\ BOARD OF GOVERNORS 194
OF THE

FEDERAL RESERVE SYSTEM

WASHINGTAON

ADDRESS OFFICIAL CORRESPONDENCE
TO THE BOARD

X=2473

canuary &0, 195€.

Dear Sir:

For yvour information, and assistance in
- the event simllar questions arise in ycur dis-
trict, there are inclosed herewith copies of
several letters and telegrams containing inter-
pretations of various provisions of the agreement
which accompanied thie Board's letter of December
3, 1935, (X-9385), relating to the issuance of

general voting permits.

Very truly yours,
N Chester Morrill,
Secrectary.

Inclosures.

T0 ALL FZDERAL RESZRVE AGENTS
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Gentlemen:
This refers to the letter of November 25, 1835, written

to the Board on your behalf by lr. , counsel

for your corporation, with reference to the seven tentative stan-
dard conditions set out in the Board's letter of November 9, 1935,
(X-9360), relating to the issuance of general voting permits.
Certain comments containec in that leiter will be discussed herein
in order that there may be no misuncderstanding concerning the
meaning of the conditions as finally approved.

Referring to the opening clause of tentative conditions

numbered 2, 3, 4, 5, and 6, to the effect "that the undersigned

T

will take such action within its power as may be necessary to cause
each of its subsidiary" corporations to perform certain actions,
Mr., states:

"These worcs therefore can mean nothing else
legally except that under these tentative conditions
would agree to take such
corporate action within its corporsate power as may
be necessary, etc. There is no other legal action
which can take, it being a
body corporate. 1In other words under this ovhrase-
ology it cen take only such action as may be author-
ized by its own charter and by the charter, laws and
reputations governing the corporate entity of its
subsiciaries, for reasons well known to the Board.
could not tzke any corpe-~
rate acticn to intervene into the ovnera*tions of &
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national bank to direct its executive officers or
its Board to take corporate action as a national
bank. o 3% 3¢ 3 ¥* ¥

b3
e

ol
b
ot
3K

"With this clarification of the gpolicabiiity
of this clause 1o us we see no objection to the
language in question since we woula teke it to be a
legal obligation in so fur as legally applicable
and legally possible. Our management would volun-
tarily assume a moral obligation to make the con-
aditions effective as far as may be practicable."

It is noted that, in referring to R

Mr. states:

"Its managenent is naturally in contazct with
the management of its subsidiaries and the manage-
ment is thus in & position to use morsi suasion and
to have informel conferenceg anc convergations with
respect to the formulation ana execution of policies.
In this manner the policies of

znd those of its subsidieries have been made
harmonious."

As suggested elsewhere in Mr. ' letter, there is
an important element of good faith invelved in compliance with the
agreement contzining ithe standard concitions, unc the concitions in
question contemplate that the holding company cffiliate will use,
in good faith, every power, corporate or otherwisc, at its cisposal
to cause its subsidiaries to comply with such conditions. The Board
feels that in this connection the hciding compuny zffiliate cannot
be properly distinguished from its manazoment nd that the officercs
and directors of the hcolding company affiliate would be required to
use thelr powers of morazl suasion and to make use of informsl con-
ferences to influence the action of the subsidiaries.

In connection with tentative condition numbered 3, iir.
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states that 1t is assumed ihat the Board intends that
your corporation sihouic use its judgment as to what constitutes
adequacy of capital. In connection with tentative concition num-
bered 7 ﬁe infers that your corporation should be the jucdge as to
whether a given policy is sound and whether its nel capitel and
surplus is adequate. Such an interpretation wouls, of course,
virtually nullifyy the conaitions anc the Board feels that it is
obvicusly contrary to their intent. The Board must make the final
determination concerning ithese matters and concerning ell other
questions relating to the compliance or noncemglisnce with the
sgreement containing the conditicnss Any holding: company af-
filiate will, of course, be given cvery opuortunity to presont
its views in any instance in which &« questicn arises and, under
the law, any hclding compeny affiliate is entitied to & hearing
before its cermit is revoked.

Very truly yours,
(signed) Chester Morrill

Chester lorrill,
Secretory.
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December 24, 1935.
CASE
NEW YORK

Reference your letter of December 1li relating to voting

permit apoiicatiocn of R s

-« Having autho:ized the issuance of the general voting peruit
to the applicant subject to standard conditions, Doard aoes not feel
that it should grant limited permit entitling applicant to vote to
elect directors and to act upon routine matters at 1936 annusi meetings
of stockholders of its cubsidiary irember banks. The tentative condi-
tions then under congsideration by the Board in connection with the
granting of general voting permits were submitted to, and received
careful consiceraticn by, the applicant some weeks 20 and the Board
feels that the applicant will have ample time to complete its consicer-
ation of the proeecribed agreomént contalning the ctandara concditicns.
It is understood that the avplicant has expressed certain objecticens
to parazreph lettered (D) of the prescribed agsreement. Such peragrash
was added pursuent to the suggestions of certain spplicants in order
to make it entirely clear that in the even®t of disasreements between
a holding company affiliate and any cesignetea representative of the
Board pertaining to certain matters, the holalng company effiitiate
should have 2 right to appesi to the Board. While it wae not considerad
essential, it was incorporated for the protection of the hoiving company
affiliates and wes not intended to limit their rights or to zive the

Board any rights which it woula not otherwise heve. The Board has no

objection to th: omission of such paragraph from the agreement and,
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accoraingly, thne conuiticn sgtateu following: the letter "C" in the
Board's telegram of December 9, 1835, authorizin, the issuance of a

general voting permit to ; is hereby modi~

fied by adding thereto the words "except that paragraph leticred
(D) of such agreement may he omitted upen the request of the applicent".

Please advise the applicant zccordingly.

(Signed) Chester iorrill

MORRILL
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X-9473-c

January 2, 1956.

SARGENT
SAN FRANCISCO

»

Retel December 28 requesting expression of Board!s views regard-

ing following inquiry from with reference

to agreement to be executed in connection with issuance of general
voting permit: "Is it the intention of the Federal Reserve Board
that such agreement appliess to the present investment in stock of
affiliates and also to any future.investments in stock of affili-
ates?" Generally speakipg, it is Board's view that such agreement
applies to subsidiary and affiliated orgenizations, stock of whichb
is acquired after date of execution of such sgreement, as well as
to subsidiary and affiliated organizations, stock of which is owned
at the date of exccution of such agreemcnt. If applicant desires
expression of Board's views as to applicability of particular pro-
vision to particular set of facts it should submit inguiry as to
such provision together with full stztement of facts.

(Signed) Chester Morrill

MORRILL
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A-04723-d

January 10, 1936.

Dear Sir:
This refers to your letter dated December 20, 1925, contain-
: ing comments on the Board!'s letter of December 17; 1935, relating to
the agreement to be executed as 2 condition to the issusnce of a

general voting permit to .

You state that the management of snd its

subsidiary baniks is not idontical and thet no agreement exucuted by

such corporation would relieve the dircctors of *the subsidiary banks

of any of the rcsvonsibilitics placed upeon them by law. The Board

is aware of the fact thut differcnces of oninion upon mutiters of

Al

policy may arise between a holding company affiliate and the direc-
tors of a subsidinry bank and that the holding company affiliste may

not be able immediately to bring the volicics of the subsidiary bank

I

into conformity with its own policies. Neverthcless, it is the view

<

of the Board that the ultimate responsibility for the nelicies of a
subsidisry bank rests upon the stockholders thereof and thet thoy are
able tc discharge this roesnonsibility through their vower to clect
dircctors who will carry out policics which nmcet with the approval of
the stockholders.

You call attention to the fact thnt paragraph 4 of the
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prescribed agreement provides that thc holding company =ffiliate
7111 teke such nction within its power as may be necessary to cause
each of its subsidiary national banks to comply with the recommenda-
tions or suggestions of the Comptroller of the Currency based upon
sny report of examination of such bank mazde to him pursuant to au-
thority counferred by low. You point out thnt such paragraph does
not limit the recommendations or suggestions of the Comptroller to
those made pursuant to authority conferred by law and you state that
this would appeur to confer on the Comptroller extra-legul powers.

It is the view of the Board thnt paragrsph 4 of the agreement

~requires a holding company affiliate to comply with recommendations

or suggestions of the Compiroller which are within the scope of his
general supervisory jurisdiction even though such recommendations or
suggestions are not based upon any specific statutory provision.
Such paragraph does not, of course, resguire a holding company affil-
iate to comply with recommendations or suggestions which are outside
the supervisory jurisdiction of the Comptroller.

This provision of the agrecment was patterned after the
second paragravh of section 21 of the Federul Reserve Act which pro-
vides that the Comptroller is authorized "to publish the report of
his examination of any notional banking association or zffiliste
vhich shall not within onc hundred and twenty days after notifica-

tion of the recommendations or suggestions of the Comptroller, based

on saild examination, have complied with the same to his satisfaction."
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Neither the provisions of the second paragroph of section 21 nor the
provisions of paragraph 4 of the voting permit agreement are limited
to recommendations or suggestions of thes Comptroller based upon
specific statutory provisions.

You indicate in your letter that you have confidence in the
Board and have every reason to dssume that it will give a reasonable

interpretation to the agreement. If this is your belief, it would

appear that the paragraph in question should cause you no apprehension,

since control over the enforcement of the provisions of such paragraph

would te vested exclusively in the Board. The venalty for violation
of the agreement is revocation of the voting permit, but before in-
voking such penalty the Board would be required by the law to afford
the holding company affilinte an opportunity for a hearing.

You state that your letter is nrompted by the desire that
the regulation of holding company affiliates may be conducted on a
sound and equitable basis and by the desire to avoid all possibility
of future controversy and misunderstanding. The Board appreciates
the spirit in which your letter is written and trusts that the ques-
tions raised therein have been satiisfactorily answered.

Very truly yours,
(Signed) Chester Morrill

Chester Morrill,
Secretary.
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¥-9475~¢

January 10, 1936.

FLETCHER
CLEVELAND

This refers to the voting vermit applicationg of

» s 5 &nd y ’

, anc to your letter of December 30, 1935, relating to the
interpretation of naragraph numbered i oi the form cf agreement to
be executed as a condition o the issuance of general voting permits
tc such applicants and inclocing copy of letter of December 28, 1835,

from submiiting an alternutive form of agree-

ment. The Board iaterprets paragraph numbercd 1 of the prescribed
agreement to require the holding compeny affiliate to make the
speeified eliminations on the basis of the latest reports cf examina-

tion aveilable on the date the holidin:g compan electe to

&
o
=y
-
}.J-
‘,.d
‘_J
L
ct

comply with the provisions ¢f such paragreph ant aavises the Federal
Reserve agent cf such compliance. It is to be noted that such para-
graph requirss the hoiding compeny affiliiste to make such eliminations
ag scon as praciicable cnd not mercly to de so at any time within two
vears. Paragraoh nunbercd 2 shoeuloc be interpretea in accordsnce with
the some princinsles as paragraph numbered 1, Poarogroph numbered 4
requireg the hoiding cenpuny aeffiliate to coase its subsicilary na-
tional benks ens their affiliates to comply with the recommend:ticns

* tnd suggestions of the Comptrollier of the Currency based upun any
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report of examinaticn which may ve made ut any tiue during the 1life
of the voling permit anc nct merely to comply with those based on

the latest report of eramination avalloble on the deate the sgreement
ig simed. Porazraph numberecd & shoulc e interpreted in accordance
1S paragraph nwakercd 4. FParsgraph lottered

with the samz vrineciples

Py

on

P (D) was incorporcted in the cgrevment pursucnt to suggestions made

by cdcertuin hoiding company affiilstes snd was desiqned for their oro-
£ pany 3 i

ct

ection. If, however, such paragraph is objecctionsble to any holaing
compeny affiliaste the Boarc has no objection to it kelng oliminated
from the asgrezcement executed by sucn holaing company affiliste. The

Beard docs not feel thet it can cporove any of the mocifications of

the prescribed o reement suzzested by except

pol

thet, of course, it hrs no objecticn te the words "t o yewrs" in
paragraphs numbered 1 mnd & being changea to “one year" g sugzested

by . Please advise the intercctea orgunizations

in aceorcdance with this telegrom.

:6)  Choster Morrill

HORRILL
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AT

Jenuary 11, 1936.

CASE

NEW YORK .

Representatives of s , met with

representatives of the Board on January 3, 1936, and suggested certain
changes in the standard agreement prescribed by Board in connection
with granting general voting permits. Such standard agreement having
already been executed Ly many holding compznics, Bornrd docs not feel
thet it should mcedify the agreement as suggested by ropresentatives of

but the discussion contained in this telegram may

be heloful to . Therefore, pleaée promptly deliver a

copy of this telegram to that corporation for its information.
Board does not fszel that varagraphs numbered 1 and £ in standard

agreement should be omitted in case of since Board

is not in a position to determing definitcly at this time that regquire-
ments of such paragraphs have been complied with. However, when such

paragraphs have actually been complied with by those

paragraphs, of course, will nc longer be effective.

In connection with applicant'!s suggestion relating to parcgraph
numbered 3 of sitandard agreement, attention 1s called to fact that
such paragraph requires holding company to tokc such action within its
power &g may be neccssary to cause '"each" of its subsidiary banks to

. maintain a sound financial condition, =nd the Board contemplates that

consideration will be given to the needs of all of the subsidiary banks.
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Poragranh numbered 4 of stordard ngreement reguires compliance
with recomuendationg or suggostions of Compiroller which are within
scope of his general supervisory jurisdiction even though such recom-
mcndations or suggestions are not based upen any specific statutory
provision. This portion of the agreement would not require compliance
with recommendations or suggestions beyond supervisory jurisdiction of
Comptroller. The language here used is based upen the second paragraph
ol section 21 of Federal Reserve Act which provides for compliance with
the "recommendations or suggesticns of the Comptroller, based on said
examination". Nedther provisions of section 21 just quoted nor provi-
sions of wnaragraph 4 of standard agreement are limited to recommenda--
tions or suggesticns of Comptroller based upon specific statutory pro-
visions. Attention is called to fact that snforcement of provisions
of pmaragraph 4 is vested exclusively in Board. Penalty for violation
of agreement 1s revocation of voting permit and, before invoking such
pcnalty, Boarcd would be required by law to afford holding company af-
filiate an opportunity for a2 hearing. Therefors, it would =2ppear that

Tilizste is adecuately protected against any unreason-

Hh

nolding comparny a
able requiremsnis. Detailud-commcnts relating to peragraph 5 of
. standard agreement do notl oppear necessary.
In connection with argument of applicant that the prescribed
agreement may result in discrimination between hanks which are subsid-
iaries of holding company uaffiliates and other banks, attention is

directed to the fact that the execution of such agreement and the
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terms thereof have been prescribed by the Board in the discharge of
responsibilities placed upon it by law and that any differences be-
tween the situation of banks which are subsidiariés of holding com-
panies and other banks necessarily arise from the enactment of the
legislation by Congress relating specifically to holding company
affiliates and their banking subsidiaries.

In connection with suggestion of that words

"take such action within its power as may be necessary to" be inserted
in two clauses of paragraph numbered 7 of' sthndard agreemeht, atten—
fioh is called to the fact that throughout standard agrcement that
phrase has been used only in those provisions which affect other cor-
poraticns and which require holding company affiliate to cause certain
action by such other corporations to be taken. Clauses of paragraph
numbered 7 which are in question relate soclely to holding company af-
. filiate itself and suggested amendment of paragraph numbered 7 there-
fore does not seem necessary or appropriate.

The standard agreement contemplates that a2 holding company affil-
iate will use in good faith every powef, corporate or otherwise, at its
disposal to cause its subsidiaries to take the prescribed action. The
Board feels that in this connection a holding company affiliate cannot
be properly distinguished from its management and that officers and
directors of a holding company affiliate would be expected to use
their powers of moral suasion and to make use of informal conferences

where necessary to influence the action of subsidiaries. This is merely
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making use of the means and methods commonly employed by any holding
company in furthering the =zxecution of policies adopted by it.

Consideration has been given to suggestion that execution of

agresment might possibly subject to certain
State taxation. However, Board feels that in determining the condi-
tions upon which it will grant general voting permits in the discharge
of the responsitilities placed upon it by law, it cannot undertake to
consider or determine the effact of local tex laws in particular sit-
uations.

Having adopted standard agreement for ezecution by holding com-
paries in conncction with the granting of general voting permits, and

having authorized issuance of general voting permit to s

Board does not feel that it should comply witn request of that corpor-
ation for a permit which migh’ be surrendered at any time ufter the
end of ~ period of two years at the clection of that corporation.

If the executes the agreement, a letter con-

firming the above statements will be addressed directly to that corpor-
ation for its records.
The Board extends to Jznuary 31, 1936, the time within which you

may issue to the geuersl voting permit authorized in

the Board'!'s telegram to you of December 9, 1935,
(Signed) Chester Morrill

MORRILL
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January 1i, 1336,

SARGENT

SAN FREANCISCO

This refers to your letter of Lecember 8, 1935, recommencing
that the Board authorize the lssuance of a 1limited permit to

s N , entitiing it to vote

to elect directors and act cn routine matters at the 1936 annual
meetings of ite subsidiary member banks. In connection with re-
quests maae by other holding company affiiiates, the Boara has
takern the position that it shouid not authorice the isguance of
such limitec vecting permitz after it hus authorized the lLscuance
of general voting permites subject to the stancard conditions znd
it does not feel thut it can deozrt from that pogition in connec-

ticn with . In his levter of Lecember 26, 1935,

a copy of which accompanieu your letter, #r. , President of
the apolicant, raiscd certain guestions concerning paragraphs nun-
bered 1, 3 «nd 7 of the agreement to be executed as & conaition’ to
the issuance of a general votinz permit to the applicant. The use
of valuation reserves in the menner cutlined by wr. is an
acceptable manner in which to make the eliminations requircad by
paragranh numberec 1. Howcver, on the basis of the latest informa-
ticn suomitted to tihe Board, it zupears that compliance with the
provisions of that oaragraph st this time would require eliminations

amounting to substantially more than ) , the emount mentioned
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by Mr. __ . In coanecticn with M. '5 suggestions re-
lating to paragraph numbered 7, it siioulr br noted that the clause
of thzt paragraph which uealg with net ceapitel and surplus funds

reiales solely to the helding company affilicte and not to its

rubsidiary bonks. Wwith reference to his supgestions relsating to
paragraph numbered 3, the Board feels that, in view of the responsi-
bilities placead upon it in gsranting zeneral voting permits, it must

conclder questions as to compliance with the terms of this paragraph

las

y appiying orinciples of sound banking prectice to the concrete facts
end circumstences of the particulsr cases and, according, it can

not aprrove the susgested modification of this paragraph. It

shoulcd also be ncted that this paregraph relates to all subsidiary
banks and not merely to supsidiary naticnal banks. Please advise

the soplicant in accordance with this telegram.

(Signed) Chester Morrill

MORKRILL
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