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October 17, 1934.

Lear Sir:

There is atiasled, Lor vour iunformation, a
copy of & letter addressed to the Federal Reserve Agent
at the I"ederal Reserve bank of Cleveland under date of.
October 15, 1934, with regard to the question whether
capital notes and debentures sold to the Reconstruction
Finange Corporation by State member banks may be con-
sidered as capital or capital stock for the purpose of
detormining limitations under certain sections of the
Federal Reserve dAct and the Agricultural Credits Act
of 1023.

Very truly yours,
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Loe .L. I.Cther,v
aceivtant Secretary.
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COPF Y. OctOber 15’ 1934.

Mro. Le Be Williems,

Federal Reserve Agent,

Federal Reserve Eank of Clevelend,
Clsveland, Ohice.

Deer hire Williamss

Thic referc t¢ ire Anderson's telegran dated July 21,
1954, which reads as fcllows:

"Has {he Board ruled wgothbr capital debentures sold to
R F C or otherwise may be considered capital for the
purpose of establishing loan limits."

Although the obove telagrom is rot specifie, it is
assumed that lir. Anderson desires a ruling upor the quostion whether
capital notcs and debenturcs sold to the Reconstruction Finanhde Corpor-
ation by Stute member banks may be considered as capitel or capital
stock for the purpose of determining limitations under the following
sections of tnc Federel Reserve Act: section 9, which.provides a
limitation upon wurchrsing, selling, underwriting, ond lLolding, by
member beuks, of inveciment sccurities; scetiomns 2 rxnd 13, which pro-
vide limitations mpon the r~mount of poper of any one vorrower which a
Federal reserve bonl: may rodiscount for & member barl; section 13,
which proviaes a limitetion upcn the amount’of drefts or pills of

- any one borrowe¥ which o momher baq; may ceceept, upon the totel cmount
of bills which ¢ member bLonk may?éc%ept. and upon the cmount of drafts

or bills which may be acctepted ty u member bunk for the purpose of

providing doilcr exchcmgze; section 11(m), which provides o limitalion
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unron the amount which a member bank mmy losz upon the security of stock
. or bond collatersl; sesciion 12B{c), which provides for the amount of
steclk of the Yedersl Deposit Insurance Corporation for which a member

-

benk organized efter June 17, 107, may apply during the first twelve

months after its orgenizotiong s.ction 19, which provides 2 limitation

upon the sum which a member bonk shall keep on deposit with a nonmember
. State bank; section 234, +iic. provides a limitation upon the amount
whiclh o membor bk may-invesf in or lomn upoi stocks, boncs, debentures,
cr other such niligotio:s + an affili~le; end section 244, which pro-
vi' s a linitatior ..on the amouvt whicii o member bank may invest in
bank premises or the stock, bonds, debentures, or other such obliga-
tions of a corporation holding the bénk's premises, and upon the amount
which a member bank may loan upon the stock of such a corporation. A
similar question arises under section 210 of the Agricultural Credits
Act of 1023, which provides a limitation upon the amount of stock of
Nationael Agricultural Credit Corporations in which a member bank may
investe.

In view of the ruling of the Board contained in ivs

telegram to all Federal‘ﬁcserve Arents, deted November 8, 193%, {Trans.

1905), end in view of the luter omendment to section 9 of the Federsl

T

Reserve act, contained in the [ct of June 16, 1934, which provides that,
for the purposes of membership of any State benk, the terms capital
and capital stcelk shell inclule the muovut of outstanding cepitel

notes and dabentures le;rlly issued by ine erplyii.: bank and purchascd
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by the Reconstruction Finance Corporation, the Federal Reserve Board is
. of the opinion that capital notes and debentures legally issued by
State member banks and purchased by the Reconstruction Finance Corpor-
ation should be considered as capital or c;pital stock in determining
limitoeilions under +the abpve mentioned seciionse
H»wever, since the atove mentioned amendment to sec-
tion 9 of th2 ieceral Rescrve Act does not rofer to capital notes and
debentures sold o others thannthe Reconstruction Finance Corporation,
any notes or debontures not sold to the Reconstruction Finance Corpora-
tion may not be included in determining the limitations above referred
to. Likewise, since the above mentioned amendment to section 9 refers
only to capital ndtes and debentures issued by State member banks, the
above opinion is applicable only to State benks. In this connection,
however, it is understood that it is not the practice of national
banks to issue capital notes or debentures.
You will urderstand, of course, that the Board's advice

in this matter is not intended to refer to limitations fixed by State

~ statutes, as The coneciruction of such statutes is within the jurisdic-
tion of the appropriaste State supervisory authorities rather than the
Jurisdiction of the Board. ’

Very truly yours,
(Signed) L. P. Bethea

L. P. Bethea,
Lssistant Secretary.
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