
1843

A meeting of the Executive Committae of the Board of Governors

of the Federal Reserve System was held in Washington on Friday, August

30, 1935, at 11:30 a. m.

PRESENT: Mr. Thoma, Vice Chairman
Mr. James
Mr. Szymczak

Mr. Morrill, Secretary
Mr. Bethea, Assistant Secretary

Mr. Carpenter, Assistant Secretary

The Committee acted upon the following matters:

Letter dated August 29, 1935, frond Mr. Kimball, Assistant

Secretary of the Federal Reserve Bank of New York, advising that, at

the meeting of the board of directors on that date, no change was

made in the bank's existing schedule of rates of discount and purchase.

Without objection, noted with approval.

Letter dated August 29, 1965, approved by four members of the

Board, to Mr. Sargent, Assistant Federal Reserve Agent at the Federal

Reserve Bank of San Francisco, reading as follows:

"Reference is made to your letter of August 21, 1935, regard-

ing the policy to be followed in your next examination of State

member banks, with particular reference to the examination of the

California Bank of Los Angeles and other larger California State

member banks.
"You point out that you have made two complete examinations

of all of such banks since October 1, 1933, and that you believe

full and complete examinations of the larger ones at this time

would not disclose any material change in condition. It has been

noted that your last examination of the California Bank of Los

Angeles required 451 working days for examiners and assistants

at a cost of approximately $6,500 exclusive of expenses in con-

nection with the analysis and supervision in the office, and

that Governor Calkins and other officers of the Reserve Bank are

of the opinion that, inasmuch as you will be furnished with a
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"complete copy of the State reeort, the time required and cost
involved in making your orn complete examination would not be
justified. As an alternative procedure you have suggested that
one or two of your examiners might particioate in the forthcoming
examination for the purpose of determining at first hand the
present status or progress made in correcting matters especially
criticized by your examiners at the date of the previous examina-
tion, and that the only report prepared by your examiners would
be a report supplementing the State's as to the progress made
regarding specific items.

"As you will recall, in a letter dated November 3, 1954,
X-9011, the Board approved the recommendation of the Federal
Reserve Agent's Committee on Uniform Examination Charges which
was adopted at the conference in June, 1934, that:

"'At least one regular examination of each State member
bank, including its trust department, shall be made during
each calendar year by examiners for Federal reserve banks
either independently or jointly with State banking authprities.
  A copy of each report of examination shall be fur-
nished to each State member bank examined.'
"The Board's records show that your examiners participated

in and submitted reports of examination of the California Bank
of Los Angeles as of September 22, 1933, and November 25, 1934.
In accordance with the policy recommended by the Federal reserve
agents and approved by the Board, therefore, the examiners for
the Reserve Bank should make an examination of the California
Bank of Los Angeles before the end of the year and it would seem
that the logical procedure would be to make such an examination
jointly with the examiners for the State.

"It is not believed, however, that the participation of one
or two examiners with the State examiners in the examination of
a large bank and the filing of a supplemental report is the type
of regular examination contemplated by the recommendation referred
to above.

"In the memorandum attached to your letter attention has
been called to some of the practical difficulties in obtaining
information called for in the report of examination to be used
by examiners for the Federal reserve banks. If in any case the
trouble, time or expense involved in obtaining and setting up
certain information called for in the report does not appear to
be warranted, you are authorized to make such changes in the
schedules as will eliminate the unnecessary work. It is assumed,
of course, that the re-port of examination, with such revisions or
omissions of schedules as you may make in any particular instance,
will fully reflect the condition of the bank."

Approved unanimously.
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Lett-r to Mr. Sargeat, Assistant Federal Reserve Agent at the

Federal Reserve Bank of San Francisco, reading as follows:

"Reference is made to your letter of August 21, 1935, rega-d-

ing compliance by the 'Central Bank of Oakland', Oakland, California,

with condition of membership numbered 18 which reads as follows:

"'Such bank shall, whenever any of its preferred stock is

retired, set aside an amount, equal to the amount of preferred

stock so retired, in a fund exclusively applicable to increasing

its common capital stock, and the funds so set aside shall not

be used for any other purpose except with the consent of the

Federal Reserve Board; and such bank shall maintain at all times

an adequate ratio of unimpaired canital and surplus to total

deposit liabilities, and such unimpaired capital and surplus

shall not at any time be less than ten per cent of such bank's
total deposit liabilities.'
"It is noted that the bank has previously retired $53,600 of

its preferred stock and increased its surplus a like amount and
that it contemplates a further retirement of preferred stock in
the amount of $446,400. You have requested advice as to whether

the procedure followed in connection with the retirement of the

$53,600 preferred stock is in accordance with the provisions of

condition of membership numbered 18 and as to the manner in which

funds set aside on account of retirement of preferred stock shall
be shown in reports and published statements made by the bank.

"It is believed that the transfers to any account for the

purpose of providing for an increase in common capital stock in

accordance with the condition of membership, should be made under
a resolution of the board of directors that the amount so trans-

ferred shall be used only for the purpose of increasing the

capital of the bank as required by the condition of membership.

It is suggested tNat the amounts so set aside be carried in a

separate account entitled 'Reserve for dividends payable in common

stock'. Such an account should be included with the surnlus ac-

count, Item 31 (e) on the call report of condition, Form 105, and
any amounts transferred to such an account should be shown as a

separate amount with appropriate description under Item 12 on

earning and dividend reports, Form 107. Of course, the account

and entries to the account should be reported in accordance with

instructions then in force if any change be made in the form of

call report or report of earnings and dividends which would affect

the manner of reporting such account.
"Upon the completion of the contemplated retirement of addi-

tional preferred stock the bank will have $500,000 set aside for

the purpose of increasing its common stock and it will be
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"appreciated if you will advise the Board regarding the plans of

the bank for increasing its common stock."

Aoproved unanimously.

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

serve Bank of New York, reading as follows:

"Reference is made to our correspondence regarding resolution

number 200 of the Banking Board of the State of New York prescrib-

ing maximum rate of 2 per cent per annum which may be paid by

State banks, trust comoanies, private bankers or savings banks in
New York on time or savings deposits after October 1, 1935. In

view of provisions of section 24 of Federal Reserve Act and of
the resolution of the Banking Board, it is the opinion of the
Board of Governors of the Federal Reserve System that the rate
of interest accruing after October 1, 1935, and during the period
the resolution is legally in effect, which a national bank or
other member bank located in that State may lawfully pay on time
or savings deposits, may not exceed the rate of 2 per cent per
annum prescribed in the resolution. It is believed desirable
that notice to this effect be given by you without delay to all

member banks in your district located in the State of New York
calling attention to the applicable provisions of section 24 of
the Federal Reserve Act and to subsection (c)(3) of section
and subsection (c)(3) of section V of Regulation Q, as well as to
the provisions of the resolution of the Banking Board. The Board
of Governors will not object to payment of interest by a national

bank at a rate greater than 2 per cent per annum in accordance

with the terms of, and until the termination of, any contract

existing on the date on which such bank receives notice from you

of the limitations effective after October 1, 1955, provided such

rate is otherwise in conformity with the provisions of Regulation

Q and the contract is terminated as soon as possible under the
terms thereof."

Approved unanimously.

Letter to Mr. W. R. Brewer, President, The Liberty Trust

Comoany, Cumberland, Maryland, reading as follows:

"This refers to your letter of August 22 in wIlich you inquire

Whether there is any probability of the Board of Governors of the

Federal Reserve System fixing a maximum rate of interest of 2 per
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"cent per annum payable by member banks of the Federal Reserve

System on time and savings deposits.

"The recently enacted Banking Act of 1935 incorporates cer-

tain changes in section 19 of the Federal Reserve Act with regard

to the prescribing of rates of interest payable by member banks

on time and savings deposits. The pertinent portion of section

19 as amended reads as follows:
"'The Board of Governors of the Federal Reserve System

shall from time to time limit by regulation the rate of in-

terest which may be paid by member banks on time and savings

deposits, and shall prescribe different rates for such pay-

ment on time and savings deposits having different maturities,

or subject to different conditions respecting withdrawal or

repayment, or subject to- different conditions by reason of

different locations, or according to the varying discount

rates of member banks in the several Federal Reserve districts.'

The Board now has in the course of preparation a revision of its

Regulation Q relating to the payment of deposits and interest

thereon by member banks and it may be necessary, in view of the

changes which have been made in the law, to make some modification

of the maximum rate of interest payable on certain types of time

or savings deposits or by certain member banks. We are unable to

advise you at this time, however, as to what changes, if any, may

be made.
"Other than such changes in the maximum rate as may be neces-

sary in order to conform to the changes in the law above mentioned,

the Board does not at this time contemplate any action to make a

further reduction in the maximum rate of interest payable by

member banks on time or savings deposits."

Approved unanimously.

Letter to Mr. Damian Omernik, Custer, Wisconsin, reading as

follows:

"This refers to your letter dated August 22, 1935 addressed

to the Federal Banking Commission which has been referred to the

Board of Governors of the Federal Reserve System for reply.

"You state that you have a certificate of deposit for $400

from a local national bank dated July 6, 1933 payable in 6 or 12

months. You ask to be advised as to how much interest the bank

is entitled to pay on this certificate when presented for payment

now.
"It appears that the question as to the amount of interest

to which you are entitled is one which depends upon the terms of
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"your certificate of deposit and should be settled between you

and the national bank in the light of the provisions of the law

and of the Board's Regulation Q. The Board does not believe that

it should undertake to pass upon such a question arising between

a member bank and a deoositor. However, your attention is invited

to the fact that, under the provisions of section III(e) of Regu-

lation Q, a copy of which is inclosed for your convenience,

interest may not be paid on a time deposit after the date of its

maturity. Although we cannot advise you definitely without an

opportunity to examine the certificate, it is assumed that the

certificate described in your letter matured twelve months after

its date and, accordingly, unless properly renewed, the deposit

would not bear interest after the expiration of such twelve

months' period.
"If you should have any further questions regarding this

matter or any similar matter, it is suggested that you address

your inquiry to the Federal Reserve Agent at the Federal Reserve

Bank of Chicago, stating the exact question which you have in

mind and setting forth full information regarding your certificate

of deposit. In the event that you communicate with the Federal

Reserve Agent on this subject, it is suggested that you inclose

with your letter an exact typewritten copy of both sides of your

certificate of deposit."

Approved unanimously.

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

Reserve Bank of Dallas, reading as follows:

"Retel AuguA 29. Balances due from private banks were in-

tentionally included in items which are not proper deductions

from gross demand deposits in computing not demand deposits

subject to reserve requirements under section 19 of Federal Re-

serve Act as amended by section 324 Banking Act of 1955 on basis

of ruling referred to in Bulletin for February 1935 at page 108

in which Board ruled specifically that word 'banks' as used in

phrase 'the net difference of amounts due to and from other banks'

in section 19 as it then read did not include private bankers or

private banking firms."

Approved unanimously.

Telegram to Mr. Sargent, Assistant Federal Reserve Agent at

the Federal Reserve Bank of San Francisco, reading as follows:

"Retel August 28. In ruling referred to in Bulletin for

February 1935 at page 108 Board ruled specifically that word
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"banks' as used in phrase 'the net difference of amounts due to

and from other banks' in section 19 of Federal Reserve Act as it

then read did not include private bankers or private banking firms.

On basis of that ruling balances due from private banks are not

proper deductions from gross demand deposits in computing net de-

mand deposits subject to reserve requirements under section 19 as

amended by section 324 Banking Act of 1935. Board is informed

that published statements of J. P. Morgan and Company, New York,

state that the firm is licensed as private bankers under New York

banking law."

Approved unanimously.

Letter dated August 22, 1935, approved by three members of the

Board, to Dr. E. 0. Barr, the Board's examining physician., reading as

follows:

"Reference is made to my letter to you under date of June 21,

1935, transmitting a copy of a renort of the Retirement Committee

of the Retirement System of the Federal reserve banks with regard

to medical examinations of employees of the Board of Governors of

the Federal Reserve System. Reference is also made to our conver-

sations of June 21 and August 12, 1935, in connection with the

report and to your letters of June 25 and August 14, 1935, comment-

ing on the report and the forms attached thereto.

"The copy of extracts from a letter from Dr. Huyler, Chairman

of the Medical Board of the Retirement System, attached to the re-

port of the Retirement Committee, states that the purpose of the

examination of applicants for employment is to avoid the employment

of persons who, because of some impairment, may break down in ser-

vice or be unfit to deliver the high degree of efficiency which

the Board and the Federal reserve banks would like to maintain in

their personnel. It is understood from our conversation that you

feel satisfied that the scope of the examination for ordinary life

insurance at the normal rate adequately achieves this purpose.

"In accordance with your suggestion, minor changes in form

but not in substance have been made in the medical record and

physical examination forms attached to the report of the Retirement

Committee so that they will occupy less space and in order to

adapt them to the examination made of new employees of the Board.

"The revised forms have been approved by the Board of Governors

of the Federal Reserve System and a supply is being sent to you

with this letter. These forms should be used in making a record

of future physical examinations of prospective employees of the

Board and any copies of form X-9002 which you have on hand should

be destroyed. It is understood that, except for the substitution
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"of the new forms above referred to, no change is to be made in the

procedure now followed in connection with physical examinations made

by you for the Board of Governors of the Federal Reserve System.

"In your letter of June 25, 1935, you suggest that favorable

consideration be given by the Board to the dcsirability of examina-

tions of all employees who return from an absence on account of ill-

ness, as a means of increasing efficiency from the health standnoint.

The matter of periodic health examinations and examinations following

illnesses has been considered by the Board but it is not prepared at

this time to change its present policy of having examinations of em-

ployees made only at the time of their entrance into the service of

the Board.
"In connection with your suggestion that some provision be made

for the expense of special examinations, such as blood counts, basal

metabolism tests, etc., it is understood from our conversation last

Monday that, in your experience over a period of years as a medical

examiner, the need for special examinations of this character has

arisen very infrequently and that such examinations tould be made

necessary only by the presence of special circumstances. The Board

has decided, therefore, that the most satisfactory procedure in such

cases would be to have the circumstances involved in the case sub-

mitted to the Board for decision as to whether the special examina-

tion should be made. Accordingly, should a case be presented in

which you feel some special examination is necessary to reach a

decision as to whether the applicant can meet the requirements of

an examination for ordinary life insurance at the normal rate, your

report on the regular examination should contain a statement of

the special circumstances involved which, in your opinion, make the

special examination necessary. The report should also contain a

stttement as to the cost of the special examination recommended.

"The Board has requested me to express to you its appreciation

of your cooperation in the consideration of the report of the Re-

tirement Committee."

Approved unanimously. A copy of

revised medical record and physical ex-

amination form is contained in the Board's

files.

There was then presented the following application for a change

in stock of a Federal reserve bank:

122ligAgon for SURRENDER of Stock: Shares

District No. 5.
The First-Columbia National Dank,

Columbia, Pennsylvania 135 155

Approved unanimously.
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Thereupon the meeting adjourned.

4?V—featrA 01AA-(Lp 
Secretary.

Approved:
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