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BOARD OF GOVERNORS 

CJF" THE 

FEDERAL RESERVE SYSTEM 
WASHINGTON 

j_94 

ADDRESS Of'f'ICIAL. CORRESPONDENCE 

TO THE BOARD 

X-3473 

January 30, J 966. 

Dear Sir: 

For :.rour information, and assistance in 

the event similar questions arise in ycur dis-

trict, there are inclosed herewith copies of 

several letters and tdegrams conta:i.ning inter-

preta.tions of various provisionc: of the agreement 

which accompanied the Board's letter of j)ecember 

3, 1935, (X-9385), relating to the issuance of 

general voting permits. 

Very truly yours, 

Inclosures. 

Chester Morrill, 
Secretary. 

TO ALL FEDERAL RE;S.SRVE AGENTS 
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DGCWJber 17, 1955. 

-----------' 
-------------·----
Gentlemen: 

This refers to the letter of ~~ovember 25, 1935, 'Nritten 

to the Board on your behalf by !VIr. , counsel 

for your corporation, with reference to the seven tentative stan-

daro conditions set out in the Board's letter of November 9, 1955, 

(X-9560), relatin6 to the issuance of general votinb permits. 

Certain corrunents containeci in that letter will be O.iscussed herein 

in order that there may be no misunderstandin<"; concerning the 

meaning of the conditions as finally approved. 

Referrini~ to the opening clause of tentative conditions 

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

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 worc:s therefore can mean nothing else 
legally except that under these tcnt.o.ti-re conditions 

~-- would agree to take such 
corporate action v.Ji thin its corco:rate :Jower as may 
be necessary, etc. There ls no other legal action 
which --------- can tah., it being a 
booy corporate. In other words under this phrase­
ology it Cl::.n take only such action as may be author­
ized by its own charter and by the charter, laws and 
regulations g,overnint; the corporate entity of :i.ts 
subsiaiarie s, for re[;.sons well kno·.-m to the Bot:.rd. 

coulJ not tske any corpo­
r~te action to intervene into the opera~ionb of a 
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national bank to ci.irect its executive officers or 
its Board to take corporate action as a national 
bank . ·)~ ~<- -~~ i~ * ~E- ~r ~~ . 

"With this clarification of the applicability 
of this clause t,o us we see no objection to the 
language in c1uestion dnce we would take it to be a 
legal obligation in sv f£,r as legally aprlicable 
o.nd legally possible. Our management ·.~ould volun­
tarily assume a moral obligation to make the con­
cii-tions effective cs far as may be ~Jracticable." 

It is noted that, in referring to ----------------~--------' 

states: 

"Its management is naturally in contact ·with 
the management of its subsidiaries and the manaGe­
ment is thus in e position to use mo.ce~l suasion end 
to have informal cor~ference;;; anc·. conv-:::rs[ctions vvi th 
respect to the formulation anci cxecutic•n of policies. 
In this manner the policies of -----··--· --··------

cmd those of its subsidisri€ s hrcve been maCe 
harmonious. 11 

As suggested elsewhere in Mr. _____ 1 lf:tter, thore is 

an important element of good faith involved in com!Jliance v.Jl th the 

agreement conts.ining the ::::tc.nda.rd concitions, unci the concitions in 

question contemplate th<lt the holding campany d'fili[~te will use, 

in good faith, every power, corporate or othen:ise, at its O.isposal 

to cause its subsidiaries to comply with such conditions. 'I'h~:; Board 

feels that in this comwct.ion the holding compe:my s.ffiliate cannot 

be properly distinguished from its man&f'f'llJi.mt 'no thEtt tlw officer E. 

and directors of the holding company i.i.ffi.iiatG v:ould be required to 

use their powers of mora.l suasion and to make use of informal con-

ferenccs to influence the action of the subsidiaries. 

In connection with tentative condition numbered 3, il'lr. 
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statfoS that it is assumed i,hat the Board intends that 

your corporation shoulc. use its judgment as to ;;hat constitutes 

adequacy of capital. In conGection with tentative cono.ition nurn-

bered 7 he infers that y•:-;ur corporC~.tion should be the juCige as to 

uhether a given policy is sounJ and ¥\hPther its nei capital and 

surplus is adequate. Such an interpretation wouL;, of course, 

Yirtually nullify the comii tions ami the Board feels that it is 

obvic.usly contrary to their intent. The Board must make the:: final 

determination concernin1; tb::;se matters and conc:erning all other 

questions relating to th.:; compliance or nonccmpli&nce with the 

agreement containing tho conC:itions. Any holdin::~ comp.s.ny af-

filiate will, of course, be givE.m r::.very opp(1rtunity to present 

its views in any instance in which !~ questi';n a:cis;_:s ~nd, under 

tho law, any holdinc~ compr:.ny affiliate is cntitl8d to c hearing 

before its permit .is revoked. 

Very truly yours, 

Chest0r t1orrill 

Che io tor ;,Jo:crill, 
Sec:·E:tcry. 
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X-94.75-b 

December 24~ 1955. 
CASE 
NEVI YORK 

Reference your letter of December ll relating to voting 

permit application of------------ ·--··----' -------------' ----
Havin;; autho.d.zed the issuance of the 5eneral vot:Lns penii t 

to the applicant subject to .standarci conditions, Board uoes not feel 

that it should. grant lirni ted permit enthJ.int,; applicant to vote to 

elect c.irectors and to act upon routine r!latt8rs ut 1956 annual meetinGS 

of stockholders of its subsidiary ir.ember banks. The tentative condi--

tions then unc.er consideration by the Board in connection with the 

grantinc of general voting _t)ermits were submitted to) and received 

careful consic':.eration by, the applicant som0 weeks e,.;o anci the Board 

feels that the applicant will have &rhple time to complete its consider-

ation of the prc:ecribed agrer:>ment conta.1.ning the ::-ta!!.dara conditions. 

It is unJerstood. that tho a;Jplicant hu.s ex:)ressed certain objections 

to paragr[:.ph lettered (D) of the prescribed agrE;ement. Such pc..ragraph 

was added pursuc.nt to the su~;gestions of certain upplicants in order 

to make it entirely clear thv.t in the cv,;nt of disa:;rt:'ements between 

a holding company affilig_te and any c'ie~~.lgnutcO. reprosuntativo of tl:H3 

Board pertainin1; to certain mattr:;rs, the holuin~:: com~xilly effLLiate 

should have n right to appect::.. to the Boar·d. While; it ~·it<.S not con:::iciored 

essential, it wr,s incorporated for the ~lrotection of the hc,_u)ing company 

affilia t~.:; s cmd was not in tended to limit their rir;hts or to gi vc the 

Board any rightc: which it woulcc not otherwise he.v0. Th~:; hoE:.rG has no 

objection to the omission of such paragraph from the agrtGment anc~, 
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accordingly, the conai tlon ~ta ted follo·,.·ing the letter "C '' in t}te 

Board's telegram of December 9, 1935, authorizin;.; the issuance of a 

general voting permit to ________ _ , is hereby modi-

fied by adding theret.o the words "except that paragraph lett8red 

(D) of such agreement may bE. omitted upon th::J reCJ_uest of the appliccmt". 

PlE.ase advise the applicant a.ccordingly. 

(Signed) Chester Morrill 

MOHRILL 

1_99 
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X-94'73-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 genernl 

vot~ng permit: "Is it the intention of the li'ederal Reserve Board 

that such agreement applies to the present investment in stock of 

affiliates and also to any future investments in stock of affili-

ates?" Gener'llly speaking, it is Board's view that such agreement 

applies to subsidiary and affiliated organizations, stock of which 

is acquired after date of execution of such agreement, as well llS 

to subsidiary and affiliated orgD.nizations, stock of which is ovmed 

.<J.t thE: date of execution of such agree':lont. If applicant desires 

expression of Board 1 0 views as to applicllbility of particular pro-

vision to particular set of facts it should submit inquiry as to 

such provision toeether with full statement of facts. 

(Signed) ChGstor Morrill 

MORRILL 

.. 
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X-9473.-d 

January 10, 1936. 

-----·--------' 

Dear Sir: 

This refers to your letter dated Dee;ember 30, 1935, contain-

ing comments on the Board's letter of December 17, 1:335, relating to 

the ac;reement to be executed as :3. concli tion to the issuance of a 

general voting permit to 

You state th•1t. thG manag2ment of ---------- Fmd its 

suhsidiary banl-::s :Ls not id-:.::ntical and the.t no agrc.;~:niJn t executed by 

such corpora tiun v;oulc: relieve the dj_rectors of the su;Jsidiary banks 

of any of the ros1Jonsi bili ties plucod upon thorn by law. The Board 

ls aware of th•) fn.ct th:t t differoncos of' opini.on upon matters of 

policy may arise botween a holding company affiliate und the direc­

tors of a subsldi::~ry bank and tho.t th•::: holding company affiliDtc:: may 

not bv able immedi::ttdy to bring th8 policies of thu subsidiary bank 

into conformity with its own nolicios. NeYcrtholuss, it is the vivw 

of tho Board that the: u:L tima tc: r.:~ponsibili ty for the; ?Olicius of a 

subsidirJ.:cy bank rusts upon the stockholders thoroof and thet thoy nre 

able to ciischargo this rusoonsibility through thoir power to oloct 

directors who will Cctr:r;,r out policir3s which r:wet with the approval of 

the stoekholders • 

Yo'J. call attention to the fact th•::t parn.gro.ph 4 of the 
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prescribed agreement provides that the holding company nf'filiate 

will take such nction within its power n.s may be necessary to cause 

each of its subsidia~~ national banks to comply vnth the recommenda­

tions or suggestions of the Comptroller of the Currency bnsed upon 

a.ny report of examination of such bank made to him pursuant to au­

thoritJi :.:unf0rrud by lc.w. You poi:.tt out th~t such paragraph does 

not limit the recommendation~ or suggestions of the Comptroller to 

those made p1rrsuant to authority conferred by law and you stute that 

this would appe&r to confer on the Comptroller extra-legal powers. 

It is the. view of the Board th:tt parngrHph 4 of the agreement 

. requi:r'es a holding company affiliate to comply with recommendations 

or suggestions of·the Comptroller which are within the scope of his 

general supervisory jurisdiction even though such recommendations or 

suggestions nre not based upon any specific statutory provision. 

Such paragrs.ph does not, of course, require a holding company affil­

iate to comply with recommendations or suggestions which are outside 

the supervisory jurisdiction of the Comptroller. 

This provision of the agreement was patterned after the 

second paragraph of section 21 of' the Federal Reserve Act which pro­

vides that the Comptrollt.lr is o.uthorized "to publish the report of 

his examinntion of nny nctionnl banking association or :-:£filiate 

which shall not within one hundred and twenty days after notifica­

tion of the recommt.lndations or suggestions of the Comptroller, based 

on said examination, hnve complied with the same to his satisfaction." 
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Neither the provisions of the second pnragrc.ph of section 21 nor the 

provisions of paragrnph 4 of the voting permit agreement are limited 

to recommendations or suggestions of the Comptroller based upon 

specific statutory provisions. 

You indictcte in your letter that you have confidence in the 

Board and have every reason to assume that it will give a reasonable 

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

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

since control over the enforcement of the provisions of such paragraph 

would be vested exclusively in the Board. The penalty for violation 

of the agreement is revocation of the voting permit, but before in-

voking such penalty the Board would be required by the 1::-.w to afford 

the holding company affilb.te an opportunity for a hearing. 

You st[cte that your letter is <Jrompted by the desire that 

the regulation of holding company ~1ffiliates may be conducted on a 

sound and equitable basis ru1d by the desire to c..void all oossibili ty 

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 satisfactorily answered. 

Very truly yours, 

(Signed) Chester Morrill 

Chester Morrill, 
Secretary. 
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FLETCHER 

CLEVELAND 

X-9475-e 

January 10, 1956. 

This refers to the voting permit applications of ----·-----

__ , -----' ___ , and ___ , ------' --
-----' anc ·co your letter of December ::so, 1955, relating to the 

interpretation of paragraph numbered l of the form of afS!'eement t0 

be executed us a condition to the issuance of g€neral voting permits 

to such applicants and incloc.inr; copy of letter of December 28, 1935, 

from _ submi"vting an alternative form of agree­

r.tent. Tho Board interprets paragraph numb~red l of the prescribed 

agreement to require the holdinG ccmpr~ny affiliate to make tho 

specified eliminations on the b&sis of the latest reports of examina­

tion availDble .:m tht.;; date the hcl6in:; conipany affilL~to elt::cts to 

comply v:i th the provisions cf such paragre.ph and. acivises the Ff~deral 

Reserve ag~nt cf such compliance. It is to be noted that such para-

graph req_uir0s the hol<.~ing compr,ny affi.li.:::d;,f.:. to make ~uch elirr1ina.tions 

as soon as pnr.ctlcable &nd not merely to de so c::t any time within two 

years. Paragraph numbered 2 shuulL< be interpretua in u.ccordance r-:i th 

the S!'.rne princi_:;les as p~r&f:,Taph numbered l. Pr~I'[t~;rcph numbcr0d 4 

requires the holding ccmvmy a1'fi.i..iatlo to cu1sc its subsidiary na­

tional bE,nks awl their affiliates t.o comply with th0 recommend:~ticns 

c..nd suggestiuns of the C1..)mptroll.f>r of thd Currency bast-d upun any 
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report of exa.minb.tiun v;hich may be ma~e ut any tLie dur lni:~ the life 

of the voting pormit anC. not merely to cor:1ply ·uith those based on 

the latest report of examtnation avai·1 .• u.l:·le on the date the u;;reement 

is si,~8d. Pnrn~;raph numbered 5 shoul.( :Jc interpreted in accordance 

'Ni th the same p:l:'inciplt.:;s as pe.ro.z;rl).pn n.Uiallercd 4.. F'nrag:::·aph l<Jttcred 

(D) was incorpo.cr .. ted in the c.grecment pursu~.:.nt to suggcs t:.ions hl~<de 

by certain holoing compan.t :::;,ffiJ.i<Jt,es (no was dt"lsi;:;rwd for their l)I'O-

tection. If, howe:W;r, such parar;raph is ubj c·ctlonr.:.blo to any hoJ.ciing 

compe.ny affiliate the Boaro has no objection to it being elirnirwted 

from tho agr(~cJT,ent executed by ;1uch holcilng compa11y affiliate. The 

Board docs n·Jt feE;l thEt it cnn E~p~rovc any cf th._ moCiificatiuns of 

the prescribed a7eoment sug·:sested by ----- ----· except 

that, of coursE.:, it h-:-s no obje\!ticn to the words "t o .ve~<rs" in 

'.r 

Please oclvisG tht:. Lnterc&tO(.l orc: .. mizntiuns 

I~ • '') I ,_.).,.,._, (-'Q" 
\ ,..... ~.).Ll -.J Ch,;sta· Morrill 

lAOHRILL 

'• 
l 

·'·.• 
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Z-94.75--f 

J<.'.nuary 11, 1956. 

CASE 
NEW YORK 

Representatives of -------------------- -------------' met with 

representatives of the Board on January 3, 1956, and suggested certain 

changes in the standard agreement prescribed by Board in connection 

with granting general voting permits. Such standard agreement having 

alreEldy been executed by many holding companies, Bo[crd dc>OS not feel 

the,t it should modify th~ agreement as suggested by representatives of 

--------~--------._ 
but the discussion contained in this telegrD.m may 

be helpful to Therefore, please promptly deliver a 

copy of this telegram to that corporation for its information. 

Board does not fBel th:.tt 9aragraphs numbered 1 and 2 in standard 

agreement should be omitted in case of------------------- since Board 

is not in a position to determine defir:i toly at this time that require-

ments of ~uch pe.ragraphs have been complied with. However, when such 

parn.grnphs have actually been complied vd th by those 

paragraphs, of course, will nc longer be effective. 

In connection with applicr.:.nt' s suggestion relating to parc.grctph 

numbered 5 of stl.mdard agreement, attention is called to fact thnt 

such paragraph requires holding company to take such action within its 

power as may be necessary to cause "each" of its subsidiary banks to 

maintnin a sound financial condition, and the Board contemplates that 

consideration will be given to the needs of all of the subsidiary banks. 
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Pnragrnph numbered 4 of st[:,r.dard .9.greernent requires compliance 

with recomr.lendations or sugg0stions of Comptroller which are within 

scope of his general supervisory jurisdiction even though such recom-

mcndations or suegostions are not based upon <my specific statutory 

provision. This portion of the agreement would not require compliance 

with recommendaUons or suggestions l:>eyond supervisory jurisdiction of 

Comptroller. The language here used is based upon the second paragraph 

oi' suction 21 of Federal Reserve Act which provides for compli.ance with 

the "recommendations or suggestions of th.::: Comptroller, based on said 

examination". Neither provisions of section 21 just quoted nor provi ... 

sions of paragraph 4 of standard agreement are limited to recommenda-

tions or suggestions of Comptroller based upon specific statutory pro-

visions. Attention is called to fact that enforcement of provisions 

of paragraph 4 is vested exclusively in Board •. Penalty for violation 

of agreement is revocation of votin~ permit and, before invoking such 

penalty, Board would be rnquired by law to afford holding company af-

filiate an opportu..TJ.i ty for a hoaring. Thorefore, it would t1ppoar that 

holding company affilinte is adequately protectc:d G.gainst any u.TJ.reason-

able requirements •. Detailod cormnonts relnting to peragraph 5 of 

standard agreement do not C:.ppour neces;Jary. 

In connection with argument of applicant that the prescribed 

a~,Teement may result in discrimination between banks which are subsid-

iaries of holding company affiliates 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 subsidiaries 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 standard agreement, atton­

tioh is called to the fact that throughout standard agreement that 

phrase has been used only in those provisions which affect other cor­

porations 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 solely to holding compnny af-

. filiate itself and suggested amendment of paragraph numbered 7 there­

fore does not seem necessary or appropriate. 

The standard agreement contemplates the.t a holding company affil­

iate will use in good faith everJ power, corporate or otherwise, at its 

disposal to cause its subsidiaries to take the prescribed action. The 

Board feels that in this corillection a holding company affiliate cannot 

be properly distinguished from its management and that officers and 

director::> 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 tho action of subsidiaries. This is merely 
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making use of the means c.nd methods 0ommonly employed by any holding 

company in furthering the execution of policies adopted by it. 

Consideration has been given to suggestion that execution of 

agreement might possibly suLjoc+ ----· -------- to certain 

State taxation. However, Board feels thnt in determining the condi­

tions upon which it will grDn t general voting permits in the disd;arge 

of the responsibilities placed upon it by law, it cannot undertake to 

consider or determine the eff,3ct of local tax laws in po.rticular sit­

uations. 

Hovinp: adopted standard agreement for execution by holdj_ng com­

panies in connection with the granting of g~neral voting permits, and 

h'lving authorized issuance of gonr3ral voting p·Jrmi t to -·-------' 

Boerd does not fool that it should comply with request of that corpor­

ation for a permit which m.Leht bo surrendered at any time :-.ftor the 

ond of ::_ period of two years nt tho election of that corporation. 

If the executes the agreement, a letter con-

firming the above statements will be addre~~sed directly to that corpor­

ation for its records. 

The Board extends to Jnnuary 51, 1956, the time within which you 

may issue to ------------------ the general voting permit authorized in 

the Board's telegram to you of December 9, 1955. 

(Signed) Chester Morrill 

MORRILL 
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January 11, 1836. 

SARGL~TT 

SAN FHANCISCO 

This refer;:; to your letter of Lecembe:- :28, 1955, recorrunenC:.ing 

that the BoDrd authorize the issuance of a limited permit to 

' ____ , ----·---' entitling it to vote 

to elect directors and act on routine mc:..ttGrs at the 1936 annual 

meetings of it::: su:tsidiary member b::nks. In connection ·::i th re­

qnestr.. madG by other holding company affiliates, the Boal'ci has 

taker" the position thu t it shm;. ... cl not authorbe the is::;uauce of 

such limiteC: vcting permit:J after it hs.s ~mthorize:l. the ls:cuance 

of general voting P·3rmi ts subj E:Ct to the standard c;onui tim1s &nd 

.it does not feel th:.ct it crm de~1art from that pooi tion in connec-

tiun with In his letter of Lecember 26, 1955, 

a copy of 7Jhich accompn.nieci your letter, Mr. ______ , President of 

the <:tpplicn.nt, raised certr"in '-;uestions concerning pn.ragre.phs num-

bered 1, 3 r:~nd 7 of the agreement to be executed l:iS n. ccncl.i tion ·to 

the issuance of a general votln::;; pernit to the applicant. The use 

of valuation reserves in th6 m£umer outlined by i'vlr. is an 

acceptable manr1er in which to make the eliminations required by 

paragraph numberea l. However~ on the basis of the latest informa­

tion suomitted to the Board, it o1-'pears that compliance 'IIlith the 

provh:.ions of thn.t parn.g·raph o.t this time woulC. require elLainations 

amounting to sucstantially nore than -----' the amount mentioned 
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by Mr. In connPc t.icn vv :i th '·,L:. ';:; suggestions re-----
latin;; to paragraph numbered 7, it si.1ou1r· (w ,wted that the clause 

of tht!.t ;;aragraph which uc::tl::: w:i.th net Ctcpital and surplus funds 

rs:a:Jus solely to the holC<in'-; com!.Jan:r affiliate and not to its 

:::ubsidi:cry br·.nk.s. hi th reference to his su,n;gestions rel.l".ting to 

paragraph numbered 3 1 the Board feLls thc.ct, in view of the responsi­

bilities pluce!i upon it in ,,~!'anting ;,~eneral votin6 permits, l t must 

com~idcr queftions as to COHipliei.nce ·,vith the terms of this paragraph 

by applying pri.nciples of sound banking yrc:,ctice to tho concrete facts 

E:nd circumstances of the particul-,r cases and, accorcling, it can 

not approve the su.:~gested modification of this par3.graph. It 

should. also be noted that this paragrr.ph r-elates to all subsidiary 

bt=1nks and not merely to suosidiar;r national b<:<.nks. Plea so advise 

the t))plicant in accordanco with this telegram. 

(Si 6'11ed) Chester Morrill 

IviOR.R.ILL 
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