
A meeting of the Executive Committee of the Federal Reserve

13()ard was held in Washington on Friday, June 70 1935, at 11:00 a. m.

PRESENT: Mr. Eccles, Governor
Mr. Hamlin
Mr. Miller
Mr. James

Mr. Bethea, Assistant Secretary
Mr. Carpenter, Assistant Secretary

The Committee acted upon the following matters:

Letter dated June 6, 1935, from Mr. Sproul, Secretary of the Fed-
Et.41. Re

meAd

Sarge
lit) Secretary of the Federal Reserve Bank of San Francisco, and June

rro
m Mr. Austin, Chairman of the Federal Reserve Bank of Philadelphia,

1411 Strater

17111sh e
' of the Federal Reserve Bank of Dallas, all advising that,

serve Bank of New York, and telegrams dated June 6 from Mr.

S 
Secretary of the Federal Reserve Bank of Kansas City, and Mr.

Y Secretary of the Federal Reserve Bank of Clevelhnd, and Mr.

Meet.np,
1"" 01 the boards of directors on the dates stated, no changes

made in the banks' existing schedules of rates of discount and pur-

1143e.

131414
Dallas, reading as follows:

Without objection, noted with approval.

Letter to Mr. Coleman, Deputy Governor of the Federal Reserve

me "The Federal Reserve Board approves the recom-

te4datio1 contained in your letter of May 24 that the
cilip,!rarY employment of Mr. L. 0. Moore, Jr. as Senior

Collection Division, Houston Branch, at an an-
4.1! salary of $1,920, which is $120 in excess of the
for-rY range provided for the position, be continued
19.65.1t additional period of six months from June 20,

Approved.
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Memoranda dated May 31, 1935, from the Committee on Salaries

and Expenditures, submitting letters dated May 17, 1935, from Mr.

Sailer, Deputy Governor of the Federal Reserve Bank of New York, which

equested approval of certain changes in the personnel classification

Plan of the bank. The memoranda stated that the Committee had re-

viewed the proposed changes and recommended that the changes concern-

ing the Foreign and Government Bond and Safekeeping Departments be

4PProved effective currently, and the other changes be approved effec-
tive 

as of January 1, 1935, with the exception of the proposed in-

el'eaSe in salary range from $210042600 to $300044000 for the position

Of "Chief; Stenographic Division", with regard to which it was recom-

mended that action be deferred pending receipt of more detailed infor-
mation.

Letter to Mr.

sel've Bank of Booton,

Approved.

Curtiss, Federal Reserve Agent at the Federal Re-

reading as follows:

tra "Reference is made to your letter of June 4, 1935,
nsmitting the request of the 'Bar Harbor Banking and'Ibustm 

Companyt, Bar Harbor, Maine, which was admitted to

orrbe ship on December 9, 1953, for an extension of time

wij" 
month, to July 9, 1935, within which it may comply

that portion of membership condition numbered 21 whichProvides that
'Within one year after date of admission to member-
Ship, such bank, if it has not already done so,
shall reduce to an amount prescribed by the limits
of the laws of the State of Maine the loan of $170,000
to Mr. G. H. Parker which is shown in the report of
examination of such bank made as of July 10, 1933, by
an examiner for the Federal Reserve Bank of Boston,
as being in excess of such limits 
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"On November 61 1954, the Board extended to June 9,
9351 1 the time within which the bank might comply withthe portion of membership condition numbered 21 above re-

ferred to.
"It has been noted that the loan to Mr. G. H. Parker

was legal when made but became excessive in 1931 due to a
Change in the State law, that the report of examination of
611e bank as of April 13, 1935, indicates that the loan haslpeen reduced to $159,000 and that it is apparently covered
uY collateral, and that the president of the bank has re-
quested the additional extension of time in order to dis-
elles the matter with his directors and to adjust the loanin question.

"In view of the circumstances and your recommendation,
ttle Board extends to July 9) 1935, the time within whichfle Bar Harbor Banking and Trust Company may comply with

r.provisions of membership condition numbered 21 by re-
its loan to Mr. G. H. Parker to an amount within

'egal limits, and it is requested that you advise the bankacc
ordingly."

Approved.

Telegram to Mr. Stevens, Federal Reserve Agent at the Federal

Ileve Bank of Chicago reading as follows:

"Re Young's letter May 24, 1935 regarding 'The Mer-
chants Trust and Savings Company of Muncie, Indiana',t°8-rd extends to December 18, 1965, time within which
l4-
ink may comply with condition of membership numbered 21.

be advise the bank accordingly."

Approved.

Letter to Mr. Curtiss, Federal Reserve Agent at the Federal

e Bank of Boston, reading as follows:

th "Reference is made to the report of examination ofthe 
trust department of 'The Southington Bank and Trust ,

whileTanYll Southington, Connecticut, as of February 27, 1965,
cle ,41.11. it is stated that securities pledged with the trust
dj,-"ment to secure trust funds deposited in the banking
r42a-rtraent of the bank are not sufficient to cover such
t1748 deposited in the bank's savings department in add!-
the to those deposited in the commercial department, and
e e3caminer states that there is some question as to
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"Whether or not the deposits in the savings department
are required to be secured.

"As you know, The Southington Bank and Trust Company
is subject to a condition of membership numbered 18 re-
quiring the deposit of securities with the trust depart-
ment to secure trust funds deposited in the bank's 'bank-
ing department' in the same manner and to the same extent
;s is required of national banks exercising trust powers.
-t would seem clear that the term 'banking department'
includes the savings department of the bank. In the
33bard's Regulation F, applicable to national banks, the
„s_"ings department is specifically referred to in connec-
Llon with the requirements relating to the deposit of
trust funds in the banking department of the bank. You
had previously advised that the Treasurer of The Southington
143ank and Trust Company considered the deposits in the sav-
-4ngs department as investments of trust funds; but you have

requested any ruling from the Board as to whether such
4":rust funds may properly be considered as investments rather
'Ilan deposits and not coming within the provisions of the
ondition of membership above referred to, and it is possi-
ble that this matter has already been disposed of by your

re 
However, it will be appreciated if you will advise

Board what disposition has been made of the matter,

ed, if you desire a ruling, it will be necessary for the
.°ard to be furnished with full information as to the facts
'Ilvblved relating to the question whether the trust funds

the savings department are investments or deposits.
such request should, of course, be accompanied by yourlee() 
mmendation in the premises.
The examiner has also raised the question as to

!nether it is necessary under the condition of membership
feferred to above for funds, belonging to agency and cor-
rrate accounts in the trust department to be secured by

ZIlle deposit of securities if such funds are deposited in
ci:
" 
ben  king department of the bank. It will be appre-

ma ed if you will advise as to what disposition has been
e of this matter.

c, In this connection, it is assumed that you have given
tli:nsideration to rulings of the Board published on page 1435

e Federal Reserve Bulletin for December 1921 and on.age 572 of the Federal Reserve Bulletin for May 1922.
. It has been noted that securities pledged by The South-
lngton
414,- ,,ank and Trust Company to secure trust funds deposited
hei-Lus banking department by its own trust department are
pancvl in safekeeping at the Phoenix State Bank and Trust Corn-

the 
) Hartford, Connecticut, and that the examiner raised

co question as to whether such holding of the securities
111P lies with the condition of membership numbered 18 to
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"which the bank is subject. From the standpoint of the
beneficiaries of the trusts to which the trust funds be-

it would seem that it would ordinarily be desirable
for the securities pledged by the banking department to
be held in the trust department itself, and it is possible
that you have already disposed of this point. However, if
You should desire a ruling as to whether the Board will
consider the holding of such securities by another bank in
safekeeping as a compliance with the requirements of the
condition numbered 18, the Board would like to have your
recommendation in the matter, together with an opinion of
Your counsel as to whether, in the event of the insolvency
of the bank holding such securities in safekeeping, the
1:ru6t department of The Southington Bank and Trust Company
would have a prior claim to such securities, or in an equiv-
alent 

amount, over creditors of the depositary bank, par-
ticularly if such securities should have been pledged by_ 
he dei,ositary bank or otherwise used in its own business."

Approved.

Letter to Mr. Peyton, Federal Reserve Agent at the Federal Re-
se e 

Bank of Minnepolis, reading as follows:

wh "This refers to your letter of May 20, 1935, in
ich you state that the Commercial Bank of Lohnse, Michi-

i1,11t, which is at present operating a branch at Greenland,
181,-"igan, desires to make immediate application for member-

in the Federal Reserve System, provided the Board

to 1 agree to allow the bank to have one year within which0 terminate the Greenland branch. You ask for a state-
14el-It as to the Board's attitude with regard to the matter.
Actnlis you know, the provisions of the Federal Reserve

relating to the admission to membership in the Federal
;eserve System of State banks with branches are explicit,

ti.11 the Board now has no authority under the law to admit

by tItt e bank to membership under the circumstances covered
YOur letter. However, your attention is invited to the

19%1Eions of section 202 of the proposed Banking Act of
(H.R. 7617), as it passed the House of Representatives,

ordeh would authorize the Board, in its discretion, in
ier to facilitate the admission of State banks to member-Shp 

in the Federal Reserve System which have obtained the
benefits of insurance by the Federal Deposit Insurance
of Pcration, to waive in whole or in part the requirements

8ecti0n 9 relating to the admission of State banks to
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"
membership. The enactment of this provision would per-

mit the Federal Reserve Board, if it deemed it advisable
to do so under the circumstances, to admit to the Federal
Reserve System a State bank having a branch established
since February 25, 1927, outside the city in which the
head office is located, even though such bank does not
have the capital required for the establishment of branches
bY national banks. It is suggested that you advise the
C?mmercial Bank of L'Anse accordingly, and the bank may
wish to defer further action on an application for member-
Up Congress has finally acted on the proposed Bank-

ing Act of 1955."

Approved.

Letter to Mr. Stevens, Federal Reserve Agent at the Federal Re-

2erve Bank of Chicago, reading as follows:

"This refers to your letter of March 21, 19550 and
Previous correspondence relative to compliance by the
'Pringfield Marine Bank, Springfield, Illinois, and
Other State member banks in Illinois with the condition
Of membership prescribed by the Board which is to the
effect that if trust funds held by the bank are deposited
in its banking department or otherwise used in the con-
duct of its business, it shall deposit securities with
its trust department to secure the payment of such funds.

"It appears from the information submitted with your
letter that the statutes of Illinois do not contain any
Provisions relating to the deposit of securities to
2ecUre the payment of trust funds held by banks in that
State and deposited in their own banking departments. It
at-11:e° appears that counsel for your bank and counsel for
416 8Pringfield Marine Bank, after consideration of deci-
s'°ns in cases having a bearing on the matter, have con-cluded 

that the deposit of securities to secure the payment
ur trust funds under the conditions described above is, in

neat, a pledge and that the right of a State bank in
B-'inois to deposit securities in compliance with the
A°e'rd ls condition of membership is extremely doubtful.

YOU know, the Board has consistently held that the
condition of membership referred to above contemplates
a t any deposit of securities in the trust department of
i member bank to secure trust funds deposited in its bank-

department or otherwise used in the conduct of its
r;silless shall result in the creation of a valid pledge
or" the security of such funds, and if under the laws

the State in which a particular State member bank is
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"located such a pledge may not lawfully be made, the bank
should not deposit trust funds in its banking department
Or otherwise use such funds in the conduct of its busi-
ness. After careful consideration of all the circumstances
involved in this matter, the Board feels that, in view of
the absence of statutory authority for a State bank in
Illinois to pledge its assets to secure deposits of trust
funds and in view of the extreme doubt that trust funds
deposited with the banking department of a State bank in
Illinois would result in a valid pledge to secure the pay-
ment of such funds, State member banks in Illinois should
11°t deposit trust funds in their own banking departments
or otherwise use such funds in the conduct of their busi-
ness.

, "As you know, the Board has taken the position that,
• States where under the State law trust funds deposited
.11. the trustee's banking department are fully protected
DY a statutory preference in all of the assets of the bank
Qver its general creditors, such a preference affords ade-
pate protection for such trust funds and that it is there-

Justified in waiving compliance with the condition of
Ilembership referred to by banks in those States. However,

la 
ls noted from your letter of March 23, 1955, that the
" of Illinois do not provide any safeguards by way of

r
e
eference or otherwise for the protection of trust funds

men 
ld by a State bank and deposited in its banking depart-

t.-- and, therefore, on this basis, the Board would not
el justifife • •- ed in waiving compliance with the condition

of 
membership.
"You pointed out that the State Banking Deportment

4„:41-8 stated that, while the laws of Illinois do not give
?,tc.tte banks the right to pledge assets to secure trust
_ciL_?Posits„ it would offer no objection to such pledge if
Is!le 

its,

Reserve Board imposed such condition and
that the the General of Illinois in an opinion
1 1,11ered to the Auditor of Public Accounts on January 30,

stated, in part, as follows:
'While there is no such like requirement

in the State Banking Act, the Federal Reserve
Board has the unquestionable right to make
reasonable rules and regulations conditional
11,P0n which membership in the Federal Reserve
oystem is granted. * * * I am of the opinion

14 that such a requirement is entirely legal.' 

,,, this connection, it xey be noted that the condition
;'esoribed by the Board does not purport to confer any
d?..r:!rs upon a bank accepting such condition. That con-
l'lon does not require the bank to deposit trust funds
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"in its own banking department, but merely provides
that if such a deposit is made, the bank shall deposit
ecurities to secure the trust funds deposited in its bank-

ing department. Furthermore, it is not believed that the
failure of the State banking authorities to object to banks
Pledging assets to secure the payment of trust funds so
deposited would have a material bearing upon the question
in the event of litigation.

"In the circumstances, it is suggested that you ad-
vise the Springfield Marine Bank and other member banks

Illinois which are subject to the condition of member-
8111P of the Board's views in the matter in order that they
!laY take appropriate steps to comply with the condition
if they have not already done so. In this connection,
YOU may wish to consider the advisability of suggesting

the member banks involved the possibility of obtaining
4Tendments to the State law which will permit them to com-P-LY with the requirements of the condition of membership
th 
!Al the banks deem it essential to deposit trust funds in

elr own banking departments.
, "A copy of this letter is being forwarded to the

deral Reserve Agent at the Federal Reserve Bank of St.
01)182 since a portion of the State of Illinois is included
in his district."

Approved.

Letter to Mr. O'Connor, Comptroller of the Currency, reading

r°110ws:

"Receipt is acknowledged of your supplemental mem-
.?..andum of May 31, 19'65, in regard to the proposed reduc-
'tdrn in common capital stock of 'The New London City Na-
A °nal Bank', New London, Connecticut, from 4200,000 to1)100 n

which was approved by the Federal Reserve Board
March 1, 1935, pursuant to a plan which provided for
e Sale of .1,;,150,000 of additional preferred stock to the

4ronstruction Finance Corporation and the elimination of
of the least desirable assets in the bank.

e.m "In accordance with your recommendation, the Board
t1rds its previous approval to provide for the sale of
ti 0)000 of Class tAl preferred stock to the Reconstruc-
bt°n Finance Corporation and $25,000 of Class 1B 1 preferred
orclek to local interests in lieu of the sale of 0_50,000
ti Preferred stock to the Reconstruction Finance Corpora-

formerly contemplated, with the understanding that
e Other provisions of the plan as originally approved
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"remain unchanged, all as set forth in your supplemental
memorandum of May 31, 1935."

Approved.

Letter to Mr. O'Connor, Comptroller of the Currency, reading

follows:

"In accordance with your recommendation, the Fed-
eral Reserve Board approves a reduction in the common
capital stock of 'The National Lumberman's Bank of Muske-
gon', Muskegon, Michigan, from $300,000 to $150,000,
Pursuant to a plan which provides that the bank's capital
Shall be increased by the sale of $400,000 of preferred
stock to the Reconstruction Finance Corporation and/or
others, and that the released capital, together with the
bank ts surplus account, shall be used to eliminate a
corresponding amount of unsatisfactory assets, all as
set forth in your memorandum of May 29, 1935.

"In considering the plan under which the reduction
in common capital stock is to be effected, it has been
noted that your examiner severely criticised the active
inanagement of the bank. It is assumed, however, that
this matter is receiving the attention of your office."

Approved

Letter to Mr. Peyton, Federal Reserve Agent at the Federal Re-

serve mi-
15ank of Minneapolis, reading as follows:

"Reference is made to your letter of May 27, 1935,

Vgarding the suggested reductions by the 'Sault Savings
mankt and the 'Central Savings Bank', both of Sault Ste.
m:eriel Michigan, in the preferred stock issued to the
"econstruction Finance Corporation.

"It is understood that neither bank has initiated
!it_elps to retire part of its preferred stock, but that

17 Deputy Commissioner of Banks of the State of Michigan
t2 suggested that reductions might safely be made in

fie case of the Sault Savings Bank and the Central Sav-
tlYS Bank, which, according to recent reports of examina-
11°11, had a capital ratio to deposits of approximately

0 5. You recommend that the Sault Savings Bank be

i'lowed to reduce its preferred 'A' stock from $175,000
I° $75,000, and the Central Savings Bank to reduce its
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"preferred 'A' stock from $125,000 to 050000.
"Neither of the banks is subject to a condition ofmembership requiring the Board's approval for a reduc-

tion in capital, and, in view of the condition of the
banks as reflected in the reports of examination as of
APril 23 and April 29, 1935, respectively, and your rec-ommendation, the Board will interpose no objection to
the reductions in preferred stock suggested in your letter
of May 27, 1935."

Approved.

Telegram dated June 6, 1935, approved by five members of the

8°4rd, to Mr. Curtiss, Federal Reserve Agent at the Federal Reserve

13ank Of Boston, authorizing him, subject to the conditions prescribed
in the telegram, to issue a limited voting permit to "Western Massachu-

ts Investment Associates", Greenfield, Massachusetts, entitling such

orgEaltization to vote the stock which it OWDS or controls in the "First
Hatioriai Bank

r3̀1' the purpo
& Trust Company of Greenfield", Greenfield, Massachusetts,

e of acting at any time prior to November 1, 19350 upon a
1)11OPosal to change the number of shares of common and/or preferred stock

41p1 to change the par value of shares of common and/or preferred stock

bank, and to

ti°:4 and/or by-laws
411 i4

et th„
he 

Federal Reserve Bank of Bobton and approved by the Comptroller

°e the Currency.

4rve
J3ank of New York, reading as follows:

make such amendments to the articles of associa-

of such bank as shall be necessary for such purposes,

accordance with a plan satisfactory to the Federal Reserve Agent

Approved.

Telegram to Mr. Case, Federal Reserve Agent at the Federal Re-
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"Relet June 4. The time specified in condition num-
bered 18 of the conditions of membership of 'olatkins State
Bank', Watkins Glen, New York, within which 'First National
of Elmira Corporation', Elmira, New York, shall obtain a
voting permit entitling it to vote the shares of stock now
or hereafter controlled by it of such bank and of all its
Other subsidiary member banks for all purposes is hereby
extended to December 1, 1935. Please inform the bank and
the holding company affiliate accordingly."

Approved.

Telegram to Mr. Case, Federal Reserve Agent at the Federal Re-

serve Bank of New York, reading as follows:

"Relet June 4. The time specified in condition num-
bered 21 of the conditions of membership of 'City Bank
Farmers Trust Company' within which 'The National City
Bank of New York' shall obtain a voting permit entitling
it to vote for all purposes the shares of stock owned or
controlled by it of such bank is hereby extended to De-
ember 1, 19'65. Please inform The National City Bank of
New York and City Bank Farmers Trust Company accordingly."

Approved.

Letter to Mr. Curtiss, Federal Reserve Agent at the Federal

Reserve Bank of Boston, reading as follows:

concerning
"Reference is made to your letter of May 29, 1935,

the suggestion contained in the Board's letter
c),,f May bp 1935, to the effect that the 2,549 shares of its
'wh Preferred stock acquired by the 'Worcester County Trustc'

°mPanYI, Worcester, Massachusetts, under the plan for its
reoreanization: might be placed in the hands of trustees
and held for the benefit of common stockholders in such a
waY that the bank will not be a holder thereof within the
leahing of the provisions of Section 5201 U. S. R. S.

the 
"It is noted that a question has arisen as to whether

, beneficiaries of the trust should be the common stock-
hol ders, the preferred stockholders or all stockholders.

"At the time it was suggested that consideration be
ITLIren to such an arrangement, as one of the possible methods

which the bank might dispose of the stock in question
'"" order to comply with the provisions of the law, it was
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"thought that probably the stock would be held until re-
tired, in accordance with the terms of its issue and,
therefore, that the common stockholders would be the ul-
timate beneficiaries. However, it was contemplated that

trust agreement adopted would adequately protect any
interest which both the preferred and common stockholders
of the bank might have in the preferred stock owned by
the Worcester County Trust Company, and it would seem that
this would be accomplished by trusteeing the stock for the
benefit of all the stockholders of the bank as their in-
terest may appear. The bank and its counsel should, of
course, be satisfied that any such agreement is drawn in
!uch manner as to protect the rights of all parties at
interest."

Approved.

Letter to Mr. O'Connor, Comptroller of the Currency, reading
as followas

"Inclosed herewith is a copy of the form of 'OptionA
greement' which the Board understands is ordinarily exe-
cuted by First Bank Stock Corporation and persons to whom

corporation transfers bank stock in order to qualify

tunein
h 

as directors of 
subsidiary banks. In connection with

e Board's consideration of an application for a voting
Permit the question has arisen as to whether a person hold-

the required amount of stock of a national bank subject
(?. such an agreement is qualified to serve as a director
the bank and an expression of your opinion concerning
matter will be appreciated."

to mr.

Burgess, Secretary of the Federal Open Market Committee, reading

Approved.

Letter dated June 6, 1935, approved by four members of the Board,

48 rollowst

"In a telephone conversation this morning you re-
for the purpose of incorporation in the Fed-

Zfal Open Market Committee minutes of the meeting withheb  Board on May 28, 1935, a copy of the letter received
the Board under date of May 4 from Governor SchallerOf the Federal Reserve Bank or Chicago, and a copy of
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"the Board's reply and accompanying memorandum under
date of May 25, 1965, with regard to a reduction by the
Federal reserve banks in their total holdings of United
States Government securities.

"A copy of the correspondence referred to is
attached."

Approved.

Memorandum dated June 3, 1955, from Mr. Morrill, recommending,

With 
the approval of Mr. Miller) Chairman of the Building Committee,

that the Board authorize the payment of two vouchers submitted for re-

ti ameat of the National Park Service of the Department of the In-

terior for the time of employees of that organization consumed in render-

1'114. assistance in connection with the preparation of the program of

e0a1Pet4tion for the selection of an architect for the construction of

the hew building of the Federal Reserve Board and the determination of
the pr

ocedure to be followed in connection with the destruction of the

P4sent temporary building on the site acquired by the Federal Reserve

110Eza,,ihe memorandum stated that one of the vouchers is for the
time

J. L. Nagle during January, February and April, aggregating
Z4 ho _

urs and amounting to 05.79 and that the other voucher is for the

tirlie of '11". E. H. Martin, 46 hours, and Mr. H. S. Runacres, 28 hours,
for a 

total of 04.27.

Approved.

Memorandum dated June 5, 1965, from Mr. Carpenter, Assistant

Ssereta 
rY, to which was attached a memorandum dated May 28 from Mr.

stating that if the Board will have the parts of the Oxford

•Nilsh .
Dictionary, which he loaned to the Board several years ago,
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Properly bound and will purchase from the publishers the recently

is811ed supplement to the dictionary at a cost of $40, he will give

the dictionary to the Board as its own property. Mr. Carpenter's

ale'310randum stated that an estimate of $65 had been obtained from the

G°7ernment Printing Office for binding the 12 volumes and the supple-

'fl buckram binding; that the R. P. Andrews Paper Company had sub-

mitted a bid of $71.50 for the same work; and that on the basis of the

tilllate from the Government Printing Office, the total expenditure

for the purchase of the supplement and for the binding of the 12 vol-

and the supplement would be $105.

The expenditure of the amount necessary for
the purchase of the supplement and the binding of
the dictionary and supplement by the Government
Printing Office was approved.

Letter dated June 6, 1935, approved by five members of the Board,
tO G,

'vernor Calkins, Chairman of the Governors' Conference, reading as
follows:

"Under date of April 26 you were advised by wire, a
e°PY of which is inclosed, that the Board had received
under date of April 22 a letter from the Treasury Depart-
ment to the effect that it was preparing to call at an
:arlY date for new bids for furnishing insurance policies
c,c)vering Governmental shipments of currency, coin, bullion,
':ecurities, etc., for the fiscal year 1936. In that wire

was suggested that you forward to all Federal Reserve
na:111t3 copies of the report of the Insurance Committee of
;41e Governors Conference, on certain questions raised in
4,egard to insurance on shipments of Federal Reserve notes
'ar°m Washingtoh to Federal Reserve banks and their branches,
,fld request that they furnish the Board their views on the
'°mmittee's recommendations as soon as practicable.

"On the same date, April 26, the Board wrote a letter,c 
°PY attached, to Mr. William H. McReynolds, Administra-ti 
ve Assistant to the Secretary of the Treasury, in reply
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"to his letter of April 22. In this letter the Board
advised Mr. McReynolds that it had received a report
from the Insurance Committee of the Governors Confer-
euce recommending that all movements of new Federal Re-
serve notes between Washington and the Federal Reserve
banks and their branches, on which shipments the Federal
Reserve banks actually pay for the insurance, be covered
under the insurance policies of the Federal Reserve
banks, and that as soon as the Board had heard from the
Federal Reserve banks it would communicate with Mr. Mc-
Reynolds further regarding the advisability of the System's
Participation in the insurance policies covering Govern-
mental shipments of currency, coin, bullion, securities,
etc., during the fi:Ical year ending June 30, 1936.

"The Treasury was advised informally that the Federal
Reserve banks concurred in the Committee's recommendations
and on May 21 Mr. T. J. Coolidge, Under Secretary of the
Treasury, acknowledged the receipt of our letter of April26 and 

stated that the Department would include in the in-structions to bidders in connection with the new insurance
P?licies for the fiscal year 1936 a statement informing
tile insuring companies that shipments of new Federal Re-
serve notes from Washington to the Federal Reserve banks
and branches and shipments of unfit, new and old series
,deral Reserve notes from the Federal Reserve banks and
:°Tranehes to the Treasury will not be insured under the
or_easur7i3 policy beginning July 1, 1935. In his letter
". Coolidge stated that he assumed the Board would take
aPProPriate steps to relieve the Comptroller of the Currency
°f the necessity of placing insurance on Federal Reserve
r,°tes under the Treasury's new policy and that the Board
7°41d issue the necessary instructions with respect to the
.1.1surance of Federal Reserve notes shipped by the Comp-
,6,roller of the Currency after June 30, 1955. A copy of
41r. Coolidge's letter is inclosed.
t . "Copies of this letter and inclosures are being sent
02 4r. L. R. Rounds, Chairman of the Insurance Committee

the Governors Conference, with the request that after the

restion has been reviewed by the Committee he communicate
blth the Board with regard to the procedure which should
s! followed after June 30, 1955, in insuring Federal Re-
rve notes shipped from Washington to the Federal Reserveuanks.

c ."It is assumed that you will forward a copy of Mr.
8:Ittulls. 1:tt er of May 21 to all of the other Federal Re-

Approved.
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Letter dated June 6, 1935, approved by five members of the

Board) to Mr. M. J. Ward, Minneapolis, Minnesota, reading as fol-

"Receipt is acknowledged of your letter of May 29
Ur. j. J. Thomas of the Federal Reserve Board, regard-

ing the rejection by the Federal Reserve Bank of Minneapo-

lis of the application of Mr. David Persha of the City
Market Company, Duluth, for an industrial loan.

"In response to our request for information we have

received a letter from Mr. Harry Yaeger, Deputy Governor
or the Federal Reserve Bank of Minneapolis, indicating
that mr. . Persha' s application was given thorough and con-

telentious consideration by the bank's Executive Committee
,efore action was taken thereon. The Industrial Advisory
)0Dnm1ttee originally approved Mr. Persha's application on
condition among other things 'that the loan be secured by
warehouse receipts for the merchandise to be purchased and

be held in storage, plus additional merchandise on hand

warehouse'. The Executive Committee of the Reserve
'fink, however, did not regard the security to be pledged
`Is satisfactory, especially in view of the fact that the
warehouse in which the goods would be stored was owned by
the 

aPplicant and there would, therefore, be no independent
1188Ponsibility of warehousing, with supervision of with-
drawals and accounting. Section 13b of the Federal Reserve

Act requires that industrial loans be made 'on a reasonable

Zad sound basis', and it appears that the bank did not feelt1,1 t a loan on the terms proposed by Mr. Persha would meet

18 requirement of the law.
t. "A further consideration was that after the applica-
41011 had been passed on by the Industrial Advisory Committee
8 Executive Committee of the bank learned that Mr.
?r2hals bank in Duluth was willing to lend the amount de-
red provided the required security was furnished. Since

Zt'8 Reserve bank is authorized to make direct loans under
:fe terms of Section 13b of the Federal Reserve Act only
:rlan credit is not available from the usual sources on a
;8asonable basis, and since it is not intended that the

t!Leur 
deral Reserve banks should enter into competition with

(1,. own member banks or other financing institutions, it

eld aot appear to the Executive Committee that in the cir-
bumstances the loan should be made by the Federal Reserve

;Ilk) particularly as the Committee decided that if the loan
we'to be made on a reasonable and sound basis, as re-

gullsed by laws the Reserve bank would have to require as
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"much collateral as was asked for by the local bank.
"Under the law the bank has final authority to act

Upon applications, and its action seems to have been de-
termined upon only after careful consideration by the
members of its Executive Committee of the conditions un-
der which the loan was to be made, and after Mr. Pershahad been given an opportunity to appear with his counsel
before the Committee.

"The Federal Reserve Board regrets that Mr. Persha's
aPplication had to be rejected, but since it is evident
that it was conscientiously considered by the Executive
Committee of the Reserve bank it does not appear that
grounds exist for further action by the Board in the matter."

Approved.

Letter dated June 6, 1935, approved by five members of the Board,

t° Mr• Hoxton, Federal Reserve Agent at the Federal Reserve Bank of

Riehnl°14, reading as follows:

"This refers to Mr. Fry's letter of May 270 1935, re-
flarding possible violations of section 22(g) of the Federal
eserve Act involving The Peoples Bank of Montross, Mont-

Virginia, and Messrs. McFadon, President, and Charles
Stuart, Vice President of such bank. With respect to

,fle indebtedness of Mr. McFadon, it is noted that the mat-
,'" has been called to the bank's attention in accordance

"the procedure set forth in the Board's letter of Feb-
IIT'arY 13, 1935 (X-9124) and that your office has been ad-

that satisfactory correction will be made by June
r2,1935. The Board agrees with Mr. Fry that if the cor-
r-c°-on is made by that time, it will not be necessary to
eport the matter to the United States Attorney.
Cha"With respect to the indebtedness incurred by Mr.

ries E. Stuart it is noted that Mr. Fry does not re-
him as an executive officer of the bank and in the

;I'reumstances asks the Board's advice whether or not the
Tiaitter should be reported to the United States Attorney.
wee Board's files indicate that on December 3, 1954, you
oere advised, with respect to another possible violation
Of Section 22(g) of the Federal Reserve Act on the part
pe Mr. Stuart, that notwithstanding the fact that it ap-
thejed Mr. Stuart was an inactive officer of the bank and
ea his principal occupation was that of attorney and

liner, the Board had taken the position that the deter-
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"ruination of the question of who is to be considered
an executive officer in cases of this kind is a func-
tion entirely within the jurisdiction of the Department
of Justice and the Attorney General was accordingly advised
of the possible violation. In the circumstances, it is
suggested that you advise the member bank and Mr. Stuart
that the Board cannot undertake to determine whether or not
Mr. Stuart is an executive officer within the meaning of
section 22(g) of the Federal Reserve Act. It is also sug-
gested that you handle the matter in the light of the Board's
letter of February 15, 1955, (X-9124) and if a correction
ls effected within a reasonable time it will not be neces-
sary for you to report the matter to the United States
Attorney."

Approved.

Thereupon the meeting adjourned.

Assistant Secretary.

Governor.
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