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WesTERN CLAY NaTioNaL Farst Loax Associariox
v. Ly,

- 4-3596
Opinion delivered November 19, 1934.

1. BANKS AND BANKING—FARM LOAN ASSOCIATION—LIABILITY OF -
STOCKHOLDER.—Stockholders in a farm loan association are indi-
vidually responsible equally and ratably and not one for another,
for all contracts and engagements of such associations to the
extent of the amount paid in and represented by their shares.

2. BANKS AND BANKING—FARM LOAN ASSOCIATION—RETIREMENT OF
SHARES.—12 USCA, § 964, as amended in 1933, held not to re-
quire retirement of a borrower’s stock in a farm loan association
upon payment of the loan thereon, regardless of the association’s
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solvency; being applicable only to solvent associations in process
of voluntary liquidation.

3. BANKS AND BANKING—FARM LOAN ASSOCIATION—INSOLVENCY.—A
local farm loan association in default on its obligations to the
Federal loan bank for more than two years before a stockholder
of the association paid her loan to the land -bank was insolvent
though no receivership was procured, and such stockholder could
not maintain a suit to-compel the association to retire her shares.

Appeal from Clay Circuit Court, Western District;
G. E. Keck, Judge; réversed. :

Guy V. Head, C. S. Hale, A. T. Welborn and 4. P.
Patton, for appellant.

Oliver & Oliver, for appellee.

Jorwnsox, C. J. In 1926 J. B. Lllly, now deceased
applied for and was granted a loan in the sum of $2,500
by the Federal Land Bank of St. Louis, Missouri. As a

condition precedent to the granting of this loan, the bor-
" rower was required to purchase and pay for twenty-five
shares of stock of the par value of $5 per share in appel-
lant Western Clay National Farm Loan Association, and
the association in turn was required to purchase a like
amount of stock from the land bank. Subsequent to the
granting of this loan, J. B. Lilly died, and thereafter on
June 1, 1931, Mrs. J. B. Lilly, appellee here, and wife
of the said J . B. Lilly, paid the loan in full to the Fed-
eral Land Bank of St. Louis. Upon payment of the loan
the land bank canceled its stock issued upon this loan and
gave the association credit on its contingent liabilities
for the full value thereof. Thereafter, due demand was
made upon the local association for the retirement of the
shares of stock held by appellee which was refused by
appellant, and this suit was instituted to compel retire-
ment. Upon trial a judgment was rendered in favor of
appellee and against appellant, and the cause is here on
appeal. _— .

Appellant is a corporation organized under the Fed-
eral Farm Loan Act, same being 12 USCA, c. 7, § 641,
approved July 17, 1916. The Federal Land Bank of St.
Louis is a corporation organized under said act, and is
domiciled at the city of St. Louis in the State of Mis-
souri, and as such serves the territory embraced in Ark-
ansas, Illinois and Missouri making farm loans. -
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By § 7 of the act referred to, appellant is a separate
and distinet corporation from the Federal Land Bank of
St. Louis. Under the provisions of said act, appellant
association is required to indorse all paper handled by
the borrowers of such association and therefore has a
contingent liability upon such indorsed paper. Section
4 of said act creates twelve Federal Land Bank districts
and creates therein a Federal Land Bank for the pur-
pose of making loans on farm l#nds situated in such
distriets. The act further provides that the original capi-
tal stock of each Federal Land Bank shall be divided into

shares of the par value of $5 each.

The theory of. the act is co-operative in purpose,
spirit and effect. Upon approval of a loan by the local
association, it issues stock to the borrower in the amount
of 5 per cent. of the loan applied for, and the local asso-
ciation is thereupon required to purchase from the Fed-
eral Land Bank in the district capital stock therein to

"the amount of 5 per cent. of the loan granted by it. The

borrower by the terms of the act is liable to the local
association for an assessment against this stock to the
extent of 100 per cent. thereof upon insolvency. In each
instance the issued stock is held as collateral security
to the loan.

- No contention is made that the Federal Land Bank
of St. Louis is liable to appellee for stock held by her
in the local association; therefore this question and the
cases bearing thereon have no application to the facts
of this case. .

Appellee does contend, however, that the local as-
sociation which issued her stock is liable upon the re-
tirement thereof for its par value, regardless of the sol-
vency or insolvency of the local association.

The question here under consideration was deter-.
mined by the Supreme Court of North Dakota in Byrne
v. Federal Land Bank, clc., 61 N. D. 265, 237 N. W, 797,
and the logic and reasoning of the opinion are such as to
warrant the following quotation therefrom:

“It is true the act says upon payment of -his loan
‘the national farm loan association shall pay off at par
and retire the corresponding shares of its stock which

v Loy
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were issued when such land bank stock was issued.’ The
plaintiff, however, is a stockholder in a corporation. The
corporation cannot pay off at par the stock held by the
plaintiff if it be insolvent, or.if it has no money. The
pleadings and the stipulated facts admit the practical
insolvency of the Farm Loan Association. The share-
holders are ‘individually responsible, equally and rata-
bly, and not one for another, for all contracts; debts, and
engagements of such association to the extent of the
~amount of stock owned by them at the par value there-
of, in addition to the amount paid in and represented by
thelr shares.” Section 9 of the act. Consequently it is
possible for the: plaintiff to be held for double liability.
¢“‘Plaintiff contends that the pleadings do not show

the insolvency of the loan association at the time of the
T epavment of the loan; that is, at the time the land bank
bid in the property f01 the full amount. It may be the
answers are somewhat indefinite on this point; but it is
-shown the land bank applied the value of the stock held
by the loan association on its debts to the bank, because
of the inability of the association to pay them. Then, also,
f the association was insolvent at the time of the com-
mencement of the action and is still insolvent, it cannot
be compelled to pay plaintiff the value of his stock when
it is not yet known whether he may lose, not only the $500
which he has already paid, but in addition be required to
pay an assessment of $500 or part thereof. While the
statute requires the retiring of the shares at par, it con-
templates a solvent institution. The plaintiff, by merely
paying his loan, cannot escape the responsibility which’
he assumes as a stockholder. The relationship. which he
bears to the other shareholders and to the whole system’
is such that he cannot evade responsibility. When he
applies for and receives a loan under the provisions “of
the act, he takes the loan according to the tenor of the
law. The act makes provision for ealninos and for divi-
dends on his stock, and it provides also that in case the
dividends are suﬁiclent the directors of the loan associa-
tion ‘with approval of the Federal Farm Loan Board’
(12 USCA, § 721) may in their discretion pay off at par,
and retire the stock, even if the loan be not paid. « The
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payment of the loan does not relieve the b01rower trom
his liability as a stockholder. The only. assets which a
Farm Loan Association has or can have are the shares
which it takes in the Federal Land Bank to counterbal-
ance the shares of stock in the association taken by the
borrower, such dividends as the shares of stock in the
land bank taken by the association may earn, and such
‘reasonable initial charges to be made against applicants
for loans and to borrowers in order to meet the neces-
sary expenses of the association’ as specified in subdivi-

" sion 3 of § 11 of the act; but such charges can ‘in no case

exceed 1 per centum of the amount of the loan applied
for.” It is true the association may acquire and dispose
of property, real and personal, that may be necessary
or convenient for the transaction of its business, and it
may invest its earnings so as to have increased income;
but this is the extent of its capital and assets. The stat-
ute contemplates that when the loan is paid the stock
shall be canceled, and the necessary corollary of this is
that the par value of the stock be returned; but it is evi-
dent from the statute that Congress had in mind the

possibility that such Farm Loan Association may become’

insolvent.

““‘Section 29 of the act makeés provision for the dis-
solution of a Farm Loan Association upon insolvenecy,
and the appointment of a receiver. The power to declare
an association insolvent and to-appoint a receiver there-
for is vested in the Federal Farm Loan Board. But ‘no
national farm loan association shall be declared insol-

"vent by said board until the total amount of defaults of

current interest and amortization installments on loans
indorsed by national farm loan associations shall amount
to at least $150,000 in the Federal Land Bank distriet,
unless such association shall have been in-default for a
period of two years.” 12 USCA, § 961.

“It is true the pleadings do not allege that the
Federal Farm Loan Board declared this association to
be insolvent; but the facts alleged in the pleadings show
that the status described by the act obtains, and it is
therefore insolvent. Manifestly the association canmnot
be compelled to pay the plaintiff the value of his stock
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when it has no assets out of which the stock can be paid.
This association has no property, received no dividends,
has no earnings, and there is no fund which the associa-
tion can be compelled to distribute to its stockholders.
The only source from which it could pay is this stock
in the Federal Land Bank. The pleadings show this had
been pledged and was held by the land bank as collateral.
The plaintiff proceeds on the theory that, as soon as the
loan is repaid, the Farm Loan Association must ‘pay off
at par and retire’ the shares of stock in the association
issued to him. The last paragraph of § 7 of the act
(12, USCA, § 721) describes the procedure for subscrlp—
tion. of stock in the Federal Land Bank and requires the
association to subscribe for capital stock when it applies
for aloan to a borrower. After making provision for this
capital stock to be held as collateral to the loan, it says::
‘Such stock (that is the stock in the land bank taken by
the loan association) may, in the discretion of the direc-
~ tors (that is the directors of the land bank), and with
the approval of the Federal Farm Loan Board, be paid
off at par and retired, and it shall be so paid off and re-
tired upon full payment of the mortgage loan. In such
case the national farm loan association shall pay off at
par and retire the corresponding shares of its stock
which were issued when said land bank stock was issued.’
But this is only a portion of the act. When we consider
the act as a whole, it is apparent Congress did not inténd
the Farm Loan Association to pay off the stock at par
- when it had nothing with which to pay the stock.

““The plaintiff is a stockholder in a corporation. He
has rights therein, but he has also correspondmcr duties
and hablhtles As shown heretofore, he is individually
responsible equally and ratably for the debts of the
corporation in which he is a stockholder. Section 9 of
the act. This provision for double liability is similar to
the one regarding liability of stockholders in banking
corporations, both State and National. His 1espons1b1htv
to his corporation is the same.

““As we have already pomted out, the. p11n01ple in-
volved in the act is co-operative in nature. It is only
through the co-operation of his neighbors, with their



as31stance upon their recommendation and the pledge
of their 11ab111t1es he can secure his loan. They pledge
their faith and credit to aid him, and he pledges his faith
and credit to aid them. Having secured their co-opera-
tion and assistance and finding his loan paid, he now
wants to avoid his responsibilities to those who made it
possible for him-to get his loan. His rights are not su-
perior to the rights of any stockholder in the cor-
poration.”’

Appellee tacitly admits that the opinion just quoted
reached the correct conclusion of no liability against the
local association under the facts and law there discussed
and decided, but contends that the opinion overlooked
or ignored the amendatory act of 1923 as follows:

“Upon 11qu1dat1on of any national farm loan as-
sociation, the stock in the Federal Land Bank held by
such association shall be canceled and the Federal Land
Bank shall thereupon issue to the borrowers through
such association an amount of stock in the Federal Land
Bank equal to the amount of stock held by such -bor-
rowers in the liquidated association, such stock to be
held by the bank as collateral to the l6ans of such bor-
rowers and to be paid off and retired at par in the same -
manner as stock held by borrowers in farm loan associa-
tions, and the Federal Lland Bank shall pay to the bor-
rowers holding such stock the same dividends as are
paid to national farm loan associations by such bank.
The personal liability of the stockholders in such lig-
uidated association to the association shall survive such
liquidation and shall be vested in the bank in that dis-
trict, which may enforce the same as fully as the as-
s001at1on could if in existence.”’ Section 966, USCA,
chapter 7. Section 29 of the 01‘iomal act S0 amended
provides: -

‘“If any national farm loan association shall be de-
clared insolvent and a receiver shall be appointed there-
for by the Farm Credit Administration, the stock held by
it in the Federal Land Bank of its district shall be-can-
celed without impairment of its liability, and all pay-
ments on such stock, with acerued dividends, if any,
since the date of the last dividend shall be first apphed
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to all debts of the insolvent farm loan association to the
Federal Land Bank, and the balance, if any, shall be paid
to the receiver of said farm loan association: Provided,
that in estimating said debts contingent liabilities in-
curred by national farm loan associations under the pro-
visions of this chapter on account of default of princi-
pal or interest of indorsed mortgages shall be estimated
and included as a debt, and-said contingent liabilities
shall be determined by agreement between the receiver
and the Federal Land Bank of the district, subject to the
approval of the Farm Credit Administration, and if said
receiver and said land bank can not agree, then by the de-
cision of the Farm Bank Commissioner, and the amount
thus ascertained shall be deducted in accordance with
the provisions of this section from the amount otherwise
due said national farm loan association for said canceled
-stock. Whenever the capital stock of a Federal Land
Bank shall be reduced, the board of directors shall cause
to be executed a certificate to the Farm, Credit Adminis-
tration, showing such reduction of capital stock, and, if
said reduction shall be due to the insolvency of a na-
tional farm loan association, the amount repaid to such
association.”” 12 USCA, c. 7, § 964..

. The amendatory act just quoted amends § 29 of the
origindl act of 1916 in the particular that, upon lig-
uidation of ‘a local association, it is the duty of a land
bank in that district to cancel out all stock.in the pos-
session of the local association and re-issue same to the
individual borrowers of such local associations and sub-
sequent thereto all dealings in reference to such stock
shall be had and done between the Federal Land Bank
and the borrower. No contention is made that the as-
sociation stock here in controversy was ever reissued by
the Federal Land Bank of St. Louis as is provided for
in the amendment, but it is contended that the amendment
of 1933 demonstrates .the legislative policy of such -in-
stitutions with and towards the borrowers therein, and
that the amendment evinces a clear legislative intent
that the borrower’s stock; whether it be issued by the.
local association or by the Federal Land Bank of such.
distriet, shall be.retired upon . payment of the loan -of
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su(,h horrower, regardless of the solvuu.s or Jnsolven(,\
of the local association. We can not agree with this con-
tention. We are convinced that the amendment of 1923
has application to solvent local associations only which
are in process of voluntary liquidation. Any other con-
struction of the amendment nullifies and destroys the
clear intent and purposes of the original act, and would
nullify and destroy the whole theory of co-operation by
the borrowers which is significantly demonstrated by all
provisions of the original act. If a borrower be permit-
ted to pay off his loan and withdraw his capital stock
_at par value in an insolvent association, there is no co-
operation left.

Manifestly co-operation is the Oloundwmk of the
original act. Ten horrowers are required to co-operate
in the formation of a local association, and each borrower
is required to purchase capital stock in the local associa-
tion to the approximate amount of 5 per cent. of his
loan. This stock is never surrendered to the borvower,
but is held by the local association as collateral security
to the borrower’s loan. In other words, each borrower
in a local association, to the extent of his stock plus an

“individual liability upon insolvency of a 100 per cent.
assessment on such stock, is surety for the loans of all
other members and borrowers in such local association,
and this liability continues until the loan is paid off
and retired during the solvency of such local association.

The co-operative feature of the original act also ex-
tends and applies to the Federal Land Banks, but it is
not deemed necessary to go into this phase of the situa-
tion. It suffices to say that the destruection of the-co-
operative features of the original act would nullify and
destroy the clear and unmistakable intent of the Con-
gress as exemplified in the act,-and we are unwilling to

give the 1923 amendment such construction and -

interpretation.

The conclusion thus reached leaves only the ques-
tion of whether or not the local association was solvent
on June 1, 1931, when appellee retired her loan. On
August 23, 1930, appellant and the Federal Land Bank
of St. Louis, its principal ¢reditor, made and entered into
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a written contract or agreement, to the effect ‘‘that,
- whereas defaults have accrued, etc. * * * and whereas

the association desires to reimburse the bank for the
actual loss, ete.”’ This contract defines the respective
rights and liabilities of the local association and the
Federal Land Bank which are dealt with in minute ‘de-
tail, but we-deem it sufficient to say that the parties-to
this -contract definitely determined the insolvency of
the local association on the date of its execution and
arranged the date for final reckoning of the aggregate
of the liability by the local association to the Federal
Land Bank on January 1, 1935. Moreover, the agreed
statement of facts upon which this cause was submitted
and decided provides: .

“That, at the time said loan was paid off, on June
1,1931, the total outstanding capital stock of the Western
Clay National Farm Loan Association was two thousand
fifty-seven shares (2,057) of a par value of $10,285, in-
cluding the twenty-five (25) shares of said capital stock
issued to John B. Lilly. L

That from time to time, prior to June 1, 1931, de-
faults had occurred under the terms and conditions of
the aforesaid indorsed first mortgages taken by the Fed-
eral Land Bank of St. Louis from the members of said
association and pursuant to the terms and provisions of
§ 25 of said Federal Farm Loan Act, said association
had been notified of said defaults and had been. called
upon by said bank to make good each of said defaults
either by the payment of the amount unpaid thereon in
cash or by the substitution of an equal amount of Fed-
eral farm loan bonds with all unmatured coupons at-
tached. Notwithstanding its liability as indorser as
aforesaid, said association has failed, and still fails, to
make good such defaults and was indebted on June 1,
1931, and still is so indebted by reason thereof; and that
said association had been in default in the payment of
its said obligations for more than two years prior to
June 1, 1931, and still so in default.”” -

Section 921, USCA, c. 7, provides in reference to
defaults:
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“If thelo shall be default under the terms of any
indorsed first mortgage held by a Federal Land Bank

under the provisions of this chapter, the National Farm.

Loan Association through which said mortgage was re-
ceived by said Federal -Land Bank shall be notified of
said default. Said association may thereupon be re-
quired, within thirty days after such notice, to make
good such default, either by the payment of the amount
unpaid thereon in cash or by the substitution of an equal
amount of Federal farm loan bonds, w1th all unmatured
coupons attached.’’

Clearly, it appears that on June 1, 1931, when appel-
lee retired her loan in the Federal Land Bank of St.
Louis, the Western Clay National Farm Loan As-
sociation had defaulted in its obligations to the Federal
Land Bank and had been in such default for more than
two years prior thereto. This was a state of insolvency
on the part of the local association, and the mere fact
that no receivership was procured thereon in no wise
alters the situation under consideration. We know of
no rule of law, and have been cited none by counsel,
which permits a stockholder in' an insolvent corporation
to withdraw his capital investment at par. True, if the
amendment of 1923 had the purpose and effect con-
tended for by appellee this would be the result, but, as
has been shown, the amendment produced no such result

Since we have concluded that the Western Clay Na-
tional Farm Loan Association was insolvent in 1930 and

-was insolvent on June 1, 1931, when the loan was retir ed,

appellee has no lawful 110ht to maintain this suit as a
stockholder against the local association.

The conclusion reached renders it unnecessary to
consider or declde other questions argued orally and in
briefs.

"For the reasons stated, the Judgment 1s reversed, and
the cause of action dlsmlssed



