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A. meeting of the Executive Connittee of the Federal Reserve

Board was held in Washington on Wednesday, October 31, 1934, at

3:00 p. in.

PRESErTs Er. Thomas, Vice t:Tovernor
la-. Hamlin
la.. Miller
r. James

Li'. Morrill, Secretary
Li'. Carpenter, Assistant Secretary

The Committee considered and acted upon the folloving mat-

ters:

Lemorandum dated October 25, 1934, from the Committee on

Salaries and Zxpenditures, submitting letters dated October 3 and

22, 1934, from Li'. Strater, Secretory of the Federal Reserve Bank of

Cleveland, viLich requested approval of changes in the personnel

classification plan of the bank to provide for eleven new positions
in the industrial loan, and general service-employees and employees'

l'eccrds departments, an increase in the maximum salary of the posi-

ti°4 cf "payroll clerk" in the p;eneral service-employees and employees'

records department, and a change in the description of work and quali-

ficL-tions required for the latter position. The memorandum stated
that

the co'ttee had reviewed the proposed changes and recommended
that they be approved. The recommendation was approved by five mem-

bers of the Loard on October 30, 11;34.

Approved.

Letter dated October 30, 1934, approved by five members of
the 

Board, to Ir. ('Connor, Comptroller of the Currency, reading as
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fol1ows:

"i‘.eceipt is acknowledged of your supplemental memorandum
of October 24, 1934, with reference to the proposed reduction
in common capital stock of the 'First 1-.ational Lank and Trust
Company of Amityville', Amityville, New York, which was ap-
proved by the Board on September 12, 1934, pursuant to a plan
which provided among other things for the sale of200,000 of
preferred stock to the Reconstruction Finance Corporation
and/or others. ,

"You advise that the original plan of recapitalization
has been amended and the bank now proposes to sell •,190,000 of
preferred stock, instead of the :w200,000 as originally contem-
plated.

"In accordance with your recommendation, the Board amends
its previous approval to provide for the sale of a90,000 of
Preferred stock as set forth in your supplemental memorandumof October 24, 1934, with the understanding that the other pro-
visions of the original plan remain unchanged."

Approved.

Letter dated October 30, 1934, approved by five members of

the Board, to la-.

f
ollows:

O'Connor, Comptroller of the Currency, reading as

"In accordance with your recommendation, the Federal Re-
Serve Board approves a reduction in the common capital stock ofthe First National Bank of Auburn', Auburn, Alabama, from.110,000 to 30,000 pursuant to a plan which provides that thebank, s capital shall be increased by S20,000 of preferred sockto be sold to the Reconstruction Finance Corporation and thatthe released capital shall be used to eliminate a corresponding
amount of unsatisfactory assets, all as set forth in your let-ter of October 22, 1934."

Approved.

Letter dated October 30, 1934, approved by five members of

the 4)ard, to the governors of all Federal reserve banks, reading as
follows:

"Referring to the Board's letter k-7817 of Larch 9, 1934,
informal advice has been received from the Treasury Department
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the effect that it has printed
tificates in the following amounts

Denomination
0_00
1,000
10,000

"The Department also
months it expects to have
stock of gold certificates of the v100,000 denomination and
that it will then be prepared to issue a limited amount of
gold certificates to the Federal reserve banks upon request.
Vihile no final decision has been reached, it is understood that
the Department expects to call in the old style gold certifi-
cates at the time the 1934 series are issued to the Federal re-
serve banks.

"It will be appreciated if you will advise the Board as to
the amount, if any, of each denomination of the new Fold cer-
tificates your bank would like to have shipped to it by the
Treasury."

and now has on hand gold cer-
and denominations:

Amount
1.2,000,000
81,000,000
360,000,000

advises that within the next two
printed and on hand a substantial

Approved.

Letter dated October 30, 1034,

the Board, to Govarnor Harrison of the Federal Reserve Bank of 1:emr

York, reading as follows:

approved by five members of

":his refers to your letter of September 20, 1934, regard-
ing the account of the Federal Reserve Bank of rew York with
the Bank for International Settlements.

"with reference to the present distribution of bills bought
for your account through the Bank for International Settlements,
lt is noted that 1,1r. Leon Fraser, President of the Bank for In-
ternational Settlements, has undertaken to make every effort
to invest approximately equal amounts in high and low rate
bills and that, if the Bank for International Settlements finds
it impossible to do so, you will give further consideration to
the composition of your account.

"It is also noted that you have requested jr. Fraser to
reduce the balance which the Federal Reserve Bank of 'Eel,/ York
had on deposit at sight with the Bank for International Settle-
ments from S2,832,000 to about ';,500,000 and to invest approxi-
mately 2,000,000 in bills. It is further noted that this

7111 reduce the total funds mhich the Federal Reserve Bank ofLew York has with the Bank for International Settlements from
about ,4,200,000 to 2,500,000.

"The Federal Reserve Board has requested me to express to
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"you its appreciation of the action which you have taken in
the matter."

Approved.

Letter dated October 30, 1934, approved by five members of

the Board, to Lilbank, Tweed, Hope & ';;ebb, attorneys, hew York, -.1,ew

York, reading as follows:

"Receipt is acknowledged of your letter of October 19,
1934, requesting certain rulings on the basis of facts which
are stated in your letter as follows:

"'There is in process of formulation a plan for the
organization of a corporation under Article 12a of the
Banking Lox/ of the State of Lew York. This Corporation
will be organized for the purpose of making advances to or
aiding the owners of certificates evidencing an interest
in bonds and/or mortgages, secured by real property and
guaranteed by corporations organized or doing business
under the insurance law, for which the superintendent of
insurance has been or may hereafter be appointed rehabil-
itator or liquidator, pursuant to the insurance law of the
State of -1;ew York, and/or making loans to rehabilitate such
real property. Its capital stock will be purchased and
held by various individuals, but the Corporation will not
be an affiliate of any of the banks which are to make ad-
vances as stated below. The Corporation proposes to raise
funds to be loaned by it as aforesaid by borrowing on a
secured basis up to ,;50,000,000 from the Reconstruction
Finance Corporation repayable at a fixed date on or before
February 1, 1940; and by borrowing on an unsecured basis
up to 5,000,000 from various comnercial banks (which in-
clude national banks and state banks and trust companies
members of the Federal Reserve system), insurance companies
and savinss banks. Advances from the banks will be evi-
denced by the promissory notes of the Corporation on the
usual note forms of the respective banks payable to the
lending institutions, maturing at some fixed date on or
before February 1, 1940 and carrying interest at a fixed
rate payable periodically during the life of the notes.'
. It appears that various state banks and trust companies

which are members of the Federal Reserve System are being
asked to make unsecured advances to the proposed corporation
Upon the terms set forth above and that, on behalf of such
banks and trust companies, you desire rulings on the following
questions:
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"1. ;thether such advances by such member banks would be
considered loans and not 'investment securities' within the
meaning of section 5136 of the Revised Statutes; and

"2. whether there is any statute or regulation of the
Federal Reserve Board which prohibits such member banks from
making unsecured loans of the above duration.

"Inasmuch as it appears that the advances in question
would, in fact, be straight, unsecured loans to the corpora-
tion evidenced by the promissory notes of the corporation
executed on the usual note forms of the respective banks and
payable to the lending branks, the Board is of the opinion that
the notes representing such loans would not be investment
securities within the meaning of paragraph 'Seventh' of sec-
tion 5136 of the Revised Statutes, as amended.

"You are further advised that there is no provision of
the Federal Reserve Act or of any other Act of Congress and
no regulation of the Federal Reserve Board which prohibits
state banks and trust companies -which are members of the Fed-
eral Reserve System from making unsecured loans of the duration
indicated in your letter. The question whether the making of
unsecured loans of such duration by state banks and trust com-
panies would constitute a violation of any state law is a
question which should be passed upon by the appropriate state
supervisory authorities and the Board does not express any
opinion on that question."

Approved.

Letter dated October 30, 1934, approved by five members of

the Board, to hr. Iood, Federal Reserve 47ent at the Federal Reserve

Of St. Louis, reading as follows:

"This refers to your letter dated October 4, 1934, regard-ing the question whether the Pioneer Finance Corporation,
Louisville, Kentucky, is an affiliate of the 'Liberty Bank and
irust Company; Louisville, Kentucky, within the merming of sec-
tion 2(1)) of the Banking Act of 1933.

"From the informatioA contained in your letter, it appearsthat the bank owns or controls 760 of the 10,000 outstanding
shares of the finance corporation, and that 6,384 shares of
the stock of the finance corporation were voted at its last
election of directors. You state that the member bank's owner-
ship and control of shares is insufficient to control the
election of a majority of the directors of the finance corpor-
ation. It is assumed that the bank does not control in any
nanner the election of a majority of the directors of the
finance corporation. On the basis of the above information,
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"it appears that section 2(b)(1) of the Banking Act of 1933
is inapplicable. In view of your statement that only 3 of the
11 directors of the finance corporation are directors of the
bank, it appears that section 2(b)(3) is also inapplicable.

"with regard to the question whether section 2(b)(2) is

applicable, it is understood that 79 shareholders who awn
7,157 of the 10,000 outstanding shares of the finance corpora-
tion also own 20,703 or the 100,000 shares of the comiaon capi-
tal stock of the bank. You state that the 20,703 shares awned
by these 79 shareholders is more than 50 per cent of the
33,740 shares of the common stock voted at the last election
of directors of the member bark, but is less than 50 per cent
of the total shares voted at such election, in view of the
fact that 99,335 shares of preferred stock were voted by the
iteconstruction Finance Corporation.

"If the 99,335 shares voted by the Reconstruction l'inarce
Corporation were not controlled in any manner by the 79 share-
folders in question, the finance corporation would not be an
affiliate of the bank by virtue of the fact that it owns a
majority of the common stock of the bank voted at the last
election of directors, as all voting stock must be considered
in determining the number of shares voted at the last election
of directors, regardless of whether such stock is common or
Preferred. It is understood, however, that in some instances
the Reconstruction Finance Corporation gives a proxy to other
shareholders to vote the stock which the Corporation omns. If
such a proxy were given to the 79 shareholders in question, it
may be that such shareholders would be held to have control of
une shares awned by the Reconstruction Finance Corporation.
. Your attention is called to the fact that the Iteconstruc-
tion Finance Corporation advises that it has no record in its
files to show that any of the 99,335 shares of preferred stock
Of the Liberty Bank Trust Company, which it owns, were voted
at the last election of directors.

Accordingly, it will be appreciated if you will ascertain
fr.ora the bank whether or not the shares owned by the Reconstruc-
tlon Finance Corporation were voted at the last election of di-
rectors and if so, the method in which such shares were voted,
with particular reference to the question whether the 79 share-
.itrlders controlled the manner in which such shares were voted.
.pon receipt of such information, together with advice as to
the opinion of your counsel, the hoard will be glad to rule
I:Ton tile question whether there is an affiliation between the
finance corporation and the bank."

Approved.

Telegram dated October 30, 1934, approved by five members of
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the hoard, to Li. Walsh, Federal Reserve Agent at the Federal Re-

serve hank of Dallas, reading as follows:

"Referring your telegram October 20, rith respect to ap-
plicability of Regulation T to loan on securities by national
bank to a customer. It is assumed that national bank in ques-
tion is not a 'member' of a national securities exchange, as
that tern is defined in paragraph 3 of section 3(a) of the Se-
curities Exchange Act of 1934. By definition banks are neither
'brokers' nor 'dealers' under that Act or under Regulation T.
Accordingly, loan by the national bank to its customer is not
affected by Regulation T or by any ruling -which has been issuedby hoard under the Securities Exchange Act of 1934. However,
issuance of regulation applicable to banks under section 7(d)of that lIct is at present time receiving consideration of
Board's staff."

Approved.

Letter dated October 30, 1934, approved by five members of
the Board, to Hr. J. Reiley, President of the heating Service

Company, 4rdmore, Pennsylvania, reading as follows:

"Your letter of September 4, 1934, to the Secretary ofthe Treasury, in regard to the application of the Heating Ser-vice Company, Ardmore, Pennsylvania, for a loan under section13b of the Federal Reserve Act, has been referred to the Fed-eral Reserve board for consideration.
"As you may know, under section 13b of the Federal ReserveAct a Federal reserve bank is not authorized to make a directloan to an established industrial or coriwlercial business unlessthe loan is for the purpose of furnishing such business mith'working capital', may be made on a 'reasonable and sound

basis', and otherwise meets the applicable requirements of law.LPon receipt of your letter the board promptly communicatedWith the Federal Reserve Bank of Philadelphia and has been ad-vised that the applicatioll of the heating Service Company wasdenied, not only because it was believed that the proceeds ofthe loan would not be used for the purpose of providing theCompany With 'working capital' as required by law, but, in ad-dition, for the reason that the financial condition of the com-pany was unsatisfactory and acceptable security could not beOffered,
:Since the Federal reserve bank and its Industrial AdvisoryCommittee determined that the loan was not acceptable from a
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"
credit standpoint and that the application should be denied
on that ground, regardless of whether the loan could be con-
sidered as one for the purpose of providing 'working capital',
and it does not appear to be necessary for the Federal Reserve
Board to undertake to determine whether such loan could properly
be considered as one for the purpose of furnishing working cap-
ital within the meaning of section 13b. I.,oreover, since it
appears that the application was given careful and sympathetic
consideration by the bank and the Committee and no information
has been submitted which would indicate that the bank and the
Committee were not justified in denying the application for
credit reasons, there appears to be no basis for any action by
the Board in this matter.

"The Board has been advised that the heating Service Com-
pany has recently availed itself of the reorganization provi-
sions of section 77B of the Rational Bankruptcy Act and that
the Federal reserve bank has indicated its millinmess to con-
sider an application for funds with which to provide fuel and
other current requirements of the company upon completion of
the reorganization of the company in a satisfactory manner."

Approved.

Letter dated October 30, 1934, approved by five members of

the Board, to Rr. Percy Torrey, Genesee, Kansas, reading as follows:

"This refers to your letter of October 2, 1934, relative
to your application for a loan under section 13b of the Federal
Reserve Act.

"Inquiry was made of the Federal Reserve Bank of Kansas
City in regard to this matter and information has been received
that your application was given consideration by the Industrial
Advisory Committee and that you were informed that after full
discussion of all the factors involved it was concluded that
Your application could not be granted because more than half
Of the 3600 applied for mould be used for liquidating existing
indebtedness and not for working capital purposes; that your
financial statement and the information accompanying the appli-
cation did not show sufficient evidence of ability to repay
the loan if granted; that the printing plant was already mort-
gaged; and that the collateral offered as security for the loan
was not satisfactory.

"Az indicated in the statement printed as a preface to
the Federal Reserve Board's Regulation S, relating to direct
loans for industrial purposes by Federal reserve banks, the
Board has left the broad powers granted by Congress to the Fed-
eral reserve banks in section 13b wholly unimpaired and has
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tt
prescribed no restrictions beyond those in the law itself; and,

accordingly, it has not attempted to define the tern 'working
capital' or the words 'reasonable and sound basis'. Aowever,
a Federal reserve bank must observe the requirements made by
the statute in granting accommodations under this law, and,
since Congress has seen fit to require that loans made under
this section shall be for the purpose of furnishing 'working
capital' and shall be made on a 'reasonable and sound basis',
a Federal reserve bank may not lawfully make an advance to an
established industrial or commercial business unless it is for
the purpose of providing it with working capital and can be
made on a reasonable and sound basis.

"It is the considered policy of the Federal reserve banks
to approach questions of this kind arising under section 13b
of the Federal Reserve Act with a liberal viewpoint and the
Federal Reserve Board has also given this matter sympathetic
consideration but it is unable to reach the conclusion, in the
circumstances of the case, that the part of the loan which you
propose to use in refunding existing indebtedness is for the
Purpose of providing your business with 'working capital' or
that the Federal reserve bank and its Industrial Advisory Com-
mittee were not justified in taking the position that the loan
was unacceptable from a credit standpoint. In view of the re-
quirements which Congress has prescribed in the law, I an sure
YOU will appreciate the position -which it has been necessary
for the reserve bank to take in the matter."

Approved.

Telegram to Governor Calkins of the Federal Reserve Bank of

San Francisco, reading as follows:

"Board has considered your telegram of October 30, and
is of the opinion that any reply or public statement made in
regard to the position of your bank with respect to applica-
tions for industrial loans would most appropriately be made
by your bank, inasmuch as you are in possession of all of the
essential data and are in best position to determine whether
issuance of statement is'advisable. Board has no objection
to your stating the facts."

Ilpproved.

Letter dated October 30, 1934, approved by five members of

the Board, to Lr. Case, Federal ILeserve Agent at the Federal ileserve

Bank of 1:ew York, inclosinr the following Clayton Act permit for
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transmittal to the applicant; requesting that the agent ascertain

the status of the charges, if any, against the applicant as a result

of a possible violation of the provisions of section 22(g) of the

Federal Reserve Act; and stating that, in the event the case has

been duly considered and closed without prosecution, the agent is

authorized to release the permit to the applicant, at the seine time

furnishing the Board with comlete information with respect to the

disposition of the matter in order that its records may be complete:

La. Schuyler L. Baum, for permission to serve at the same timeas an officer of The Lincoln. National Bank and Trust Company
of Syracuse, Syracuse, New York, and as a director and officerof the First National Bank of Linea, Linea, New York.

The letter also requested that, when the agent submits his recom-

mendation as a result of his Pnrual review of the permit, he report

fully as to whether the applicant has further violated any provisions

of the law.

the

Approved.

Letter dated October 30, 1934, approved by five members of

Board, to an applicant for a permit under the Clayton Act, ad-

vising of approval of his application as follows:

Lr. Leroy lillebach, for permission to serve at the same timeas a director of The First National Bank of NevrBethlehem, New
Bethlehem, Pennsylvania, 'and as a director of The Bank of
±tainelle, Rainelle, 'Nest Virginia.

Approved, together with a letter, also dated
October 30, 1934, and approved by five members of
the Board, to Lr. Mlliams, Federal Reserve Agent
at the Federal Reserve Bank of Cleveland; stating
that it is with the expectation that the applicant
will improve his attendance at directors' meetings
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that the Board has granted the permit; and request-
ing that, when the agent submits his recommendation
as a result of his annual review of the permit, he
report fully as to the applicant's attendance at
directors' meetings of The First National Bank of
New Bethlehem.

Letter dated October 30, 1934, approved by five members of

the Board, to an applicant for a permit under the Clayton JIct, ad-

vising of approval of his application as follows:

Er. B. Estes Vaughan, for permission to serve at the same timeas a director and officer of The First rational Bank of Lexing-ton, Lexington, Virginia, as a director and officer of The First
ilational Bank of Buena Vista, Buena Vista, Virginia, and as adirector and officer of The Staunton 1-,ational Bank and Trust Com-Peny, Staunton, Virginia.

Approved, together with a letter, also dated
October 30, 1934, and approved by five members ofthe Board, to 1.1.. ''oxton, Federal Reserve Agent atthe Federal Reserve Lank of Richmond, stating that,in all the circumstances and in accordance with the
recommendation of the agent's office, the Board
felt that it would be preferable to grant the permitin order to avoid any unnecessary misunderstanding inthe communities which might prove detrimental to thebest interests of the banks; but it requests thatthe agent endeavor, in cooperation with the appro-priate supervisory authorities, to bring about a
strengthening of the management of all three ofthe banks referred to above and a correction ofall of the conditions which Have given rise to the
examiners' criticisms. The letter also requestedthat, when the agent submits his recommendation asa result of his annual review of the permit, he re-port fully as to the progress made in bringing aboutan improvement in tile management and condition ofthe banks involved.

Letter dated October 30, 1934, approved by five members of
the Board, to 1;ir. Newton, Federal Reserve Agent at the Federal '?(3-
Serve Bank of Atlanta, inclosing the following Clayton Act permit
for transmittal to the applicant; requesting that the agent ascertain
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the status of the char;-es, if any, against the applicant as a result

of possible violalions of the 1)rovisions of section 22(g) of the -ied-

eral Reserve Act; and statin:: that, in the event the case has been

duly considered and closed without prosecution, the agent is author-

ized to release the permit to the applicant, at the same time furnish-

ing the Board with complete information concerning the disposition

made of the matter:

k-r. A. A. Cook, for permission to serve at the same Lime as a
director and officer of The First 1:ational Bank of south Pitts-bur, South Pittsbur;, 'Tennessee, and as a director and officer
of the :.,arion Trust Banking Company, Jaspor, Tennessee.

The letter also stated that, when transmitting the permit to the r,

Plicant, the agent is requested to inform him that the permit has
been granted with the e:mectation that the loans in the :arion :rust

and banking Company carried for The iiirst iational 'Bank of South Pitts-
burg or its officers will, at the earliest practicable date, be

Placed in such form (if continued to be carried) that they no longer
viill be subject to criticism by the State Banking Department of the
State of Tennessee; and requested that, when the agent submits his
re

corzmendation as a result of his annual review of the permit, he
report fully as to the status of the indebtedness to the two banks

referred to, of the applicant and organizations in which he is inter-

"-Led, as to the proc,ress made in placing in acceptable form criti-
cized loans in the :_arion Trust and Banking Company which were carried
fCI Ihe lational hank of South Pittsburg or its officers, and
aa to whether the applicant has further violated any provisions of
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kimroved.
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Letter dated October 30, 1934, approved by five members of

the Board, to the follorr;n: applical,t for a permit under the ulayton

Act, advising of approval of his a'nlication as follows:

1. L. A. iiaite, for permission to serve at the same time as a
director of The Stock Yards hational i:ank of Kansas City, Kansascity, Lassouri, and as a director and officer of the BeatriceState Bank, Beatrice, I:ebraska.

Approved.

There as then presented the following application for a change
in stock of a Federal resorve bank:

Apiollsation for ORIGIliAL Stock:
Districtio 12. --First 

Bank at Glendale,
Glendale, California

A
pproved:

4Droved.

Thereupon the meeting adjourned.

Vice Goverllor.

Shares

144 144
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