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A :meeting of the Board of Governors of the Federal Reserve

87etam Was held in Washington on Wednesday, February 2, 1938, at

12:15 p.

PRESENT: Mr. Eccles, Chairman
Mr. Ransom, Vice Chairman

Mr. Szymczak

Mr. McKee
Mr. Davis

Mr. Morrill, Secretary

Mr. Bethea, Assistant Secretary

Ur, Carpenter, Assistant Secretary

Mr. Clayton, Assistant to the Chainman

Consideration was given to each of the matters hereinafter re-

ferred to and the action stated with respect thereto was taken by the

13°ard:

l'ede

The minutes of the meeting of the Board of Governors of the

ral Reserve System held on February 1, 1938, were approved unani-

tOtiply.

Letter to Mr. Stewart, Secretary of the Federal Reserve Bank

of St. 
Louis, reading as follows:

"Referring to your letter of January 29, 1938, the

4,(lerd approves the reappointment of Messrs. Wm. K. Norris,
t'acob VanDyke, Maurice Weil, Henry S. Gray and M. E. /inch
es members of the Industrial Advisory Committee for the
lAelith Federal Reserve District, to serve for terms of one
Year each, beginning on March 1, 1938.7

Approved unanimously.

Letter to tha board of directors of "The Farmers State Bank

C)r Oat,
.."-LeY, Kansas", Oakley, Kanscs,statine- that, subject to conditions

Of
'4ambero„.

---AP numbered 1 to 3 contained in the Board's Regulation H
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elld the following additional conditions, the Board approves the bank's

ePPlication for membership in the Federal Reserve System and for the

84)ProPriate amount of stock in the Federal Reserve Bank of Kansas

City:

n5.

"6.

Such bank shall make adequate provision for depre-

ciation in its banking house and furniture and fix-

tures.

Within two years from the date of admission to member-
ship, such bank shall charge off or otherwise eliminate
the remaining carrying value of $'2,750, after the charge-
off of 41,000 classified as estimated loss by the ex-

aminer, of a parcel of other real estate known as the

Stover property, and not less than one fourth of such

remaining carrying value shall be charged off or other-

wise eliminated by the end of each 6 months' period

after admission to membership.

Prior to admission to membership, such bank shell charge

off or otherwise eliminate any portion of the estimated

losses totaling .177,753.78 and of the doubtful loans

totaling 0_010.80, as shown in the report of examina-

tion for membership, as of October 6, 1937, which have
not previously been charged off or adjusted to the

satisfaction of the Federal Reserve Bank of Kansas

City, and any other known losses.

Prior to admission to membership, such bank, if it has
not already done so, shall furnish evidence satisfac-
tory to the Federal Reserve Bank of Kansas City that
it has no liability, contingent or otherwise, on the

encumberances on other real estate properties held
by the bank."

Approved unanimously, together with

a letter to Mr. Hamilton, President of the

Federal Reserve Bank of Kansas City, read-
ing as follows:

"The Board of Governors of the Federal Reserve System
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approves the application of 'The Farmers State Bank of
Oakley, Kansas', Oakley, Kansas, for membership in the Fed-
eral Reserve System, subject to the conditions prescribed
in the inclosed letter which you are requested to forward
to the board of directors of the institution. Two copies
Of such letter are also inclosed, one of which is for your
files end the other of which you are requested to forward
to the Bank Commissioner of the State of Kansas for his in-
formation.

"Inasmuch as the balance a member bank may lawfully
carry with a State nonmember bank is limited by Section
19 of the Federal Reserve Act to 10 per cent of the deposit-

bank's capital and surplus, the special condition of
MeMbership recommended by the Reserve Bank Committee in
this connection has not been prescribed. It has been noted,
however, that this limitation has been celled to the bank's
attention, and it is assumed that an appropriate reduction
of any balances in excess of the limitation will be effected
Prior to the admission of the bank to membership.

"The report of examination for membership contains
numerous criticisms of the records and bookkeeping system
(n the bank, and the management has been criticised rather
!severely for allowing overdrafts and for carrying cash items
lh excessive amounts and numbers; and in commenting upon
the management your examiner states that the managing offi-
cers are considered safe but are believed to need close
e:UPervision by the supervisory authorities. It has been
11"ed, however, that both in conference with an officer
or the bank and in correspondence following the examination
for membership, the management of the bank has given assur-
ance that the matters criticised in the report will be cor-
rected, and it is assumed that you will follow the affairs
of the bank closely after its admission to membership."

Letter to Mr. G. Fred Berger, Chairman, Committee on Mortgage

Ihvestment Funds, Pennsylvania Bankers Association, Norristown, Pennsy1-

144lias reading as follows:

"This refers to your letter of January 24, 1938, to

r
t Wingfield submitting proposals for an amendment to the

rd's Regulation F to cover the operation of Common Trust

°rtgage Funds. You also requested an opportunity to dis-
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"cuss these proposals with representatives of the Board.
"Your proposals have been called to the attention of

members of the Board, and representatives of the Board will
be glad to discuss these proposals with your Committee in
the offices of the Board at 2:30 P. M. on March 9, 1938.
I regret that other engagements of the Board will make it
impractical to confer with you on the matter on any of the
earlier alternative dates for a conference which you sug-
gested.

"In passing, it has been noted that you feel that
Mort gage Investment Funds authorized by the laws of Penn-
sYlvania may not be operated under the provisions of sub-
section (1)) of section 17 of the Board's Regulation F which
relate to investment of amounts too small to be invested
separately to advantage. It is not clear why you feel this
iS the case, but this point can be cleared up at the pro-
posed conference on March 9th."

Approved unanimously.

Letter to Mr. Walter Bachrach, Chicago, Illinois, reading as

tollows:

"Reference is made to your letter of January 25, 1938,
ad 

"Reference
to Mr. Parry, Chief of the Board's Division of

6ecurity Loans, with respect to guarantees of accounts under
Regulation T.

"As you mention in your letter, section 6(c) of Regu-
lation T provides that one of the conditions for a guarantee

?aing given effect under the regulation is that 'the guarantor
le not a creditor'. It is important to note that the term
creditor' is defined in section 2(h) of the regulation to

T'an any person who is either a 'member of a national securi-
;'les exchange' or a 'broker or dealer who transacts a business
ln securities through the medium of any such member'. This
4efinit1on is, in effect, an abbreviated method of referring
tC the persons so defined, and it does not depend upon whether

slich a person is extending credit in a particular transaction.

"In other words, not only all members but also certain
n(Inmembers are defined in section 2(h) as 'creditors', and
4 guarantee by any person who is so defined as a 'creditor'
May net be given effect pursuant to section 6(c). Conversely,
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"this limitation would not affect a situation in which the
guarantor is not a person defined in section 2(h) as a 'credi-
tor'.

"The last paragraph of the recent ruling of the Board
regarding guarantees, which will appear in the February
1938 Federal Reserve Bulletin and of which a copy is in-
Closed, also discusses the meaning of the term 'creditor'
as defined in section 2(h) and used in section 6(c). It points
out that since all 'members' are 'creditors' and all partners
of member firns are 'members', all such partners are, by
‘el_efinition, 'creditors'. Accordingly, a guarantee executed
'Y any such partner may not be given effect under section
6(c).

"We hope that the foregoing discussion will clarify
the meaning of the provisions in question. We also are send-

Copies of this correspondence to the Federal Reserve Bank
of Chicago, and that bank will be glad to offer all possible
assistance in connection with any question regarding the regu-
lation."

Approved unanimously.

Thereupon the meeting adjourned.
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