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BOARD OF GOVERNORS
OF THE

FEDERAL RESERVE SYSTEM X-9591

WASHINGTON

ADDRESS OFFICIAL CORRESPONDENCE
TO THE BOARD

liey 18, 1936.

Dear Sir:

With ite letter of January 30, 1936, (X-9473),
the Board inclosed copies of severual letters «nd tele-
grams containing interpretations of various provisions
of the agreement which accompanied the Board's letter
of December 3, 1935, (X-9385), relating to the issuance
of general voting permits. Inclosed herewith are copies
of two additional lettors of a similar nature.

Very truly yours,

BsRoazen Wi

Chester Morrill,
Secretary.

Inclosures.
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February 5, 1936.

Dear Sir:

This refers to your letter of January 20, 1936, uwddressed to
the Federal Reserve Agent at the Federal Reserve Bank of Minneapolis,
in which you make certain inquiries concerning the agreement which the
Board requires holding company atfiliates to execute as & condition to
the issuance of general voting permits.

With reference to your first question, it is not the intent of
the Board that such agreement shall deorive the holding compeny affiliate
or its subsidiary banks of any rights which they may have to resort to
any court or other tribunal of proper jurisdiction.

With reference to your second question, it must be noted that
the execution of the agreement and the terms thereof have been pre-
scribed by the Board in the discharge of responsibilities placed unon
it by law and that any differences between the situsation of banks which
are subsidiaries of holcing company affiliztes znd the situation of other
banks necessarily arise from the enactmeiit of the legislation bty Con-
gress relating specifically to holdiny company affiliates anc¢ their bank-.
ing subsidieries. However, it is intended that the Board shall act in
accordance with sound principles of banking practice in enforcing re-

guirements relating to subsidisry banks pursuant to the agrecment
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prescribed. In view of its responsibilities under the holding company
. affiliate legislation, the Board could not be excused for a failure on
ite part to require holding company affiliates to cause their subsidiary
banks to comply with sound principles of banking practice on the ground
that other banks may not in all cases be rejuired to do so. Moreover,
the Board musl be free to consider all of the facts and circumstances
of each case and, in doing so, it cannot properly isnore the relation-
ships between the particular bank and other members of the group. The
Board, of course, does not feel that the mere fact that 2 bank is a
subsidiary of a holding company affiliate justilies the imposition of
srbitrary or unreasonable requirements relating to such benk and the
Board has no intention to make or enforce such reguirements in acting
pursuant to the prescribed agreement.
Very truly yours,
(Signed) Chester Morrill

Chester Worrill,
Secretary.
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April 4, 193G.

Mr. Frederic H. Curtiss,

. Federal Reserve Agent,
Federal Reserve Bank of Boston,
Boston, Massachusetts.

Dear Mr. Curtiss:
This refers to Mr. McRee's letters of January 2, 1936, and
their inclosures, relating to voting permit applicuations of

and The National Bank of ___ s both of

. . As you probably know, the matters re-
ferred to therein have since been discussed informally by representa-
tives of the applicants and the Board.

’ SR R IR R R I R R N A 3

Both of the applicants object to the following provision of
paragraph numbered 7 of the form of agreement accompanying the Board's
letter of December 3, 1935, (X-9385):

"and that, except with the permission of the Board

of Governors of the Federal Reserve System, it shall

not cause or permit any chznge to be made in the

general character of its business or investments."

In view of the restrictions and limitstions imposed upon
national banke by law, the Board feels that such & provision is not
essential where the holding company affilizte is a national bank and
that, accordingly, there is no objection to authorizing its omission
in such a case. Hence, the Doard hereby amends the authorization con-

“ tained in its ANCILDALE telegram of , relating to The
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National Bank of s, to vrovide that the above-mentioned
paragraph shall read as follows in the agreement to be executed by such

bank as a condition to the isguance of a gencral voting vermit to it:

the undersigned will take such action within its power
ag may be necessary to cause tne monagement of each of
its subsidiaries to be, conducted under sound policies
governing its financial and other operations, includ-
ing statements issued relating thereto; that the under-
signed will maintain a sound financial condition; and
that its net capital anc surplus funds shell be adequate
in relation to the character end condition of its assets
and to its liabilities and other corporate responsi-
bilities."

The Board does not feel that it should authorize any modifi-
cation of such paragraph in connection with the agreement to be execu-

ted by . In connection with the matters which it

is required by law to consider in granting voting permits, the Board
must consider the character of the holding company affiliate's business
and investments, and the Board feels that it should provide require-
ments to assure that during the life of the voting permit the general
character of the business and invesiments will not be changed in a

way which might have an adverse effect on the condition of the holding
company affiliate or its relationships with its subsidiary banks. How-
ever, the Board hag no intention or uesire to exercise deteiled super-
vision over the investments of the zpplicant or to pass upon individual
investments and it is felt that the pertinent provisions of the agree-
ment which refer to a change in the "gcneral character" of business or

investments do not indicate such supervision is contemplated.
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states "To [ollcw the regulaticns which

you insist upon, we would have %o mark up and down on our books, all
securities every month". Paragraph aumbered 1 of the standera form
of agreement requires the elimination of losses &nc certein deprecia-
tion in securities by the applicant as soon as practicable and in any
event within two years. However, when the particular eliminations de-
scribed in paragraph numbered 1 have once been made, such parngraph
does not require any further eliminations. Under paragrogch numbered
7, the applicent's mancgement must be conducted under sound policies
governing its financial and other operations, including statements is-
sued relating thereto. While the Board feels that in the public in-
terest the books and published statements of a holding company affil-
iate should correctly reflect the value of its assets ana the amount
of its liabilities, this provision of the agreement contemplates only
such adjustments in the books of the holding company affilicte as would
not interfere with its normal ogerations, would be required by sound
accounting prectice, and would be necessary to prevent misrepresenta-
tion to shareholders and the public.

The National _ Bunk of suggests a chenge of a

perfecting nature in paragraph lettercd (A) of the agreement to be ex~
ecuted by it. While it is not believed to be essentinl, the board
authorizes the substitution of the words "any of the undersigned!s"

for the words "the undersigned or by any of its" in such paragraph of

) the agreement to be executed by that applicant and amends the author-
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ization contained in its ANCILDALE telegram of , ac-

R |

cordinzly.

The Board extends to s the time within which

PGS —

you may iseue to The Natioral Pank of and

B RRIRINE U S SO T R——

the general voting permits authorized in its ANCILDALE

telegrams of « Please advise applicants in accor-

—

dance with this letter.
Very truly yours,
(Signed) Chester Morrill

Chester Morrill,
Secretary.
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