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the 
Federal Reserve Banks of Atlanta, Chicago, Kansas City, Dallas,

p

ranoieco, stating that the Board approves the establishment with-

oh ge by the Federal Reserve Bank of San Francisco on August 19,

A meeting of the Board of Governors of the Federal Reserve

8:Melawa3 held in Washington on Friday, August 22, 1941, at 11:30

The

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

Mr. Morrill, Secretary
Mr. Carpenter, Assistant Secretary
Mr. Clayton, Assistant to the Chairman

action stated with respect to each of the matters herein-

ter 
referred to was taken by the Board:

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

?ecieral Reserve System held on August 21, 1941, were approved unani-
41011sly.

Tele grams to Mr. Young, President of the Federal Reserve Bank
ot Bo

s'On, Mr. Bowman, Assistant Vice President of the Federal Reserve
taonle

of Atlanta, Mr. Dillard, Secretary of the Federal Reserve Bank
Of chi

Cage', Mr. Caldwell, Chairman of the Federal Reserve Bank of
Xarisa .

8 eltY, Mr. Gilbert, President of the Federal Reserve Bank of
tall„
-"S, and Mr. Hale, Vice President of the Federal Reserve Bank of

44(1 8
841 Francisco on August 21, 1941, and by the Federal Reserve Bank

or to
ston today, of the rates of discount and purchase in their exist-

Approved unanimously.
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Memorandum dated August 20, 1941,

1045

from Mr. Nelson, Assistant

Secretary, recommending that Miss Dorothy B. Hoffman be appointed as

a st
enographer in the Secretary's Office, with salary at the rate of

$1,680 per annum, effective as of the date upon which she enters upon

the Performance of her duties after having passed satisfactorily the

/1811a1 Physical examination.

Approved unanimously.

Memorandum dated August 4, 1941, from Mr. Goldenweiser, Di -

l'ector of the Division of Research and Statistics, recommending that
kiss 

Ruth Brooks be appointed on a temporary basis for such period as

443r be necessary up to December 31, 1941, as a clerk in that Division,
'with 

Salary at the rate of $120 per month, effective as of the date
11Pon 

which she enters upon the performance of her duties. The memo-

stated that Miss Brooks would take the place of Miss Mildred

that her salary would be reimbursable by the Federal Deposit
148,0

anea Corporation, and that in view of her temporary employment
She w 

ould not become a member of the retirement system.

Approved unanimously.

MeMorandum dated August 18, 1941, from Mr. Bradley, Assistant
Net

of the Division of Security Loans, recommending that Miss Anne
A. tel

a clerk in the Division of Research and Statistics, be trans-

prom that Division to the Division of Security Loans as a sta-tist&
e8.1 clerk and that her salary be increased from t1,440 to t1,620
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per 
annum, effective as soon as she can be spared by the Division of

Research and Statistics.

Approved unanimously.

Memorandum dated August 18, 1941, from Mr. Wyatt, General

C°11rIse1) recommending that Walter Paul, a clerk in the Office of Gen—

eral Counsel, be granted leave of absence for military duty beginning

September 18, 1941, in accordance with the policy adopted by the Board

°nUovember 14, 1940, and amended on August 20, 1941.

Approved unanimously.

Memorandum dated August 22, 1941, from Mr. Nelson, Assistant

secretary, 
submitting the resignation of Mrs. Helen L. Hesson, a clerk

'"e Secretary's Office, to become effective as of the close of busi—
nes
-' on October 13, 1941, and recommending that the resignation be ac—

cepted
as of that date.

The resignation was accepted.

M
emorandum dated August 19, 1941, from Mr. Thomas, Assistant

41'ectOr of the Division of Research and Statistics, submitting the

l'"Ignation 
0-L
p
Ray R. Foster, an associate economist in the Division

and Statistics,

ot Research

4e epteci as

Atlan 

ta, reading as follows:

and recommending that the resignation be

of the close of business on October 8, 1941.

The resignation was accepted.

Letter to Mr. McLarin, President of the Federal Reserve Bank
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"The Board of Governors approves the change in the
Personnel classification plan of your Jacksonville Branch
as requested in your letter of August 19, 19l;1."

Approved unanimously.

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

of Cleveland, reading as follows:

"The answer to the appropriate question on page 16
of the report of examination of The Gnadenhutten Bank,
Gnadenhutten, Ohio, as of June 25, 1941, indicates that
the savings deposit pass books issued by that bank pro-
vide that 'depositors may be required to give due legal
12°tice before withdrawing their deposits, but generallythey Will be permitted to withdraw at pleasure, but should
Withdrawals exceed receipts, applications will be filed
and paid in the order in which received.'

"As you know, in order for a deposit to be a savings
deposit within the meaning of the Board's Regulations Q
!rid p, it must, among other things, be a deposit with re-

z?ect to which 'the depositor is required, or may at any
ore be required, by the bank to give notice in writings, an intended withdrawal not less than 30 days before
ai3leh withdrawal is made'. While the pass book provision
n °Ire-quoted reserves to the bank the right to require
s ce of withdrawal, it does not expressly state that
n-°i1 notice shall be in writing or that it shall be given
2t less than 30 days before a withdrawal is made. The
Leatement that depositors may be required to give 'due

r gal notice' is not sufficiently definite to meet the

4q4lrements of the regulatory definition. Moreover, this
noZYision does not adequately inform depositors as to the

lee which may be required by the bank.
vi "In the circumstances, it is requested that you ad-Se The Gnadenhutten Bank of the Board's views with re-
13113lect to this matter in order that a correction of the
siir3"se°10gy in question may be made as promptly as pos-

'-e without undue inconvenience to the bank."

Approved unanimously.

Letter to the board of directors of "The Liberty State Bank
liaMtr m

a-c-", Hamtramck, Michigan, stating that, subject to conditions
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of membership numbered 1 to 3 contained in the Board's Regulation H,

the Board approves the bank's application for membership in the Fed-

eral Reserve System and for the appropriate amount of stock in the

Federal Reserve Bank of Chicago.

Approved unanimously, together with
a letter to Mr. Young, President of the
Federal Reserve Bank of Chicago, reading
as follows:

"The Board of Governors of the Federal Reserve Sys-rnte- aPproves the application of 'The Liberty State Bank
2f Hamtramck', Hamtramck, Michigan, for membership in the
r.ederal Reserve System, subject to the conditions prescribed

the enclosed letter which you are requested to forward
") the Board of Directors of the institution. Two copies
(g such letter are also enclosed, one of which is for your

to 
and the other of which you are requested to forward

,o the Commissioner of Banking for the State of Michigan
-Lor his information.

"Since the amount of estimated losses shown in the
l'eport of examination for membership is relatively small,
to e usual condition of membership requiring elimination

losses has not been prescribed. It is assumed, however,
that Proper provision for losses will be made as a mattervi sound banking practice."

Letter to the board of directors of the "Farmers State Bank
Stanb„,

-rrY", Stanberry, Missouri, stating that, subject to conditions
Of me

MbershiP numbered 1 to 3 contained in the Board's Regulation H,
the B,

-ar(1 approves the bank's application for membership in the Fed-
eral Re

serve Bank of Kansas City.

Approved unanimously for transmis-
sion through the Federal Reserve Bank of
Kansas City.

Letter to Mr. UcLarin, President of the Federal Reserve Bank
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of Atlanta, reading as follows:

"This is to advise you that the Board has approved
the budget for the Bank Examination Department of the
Federal Reserve Bank of Atlanta for the calendar year
1941 as submitted with your letter of August 13."

-6-

Approved unanimously.

Letter to Mr. McLarin, President of the Federal Reserve Bank

of Atlanta, reading as follows:

"Reference is made to your letter of July 22 trans-
mitting the report of the recent examination of the Com-
merce Union Bank, Nashville, Tennessee, and commenting
Upon some of the unsatisfactory features and unfavorable
evelopments in the bank. You ask for an opinion on the-Legality of the recent acquisition by the bank of stock
of Denton and Company, a local concern, and, while not
mentioned in your letter, the examiner raises a question

vt
as to a possible violation of section 5136 in connection

h a loan to Howard F. Martin for ?35,000 which was madeto 
acquire stock, for the benefit of the bank, in a com-

12`:nY in which the bank was already interested. Both ques-tions 
regarding possible violations of law have been re-

rerred to the Board's counsel.
"With respect to the Denton and Company matter, theBoard ,5 

counsel agrees with your counsel that there hasbeen4, a distinct violation of section 5136, and further,that the purchase of the stock of Denton and Company mayhave been an ultra vires act of the bank as being the
Purchase of stock for its own account, not incidental to
fiZ legitimately connected with its banking activity.
b erefore, it is suggested that the directors of the bank
0! advised of the fact that the transactions in regard toal7ton and Company may constitute a potential personal ii-

beingvillitY on the individual directors as being possible ultra
orres acts of the bank and in violation of section 5136

the United States Revised Statutes.
the 'As regards the Howard F. Martin loan, counsel is of
tir °Pinion that the facts in our possession are not en-
fide-LY adequate to determine whether the loan was a bona
b ? loan transaction in the ordinary course of the bank's

ness, but that, circumstantially, it would appear that
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"the transaction was a shield for the purchase and ac-
quisition of 2,000 additional shares of Percy Warner Cor-
poration stock in order that the bank might control the
liquidation of the corporation, and that if a complete
investigation of the facts bears out what appears to be
r40, undoubtedly the transaction is in violation of sec-

'don 5136. In his letter of August 7, Mr. Denmark states
that the bank has advised that negotiations are under way
for the sale of practically all of the remaining holdings

t
°f Percy Varner Corporation, and if the sale does not ma-
erialize it is suggested that the matter be gone into
more completely.

fe 
"Even more important than the legal questions re-rred to is the lack of more substantial progress in im-

1). °vin some of the unfavorable features in the bank, par-

matte
'ocularly the declining ratio of capital to deposits, a

r which is growing more serious. it may bethat the problems in the bank are being given the closestat
tention by the management and will eventually be worked

out, the Board is quite concerned about the capital sit-
uation in this bank,
ber"At the time the bank was being considered for mem-
n - 

.
1'11), in 1937, the Board was led to believe that within
sonably short time, probably by the first of the en-

a'ing year, the subsidiary national bank would be absorbed
oV in connection with Lne absorption a substantial amount
tt new capital would be out into the bank. Also at that

fleassurances were given that certain other unfavorable
eateures would be corrected. The bank held a substantial
co°unt of the stock of the Werthan Bag Company, a local
prneern, and it was understood that negotiations were in
ejoc,ess for the disposition of that stock, but apparently
ot,' negotiations have never materialized and on the date
st Lhe current exainination the holdings of the Bag Company
nr°0k had increased by a small amount. Last August the
i sident of the bank stated that in his opinion the bank's
f4dings of the stock of Percy Warner Corporation, which,
all all practical purposes, represents to a large extent
b, ?quitY investment in real estate, would be eliminatedads zhe first of the year. That did not materialize, but
f41-1nces are now given that negotiations are under way
Parv,

the sale of all of the remaining holdings of the com-
7ccept one piece of real estate.

orolc 'Following the previous examination the Board had
correspondence with Ir. Parker regarding the adequacy
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"of the bank's capital, and Mr. Parker and Mr. Denmark
went to Nashville to discuss the situation with the man-

Nothing definite developed from the discussion
and it was the understanding that Mr. Parker would reviewthe situation again with the management around the firstof February of this year, but due to the illness and sub-
sequent death of Mr. Parker at about that time, pursuing
the matter further was of course deferred. Since the
1?f?vious examination there has been an increase of approx-
4'4atelY $5,000,000 in the deposits of the bank with very
little increase in the adjusted capital account. On the
date of the current examination the consolidated deposits
of the Commerce Union Bank and its subsidiary national bank
amounted to nearly P?35,000,000 and the book capital behindthe 

consolidated consolidated deposits was only approximately 2,000,000.
03 

therefore, the situation is growing more serious,
and it must be remembered that most of the capital is tiedUp in fixed assets and directly and indirectly owned otherreal estate.

"In connection with the capital question, the bank'shanrii•
of the Lebeck Brothers, Inc., line cannot escape

17)attention. It appears that in 1939 that concern owed the
4ank approximately :'.44,50°, that the company was financially

to and faced with bankruptcy, and that in an attempt
t? avoid a loss of the 44,500 the bank advanced an addi-tional 

'100,000 to pay off other creditors and undertook
e financing of a new company, Denton and Company, or-

rnized to take over the business. On the date of the

individuals 
examination, loans to the new company, loans to

Zlviduals for the purchase of stock, and the bank's in-
nent in the stock of the company totaled :4'330,000.The 
entire Pl44,500 involving the old company has now beenell

inarged off, 48,000 of the loans to individuals on stock
a4lithe new company was charged off during the current ex-
wi ati°ny and further substantial losses in connection
Ire;:n the new company seem evident unless there is a re-
oti,eal in the operating experience of the company. In

needed to 
when the conservation of earnings was badly

nled to strengthen its capital account, the bank, in an
ec'x'lempt to avoid a loss of /i/1,500 in loans to an insolvent
111:arlY, made additional advances and has now been calledbe to charge off d'192,500 and even that amount may not

the extent of the losses sustained through this trans-
Moreover, a dividend rate of 10 per cent is being
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"maintained and since the bank was admitted to membership
dividends totaling '4 375,000 have been paid.

"In the confidential section of the current report
the examiner states that the management again expressed
the desire to increase the capital as soon as conditions
are propitious for the sale of additional stock but does
not think that this is the proper time. As pointed out
?ri the Board's letter of August 27, 1940, to Mr. Parker,
it must be recognized that the same uncertainties which
are claimed to have created a condition unfavorable to
the sale of new stock may also have an adverse effect on
the assets of the bank and thereby intensify the need foradditional capital. It was also pointed out in that let-t" that the Board and the Federal Reserve Bank must be
mindfulul of the fact that they have a definite responsi-
bility in connection with the maintenance of adequate
capital by the Commerce Union Bank.

"The Board has been considerate of the bank's desirefor more time, but it is felt that there should be no
further delay by the bank in taking steps to increase
]s capital materially. The bank is subject to a condi-
tion of membership, among others, regarding the mainte-
nance of adequate capital, and it is hoped that the man-
?s.gement will take immediate steps to work out a programfor the sale of additional stock. It is requested that
You take the matter up with the management and advise
the Board of the action which will be taken by the bank."

Approved unanimously.

*. Morrill suggested that the Board authorize the payment

°f the
cost of luncheons served to Messrs. Otto Niemeyer of the Bank

of trip],
and and Kenneth Bewley of the British Purchasing Commission,

i4 the
Board's dining room today.

Approved unanimously.
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Thereupon the meeting adjourned.
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