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A meeting of the Board of Governors of the Federal Reserve Sys-
tem wag held in Washington on Tuesday, March 23, 1937, at 2:30 p. m.
PRESENT: Mr. Ransom, Vice Chairman
Mr. Broderick
Mr. Szymczak
Mr. McKee

Mr. Davis

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

Consideration was given to each of the matters hereinafter re-
ferreq to and the action stated with respect thereto was taken by the
BOard:
The minutes of the meeting of the Board of Governors of the Fed-
oTral Reserve System held on March 16, 1937, were approved unanimously, {
The minutes of the meetings of the Board of Governors of the
Federal Reserve System held on March 17, 18, and 19, 1937, were ap-
Proveq and the actions recorded therein were ratified unanimously.
Telegrams to Messrs. Powell and Sargent, Secretaries of the
Federal Reserve Banks of Minneapolis and San Francisco, stating that ;
the Boarg approves the establishment without change by the Minneapolis
b&nk on March 22, 1937, and by the San Francisco bank today, of the

Ty
tes or discount and purchase in their existing schedules.

Approved unanimously.
Letter to Mr. Fry, Vice President of the Federal Reserve Bank i
o Riehmond, reading as follows:
"Reference is made to the report of examination of the

'"Union Trust Company of Maryland', Baltimore, Maryland, as
of November 30, 1936, and to your letter of February 3, 1937, F
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"inclosing an office memorandum prepared by Examiner Mercer
regarding his investigation, in connection with the examina-
tion of the bank, of the acquisition by the bank and the
City Certificates Corporation of Certificates of Beneficial
Interest held in the treasury of the City Certificates Cor-
Poration.

"From the information furnished it appears that debtors
have been permitted to buy at a discount certificates held
by others and to surrender such certificates in settlement of
their obligations; that the bank has accepted cash from debtors
with the understanding that certificates would be purchased
and applied for the account of such debtors at a later time;
that the proceeds of the sale of collateral securing the ob-
ligations of bankrupts, deceased persons and others with whom
no agreement was had with respect to the purchase of certifi-
cates have been applied by the bank to the purchase of cer-
tificates; and that purchases by the bank of such certifi-
cates have been deferred to influence the market price of
the certificates.

"It is understood that the examiner does not feel that
any friendly settlements have been made nor that certificates
have been accepted when obligations were otherwise collec-
tible. The statement is made, however, that, in most cases,
when cash was accepted with the understanding that the bank
would act as agent for the debtor and would purchase cer-
tificates at a later date to be used in final settlement of
his obligation, the note or other evidence of indebtedness
has been canceled and returned to the debtor and thet, in
all such cases, the bank has not considered itself bound
to effect the proposed purchase., Therefore, no real distinc-
tion appears between such a transaction or the application
Of funds realized from the sale of pledged collatersl to the
Purchase of certificates and the purchaese of certificetes
with cash received from any other source.

"Condition of membership numbered 23, asccepted by the
Union Trust Company of Meryland, end the agreement executed
by the City Certificates Corporation in complience with the
condition of membership, provide that, except with the written
Consent of the Federal Reserve Agent and the State Bank Com-
missioner, any purchase of certificates or any distribution
t0 holders thereof should be made only on a pro rata basis.
It is recognized thet, in the settlement of & debt, it may

€ necessary to acquire ‘essets of any nature which the debtor
lay have to offer and that if neither the bank nor the City
Certificates Corporation was a party to the acquisition of
c§rtificates of Beneficial Interest by the debtor, such cer-
Vificates might be accepted in some circumstances by the bank
Or City Certificetes Corporation in settlement of debts with-
Out violating either the condition of membership to which
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"the bank is subject or the agreement executed by the City
Certificetes Corporation. The Board feels, however, thet
both the spirit end the letter of the condition and the
agreement are violated by the purchase of certificates by
the benk or corporation, either as principal or as agent,
with cash received (1) from the proceeds of the sale of col=-
lateral, (2) from debtors for the purpose of purchasing cer-
tificates to be used in settlement of their debts, (3) in
Settlement of an obligetion with the understanding that the
bank might with the proceeds purchese such certificates, and
(4) from any other source or for any other purpose.

"The Board slso feels that the bank's practice, after
8cquiring cash for the purpose of purchasing certificates,
of deferring the purchase for the express purpose of holding
down the merket price of certificetes cannot help but affect
adversely the position of certificate holders who may wish
to dispose of their certificates to other purchasers, and
Places the bank in the position of appearing to be attempting
to profit, if not sctuslly profiting, at the expense of the
certificate holders, which would be an embarrassing position
if the fact beceme generally known.

"The Board requests thet you advise the bank of its po-
Sition in the matter end request thet all sctivities in vio-
lation of condition of membership numbered 23 or the agree-
ment executed by the City Certificates Corporation be dis-
continued immediately.

"As you know, the management has presented tentative
Plans for the liquidation of the Corporstion end & distribu-
tion to certificate holders at an early date, and it will be
appreciated if you will advise whether there have been any
Turther developments in this connection."™

Approved unanimously.
Letter to Mr. M. H. Roberts, Cashier, Citizens State Bank, James-

t
v, Indiana, reading as follows:

| "Referring to your letter of February 26, the fifth para-
‘ €raph of Section 9 of the Federal Reserve Act, which among
Other things requires State bank members to subtmit condition
Teports to their respective Federal Reserve banks, contains
the following provision:

'Such reports of condition shall be in such form
; and shall contein such informetion as the Board of
% Governors of the Federal Reserve System may require
and shall be published by the reporting banks in
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"t guch manner and in accordance with such regulations
as the said Board may prescribe.’

"In view of this mandatory provision of law, the Board
cannot waive the requirement for publication of condition
reports rendered by State bank members of the Federal Re-
gerve System to their respective Federal Reserve banks. The
Board is, however, anxious to facilitate insofar as practicable
the single publication of condition reports rendered by State
bank members pursuant to requirements of State and Federsl
law. Accordingly, 211 Federal Reserve banks have been ad-
vised thet, if and when the form of condition report pre-
Scribed by a State banking department is identical with the
corresponding form prescribed by the Board, the Federal Re-
Serve bank may accept a single publication of reports of con-
dition rendered to the State banking department pursuent to
the requirements of State law and to the Federal Reserve
bank pursuent to the Federal Reserve Act provided the follow-
ing words appear immediately above the caption 'Assets';

'Published in accordance with a call made by the
State banking department of (State) and by the Fed-
eral Reserve bank of this district.'

The Board hes further edvised the Federal Reserve banks that,
~1f the State law or the State banking department requires
State banks to show in published reports of condition cer-
tein information not called for by the form of condition re-
Port prescribed by the Board, single publication of the con-
dition report rendered by a State bank member to the State
banking department and to the Federal Reserve bank may be
accepted provided that the additional information required
by the State law or the State banking department is shown
fOllowing the information celled for by the Board's form
8nd under a heading reading substantially as follows:

'Following additionel items are published pur-
suant to requirements of State law (or State banking
department)."

"As you perhaps know, & number of conferences have been
held in the last two years with representatives of State
banking departments with the view of bringing about a sub-
Stantial uniformity in the forms of condition reports pre-
Scribed by Federal and State authorities. The work in this
Tespect has progressed to the point that we are hopeful that
! Such uniformity will be obtained in the near future and
that the necessity for duplicate publication of condition
Teports by State bank members of the Federal Reserve System
Will be avoided."

Approved unanimously.
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Letter dated March 22, 1937, to Mr. Fry, Vice President of the
Federay Reserve Bank of Richmond, reading as follows:

"Reference is made to your letter of Februery 24, 1937,
with inclosures presenting for determination by the Bogrd the
Question whether the services of Messrs. E. Asbury Davis and
Blanchard Rendall as directors of The First Nationel Bank of
Baltimore and Safe Deposit and Trust Company of Baltimore,
both of Baltimore, Maryland, sre in violetion of section 8
of the Clayton Act, as amended.- :

"Subject to certein exceptions, section 8 of the Clayton
Act, as amended, provides in part a&s follows:

'No * * * director, officer or employee of any member
bank of the Federal Reserve System or any branch there-
of shall be at the same time & director, officer, or
employee of any other bank, banking association, sav-
ings bank, or trust company organized under the laws

of any State or of the District of Columbis, or any
branch thereof * * *, ¢

The provisions formerly contaired in the section authoriz-
ing the issuance of individual permits by the Board were re-
Pealed, as you know, by section 329 of the Banking Act of
l935, and under the provisions of the section as it now reads
he question whether & director, officer or employee of a
Meémber bank of the Federal Reserve System may serve any other

ank , banking association, savings bank or trust company or-
ganized under the laws of any State or of the District of
Columbia is dependent upon whether such service comes within
80y of the exceptions conteined in the statute or the Board's
Regulation 1. '

"The only exceptions which appear to have any bearing

on the present question are those set forth in paragraphs

¢) and (d)(6) of section 2 of the Board's Regulation L re-
Vised effective January 4, 1936, which read as follows:

'The provisions of section 8 of the Clayton Act:
* * *

'(¢) Do not prohibit, until February 1, 1939, any in-
terlocking relationship involving a member bank,
which was in existence on August 23, 1935, the
dete of the enactment of the Banking Act of 1935,
and which, at that time, was lawful under the
Clayton Act either (a) because it was authorized
by a permit then in effect or (b) because it was

otherwise not subject to the prohibitions of the
Clayton Act.

'(d) Do not prohibit e director, officer or employee
of a member bank of the Federal Reserve System
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"*from being at the same time a director, officer,

or employee of any number of the following:
* * *

'(6) Banks, banking associstions, savings banks or
trust companies not engeged in a class or cleasses
of business in which such member bank is engaged.'

"It appears from the report of examination of The First
National BPank of Baltimore as of December 21, 1936, made by
Dational bank examiners that Mr. E. Asbury Davis was elected
& director of Safe Deposit and Trust Company of Baltimore
after January 1, 1936, and, therefore, that he apparently was
Dot serving the,latter institution on August 23, 1935, the
date of enactment of the Banking Act of 1935. Accordingly,
the exception set forth in paragraph (c) of section 2 of the
BQHrd's Regulation L is apparently not applicable to his ser-
Vices with these institutions.

"In view of the fact that Mr. Randall was serving both
°f these institutions on August 23, 1935, the question whether
thig exception is applicable to him depends upon whether such
Services were suthorized by a permit then in effect, or, if
B0t, whether such services were not prohibited by the Clayton
Act, With respect to the first question, it appears from the

Oa8rd's files that in 1916 Mr. Randall made application under
he provisions of section 8 of the Cleyton Act to serve as

Biiector end vice president of The First National Bank of

i3 timore snd &s director of Safe Deposit end Trust Company
4 Ba}timore and that this application was approved by the

nard S Clayton Act Committee on September 7, 1916. Accord-

°f8t§o information fu?nished by the office of the Comptroller
et e Currency The F1r§t National Bank of Baltimore (Charter

19166r 204) was pleced in voluntary licquidation September L1 18
ati’ and its business was taken over by The Merchants-Mechanics

. ggal Bank of Baltimore (Charter number 1413). The present
fvatbie rst National Bank of Baltimore operates under charter

Aeeor§11413, paving acquired its present title June 30, 1928.
Sutho 1ngly, it appears that Mr. Randall did not have a permit
Charz zing him to serve The First National Bank of Baltimore

timgi No. i413) aEd Saf? Deposit and Trust Company of

set fortg gﬁ D:gust ci, 1935, and that therefore the exception
T ' nbtragrif éc) of section 2 of the Board's Regu-
tiats o aip caile to his services to these institu-
10ns’of ¥ uch services were not then within the prohibi-

: e Clz?yton Act.

H 1n§€f question whether Mr. Randall's services with these
ey tutions were within the prohibitions of the Clayton
ey ugust 23, 193§ depgnds upon two further questions.

» Was Safe Deposit and Trust Company making loans secured
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"by stock or bond collaterasl on that date within the meanlni

of section 8A of the Cleyton Act? If it was not, section 8

did not prohibit the reletionships. Second,.if Safe DGPOSi;

and Trust Company was not doing any 'commercial panking busi-

ness', section 8 of the Clayton Act did not prohibit the re-

lationships. It should be borne in mind, however, that unless

both sections were inapplicable, the relationships were pro-

hibited. The information in the Board's files does n9t show

Whether or not Safe Deposit and Trust Company was making 1o§ns »
Secured by stock or bond collateral on that date, although it :
is doing so at this time, and apparently was doing so in }935,

88 is indicated by the Clayton Act applications filed by Mr.

Charles S. Rieman and Mr. Howard Bruce at the end of that

year. The question whether it was, doing no 'commercial benk-

ing business' at that time is based also upon a question of e
fact. In this connection it appears possible that the prin- i
¢iples discussed in Selden v. Equitable Trust Company, 94

U. s, 419, may be applicable. Mr. Randall may possibly wish '
to submit further information to you in connection with these 4
Matters. ,

"The éxception set forth in paragraph (d) (6) of the :

Board's Regulation L is applicable only in the event that the

&nke involved are not engaged in any of the same class or
Classes of business. As stated in footnote numbered 9 of the
Re&llation, 'the phrase "class or classes of business™ refers
to the various types of business engaged in by such institu-
tions involving reletionships with customers, such as * * * *(5)
Making real estate loens, (6) meking loans on stock or bond
Collateral, * * * * (g) engaging in corporate trust business,
8nd (9) engaging in individual trust business. '

"According to the information submitted with your letter

Of February 24, 1937, Safe Deposit and Trust Compeny of Balti-

More (1) in special cases makes loans secured by real estate,

( in special cases makes loans secured by stock or bond

°°llateral, (3) engages in ‘corporaste trust business, and (4)

®ngeges in individual trust business. From information con-

8ined in the report of ‘examination of The First National

hk of Baltimore made by national bank examiners as of De-

Cember 21, 1936, that institution (1) mekes loans secured by y
Teal estate and (2) makes loens secured by stock or bond col-
&teral. 1p addition, this institution (1) engages in cor-
Porate tmyst business and (2) engages in individual trust
muginess, the report of examination of the trust department
i: © by national benk exasminers as of April 20, 1936, schow-
& € trust assets of approximately $7,900,000. The benk's

Tust accounts included 147 individual trusts enad 19 corporate ;
by :ts, bonds outstanding under corporate trusts administered i
S he bank aggregating approximately $23,000,000. It is
€d from the copy of the letter dated February 4, 1937

-
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"from Mr. Morton M. Prentis, president of The First National
Bank of Baltimore, to you, that Safe Deposit and Trust Company
of Baltimore conducts only a ficduciary business and is not a
bank of deposit in the ordinary sense, that it has no com-
mercial accounts but confines itself strictly to activities

of all kinds of a fiduciary nature, that The First Naticnal
Bank of Baltimore operates a trust department which has only
been active within the past ten years, that in the opinion

of Mr. Prentis there is no substential competition between the
two institutions, and that 'the only phase of their respective
businesses which might be construed as identical is that both i
act in fiduciery cspacities'.

"Since the amendment of section 8 of the Cleyton Act
made by the Banking Act of 1935 the question of substantizl
Competition is no longer the test of prohibited relaticnships.
As is indicated in footnote numbered 9 of Reguletion L, the
8pplicability of the exception to which it relates is not
Predicated upon the relative volume of the various types of ;
business trensacted by, the two institutions but rether upon 4
the fact that both institutions transact some of the same ~
'cless or clesses of business'. Since The First National l
Bank of Baltimore and Safe Deposit and Trust Company of 1
Baltimore are engaged in some of the same class or classes Y
of business, the exception set forth in peragraph (d)(6) of
the Board's Regulation L, revised effective January 4, 1936,
is not applicable to the services of Messrs. Davis and Randall
With these institutions.

"Accordingly, except for the possibility that the excep-
tion set forth in parsgreph (c) of section 2 of Reguletion L
may be appliceble to Mr. Randall on the grounds discussed
8bove, it appears that neither Mr. Rendell nor Mr. Davis may
lawfully continue their services as directors of both of the
above institutions. Please inform them in accordance with

these views and advise the Boerd as to the disposition of the
| mattey, "

Approved unanimously.

Thereupon the meeting adjourned.
N

S e PR

Assistant Secretary.

‘ \ Vice Chairman.
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