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IN THE DISTRICT COURT OF THE UNI TIED STATES 

FOR THE NORTHEBN DISTRICT OF GEORGIA, 

ATLANTA DIVISION. 

T. 0* BOBBITT, et al 
Plaintiffs 

vs. 

FEDERAL RESERVE BANK OF 
ATLANTA, et al., 

Defendants 

No. 

In Equity. 

The receiver of the First National Bank of Dublin refusing 

to sue, depositors of that tank have "broû it this suit against the 

Atlanta Federal Reserve Bank to recover from it certain collateral 

which it is claimed was unlawfully transferred by the officers of the 

Dublin hank to the Reserve Bank as security for indebtedness due the 

latter bank. The invalidity of the transfer is attributed to three 

causes. First that some of the collateral consisted of security 

deeds on real estate, and the transfers of the security deeds were 

not recorded prior to the failure of the Dublin bank, that some of 

the collateral was transferred by the officers of the Dublin bank 

after acts of insolvency of that bank and in contemplation of its 

insolvency, and for the purpose of preferring the Reserve Bank as a 

creditor, and lastly that the transfers were made upon a collusion 

or plan of the Dublin batik and the Reserve bank to defraud creditors 

of the former bank under common law principles. As to the last of 

these contentions there is no evidence whatever to support it, and no 

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



~ 2 - X-6643 

serious contention is made that any such plan or collusion existed* 

As to the first I am of the ooinion that there is no necessity to re-

cord the transfer of a security deed where the note which it secured 

is validly transferred to another. The security, in equity, follows 

the note regardless of whether any transfer, oven, is executed, 

and the right of the parties can in no wise ho worked out except 

by holding, certainly as against all except "bona fide purchasers 

for value, that the title to the security goes with the note. The 

second contention gives the most trouble. I am of opinion that the 

Dublin bank was actually insolvent for a number of months before it 

closed, duo to the fact that it had an imnenso amount of what are 

called "frozen" assets, consisting mainly of papers secured by land, 

the makers of which were insolvent and the land unsalable. She 

Federal Reserve Bank, in its connection with the Dublin bank appears, 

during the last three years of the Dublin bank's business, to have 

increased its credit allowance to it from a minimum of sixty-three 

thousand dollars to more than six hundred thousand. This was not 

done by specific loan transactions with specific security in each, 

but the accounts were run from day to day, embracing all transactions 

of loan or repayment between the banks, and all security taken was 

for the benefit of the entire account and of all indebtedness between 

the banks. The majority of the security held by the Reserve Bank 

wore those frozen land loans. Their history dates back for several 

years. There was a conversion or substitution, apparently, of 

debtors, arranged by the incorporation of a holding company to take 
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these assets over, but the evidence satisfies me that all the time 

these securities were h@»ld by the Reserve Bank: for its protection in 

its entire account, and that surrenders and changes were not for the 

purpose of final release, but only to change the form of the security. 

Whether this be true or not, the great majority of the most recent 

assignments of these securities run back from eight to twelve months 

prior to the failure of the bank, and cannot, under the evidence, 

be thought to have been made in contemplation of insolvency and with 

the purpose of preferring the Reserve Bank. Indeed the entire history 

of the Dublin bank indicates a purpose on the part of its officers to 

sustain and maintain, rather than to allow it to go into insolvency. 

They put in additional money themselves, and their transactions with 

the Roservei Bank all were to the end of obtaining additional advances 

rather than the preferring and so caring of old ones. It appears that 

during the last month of the Dublin bank18 existence its indebtedness 

to the Reserve Bank was allowed to grow about thirty-one thousand 

dollars and in the last three months the additional advances aggregated 

some hundred and forty thousand dollars. Even if the most recent 

transfers of collateral be confined but to the security of these most 

recent advances, and they were certainly valid to that extent at least, 

it does not appear that these recent advances have in any manner been 

repaid so as to release the collateral and raise the question ae to 

whether any of it could be retained for prior indebtedness. As I under-

stand the evidence, this collateral has #11 been realized upon at a 

valid sale pending this suit, in which the Reserve Bank bid not simply 
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to "bid over other "bidders, tut bid its real value as it "believed it 

to be, and its real value thus generously bid was entirely insufficient 

to repay these recent advances from the recent collateral even if the 

thirty thousand dollars in bonds be considered as worth their face, 

and realized upon. Looking through the entiro transaction I do not see 

any reason to doubt that the Reserve Bank is validly secured by all 

the collateral that it holds and that no return of collateral will be 

due until a realization of its debt. Any accounting for the collateral 

based on this sort of settlement of course remains with the receiver, 

and is not involved in the present suit. The Judgment in the present 

suit must bo that none of the collateral appears to have been 

transferred contrary to law or to bo invalid for any reason to 

secure any indebtedness to the Beservo Bank, and a decree may be 

taken accordingly. 

This June 5th, 1930. 

U» S. Judge 
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