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subnit the fﬁl m Q“'timi ’Wﬁﬂw

*1. Should the bank de required to sharge
off thls uote &t the pragent tiame?

"'2'. Should the bank st the expiratien ef
6 months from the dave of pledee be
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required to foreclose its pledze lien
an the atoek?

*3. If the bank ahould forecloce its pled:e

. lisp upon this stook mors than & months
after the dete of pledge, cun the bank
legslly buy this ook in st the fore~
¢logure sale?

®he Iif the baiik cait legelly buy .in‘---t.he-: atoak

- Ut g6 {te fo¥eslosare meié for the parpose T

of proteoting iteslfl agalust loss, bow
long should the bank be allowed in whiah
to dispose of the stoak thus aoguired?™

Article 534 of the Revised Civil Statutes provides:

"o state bank o dbank and Hrust cowpeny
shall make any loan or discount on the segurity
of the shares «f its omn sapitel stoeck, nox be
the purchassyr or holidsy of any suoh shires, unlsss
such sssurity or purshase shxll bLe neesessary $o
prevent a loss upon & dedt previously contracted
in good raith; and stosk sc purchased or ssquired
shall, within six meaths arfter its purchass be
seld 0r dispomed of at publie o private sule}
or in default thereof, auchh bank ashall bhe eonw=
sidered 40 have its eapitsl stock impaired to the
extent of tha Dur vaiue of such shures.”

Your qﬁuum involve & sonstruction of the stasute
above quoted, and such & consitruction will answer your questions.

This ststats expresses the State polisy to forbid a
Btete bank or bank «nd trust company, orgenized under the lews
of this State, to asguire its ownh capital stock unleas such stook
is scquired by the bank through pledge or other security, or pur-
c¢hnse, “necessury to prevent a loss upoa & dobt previou gon-
treoved in good falth.” It further evidences the pollicy ¢f the
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State to be that when such shares of éapitel stook hsve been
thus acguired the bank shell within six months after ilts so-
quisiticn aell or diepose of the seme, under the penally of
s capital stock impairment to the exteant of the par wvelue of
such ghares, 1f it falls to 4o 80, '

Ko beuk cen be conmidered in Jefault where it las

. soguired ite shures of stook either through a foreclosurs or: .
igher -

" im it in defaulit by holding such purchased stook until after the
full period within waioh it is reguired to 4ispose of the sanme,
that is, six months, The bank while holding as pledgee shares
of ite oapital atovk has pet asquired or pure the sane
within the meaning of this statute « 4t hep only poquired s 1 _
therecna -« and sonsequently it oaznot disposs of auek dged
_shares. There is po such thing known to the law ag selling the
pledzed seourity dissociated from the debt for whieh it is pledged -
they are inseperaedle in this respest., Go that upon soqul

the stock at its own foreclosure ssle or otherwise through pur-
ehase to avoid a loss ¢z & bone fide dabt previcusly sontracted,

it becomes the owner of such shares, and the duty arises then

end only theon, apon the purt of the bank to asll or disposs of

sueh atoek*ui‘hiu six months thereafter., The bank hss the en-
tire periocd of six months within whick to make such disposition,

and there is no law $hat would compel the Aigrosition, or visit

the penalty for a non-disposision, until that tims hses expired
without such 4isposition, Whethey the Dank will make o speedier
disposition, 1s a mstter of mound benking Judignsnt,

1

In the event the bank feils to 4ispoee of such stoek
within the permitted time, 1t suffers the atatutory penalty of
being eonsidered to Bave its eapitsl stock iapuired to the extent
of the par value of such sheres, e¢nd upon the denand of the Bank-
ing Conmissioner its cfficers would %e compelled to restore such

' nt, $n the marner peinted cot Ain “Itisle 365 of the nte-
tutes. This impeirzent is an ertifiolial impelirkent wather than
a resl impuirment of eapitsl ctock made so by statute a8 & pel~
«lty for the bank's fallure to souply with the atatute of timely
disposition. :



Hopnorable Les Bxedy, pege b

The reguired 4isgposition must be nusde, or the stetu-
toery penalty of impairment to the extent of the pur valus of
she shsres held wil)l follow even though as 2 matter of secount-
ing the benk is otherwise anmply solvent end hss susteined no
capital impalrment,

From these couaidersticus your questions should be .. . .. .

- arswired vstegorioklly as Lollows: -

1. ¥No question of necessity for che off the

customer's note 18 pressnted By the facts stat u‘curtn-
quiry. off & nots sssured by a pledge of bank's

owh sbhares stook s not the penalty provided the statute
and will not be epplied. Whether or not s note ghould de churged
off is governed by the yrineipie thet such note is carried es sn
usnet of the bdank at a value exoess of its real valus and ¢o
avoid a qeoception of the public in this respsat, the dank will

be required to charge the mote off in whols or in part awceord-
ing as the cireumstancas uire. This well ye sed prineiple
otwm»unnuhum:phuﬂmhmnw OR W Are S0n-
sidering. There is pothing in your communioation indieating tbat
the note as presenfly secured is net worth its face value,

2. The bank 18 not in eny svent required to forecloss
1ts pledge iien on stock hypothecated as security st the o:{m-
tion of six months from the date of the {uas-. neither ia 1% re-
uired by law to foreolose suoh pledge lien at any partisular time
whole matter rests in ths oxsroise of a sound business J »
mnt upon the part of the Board with respect $o foreslosure.
aw does not gompel suck forsclosure At any time sxcePt as the
atatutes of limitations night coupel sush eoticn.

3. The bank is euthorized to buy at its own foreslosure
sale any stook pledgel ¢ it regardless of when such sale takes
plece. It is not ecmpellsd to do s0 however -~ another might be-
eome the purohsdser st such sale,
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&he Upon becoming the owner of such atook at its
owm foreclosure sele or through purchase for the purpose of
protecting itselfl ageinst loss on acoount of & losan or dis-
sount previocusly msde to the customsr ia good feith the dank
is allowed six months thereafter in whish to &ispoze of the
stook thus and then asoquired.

- - _The rule as to one's becoming the purchassr at his =
gut{cﬂg%wm -gale- i thus stated 4n. 33 Texi Jurs; pegé 714; - - 7
sotion 20: ' o - | - ' '

"Ths pledges is sntitled to purshase the
property at she sale foreslosing the lisn by
whieh payment of the evllate obltgation
is seoured; end indeed, 1% is &uty to 4o
80 if nesessary to prevent the propsrty from
being asaoririced.”
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