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A~meet1ng of the Board of Governors of the Federal Reserve Sys-
&m wag
held in Washington on Wednesday, August 4, 1937, at 11:30 a. m.

PRESENT: Mr. Eccles, Chairman
Mr. Szymczak
Mr. Davis

Mr. Morrill, Secretary

Mr. Bethea, Assistant Secretary

Mr. Carpenter, Assistant Secretary

Mr. Clayton, Assistant to the Chairman

C
Onsideration was given to each of the matters hereinafter re-

fsrr

ed to

% 8nd the action stated with respect thereto was taken by the
ard,

T ;
Yoq he minutes of the meeting of the Board of Governors of the
Sdepgy

R
. ®Serve System held on August 3, 1937, were approved unani-
sy,

T
®legram to Mr. Young, President of the Federal Reserve Bank

0
t stog

th * Stating that the Board approves the establishment without
0gs 1,
g

oy the bank today of the rates of discount and purchase in its
8%

ue Schedu) e,
Approved unanimously.
M
{n Sorandum dated August 3, 1937, from Mr. Morrill recommend-
€ a
gy PPointment of Mr. Charles D. Lindamood as a general utility
lg

er i
0 the Board's new building, with salary at the rate of

3
)000
Per ann
m

“*e » effective as soon as his services may be required
T ha
i
U8 Passed satisfactorily the usual physical examination.
Approved unanimously.

Memg
ingt orandun dated August 3, 1937, from Mr. Morrill recommend-

€ a
PPointment of Mr. Charles W. Storm as a carpenter at the




1095

84/

o

B
f:::ié i building, with salary at the rate of $1,800 per annum, ef-
g © @3 soon ag his services may be required after having passed

isfactorily the usual physical examination.

Approved unanimously.

' There wag submitted a recommendation from Messrs. Spurney and
&nez&: i the following persons, who had been selected in accord-
’ th the authority granted by the Board on July 12, 1937, and who

d Satisfactory physical examinations, be appointed as char-

en 3
10 the Boarg!
Pep

Vo

8 new building, each with salary at the rate of 50¢

hoyp
» 8ffective ag of August 4, 1937:

Mrs. Irma L. Brannon
Mrs. Minnie C. Pruett
Mrs. Helen S. Nutwell

Approved unanimously.

Le
tter o Mr. Fletcher, Vice President of the Federal Reserve

B
Sk
of 03 evelang

» Teading as follows:

n
relatiThiS refers to Mr. Taylor's letter of July 16, 1937,
Tl'llst gg to an inquiry from The First National Bank end
the B i‘f‘pany of Lexington, Lexington, Kentucky, concerning
4 thep 1c"=‘1.1-10n of section 11(a) of the Board's Regulation

p?;‘tlnent provisions of which read as follows:

ag fiduunds received or held by a national bank
lgaty Clary shall not be invested in stocks or ob-

nTy Ons of # % % the bank or its directors #* * 3#,!
trus R 8ppears that the bank was recently appointed co-
o yonr °f 2 trust which has been in existence for a number
the b&nli and thet among the assets of the trust received by
Vhioy . Was a mortgage note of one of the bank's directors
the pen-04res in August, 1957. The bank inquires whether

SWal of the note would violate Regulation F.
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the 1"The above-quoted provisions of Regulation F relate to
entiEVestment of trust funds and do not prohibit the re-
tes 0 of assets received by a national bank as a part of a
Wity tEState when it becomes trustee. Further, in accordance
™ &nale Principles applied in a recent ruling relating to
2 papt Ogous situation, the renewal of a note so received as
Vestne of a trust estate should not be considered as an in-
Ment °§t of trust funds within the meaning of such require-
T the regulation (see ruling in Federal Reserve Bulletin ‘
the By 1937, at page 392). Therefore, it is the view of !
Neway ard thet the regulation itself does not prevent the re-
of couOf the note referred to above; it being understood,
Ment oise’ that the investment is otherwise a proper invest-
theret, the trust in view of all the circumstances relating
¢iam, &nd such investment is not otherwise subject to criti- ‘
taty ;However, the bank's attention should be called to cer- i
QUGstizOViSions of law which may have some bearing on the
Of the ; Whether the note should be renewed. Section 11(k)
o ederal Reserve Act provides that it shall be unlaw-
directo & national bank to lend trust funds to any officer,
any orr?' Or employee of the bank and makes it a felony for
l?er, director, or employee to make or receive such
fall; wilnce the enforcement of such statutory provisions
the pog ghin the jurisdiction of the Department of Justice,
1ng the? cannot underteke to express any opinion concern-
of ), 1T interpretation and their application to the renewal
® note in question.”™

Approved unanimously.
L
Stter to Mr. Worthington, First Vice President of the Federal

esewe B&nk
of Kansas City, reading as follows:

L
This refers to your letter of June 9, 1937, and its

Nag Ongie’ relating to an inquiry from The United States

Plicapyy Bank at Omaha, Omaha, Nebraska, concerning the ap-

"Thn Oof section 11(a) of the Board's Regulation F.

bany ey € bank inquires whether such section prohibits the

p“rchaszg investing trust funds in real estate mortgege loens
» Reg through Byron Reed Company, Inc., of which Mr. A.

direct » @ director of the bank, is chairman of the board of
OTS. It is stated thet such loans esre not obligations

teq toon Reed Company, Inc.; that proposed loans are submit-

the trust department of the bank before commitment
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"and closed only after its approval; end that they are se-
sureq by first mortgages on real estate of a sufficient ap-
Praiseq Value to meet the requirements of the Nebraska law.
mlel the latest report of examination of the bank the invest-
1 B8 in Such mortgage loans which had been made since June
Ta 1936, were oriticized as being in violation of the regu-
ation.
Provi"The bank also inquires whether the above-mentioned
list Slons of the regulation apply to 'general market and |
Com °d bongs, * mentioning obligations of Nebraska Power
I pany ang Chicago, Burlington & Quincy Reilroad Company. }
. 8PPears that s director of the bank is & director and i
page President and general manager of Nebraska Power Com-
ey 8nd that enother director is a director and executive '
pane President of Chicago, Burlington & Quincy Reilroad Com- f,
oblz' It is statead that the bank has in the past purchased
&tions of such companies for trust accounts and that
s ligations are on the bank's 1list for future investments.
date The views expressed by the Board in its letter of this
Natio O you, relating to & similar inquiry from '?'he Omaha
eonnenal Bank, Omaha, Nebraska, are equally applicable in
adﬂsetic’n with this inquiry and it is suggested.that you
8nce : The United States National Bank at Omaha in accord-
thet herewith, In addition, the benk should be advised
chay € fact that bonds are listed on a securities ex-
tineigu? OT possess a general market does not make the per-
8they, Provisions of the regulation inapplicable thereto,
inte &h it may have a bearing on the question whether the
OBt of officers, directors, or employees of the bank
best © Obligor is such as might affect the exercise of the
Yrugy Udgment of the menagement of the bank in investing
. nds in such bonds.
Cal) f;\lrther, the Board feels that it should specially
tig & %ention to the fact that the mortgage loans in ques-

Reetl1 guite clearly constitute 'property acquired from' Byron
that Olipany, Inc., within the meaning of the regulation, end

Vegty oVen though such loans are otherwise proper trust in-

Ray bents’ their purchase is forbidden, if, as apparently
of My € case, Byron Reed Company, Inc. is an 'interest'
latiO; ﬁ’ L. Reed within the spirit and purposes of the regu-

Approved unanimously.

b Letter 4, Mr. Worthington, First Vice President of the Federal
exvve

B
%k of Kansas City, reading as follows:
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"This refers to your letter of June 9, 1937, and its
Sures, relating to an inquiry from The Omaha Natlona%
» Omaha, Nebraska, concerning the application of §ect10n
ll(&) of the Board's Regulation ¥, the pertinent provisions
Which read as follows:

'Munds received or held by a national bank as fidu-
°lary shall not be invested in stock or obligations
T, or property acquired from, the bank or its direc-
ggéﬁinggicers, or employees, or their interests,

inelq

"

the . .b @PDears that in the latest report of examination of
e ba

hk the examiner listed certain trust investments as

“Vestuments in concerns in which directors are interested
Criticized those purchased since June 1, 1936, as having

oen Purchased in violation of the above-quoted provisions

” ®8ulation F which became effective on that dat?. The
IVestments 1isted are stocks or obligations of Fairmont
reamery Company, Nebraska Power Company, Union Pacific

Rﬁilroad Company, St. Joseph and Grend Island Railway Com-

0y, ang Oregon-Washington Railroad and Navigation Com-

oy, The bank inquires whether the investment of trust

S by it in such securities is prohibited by Regulation

% "It 8ppears that one director of the bank is a direc-
T an eXecutive vice president of Fairmont Creamery Com-

Feny; that one director is a director of Nebraska Power Com-

cﬂny and, until recently, another was a director of that

Q;mpanY; that one director is a director and president of each

» the railroad companies; that the securities of the rail-
~ad Companies are 1isted on the New York Stock Exchange and

g:ssess 8 general market; and that the securities of the

buher Companies are not listed on any securities exchange

a tis stated that they are not closely held and possess
Tair ¥ active local market. It is understood from a let-

Teceived from the president of the bank that none of

ti Securitjeg is ever purchased from the issuing corpora-
T through any of the directors of the bank and that

:2eh Securities are purchased entirely through brokers or
7 hoygeg of independent and national standing.

lat1°" he purpose of the above-quoted provisions of Regu-

8 1s explained in a footnote which reads, in part,
8 f°1lows;

b this requirement contemplates that the na-
Honay bank will not invest trust funds in the ob-
1igatiOns of any organization in which officers,

1rectorg or employees of the bank have such an
Interest as might affect the exercise of the best
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"' Jjudgment of the management of the bank in invest-
ing trust funds.'

4 ile the footnote refers only to obligations of organiza-

te°ns in which officers, directors, or employees are in-
in:QSted» the same principle is applicable in the case of

eStments in stocks of, or property acquired from, such
anizationg,

h "In determining whether particular investments are pro-
ibited

» 1t is necessary to consider all of the facts and

Org

e

aigfmmst&nces of each case. For example, the mere fact that ;
oe Tector of a national bank is director of & corporation

forstnOt necessarily make it a violation of the regulation

of ® bank to invest trust funds in stocks or obligations |
may ne Corporation. On the other hand, such an investment {
of algt be Properly made unless it is clear that, in view
terest Of the facts and circumstances of the case, the in-
W ghy Of the director in the corporation is not such as
ment affect the exercise of the best judgment of the manage-
Whichcf the bank in investing the trust funds. An investment
Sirabfnay Otherwise be entirely proper, or even highly de-

® may be in violation of the above-quoted provisions
Cipleg Board'g regulation, and the well-established prin-
aseq Of sound trust administration upon which they are
aetioﬁs Scause conflicts of interest are involved; trans-
Cong in which trustees have conflicting interests are

&busea,ed 88 a class because there is grave danger of
"The it is
undesirablgoard feels that, as a general proposition, i

Of the o for it to attempt to rule upon specific cases
diffi ind presented by this inquiry, both because of the
Pactg . ty ?f ascertaining and accurately stating all.of the
Yeng 14 circumstences involved and because such rulings

2 GGStTOY the intended flexibility of the pertinent
ter wi%e °f the regulation. It is felt that this is a mat-
Soung s 2 Should be left primerily to the good faith and
dete Judgnent or tne banks and thet ordinarily they must
8rg % B for themselves whether perticular transactions
Reny Violation of the spirit and purpose of this require-

he regulation.

be ¥ 18 suggested that the inclosed copy of this letter
aamfﬁ,‘is“ed to The Omaha National Bank, together with any

B8l comments which you may wish to make."
Approved unanimously.

Le
°rAt1 tter to Mr. Clark, Vice President of the Federal Reserve Bank
ta

' Teading as follows:
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Tk "Reference is made to your letter of July 29, 1937, re-
oh Ing to the affiliation between The Blackshear Bank, Black-
oax, Georgia, and A. P. Brantley Company.

A, "It has been noted thet the bank now concedes that the
5 é Brantley Company is an affiliate within the meaning of
the s:nking Act of 1933, that the company owns & majority of
raq ock of the Blackshear Manufacturing Company, The Manor
Comp ne Compeny, Wayne Trading Company and Pierce Trading
tenminy’ and that, accordingly, such companies have been de-
ﬁed to be affiliates of the bank.
May 22The report of examinstion of The Blackshear Bank o?
debted’ 1937 showed thet the Pierce Trading Company was in-
7,500 °n an unsecured basis to the bank in the amount of
nep Wthh, according to subsequent information, was later
8sed to $9,500 and subsequently reduced to $7,000, which
88 than 10 per centum of the cepitel and surplus of the
1°5n't You report also that you have been advised that the
by 0010 the Pierce Trading Company would be promptly secured
lateral which conforms to the provisions of section 23A
iﬂcu: Federal Reserve Act. It is understood that you have
SDect :ed With officers of the bank the situation with re-
undey O affiliates and thst all parties at interest now
Stand the provisions of law and of the Board's regula-
ave ?s Tegards loans to, and reports of, affiliates and
the Bsave? You assurances that such provisions of law and
fhture,rd $ regulations will be strictly followed in the

i
usefuiThe Board concurs in your opinion that apparently no
Of the Purpose would be served by requiring the submission
193p 0report of the Pierce Trading Company as of June 20,
Will’ T by the publication of such report, and, therefore,
°f the € no requirements concerning reports of affiliates

Repes 080K Which should have been furnished or published
®tofore, n

Approved unanimously.

Le
Bagy tter to My, Sargent, Vice President of the Federal Reserve

Qfs
*n Francisco, reading as follows:

"
iney, ‘DL Tefers to your letter of July 24, 1937, and its
UTes, relating to the status of Knudson Investment
Wngey s> Brighem City, Utah, as a holding company effilieste
€ Provisions of section 2(c) of the Banking Act of
’"§8 @mended by section %01 of the Banking Act of 1935.
Pany 4 he Board has determined that Knudson Investment Com-
S Dot engeged, directly or indireetly, as a business
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.biﬁkholding the stock of, or managing or controlling, banks,

ing 8ssociations, savings banks, or trust companies, with-
1 the meaning of section 2(c¢) of the Banking Act of 1933, as

:mended: and, accordingly, that corporation is not a holding
2gz?any affiliate for any purposes other then those of section

to KOf the Federal Reserve Act. Inclosed herewith is a letter
Bog: n‘}dSOn Investment Company advising it con?erning the

ta :d S action in this matter. Please transmit the letter

£o het corporation. A copy of the letter is also inclosed

T Your fijes,

to As you will note, the Board expressly reserves the right
On.ﬁzke & further determination of this matter at any tim?
it 4 © basis of the then existing facts. In this conngctlon,
Vo § requested that you advise the Board if, at any time,

elieve this matter should again be considered by it."

Approved unanimously, together with
8 letter to the Knudson Investment Company,
Brighem City, Utah, reading as follows:

BOQrd"?hiS refers to your corporation's request that the

declare said corporation not to be included within
remnerm "holding company affiliate" and exempt it from the

Telents made of holding company affiliates.'
conty, The Board understands thet your corporation owns and
Stg e°ls 1,013 of the 2,000 outstanding share§ o? stock of
oWy o Security Bank, Brighem City, Utah, but it Goes not
bank T control any stock of, or menage or control, any other
VOur. D view of these facts, the Board has determined that
SOrporation is not engaged, directly or indirectly,

trOlliusiness in holding the stock of, or managing or con-
brygy &, banks, banking associations, savings banks, or
Banky Companies, within the meaning of section 2(c¢) of the
1ng Ang Act of 1933, es amended by section 301 of the Bank-
8 h01§F of 1925, and, accordingly, your corporation is not
of se ing Company affiliate for any purposes other than those
lay :t On 23A of the Federal Reserve Act. However, under the
of ; he Board's action does not in any way effect the status
i Corporation as & holding company effiliate for the
Oﬁes Of section 22A of the Federal Reserve Act.
& sup I your corporation should at any time own or control
Morg Stantia) portion of the stock of, or manage or control,
to han ope bank, this matter should again be submitted
Pighte Board for its determination. The Board reserves the
baﬂis %0 meke a further detemmination at any time on the

°f the then existing facts."
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Letter to The Honorable, The Secretary of State, reading as
r°11°WB:

"Thig refers to the previous correspondence with the

?gg;rtment of State regarding the sealed box and locked army
d safe, said to contain Mexican and United States coin
furrency, held in custody at the New Orleans Branch of
® Federal Reserve Bank of Atlenta since December 1923.
unst;In reply to the Board's letter of April 25, 1924, re-
safe ing advice as to where the authority over the box and
Mr, y S Vested and what disposition should be made of them,
of g 00re, Assistant Secretary, stated that the Department
tate wag giving careful consideration to the disposition
tiozhe funds, said to be funds collected during the occupa-
o DOf Veracruz in 1914 end which were in the hands of the
Objec:Partm?nt as custodian, and that, in the absence of any
r&nchlon’ it was believed advisable that the New Orleans
their Continue to store the funds pending decision as to
"final disposition.
Taigeq € management of the Federal Reserve Bank has again
bOXes the question as to the proper disposition of the
to hoid The Reserve Bank is naturally reluctant to continue
ang i in custody sealed boxes for extended periods of time,
shou] q Strongly of the opinion either that the safe snd box
Propen e withdrawn from the custody of the bank by the
t 8uthority or that the bank should be authorized to open
the e: © &nd box in the presence of proper witnesses and teke
Deriodgtents into custody where they would be subject to
wpy SXemination end sudit.
of g..-¢ Will be appreciated if you will asdvise the Board
Wity :ernOrS whether the present unsatisfactory situation
Boc. Dt to the custody of the boxes mey not be adjusted
fordance with the wishes of the Federal Reserve Bank."

Approved unanimously.

gy Letter 44 gy, Parker, First Vice President of the Federal Reserve

OtA
tl&ntﬂ. reading as follows:

28, "Reference is made to your letters of July 27 and July
Yoy Aot Tegarding the application of section 8 of the Clay-
'recto Yo the service of certain persons as officers and
Nagy o, Of First Nationel Benk, Tempa, Florida, end Broad-
niy ol Bank, Tempa, Florida.
18 understood that Broadway National Bank is the

L




1103

8/4/3n
<1 0s

n
12:23 under which Latin American Bank of Ybor City converted
the Sa national banking association, and that Ybor City is
1im1tpan18h section of Tampa, being located within the city
8« On August 23, 1935, the date of enactment of the
3 Aing Act of 1935, Messrs. E. P. Taliaferro, H. T. Lykes,
Natsn Liggett and V. H. Northcutt were serving both First
e ofgil Bank of Tempa and Latin American Bank of Ybor City
Pirsie Cers or directors under permits issued by the Board
el bnt to section 8 of the Clayton Act as that provision
Latiy :iorfs its amendment by the Banking Act of 1935, When
Rent) €rican Bank converted into a national bank these
Visioemen Were still serving pursuant to the following pro-
D of the amended section 8:
shay 'Until February 1, 1939, nothing in this section
ati 1 prohibit any director, officer, or employee of
bry member bank of the Federal Reserve System, or any
i;nCh thereof, who is lawfully serving at the seme
i € as a private banker or as a director, officer,
savsmPIOYBe of any other bank, banking association,
o tggs bank, or trust company, or any branch thereof,
s € date of enactment of the Banking Act of 1935,
"m Continuing such service.'
of theThe Board concurs in your opinion that for the purposes
’ nﬂtionairesent case Broadway National Bank, the converted
Yhop bank, is the same institution as Latin American Bank
in the fity, the earlier State bank, and that, therefore,

Of the Clrcumstances the provision quoted above permits each
the congentlemen named above to continue his relations with
brug Verted national bank and First National Bank until

Y 1, 1939 just as if the conversion had not occurred.”

Approved unanimously.

Thereupon the meeting adjourned.

Secreta&y. !

/
. / v 1 y / / |

I/

Chairman.






