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A meeting of the Board of Governors of the Federal Reserve

SYstem was held in Washington on Thursday, July 15, 1937, at 10:50 a.m.

PRESENT: Mr. Ransom, Vice Chairman
Mr. Broderick
Mr. McKee
Mr. Davis

Mr. Morrill, Secretary
Mr. Bethea, Assistant Secretary
Mr. Carpenter, Assistant Secretary
Mr. Clayton, Assistant to the Chairman
Mr. Thurston, Special Assistant to the

Chairman
Mr. Wyatt, General Counsel
Mr. Goldenweiser, Director of the Division

of Research and Statistics
Paulger, Chief of the Division of
Examinations

Mr. Dreibelbis, Assistant General Counsel
Mr. Currie, Assistant Director of the

Division of Research and Statistics

The members of the Board had reviewed the record with respect
to the

citation by the Board under the provisions of section 50 of the

ing Act of 1933 of Mr. T. 0. Morton to appear and show cause why he

shciala not be removed from office as a director and officer of The Taylor

Ilational Bank of Campbellsville, Kentucky.

notwithstanding the fact that Mr.
a 
°PY of the order to show

ter
would be held on June 7,by 
counsel who made no answer to, and offered no testimony controverting,

the charges contained in the certificate filed with the Board by the Comp—
lier of 

the Currency under date of April 27, 1957, or the testimony
°Itered in 

support thereof, and that, while Mr.

Morton

The Board was advised that,

was served on May 3, 1937, with

cause,

1937,

which stated that a hearing on the mat—

Mr. Morton appeared at the hearing only

Morton had been given the
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period unti3 June 27 (which date after a request by Mr. Morton for

additional time was extended to July 13) in which to file a brief in

answer to the charges, no brief or argument had been received.

The evidence contained in the record was discussed and it was

aEreed Unanimously that the Board would be justified in finding that

Mr. Morton had continued to violate laws relating to the Taylor National

13enk and had continued unsafe and unsound practices in conducting the

business of such bank after having been warned by the Comptroller of the

CurreneY to discontinue such violations of law and such unsafe and un-

Sound Practices; and, therefore, that the Board, on the basis of all of

the evidence presented, should issue an order removinF Mr. Morton from
Office.

Mr. Broderick moved that, as a review of
the record showed conclusively that Mr. Morton,
after having been duly warned by the Comptrol-
ler of the Currency, had continued unsafe and
unsound practices in conducting the business
of the national bank and had continued to vio-
late various provisions of law relating to the
bank, and as he has shown a complete disregard
for the principles of good banking and trustee-
ship, the Board issue the following order:

F. T. O'Connor, Comptroller of the Currency of the

tar States, being of the opinion that T. O. Morton as a direc-
,°r and officer of The Taylor National Bank of Campbellsville,
.i_ampbellsville, Kentucky, has continued to violate laws relating0 such  national banking association and has continued unsafe or
ars°und practices in conducting the business of said association
,,,ter having been warned by the Comptroller of the Currency to
;"oontinue such violations of law and such unsafe or unsound
.rectices; and having, under date of April 27th, 1937, certified1/1.1;.e facts relating to such violations of law and such unsafe or
,ea°11nd practices to the Board of Governors of the Federal Re-

rye System; and the Board having caused due notice to be served
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"upon the said T. 0. Morton to appear before it and show
cause why he should not be removed from office as a direc-
tor and officer of The Taylor National Bank of Campbells-
ville, Campbellsville, Kentucky; and the said T. 0. Morton
having been given a reasonable opportunity to be heard and
having appeared by counsel, but having wholly failed to
make any answer to the charges contained in said certifi-
cate; and the Board having heard all of the evidence and
having fully considered the same finds that, as recited in
the certificate of the Comptroller of the Currency filed
With it, the said T. 0. Morton has continued to violate
laws relating to such national banking association and has
continued unsafe or unsound practices in conducting the
business of such bank after having been warned by the Comp-
troller of the Currency.

"Accordingly, it is ordered by the Board that the said
T, 0. Morton be and, when a copy of this order has been
served upon the bank as hereinafter directed, he is thereby
mremoved from office as a director and as an officer of The
L'_ELYlor National Bank of Campbellsville, Campbellsville,1.entucky, and he shall thereupon cease to be a directorand officer of said bank.

"It is further ordered and directed that the SecretaryO this Board cause a copy of this order to be served upon
:u_ne said T. 0. Morton and a copy of the same to be servedUpon The Taylor National Bank of Campbellsville, Campbells-Ville, Kentucky,tior

110Y order of the Board of Governors this 15th day of
A. D. 1937."

Carried unanimously.

Mr. Ransom stated that Chairman Eccles
had been called to appear before the Banking
and Currency Committee of the House of Repre-
sentatives this morning and, therefore, was
unable to be present at this meeting and that
he had requested that, if action were taken
at this meeting with respect to the removal of
Mr. Morton, be wished to have it recorded that
he favored the issuance of an order removing
Mr. Morton from office.

Thereupon the Board instructed that copies
Of the order be served personally by a repre-
sentative of the Board upon Mr. T. 0. Morton
and upon the Taylor National Bank as promptly
as possible.
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In connection with the above matter, the
following letter to Mr. J. T. Moore, Managing
Director of the Louisville Branch of the Fed-
eral Reserve Bank of St. Louis, was approved
unanimously:

"There are inclosed herewith Pp original and three copies
of an order entered by the Board, removing Mr. T. 0. Morton
aa an officer and director of The Taylor National Bank ofCampbellsville, Campbellsville, Kentucky.

"You will observe that the Board's order provides for
service of the order upon Mr. Morton and upon the bank. The
Board desires that the notice be served personally upon Mr.
Morton and upon the bank, and, accordingly, will appreciate
YoUr deei
atel 

gnating someone in your organization to go immedi-
Y to Campbellsville and serve the notice in accordancewith the followina directions.

be 
"It is desired that service of the order upon Mr. Morton

effected by delivering him one of the inclosed certified
e°Pias. Inasmuch as the bank is in the hands of A. M. Ander-
js_c)n who has been appointed Conservator of the bank by the Comp-
7011er of the Currency, the Board desires that service uponthe bank be effected by delivering one of the inclosed copies5 the order to Mr. Anderson and the remaining copy to Mr. W.F. Goode, the cashier of the bank.

"The original of the inclosed order contains forms foreach of these gentlemen to acknowledge receipt of delivery to
;I'm of a copy thereof and it will be apprecieted if the person
et'olla You designate to make the service will endeavor to have
rh of them acknowledge receipt of a copy of the order in
t 

space prepared for that purpose. Likewise, you will °b-
:rye that attached to the original are affidavits to be ex-euted by the person effecting the service.

"When service has been effected and the affidavits of
servi

to the 
BService leZde. been executed, the original should be returned

Mr. Broderick moved that, in view of the in-
terest of the Comptroller of the Currency and the
Federal Deposit Insurance Corporation in the
Taylor National Bank, advice of the removal of
Mr. Morton from office be sent to them immediately.

Carried unanimously.

Thereupon, letters to Mr. J.F.T. O'Connor,
Comptroller of the Currency, and Mr. Leo T.
Crowley, Chairman of the Federal Deposit Insur-
ance Corporation, were approved unanimously as
follows:
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"This is to advise you for your, confidential infor-
mation that, pursuant to the provisions of section 30 of
the Banking Act of 1936, the Board has ordered that :,1r.
T: 0. :,lorton be removed from office as a director and of-

of The Taylor National Bank of Campbel_Lsville, Camp-
bellsville, Kentucky. A copy of such order is being servedor.1 Mr. Morton and on The Taylor National Bank of Campbells-
lle. You will be advised when such service has been ef-

fected."

There had been distributed among the members of the Board

illet before this meeting a draft of a statement prepared by Mr.

Goldemei ser in accordance with the request made at the meeting of
the 

Board on July 13, 1967, relating to bills before Congress having

a's their 
objective currency or price stabilization. Some of the mem-

bers of the Board suggested that, in view of the importance of the

subject matter of the statement, no action should be taken by the

Board with respect thereto until the members had had an opportunity

t° studY the statement and to formulate any suggestions

desire to make regarding it.

Thereupon, it was agreed that the
statement should be placed on the docket
for consideration at the meeting of the
Board on Tuesday, July 20, 1937, with the
understanding that it would be studied
carefully by the members of the Board dur-
ing the interim.

Mr,

decision s promptly as possible on
the 

draft of 
Regulation A, Advances

by 
Federal Reserve Banks,

for 
their comments and suggestions,

should be

they might

Ransom expressed the view that the Board should reach a

the question of the form in which

to and Discounts for Member Banks

sent to the Federal reserve banks

and that, consideration be given
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at this meeting to the suggestion previously made by Yr. McKee that

a provision be included in the regulation under which Federal reserve

banks .
) In making advances or discounts on the security of obligations

of the United States, either direct or fully guaranteed, would give

credit for the oar amount of such obligations.

At this point Messrs. Paulger and Dreibelbis loft the meet-

ing and Mr. Vest, Assistant General Counsel, entered the room.

Copies of a proposed addition to the draft of regulation which

had h..
--en prepared by Mr. Vest in accordance with Mr. McKee's sugges-

ti°n had been furnished to all members of the Board before this meet-

ing,

and

the

At the conclusion of a discussion, it
was understood that the addition would be re-
vised in accordance with suggestions made dur-
ing the discussion and that the draft of regu-
lation, together with the proposed letter to
the Federal reserve banks asking for their com-
ments and suggestions on the draft, would be
made the special order of business at the next
meeting of the Board.

At this point Messrs. Thurston, yatt, Goloenweiser, Currie,

Vest left the meeting and consideration was then given to each of

matters hereinafter referred to and the action stated with respect
thereto was

The
Feder

Of S,

Francisco, stating that the Board approves the establishment
without

taken by the Board.

minutes of the meeting of the Board of Governors of the

al Reserve System held on July 14, 1937, were approved unanimously.

Tel egram to Mr. Sargent, Secretary of the Federal Reserve Dank

change by the bank today of the rates of discount and purchase
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Approved unanimously.

Memorandum dated July 12, 1937, from Mr. Goldenweiser, Direc-

tor of 
the Division of Research and Statistics, recommending that 'asS

Dora V. Elder, Chief Draftsman in the Division, be granted an addition-

leave of absence with pay on account of illness for a period of thirty

daYs beginning July 13, 1937.

Approved unanimously.

Letter to Mr. Fletcher, Vice President of the Federal Reserve

of 
Cleveland, reading as follows:

"There is transmitted herewith a copy of a letter from

Baru,:

The First National Bank of Emlenton, Emlenton, Pennsylvania,
in regard to the exercise of fiduciary powers, which is self-
explanatory. Receipt of this letter has not been acknowledgedby the Board.

"AS you know, it has been the general practice of the
Board to grant trust powers only in the terms of section 11(k)
;Ainlralrgranting a specific power, not to restrict it to

accounts or classes of accounts, although excep-
tlons to this practice have been made in a few cases where
special circumstances appeared to justify such action.

"The First National Bank of Emlenton states that it doesnot dp •-sire to exercise trust powers other than to keep faithvc,ith the donors of the few accounts now on its books and thatItT,a does not wish to have the expense of setting up a new de-
nertment. In the circumstances, of course, it will not be
_cessary for the Board to consider whether it would be will-
i
111, g to grant the bank trust (powers generally. However, the
fnrd is willing to consider an a?plication from the bank

permit to administer the trust accounts now on its books,
Tided it is clearly understood that the bank will not under-

book
to administer any other trusts than those now on its

ci _ e, and provided, of course, you feel, in view of all the
Fumstances, that the }oard would be justified in grantingSuch limited powers to the bank."

Approved unanimously.

Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis



.980

7/15/67

tank

-8-

Letter to Mr. Rounds, Vice President of the Federal Reserve

of New York, reading as follows:

J . . "Reference is made to your letter of June 25, 1937, iden-
Lified as 'Inquiry No. 8 re Regulation U,' with which youin-clos ed copies of two letters received from certain banks in
Your district under date of June 8 and June 15, respectively,
.1:alsing certain questions with respect to section 3(e) of Regu-
J.ation U relative to the transfer of loans.

"1. Essentials of the Transfer of a Loan.
"Section 3(e) of Regulation U provides in part as follows:
'A bank may accept the transfer of a loan from

another bank, or Permit the transfer of a loan be-
tween borrowers, without following the requirements
of this regulation as to the making of a loan, pro-
vided the loan is not increased and the collateral
for the loan is not changed, * * *t

. . The first question presented in connection with this pro-vt sei .21.ssfwhether it should be considered that a bank accepts
er of a loan if it makes a loan to a customer to en-

bank 
him to reduce or retire existing indebtedness at another
or to replace funds which the borrower has used to reduceor 

retire indebtedness at another bank.
J., "It is the view of the Board that a transaction such asrat 

described should not be considered to be the accepting of

Of 
transfer of a loan pursuant to section 3(e). The provisionsf 
section 3(e) apply only to a loan which is transferred by theParo?ess of 

payment by the transferee bank to the transferor bank
sllainst the receipt of the proper collateral, and a transaction

°felt1:sste 
Ziorttscribed ab ove does not come within the provisions

41 

"2. The Indebtedness and Collateral to Be Transferred.
cc2liat

,ue5t10n8 also are raised as to the indebtedness and the
o

4f caseel; 
alarts e to transferred. In general, two different types

in this connection, one relating to indebtedness
eurred on or after :Jay 1, L936, and the other to indebtedness

an_eurred prior to that date. Since the inquiry did not present
fe.; question as to the requirements that might affect the trans-

the two types of cases will be examined only with
to the require;Ients that affect the transferee bank.

after 111-41-2------cceptedloanadefoe designated purpose on or 
- The first type of case involves indebted-

is for the purpose of Purchasing or carrying stocks
ed Ceptedon a national securities exchange, that is not ex-

- bY 
on

2 of the regulation, and that was incurred
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on or after May 1, 1936. Although the transferor bank may
have treated certain portions of this indebtedness as separate
loans for certain purposes, the agreement between the customer
and the bank is such that all the collateral for any of the
described indebtedness secures all such indebtedness.

"In this connection, it is to be noted that the second
ParaEraph of section 1 of Regulation U provides that:

"If * * the entire indebtedness of any borrower
to any bank incurred on or after May 1, 1936, for the
Purpose of purchasing or carrying stocks registered on
a national securities exchange shall be considered a
single loan; and all the collateral securing such in-
debtedness shall be considered in determining whether
or not the loan complies with this regulation.'
"In view nf this provision, it is evident that the regula-

tion contemplates that, in certain connections, the aggregate of
the described indebtedness and all the collateral that secures
that indebtedness should be considered a unit, regardless of wheth-er or not the transferor bank may have treated a portion of such
?indebtedness as a separate loan and assigned particular collateral
to that portion. It is clear that it would be permissible under
Section 3(e) for a transferee bank to accept the transfer of the
,ggregate of such indebtedness accompanied by the aggregate col-
lateral, ) but there is presented the additional question of whether

is Permissible under section 3(e) to accept the transfer of a
Pjltion of this aggregate indebtedness accompanied by a propor-
tionate part of the aggregate collateral.

'It
t ran is the opinion of the Board that if a bank accepts a

1.prop-eZ be f 
a Portion of the aggregate indebtedness the bank may
considered to have accepted a transfer of a loan with-

' the meaning of section 3(e), and that if the transferred in-
debtedness is accompanied by its proper portion of the collateralO that the ratio of loan value to indebtedness is the same withthe 

tl'ansferred portion of the indebtedness and transferred por-
211 of the collateral as with the aggregate indebtedness and ag-

l-teate collateral, it should properly be considered that 'the col-
eral for the loan is not changed.' If a transfer meets boththese 

conditions and the indebtedness is not increased, the trans-e

thee bank may, pursuant to section 3(e) of the regulation, accept
transfer 'without following the requirements of this regula-tio
n as to the making of a loan.'

ma "Nonex2.2pted loans  made for the designated purpose before 
- The other type of case involves indebtedness that

th_l°1' the purpose of purchasing or carrying registered stocks,
is not 

incurred 
excepted by section 2 of the regulation, but that was

prior  to May 1, 1936.

Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis



982

7/15/37
-10-

"It will be noted that the provision of section 1 of
the regulation quoted above with respect to the treatment
of aggregate indebtedness and aggreFate collateral as a
unit does not apply to indebtedness incurred prior to May
1) 1936. In the case of such an old loan, therefore, identi-
fication of the loan and the collateral therefor, all or
Parttof which are to be transferred, should be made on the

i 
s 
Of the practice which the transferor bank and the bor-

rower have consistently followed in good faith in dealing
with the loan. Any indebtedness which has been treated as
constituting a single loan, and collateral which has been
treated as having loan value for the purposes of that loan
and as not having loan value for other purPoses, should be
considered as a unit, and they should be so considered with-

regard to a customers' agreement under thich collateral
for one loan secures another.

"If the entire amount of such an old loan thus identi-
edis 0(e1;e, accepted br the transferee bank pursuant to

Secti0which, 
it should be accompanied by all the collateral

as indicated above, has been treated as having loan
value for the purposes of the loan and as not having loan
yalue for other purposes. If a portion of such a loan is
lt
3
0 be accepted by the transferee bank pursuant to section

it should be accompanied by the proper proportion of
,une collateral which has been so treated, so that the col-

a l would not be changed, i.e., the ratio of loan value
indebtedness is the same with the transferred portion ofthe indebtedness and transferred portion of the collateral

as with the indebtedness originally treated as a single loan

rd the collateral treated as having loan value only for the
rd

of that loan.
"3. Determination of Facts Regarding Transfer of Loan.

tr 
"A uuestion is also presented as to the method which a

j
d.nsferee bank may use to determine whether or not the con-

u'l°11s necessary for the transfer of a loan Pursuant to sec-
rijn ge) are being followed. Specifically, the question is

sti"d whether the transferee bank may rely upon a 
signed

ceatpment of the borrower or the transferor bank which it RC-
int good faith to determine these facts.

vant tlOs o in 
the case of a number of other facts that are rele-

,,,,
u

perations under the regulation, no specific method of
't7l ermining these facts is required. The requirement is that

bank operate diligently and in entire good faith, and in
f lellg this it may utilize various methods for ascertaining the
faj.s in particular cases. As one method of determining the
low's in connection with the transfer of a loan, a transferee

4 would be justified in relying upon a signed statement of
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"the borrower or the transferor bank which the transferee
bank accepts in good faith."

Approved unanimously.

Letter to Mr. E. F. Lawrence, Assistant Trust Officer, Crocker

First National Bank of San Francisco, San Francisco, California, read-

as 
follows:

"This refers to your letter of July 8, 1937, to Governor
R!nsam, requesting that you be furnished with any data avail-
"le on the subject of 'Trends in Trust Investments.'

"In this connection you referred to the statement in theuly, 1937, issue of The Burroughs Clearing House to the effectthat the Board has had pending a set of tentative regulations
dealing with trust funds held by banks. That article was ap-
Parently inspired by the fact that the Board has been givingconsideration to the problem of common or co-mingled trust funds

111(1 has been studying recommendations as to rules and regula-ions for common trust funds which have been submitted to itby. the special committee on Common Trust Funds of the Trustuivision of the American Bankers Association.
ti "The Board has not undertaken any revision of its Regula-tion F1 which deals with trust powers of national banks, and,

4 You know, that regulation does not undertake to specify
or 

classes of securities or individual issues are appropriater trust investment, nor in what manner or to what extent theInvestments of trust accounts should be diversified.
r_ "It is regretted that the Board does not have available

distribution any information on the subject about which
IJII:'1111 inquired. As you know, the problems involved in the invest-

of trust funds, particularly in the light of changing con-
du ,cns, have been a subject of great interest to trust men
te:ing the past few years, and many articles regarding the mat-
"f have been published, although the subject is far from ex-;77ted end 

remains a matter of primary concern to those chargedth fiduciary responsibilities."

Approved unanimously.

Memorandum dated Tuly 12, 1937, from Mr. Paulger, Chief of the
bivision of Examinations, recommending, for the reason stated in the

Illeni°11111(1111119 that an addition of 4200 be made to the budget of the Division
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of Exand.

remainder

APpro e

tio s for 1937 fo

-12

he purchase of equipm

of the current year.

Approved

Thereupon the meeting adjourned.

Vice Chairman.
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