t h o r i t y  
, .  - . - ,  

to p r o h i b i t  p r e f e r e n t i a l  l o a n s  e v e n  in t h o s e  c a s e s  - 

where i t  can.not be d e m o n s t r a t e d  t h a t  t h e  p r e f e r e n t i a l  

l o a n  a d v e r s e l y  a f f e c t s  the  s a f e t y  or  s o u n d n e s s  o f  t h e  

bank? 

D. Are additional regulatory or statutory measures needed 

to curb preferential loans? 

Overdrafts .- 

A. HoI'~ common is the practice of free overdrafts whereby : 

certain b'ank customers are permitted to overdraw their . 

.2 el,eel:ins ateount without paying an interest or service 
" 2 - ' " '. " . '- " 

' cl'arge? 



- 4 - 

IV. 

B. l~'hat k i n d s  o f  p o l i c i e s  do b a n k s  f o l l o w  i n  announcxnt,'" ,, 

t l ie  a v a i l a b i l i t y  o f  f r e e  O v e r d r a f t s  and  i n  d e c i d i n g  

C. 

D. 

F.. 

which customers shall be el.lgible? 

To ~hat extent do Certain types o. f  customers have 
• - , . . 

preferential access to  free overdraftssuch as  
. . . . 

officers, directors, shareholders, or employees of the 
. . . . • . 

bank involved or of a correspondent bank? 

l%'hat regulatory procedures are in place" to .prevent .. 
- o 

unfair discrimination in the extension of overdraft 

c r e d i t ?  " 
. ,  . . .  

What additional measures are needed to ensure that 

banks do not unfairly discriminate-ber-ween customers 

in .  the extension of overdraft credit? 

Failure to Comply with Banking Laws o r  Regulations 

A. l~;hat is the degree of compliance. ~,zith various provisions 

of tile banking laws and regulation s imposed oI~ 
..'. .." ' , 

. "" ' ' i' 

bank officers and directors for which there are no. 
• [ 

c r i m i n a l  p e n a l t i e s  f o r  n o n - c o m p l i a n c e ?  T h e s e  p r o v i s i o n s  
. . • . - 

include limitations on loans to executive officers.. 
• , . . . 

~(12 USC 375~a(i)~; requirements forbank executive 

officers to file .reports with their boards of directors" 

on their loans froln other banks (IZ USC 575a (6]), and 

requirenlents for the principal Officers and directors i "- 

of national banks to file reports with their banks 

on their outside business interests (!Z CFR 23.3). 
~V5 
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B. T O  w h a t  e x t e n t  w o u l d  c o l a p l i a n c e b e : s t r e n g t h e n e d -  

i f  v i o l a t o r s  ~ e r e  s u b j e c t  t o  a d m i n £ s t r a t i v e l y ~  

. i m p o s e d  c i v i l  p e n a l t i e s  a s  c o n t a i n e ~  i n  S :  71 o r  
L " 

" " t O c r i m i n a l  p e n a l t i e s ?  

" : o Wha t  e x t e n t  s h o u i d  t h e .  r e p o r t s r e q u i r e d  u n d e r . .  

'" t :, 12 USC 375a  be  m a d e - a v a i l a b l e  tO depositors.~ana t h e  

. .  . / /  g e n e r a l  p u b l i c ?  . . . . .  ~ ~ : ~ . ~ _ ~  
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GUIDELINES FOR WITNESSES 

I) 

z) 

3) 

4) 

s) 

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 I0 A.M. in Room 5302, Dirksen Office Building. 

Witnesses are required, by Committee rules, to file 
I00 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 be delivered to 
Room 5300, Dirksen Office Building, Washington, D. C.* 
Z0Sl0. Strict adherence to this rule is essential 
so that Committee members can read witness state- 
ments in advance of a hearing and can develop que~iom 
which will lead to a thorough 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 5300 prior to the 
start of the hearing. 


