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A meeting of the Board of Govern3rs of the Federal Reserve

4

SYstem was held in Washington on Wednesday, September 7, 1938, at

2:45 p. in

PRESENT: Mr. Ransom, Vice Chairman

Mr. Szymczak
Mr. Davis
Mr. Draper

Mr. Bethea, Assistant Secretary

Mr. Carpenter, Assistant Secretary

The action stated with respect to each of the matters herein-

referred to was taken by the Board:

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

Pederal Reserve System held on September 2, 1938, were approved unani-

The minites of the meeting of the Board of Governors of the

?Moral Reserve System held on September 3, 1938, were approved and

the actions recorded therein were ratified unanimously.

Memorandum dated August 30, 1938, from Mr. Smead, Chief of

the Division of Bank Operations, submitting the resignation of Miss

14111ra Weihe as a secretary in the Division, to be effective as of

the close of business on September 3, 1938, and recommending that the

liesignation be accepted as of that date. The memorandum also recom-

ill".cled that, for the reasons stated therein, Miss Weihe be granted

the usual twenty-six days annual leave for the current year, or ap-

1)1'°)c1mately eight days in excess of the amount which will have
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accrued to her credit up to the date of her separation from the ser-

The recommendations were approved

unanimously.

Letter to the board of directors of the "Bank of Belle Fourche",

Belle Fourche, South Dakota, stating that, subject to conditions of

Membership numbered 1 to 3 contained in the Board's Regulation H and

the following special condition, the Board approves the bank's appli-

cation for membership in the Federal Reserve System and for the appro-

Priete amount of stock in the Federal Reserve Bank of Minneapolis:

"4. Such bank shall make adequate provision for de-

preciation in its banking house and furniture and

fixtures."

Approved unanimously, together with

a letter to Mr. Peyton, President of the

Federal Reserve Bank of Minneapolis, read-

ing as follows:

"The Board of Governors of the Federal Reserve System

aPproves the application of the 'Bank of Belle Fourche',

Belle Fourche, South Dakota, 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 and the other of which you are requested to

forward to the Superintendent of Banks of the State of

South Dakota for his information.
"It has been noted that the bank has authority to

exercise trust powers but that no such powers are now be-

ing exercised. Therefore, the application has been ap-

proved on the same basis as if the bank did not have trust

Powers and should it desire in the future to exercise

trust powers application for permission to do so should
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"be made to the Board in accordance with the provisions

of condition of membership numbered 1.

"The report of examination of the bank as of August

4, 1938, reflects an operating deficit of :0_451.20. You

are requested to advise the bank that in all advertisements,

Published statements, and reports, the amount of any operat-

ing deficit should be deducted from surplus account or be

explicitly shown as expenses in excess of earnings. At

the time of the closing of the books, and in any event

not later than the end of the bank's fiscal year, any

operating deficit should be charged to surplus account.

"In view of the nominal amount of estimated losses

as shown in the report of examination, the customary con-

dition of membership regarding elimination of estimated

losses has not been prescribed."

Letter to Mr. Young, Vice President of the Federal Reserve B
ank

Of Chicago, reading as follows:

"Reference is made to your letter of August 29, 1938,

in which you transmitted the request of the 'Citizens

State Bank', Columbia City, Indiana, which was admitted

to membership on September 2, 1937, for an extension of

time to June 50, 1939, within which to comply with the

following condition of membership, to which it is subject:

'8. Within one year from the date of admis-

sion to membership, such bank shall

increase the aggregate of its capital

and surplus by not less than 4- 50,000.'

"It has been noted that since its admission to mem-

bership the bank has increased the aggregate amount of it
s

capital and surplus by 4$29,500; that it feels confident

the remaining amount of the required increase under the

terms of the condition can be obtained from earnings with
in

the extended period requested; and that the institution

is under capable management and in splendid condition.

"In view of all the circumstances and your recomm
enda-

tion, the Board extends to June 30, 1939, the time w
ithin

Which the Citizens State Bank may comply with the pr
ovi-

sions of membership condition numbered 8, and it is 
re-

quested that you advise the bank accordingly.

"The Board concurs in your recommendation that 
the
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"bank be not permitted to increase the carrying value of

its bank building in order to assist in the accomplishment
Of the capital increase."

Approved unanimously.

Letter to Pershing, Nye, Bosworth ac Dick, Denver, Colorado,

reed' ng as follows:

"Reference is made to your letter of August 19, 1938,

regarding section 4(c) of Regulation T. A copy of the

regulation is inclosed.
"You present several questions concerning a case in

Which a securities dealer owns securities of the XYZ cor-

poration and as principal and not as broker agrees to sell

the same to a purchaser who agrees to buy them. The pur-

chaser advises the dealer that he has certain securities

Which mature more than seven days after the agreement and

that he prefers not to take LID and pay for the XYZ securi-

ties until the securities held by him mature.

"In a special cash account pursuant to section 4(c),

8 creditor may effect * * * with any customer bona fide

cash transactions in securities in which the creditor may
* * * sell any security to * * * any customer, provided

* * * the * * * sale is in reliance upon an agreement ac-

cepted by the creditor in good faith that the customer

Will promptly make full cash payment for each security

* * * '. The section provides, subject to certain excep-

tions, that 'in case a customer does not make full cash

Payment for a security purchased by him in the account

* * * within seven days after the date on which the se-

curity was purchased * * *, the creditor shall promptly

cancel, cover, or otherwise liquidate, the transaction or

the unsettled portion thereof'.

"Since the transaction in question does not appear

to came within any of the exceptions stated in section

4(o), it seems clear that it could not properly be ef-

fected as a bona fide cash transaction in the cash ac-

count unless it is to be settled within seven days.

"You ask whether the question is effected by the

fact that the dealer is not a member of any national se-

curities exchange. The regulation applies to any person

Who is a 'creditor'. This term is merely used, by defi-

nition in section 2(h) of the regulation, as an abbreviated
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"method of referring to the persons to whom section 7(c)
of the Securities Exchange Act applies, i.e., 'any member
Of a national securities exchange or any broker or dealer
who transacts a business in securities through the medium
of any such member'.

"Therefore, a 'broker or dealer who transacts a busi-

ness in securities through the medium' of any member of a

national securities exchange is subject to the regulation
to the same extent as a person who is a 'member of a na-

tional securities exchange'. The Question of whether or
not a particular broker or dealer 'transacts a business
In securities through the medium of a member of a national

securities exchange' would necessarily depend upon all

the relevant facts. This, however, would not turn upon
the details of an individual transaction but upon the

general facts of the broker's or dealer's business. If
a broker or dealer falls within this category he is subject

to the regulation even as to a particular transaction

Which is not effected through a member.

"You ask whether the seven-day requirement of section

4(c) would be applicable if a dealer 'receives an order

for a security, payment and delivery of which is to be

made more than seven days thereafter, and he does not

complete such order as a completed transaction, nor enter

the some on his books until the delivery date, or until

Payment is made'.
"The answer to this depends upon the question whether

there has been a 'purchase' of the security by the pur-

chaser. In this connection, section 3(a) of the Securities

Exchange Act defines 'purchase' to include 'any contract

to buy, purchase, or otherwise acquire'. In other words,

the question is whether there is a 'contract to buy, pur-

chase, or otherwise acquire'.
"Naturally, this must be determined in each case upon

the basis of the true intention of the parties in the light

of all the facts involved. It seems likely that in most

cases there would be such a contract which would subject

the transaction to the usual requirements of the section.

"It may be mentioned that it would be permissible for

the broker or dealer to effect an outright exchange of the

XYZ securities for the maturing securities or for him to

Purchase the maturing securities in order to supply their

owner with cash to settle the purchase of XYZ securities.
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'Moreover, it is to be noted that purchases or sales
of securities need not be confined to a special cash ac-

count pursuant to section 4(c) of the regulation, but when

more convenient may be effected in a general account pur-

suant to section 3.

"The Securities Exchange Act denies loan value in a

general account to securities that are not registered on

a national securities exchange, and, accordingly, their

Purchase or sale in such an account would not be facili-

tated. On the other hand, under present loan values of

60 per cent of the current market value of registered se-

curities, if the XYZ securities bought by the purchaser

and the securities held by him were both registered se-

curities and were deposited as margin in the account, it

is quite possible that they might supply sufficient loan

value to equal the cost of the XYZ securities and thus

Permit the purchase of the securities, without additional

collateral, in a general account.

"Except for the differences which, as mentioned above,

result from unregistered securities having no loan value

in a general account, it would make no difference whether

or not the XYZ securities were registered on a national

securities exchange."

Approved unanimously.

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

iknk of San Francisco, reading as follows:

"Receipt is acknowledged of your letter of August 25,

1938 inclosing a copy of your letter of the same date to

Mr. Wm. W. Fordyce, President of Baker, Fordyce, Tucker

Co., Portland, Oregon, regarding the applicability to him

of section 32 of the Banking Act of 1933.

"Your letter to Mr. Fordyce refers to information you

have received from your Portland Branch indicating that

his firm acts both as broker and as dealer, and in the

circumstances Mr. Fordyce may reply to your letter by stat-

ing that the activities of the firm in underwriting, float-

ing and dealing in securities do not constitute a major

portion of the firm's business, and that therefore the

firm is not 'primarily' engaged in these activities within

the meaning of section 32.
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"Cases of this kind have occasioned some difficulty

in the past, because even though the word 'primarily' does

not make section 32 inapplicable where the business de-

scribed in the statute is not the principal business of

the firm involved, it does make the section inapplicable

to a firm which does a very snail amount of that type of

business and which derives almost all of its income from

brokerage or some other activity to which section 32 is

not applicable.
"Accordingly, it is suggested that if Mr. Fordyce

Should reply to your letter by saying that his firm is

not primarily engaged in the business described in sec-

tion 32, you reauest him to submit figures showing the

relative volume of such business transacted by his firm

during the past several years as compared with the total

business of the firm."

Approved unanimously.

Thereupon the meeting adjourned.

Assistant Secretary.
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