Ca foe BOARD OF GOVERNORS
. OF THE X-9636

FEDERAL RESERVE SYSTEM
WASHINGTON '

ADDRESS OFFICIAL CORRESPONDENCE
TO THE BODARD

July 2, 1936.

v

Dear Sir:
You will find inclosed, for your infor-
i mation, a copy of a letter received by the Board
under date of June 18, 1936, from the Administra-
.  tor of the Federal Housing Administration, and
a copy of the Board's reply of June 22, 1936, with
respect to the question whether loans insured
under the provisions of the National Housing Act
are eligible as collateral for advances by Fed-
efal reserve banks to their member banks.

Very truly yours,

DReare, Mokl

Chester Morrill,
Secretary.

Inclosures.

TO ALL PRESIDENTS.
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COPY ' X-9636-a
FLDERAL HOUSING ADMINISTRATION
- Washington

June 18, 1936

Honorable Marriner S. Zccles
Chairman, Board of Governors
Federal Reserve System
Washington, D. C.

-

Dear Mr. Eccles:

% , In the absence of any specific ruling by the Board of Gover-
nors of the Federal Reserve System, there appears to be a question in
the minds of some member banks as to whether mortgage loans and modern-
ization loans insured under the provisions of the National Housing Act
are eligible as collateral for advances by the Federal Reserve banks.

My attention has been called to the fact, however, that one
of the Federal Reserve member banks has recently asked the Federal Re-
serve Bank of its district "on what basis loans would be granted when
secured by Federal Housing Administration mortgage or modernization

. loans," and has received from the Federal Reserve Bank the following
- answers:

"Loans on the security of FHA Mortgage or Modernization
loans are not considered in the same category as the direct
obligations of the United States or the guaranteed obliga-
tions such as Home Owners Loan Corporation bonds, and for
that reason would not be eligible as collateral to a member
bank's fifteen day note at our regular rediscount rate.

"There is no reason, however, why they weould not be
considered under Section 10b, in which Section Federal Re-
serve Banks are authorized to make loans to member banks
on any sound assets owned by the member banks. The Board
of Governors has not yet issued its new Regulation A, but
this is our interpretation of the Act."

Explaining its reasons for having sought to learn the atti-
tude of its reserve bank with respect to loans insured by the Federal
Housing Administrator, the member bank writes to me as follows:

"This bank is very much interested in having as much
liquidity attached to FHA mortgage loans and modernization
loans as possible. Ve are planning to acquire all loans
under both titles we can find in our community as long as
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2 X-9636-a

+ we have available funds. We are very much interested, how-
ever, in knowing these mortgages and notes would be readily
acceptable at the Federal Reserve Bank as security for
loans should we find it necessary to borrow."

The bank then makes the following suggestions with regard
to the answer which it received from the Reserve Bank:

"Wouldn't it be possible for you to take this matter
up with the Federal Reserve Board at Washington and procure
< from them a ruling that would be applicable to all Federal
Reserve Banks? It is my opinion if you could obtain such
a ruling, every banking institution in the United States
would feel inclined to invest a larger portion of their
surplus funds in these securities."

I realize that when most banks, as at present, have avail-

« able a large surplus of funds for investment, there is no occasion
for their having to apply to the Federal Reserve banks for advances
against loans insured by the Federal Housing Administration. Never-
theless, 1t would be helpful, I believe, if a formal ruling could be

N had from the Board of Governors as to whether the Federal Reserve
‘Bank whose letter I have quoted has, in the opinion of the Board,
correctly interpreted Section 10(b) of the Federal Reserve Act, as
amended by the Banking Act of 1935, insofar as it may be construed
to apply to loans insured under the provisions of the National
Housing Act. :

I shall appreciate your considering this matter with a
view to obtaining a ruling on these questions if it is agreeable to
the Board to make one at this time.

Very sincerely yours,

(Signed) Stewart McDonald

Stewart McDonald
» Administrator
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' X-9636-b

June 22, 1936.

- Dear Mr. McDonald:

Pursuant to your letter of June 18, 1936, regarding the
status under Section 10(b) of the Federal Reserve Act of loans in-
sured under the provisions of the National Housing Act, I have ‘
brought to the attention of the Board your request for an expres-
sion of the Board's views on the letter recently written by one of

: the Federal Reserve banks to a member bank which had inquired "on
what basis loans would be granted when secured by Federal Housing
Administration mortgage or modernization loans."

The Board notes that the answer of the Federal Reserve
Bank which you have quoted is as follows:

‘ ' "Loans on the security of FHA Mortgage or Moderni-
zation Loans are not considered in the same category as

~ the direct obligations of the United States or the guar-

. anteed obligations such as Home Owners Loan Corporation
bonds, and for that reason would not be eligible as col=
lateral to a member bank's fifteen day note at our regu-
lar rediscount rate. :

"There is no reason, however, why they would not be
considered under Section 10b, in which Section Federal
Reserve Banks are authorized to make loans to member
banks on any sound assets owned by the member banks.

The Board of Governors has not yzt issued its new Regu-
lation A, but this is our interpretation of the Act."

Section 10(b) of the Federal Reserve Act as amended on
August 23, 1935, reads as follows:

"Any Federal Reserve bank, under rules and regu-
lations prescribed by the Board of Governors of the
Federal Reserve System, may make advances to any member
bank on its time or demand notecs having maturities of
not more than four months and which are secured to the
satisfaction of such Federal Reserve bank. Each such
note shall bear interest at a rate not less than one-
half of 1 per centum per annum higher than the highest
discount rate in effect at such Federal Reserve bank

~on the date of such note."
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—o- X-9636-b

Any advance under this section must be secured to the satis-
faction of the Federal Reserve bank, but there is no other limitation
on the character of security which may be used for such an advance.
Accordingly, it is the opinion of the Board that a Federal Reserve
bank is authorized to meke advances to a member bank under section
10(b) of the Federal Reserve Act upon the security of modernization
loans insured under Title I of the National Housing Act or mortgage
loans insured under Title II of the National Housing Act if such se-
curity is satisfactory to the reserve bank.

0f course the question whether such loans would in particu-
lar cases constitute acceptable security must be determined by the
Federal Reserve banks as and when requests for such advances are re-
ceived from the member banks, but, if satisfactory, the Federal Re-
serve banks are at liberty to make advances to member banks upon
any such security in accordance with the provisions of section 10(b)
- of the Federal Reserve Act.

With kind regards, I am
Sincerely yours,
(Signed) Marriner S. Eccles

M. S. Eccles
Chairman.

Honorable Stewart McDonald
Federal Housing Administrator
Washington, D. C.
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BOARD OF GOVERNORS -
OF THE X-9837
FEDERAL RESERVE SYSTEM

WASHINGTON

ADDRESS OFFICIAL CORRESPONDENCE
TO THE BOARD

July 3, 1936.

SUBJECT: Code Word Covering New

Issue of Treasury Bills.

Dear Sir:

In connection with telegraphic transac-
iions in Government securities between Federal
reserve bahks, the following code word has been
designated to cover a new issue of Treasury Bills:

"NOYOWL" - Treasury Bills to be

dated July 8, 1936, and
to mature April 7, 1937.

This word should be inserted in the Fed-

eral Reserve Telegraph Code book, following the

supplemental code word "NOYOTE" on page 172.

Very truly yours,

GV
Assistant Secretary. .

TO PRESIDENTS OF ALL F. R. BA#KS




BOARD OF GOVERNORS X-9638

OF THE
FEDERAL RESERVE SYSTEM

WASHINGTON

ADDRESS OFFICIAL CORRESPONDENCE

July 3, 1938, TO THE BOARD

Dear Sir:

Attached hereto for your information
is a copy of the Board's letter ol June 23,
1936, to Mr. H. F. Strater, Secretary of the
Conference of Presidents, advising him of the
Boerd's action on the resolutions in regard
to shipment of currency and coin to nonmember
banks adopted by the Governors' Conference
of October 23, 1935.

Very truly yours,

Gl .
A / /«
[ 7 T hna
L. P. Bethea,
Assistant Secretary.

Inclosure.

.

TO ALL PRESIDZNTS
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X-9638-a
June 23, 1936.

e

Mr. H. F. Strater, Secretary
Conference of Presidents

Federal Reserve Bank of Cleveland
Cleveland, Ohio

Dear Mr. Strater:

Reference is made to your letter of June 3 inclosing a copy of a
letter received from Mr. O. M. Attebery, First Vice President of the Fed-
eral Reserve Bank of St. Louis. You request advice as to whether the ac-
tion of the Governors! Conference of Ocitober 23, 1935, on the recommenda-
tion in regard to shipments of currency and coin to nonmember banks
within the Federal Reserve district and to adjacent points beyond district
limits, meets with the approval of the Board of Governors of the Federal
Reserve System.

The resolutions in regard to the shipmeht of currency and coin to
nonmember banks adopted by the Governors! Conference of October 23, 1935,
as quoted below, have been noted by the Board with approval.

"VOTED that this is a reasonable service to extend to non-
member banks within the district, provided the shipment is

ordered by a member bank from its Federal Rcserve bank; and,

provided, further, that the shipping charges are reimbursed

to the Federal Reserve bank.

"VOTED that there is ro objcction to performing the same
service, upon the same basis, for ncnmember banks in adjoin-
v ing districts at the request of a member bank to its Federal

Reserve bank, provided the normember oank is located in a

city or town adjacent to the district boundary; and, provided,

that such a service may be performed more expeditiously and

conveniently than would be the case if it were initiated by a

member bank in the adjoining district."

Very truly yours,
(Signed) Chester Morrill
Chester lorrill,

Secretary.
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X-9639

INTERPRETATION
BANKING ACT OF 1935

(Copies to be sent to all Federal reserve banks)

" July 3, 1936,
Honorable J. F. T. O'Connor,

The Comptroller of the Currency,

Treasury Department,

Washington, D. C.

Dear Mr. O'Connor:

This refers to Deputy Comptroller Lyons' letter of June 17, 1936,
inquiring whether the $2500 exemption contained in section 22(g) of
the Federal Reserve Act and section 3 of the Bbard's Regulation 0 ap-
plies to a partnership in which an executive officer of a member bank
. has a majority interest.

Section 22(g) provides that "borrowing by, or loaning to, a part-
nership in which one or more executive officers of a member bank are
partners having either individually or together a majérity interest
in said partnership, shall be considercd within the prohibition of
this subsection". The only prohibition contained in section 22(g) is
that "no exccutive officer of any mcmber bank shall borrow from or
otherwise become indebted to any member bank of which he is an execu-
tive officer, and no member b;nk shall make any loan or extend credit
in any other manner to any of its own ecxecutive officers". There are
certain exceptions to this prohibition, one of which is "that with
the prior approval of a majority of thg entire board of directors,

any member bank mey extend credit to any cxecutive officer thereof,
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and such officer may become indebted thereto, in an amount not exceeding
$2500",
It will be noted that this exception, by its terms, is not applic-
. able to partnerships of the kind described. However, since it was not
the purpose of the law to prevent an executive officer to become in-
debted to his member bank to the extent of $2500, under the conditions
prescribed, therc would seem to be no purpoée of the law to prevent
such a partnership from doing likewise. Moreover, in some circumstances,
the executive officers of a member bank may find it desirable for an
obligation not in excess of $2500 to be in the nature of a partnership
‘ obligation rather than of the individual executive officer's. As you
know, under the usual principles of law applicable to parfnerships each
partner is individually liablce for the debts of the partnership, and
under the Board's authority to prescribe such regulations "as it may
deem necessary to effectuate the provisions of this subsection in ac-
cordance with its purposes", section 3 of the regulafion has been
drafted so as to permit a partnership of the kind described to borrow
from a member bank, provided that, as a result of such borrowing, an
executive officer of the member bank does not become indebted to such
bank in an amount in excess of $2500.
Very truly yours,
(Signed) L. P. Bethea

L. P. Bethea,
Assistant Secrctary.

)
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BOARD OF GOVERNORS X-9640
OF THE

FEDERAL RESERVE SYSTEM

WASHINGTON

ADDRESS OFFICIAL CORRESPONDENCE
TO THE BDARD

July 7, 1936.

SUBJECT: Collection of Liquor Drafts
. in Interstate Shipments.

Dear Sir:
Referring to the Board's letter of June 21,
1935 (X-9240) and previous correspondence regarding
v the collection of liquor drafts in interstate ship-
| ments, there are inclosed herewith for your infor-
mation and that of your counsel copies of an Act of
Congress approved June 25, 1936, which contains an
amendmént to section 239 of the Criminal Code,
which, in effect, limits the scope of such section
to shipments of liquor into dry territory.

Very truly yours,

& BoReatin VY Yo 2p

Chester Morrill,
Secretary.

Inclosures.

TO PRESIDENTS OF ALL FiDERAL RESERVE BANKS
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BOARD OF GOVERNORS i
OF THE X-9641

FEDERAL RESERVE SYSTEM
WASHINGTON

ADDRESS OFFICIAL CORRESPONDENCE
TO THE BOARD

July 7, 1938.

Dear Sir:

Regulations governing the hours of employment
at the Bureau of Engraving and Printing have been
modified so as to provide for a 5-day week, from
Monday to Friday, both inclusive, and accordingly
no shipments of Federal reserve currency will be
made from Washington to the Federal reserve banks
on Saturdays. Since United States notes and silver
certificates are shipped from the Treasury building
instead of from the Bureau of Engraving and Print-
ing, shipments of such currency will continue to

be made on Saturdays as heretofore.

Very truly yours,

BRoae oy

Chester Morrill,
Secretary.

TO ALL CHAIRMEN,

Federal Reserve Bank of St. Louis

12



13

e BOARD OF GOVERNORS
OF THE X-9642

FEDERAL RESERVE SYSTEM
WASHINGTON

ADDRESS OFFICIAL CORRESPONDENCE
TO THE BOARD

July 7, 1936.

Dear Sir:

¢ There are enclosed herewith
copies of statement rendered by the

, Bureau of Engraving and Printing,

| covering the cost of preparing Fed-
eral reserve notes for the month of
June, 1936.

Very truly yours,

0. E. Foulk’
Fiscal Agent.

Enclosure.

TO ALL F. R. PRESIDENTS.
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Statement of Bureau of Engraving and Printing
for furnishing Federal Reserve Notes,
June 1 to 30, 1936.

Federal Reserve Notes, Series 1934.

’ 85 810 _420 850 _$100  Sheets _pmowt _
Boston, 70,000 89,000 40,000 17,000 10,000 226,000 § 19,436.00
New York, 160,000 403,000 18,000 - - 578,000  49,708.00

. Philadelphia, - 85,000 26,000 30,000 12,000 151,000  12,986.00
Cleveland; - - 30,000 - - 50,006' | 2;580.00

K Richmond, - 73,000 55,000 - - 128,000 11,008.60

, Atlanta, 30,000 - - - - 30,000  2,580.00
Chicago; 120,000 265,000 - - - ses;ooo 32,938.00
St. Louis, - 20,000 8,000 - - 28,000  2,408.00
Minneapolis, 27,000 - - - - 27,000 2,322,00
Kansas City, - - 6,000 - - 6,000 516.00
Sen Francisco, 78,000 62,000 - - - 140,000  12,040.00

485,000 993,000 180,000 47,000 22,000 1,727,000 §;28!522!OO

1,727,000 sheets @ $86.00 per Myeese.... $148,522.00
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X-9643
BCARD OF GOVERHNORS
COF THE
FEDERAL RESERVE SYSTEM
Statement for the Press
For release in morning newspapers
of Thursday, July 9, 193€. ' July 8, 1936.

The Board of Governors of the Federal Reserve System
today announced the following appointments:

, Robert E. Wood, appointed Class C director of the Federal
Reéerve Bank of Chicago for the unexpired portion of the term ending
December 31, 1938, and Deputy Chairman for the remainder of this calendar
year.

Frank J. Lewis, appointed Class C director of the Federal
Reserve Bank of Chicago [or the unexpired portion of the term ending
December 31, 1937,

Walton N. ioore, at present a Class C director and Deputy
Chairman, designated as Chairman of the Board of Directors of the Federal
Rescrve Bank of San Francisco and as Federal Reserve Agent at San Francisco
for the remainder of this calendar year.

Ashby O. Stewart, appointed Class C director of the Federal
Reserve Bank of San Francisco for the unexpired portion of the term ending
December 31, 1938, and as Deputy Chairman for the remainder of this calendar

year.

Note for the Press: Biographies of Wood, Stewart znd Moore are in Who's Who.
Mr. Lewis, of 105 West Adams Street, Chicago, was
formerly predidcnt of the F. J. Lewis Manufacturing Co.,
© and since his retirement from active business has devoted
himself to civic and philanthropic activities.
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BOARD OF GOVERNORS X-9644
OF THE

FEDERAL RESERVE SYSTEM

WASHINGTON

ADDRESS OFFICIAL CORRESPONDENCE
TO THE BOARD

July 8, 1936,

SUBJECT: Advances under Section 10(b) of the Fed-
eral Reserve Act to Member Banks Which
Have Not Exhausted Their Eligible Paper.

Dear Sir:

The question has been raised as to whether a Federal Reserve
bank may lawfully make an advance under section 10(b) of the Federal
Reserve Act to a member bank which at the time has in its portfolio
paper eligible for rediscount or as security for advances from a Fed-
eral Reserve bank under other provisions of the Federal Reserve Act.

Section 10(b) of the Federal Reserve Act, as it previously ex-—
isted, authorized advances by a Federal Reserve bank in exceptional and
exigent circumstances to any member bank having no further eligible and
acceptable assets available to enable it to obtain adequate credit ac-
commodations through rediscounting at the Federal Reserve bank or other
method provided hy the Federal Reserve Act. No such limitation on the
authority to make advances under section 10(b), however, is contained
in the section ac it was amended by the Banking Act of 1935 and the
leéislative history of the section and of the Banking Act of 1935 shows
that it was not intended by Congress that a member bank must have
exhausted its eligible paper in order to receive an advance from the

Pederal Reserve bank under the provisions of the section.
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In the opinion of the Board, thcrefore, a Federal Reserve bank
may lawfully make an advance in accordance with the provisions of sec-
tion 10(b) of the Federal Reserve Act to a member bank which has assets
eligible for rediscount or as security for advances frém a Foderal Re-
serve bank under other provisions of the Fcederal Reserve Act. Moreover,
such eligiblc assets may be used as security for an advance under sec-
tion 10(b) of the Jederal Reserve Act, if this should be desired for
any reason and the security is satisfactory to the Federal Reserve bank.

However, 28 you know; the question in any case whether advances
should be made by a Federal Reserve bank is one for'the determination
of such bank as and when applications for such advances are received,
and the further question of whether advances should be made by a Federal
Reserve bank under section 10(b) when the borrowihg member bank has
paper which is eligible for rediscount or as security under other pro-
visions of the Federal Reserve Act is a matter for the determination of
the Federal Reserve bank in the light of the circumstances existing in
each particular case.

Very truly yours,

Chester Morrill,
Secretary.

TO PRESIDENTS OF ALL FEDERAL RESERVE BANKS
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BOARD OF GOVERNORS 8
OF THE

FEDERAL RESERVE SYSTEM

WASHINGTON

X-9645

ADORESS OFFICIAL CORRESPONDENCE
TO THE BOARD

July 10, 1936.

SUBJECT: Code Word Covering New
Issue of Treasury Bills.

Dear Sir:

In connection with telegraphic transac-
tions in Government securities between Federal
reserve banks, the following code word has been
designated to cover a new issue of Treasury Bills:

"NOYOZY" - Treasury Bills to be

dated July 15, 1936, and
to mature April 14, 1937.

This word should be inserted in the Fed-

eral Reserve Telegraph Code book, following the

supplemental code word "NOYOWL" on page 172.

Very truly yours,

\]
JO CQ Noell,
Assistant Secretary.

TO PRESIDENTS OF ALL F. R. BANKS
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BOARD OF GOVERNORS
OF THE

FEDERAL RESERVE SYSTEM

WASHINGTON

19

X-9646

ADDRESS OFFICIAL CORRESPONDENCE

July 10, 1936.

Dear Sir:

There is attached a copy of the re-
port of expenses of the main lines of the
Federal Reserve Leased Wire System for the
month of June, 1936.

Please credit the amount payable
by your bank to the Board, as shown in the
last column of the statement, to the Fed-
eral Reserve Bank of Richmond in your daily
statement of credits through the Inter-
District Settlement Fund for the account
of the Board of Governors of the Federal
Reserve System, and advise the Federal Re-
serve Bank of Richmond by wire the amount
and purpose of the credit.

Very truly yours,

TO THE BOARD

W@d

0. E. Foulk,
Fiscal Agent.

Inclosure.

TO PRESIDENTS OF ALL F. R. BANKS.



REPORT OF EXPENSES OF MAIN LINES OF FEDERAL RESERVE
LEASED WIRE SYSTEM FOR THE MONTH OF JUNE, 1936.

X-9646-a

- Number Words sent Total Pro rata Payable
Federal of by N. Y. words Personal share of to
Reserve words chacgeable charge- ser- Wire Total total ex- Credits Board
~ Bank sent to other able vices(1) rental expenses penses(R) of Gov-
; F. R. Banks ernors
Boston 51,112 1,759 52,871 § 319.37 - $ 319.37 $ 640.57 ¢ 319.37 §$ 321.20
New York 165,299 -_— 165,299 1,333.74 —_ 1,333.74 2,002.73 1,333.74 668.99
Philadelphia 48,013 2,086 50,099 236.39 - 236.39 606.99 236.39 370.60
Cleveland 68,690 1,453 70,143 374.14 - 374.14 849.84 374.14 475.7C
Bichmond 79,480 1,443 80,923 264,92 230.00 494.92 980.45 494,92 485.53
Atlanta . 99,371 1,481 100,852 R75.76 - 275.76 1,221.90 275.76 946.14
Chicago 120,208 2,742 122,950 1,667.08 - 1,667.08 1,489.64 1,667.03 177 .4469
St. Louis 112,132 2,208 114,340 184.91 - 184.91 1,385.32 184,91 1,200.41
Minneapolis 42,713 2,435 45,148 222.19 - 222.19 547.00 222.19 324.81
Kansas City 99,650 2,404 102,054 259.43 —_ 259.4%3 ©  1,236.46 259.43 977 .03
Dgllas 84,175 2,014 86,189 267.55 - 267 .55 1,044.25 267 .55 776.70
San Francisco 132,582 1,573 134,155 557.76 - 557.76 1,625.39 557.76 1,067.63
Board of
Governors 837,228 o 837,228 2,573.12 15,007.85 17,580.97 10,143.67 17,580.97 -
Total 1,940,653 21,598 1,962,251 §8,536.36 $15,237.85 $23,774.21 $23,774.21 $23,774.21 §7,614.74
177.44()
$7,437.30

(1) 1Includes salaries of main line operators and of cleriocal help engaged in work on main line business such as
counting the number of words in messages; also, overtime and supper money and Retirement System contributions
at the current service rate.

(2) Based on cost per word ($.012115784) for business handled during the month.

(%) Credit.

(a) Amount reimbursable to Chicago.
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BOARD OF GOVERNORS A-95847
OF THE

FEDERAL RESERVE SYSTEM
' WASHINGTON

ADDRESS OFFICIAL CORRESPONDENCE
TO THE BOARD

July 10, 1936.

SUBJECT: Cooperation with the Federal Deposit Insur-
ance Corporation in Connection with the
Applications of Insured Nonmember Banks
for Membership in the System.

Dear Sir:

The Board has been informed that in a number of instances State
nonmember banks have been insured by the Federel Deposit Insurance Cor-
poration subject to certain conditions to be coanplied with at a subse-
quent date. Mr. Crowley; Chairman of the Federal Decposit Insurance
Corporation, has advised the Board that the Corporation will‘be glad
to furnish the Federal reserve banks upon request information regarding
conditions imposed by the Federal Deposit Insurance Corporation prece-
dent to the extension of Federal devosit insurance which have not been
complied with by an insured bank applying for membership in the System.
In addition to prescribing conditions in connection with extension of
deposit insurance to some banks, the Federal Deposit Insurance Corpora-
tion, as you know, has been endeavoring in other cases to obtain correc-
tions of various matters or the adoption of a program for strengthening
a given situation.

It is reported that in some instances insured nonmember banks

- may have endeavorcd to seck or are contemplating seeking admission to
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membership in the System with the hope of avoiding either compliance
with conditions prescribed by the Federal Deposit Insurance Corporation
in connection with the granting of insurance or completion of programs
urged by the Federal Deposit Insurance Corporation for strengthening
the situation.

While the responsibility of determining whether the condition
of a nonmember State bank is such as to justify admission to membership
rests with the Federal reserve banks and the Board of Governors, and
there is no intention or desire to escape such responsibility, neverthe-
less, it is most desirable that the Federal Deposit Insurance Corpora-
tion, on the one hand, and the Fedcral reserve banks and Board of Gover-
nors, on the other, supplement each other's efforts in the interests of
a sound banking system, and that the respective agencies not be placed
in a position of appearing to work at cross purposes. In particular, it
is believed that a situation should not be permitted to develop where
nonmember banks will seek admission to the System in order to escape
their obligations to the Federal Deposit Insurance Corporation or to
avoid reasonablce requests of that Corporation made to promote sound
banking.

It is requested; thorefore; that, in connection with each appli-
cation of an insured nonmember bank for membership in the System, répre-
sentatives of the Reserve bank communicate with the supervising examiner
of the Federal Deposit Insurance Corporation in the district where the
applicant bank is located for the purpose of determining whether the ap-

plicant is subject to any conditions imposed by the Federél Deposit
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Insurance Corporation which have not been complied with and whether the
Federal Deposit Insurance Corporation is endeavoring to obtain correc-
tions or adoption of a program for strengthening the bank's condition.
In case an applicant has not complied with the conditions imposed by
the Federal Deposit Insurance Corporation or the Corporation has been
unable to obtain the major corrections which it considers necessary,
the Board should be fully advised of all of the facts in connection
therewith when the bank's application is forwarded to the Board.

It is suggested, also, that it would prove helpful if the repre-
sentatives of the Reserve bank, before seriously discussing with an in-
sured nonmember bank the filing of an application for membership, cbtain
from the Federal Deposit Insurance Corporation's supervising examiner
information regarding any conditions imposed by the Corporation upon the
bank and any corrective m.asures the Corporation is endeavoring to
obtain.A

Very truly yours,

-l Menley

Chester Morrill,
Secretary.

TO ALL FEDERAL RiESERVE AGENTS,
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BOARD OF GOVERNORS 19548
OF THE

FEDERAL RESERVE SYSTEM

WASHINGTON

ADDRESS OFFICIAL CORRESPONDENCE

July 13, 1956 TO THE BOARD

SUBJECT: Guarantor, Lessor, or Majority Stockholder
as "Obligor or Maker" within Section 5136
of Revised Statutes.

Dear Sir:

There are inclosed herewith for your information copies of the fol-
lowing:

1. Letter dated May 6, 1936, and inclosures, from the Assistant
Federal Reserve Agent at Cleveland to the Board.

2. Letter dated May 29, 1936, from the Deputy Comptroller of the
Currency to the Beard.

3. Letter deted July 13, 1936, from the Board to the Assistant Fed-
eral Reserve Agent at Cleveland.

These letters relate to the question whether, under the provision of
section 5136 of fhe Revised Statutes which states that the total amount of
the investment securities of any one obligor or maker, held by a bank for its
own account, shall not exceed at any time 10 per cent of the bank's capital
and surplus, the words "obligor or maker" include, in addition to a corpora-
tion primarily liable on an obligation, another corporation which has guar-

anteed such obligation, a parent corporation, or a lessor corporation.

Very truly yours,

Incl
osures. Chester Morrill,

Secretary.
Digitized ik RABERFEDERAL RESERVE AGENTS
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Y FEDERAL RESERVE BANK OF CLEVELAND X-9648-a

Muy 6, 1938,

Board of Governors of the
Federal Reserve System,
Washington, D. C.

Gentlemen:

Enclogsed with this letter you will find copies of corres-
pondence between this office and that of our counsel relating to the
question whether bonds of affiliated or subsidiary companies, in some
instances guaranteed both as to principal and interest, should be in-
cluded with obligations of the parent company or the guarantor in
determining the maximum amount of securities of one obligor or maker
which member banks may lawfully purchase under section 5136 of the Re-
vised Statutes, as amended by the Banking Act of 1935.

It is noted in this connection that section 5200 provides
that the ten per cent limitation prescribed therein shall include, in
the case of a corporation, all obligations of all subsidiaries thereof
in which such corporation owns or controls a majority interest. Sec-
tion 5136 contains no such provision.

The question wes raised with counsel because of what appears
to be a difference in practice between the examiners of this office
and examiners representing the Comptroller of the Currency. It has
not been our custom to include with bonds on which an obligor is pri-
marily liable, bonds of subsidiary or affiliated companies, or bonds
of other corporations guaranteed as to principal or interest by the
corporation whose line was being considered. In a recent report of
examination of a national bank in this district, whose authority to
purchase the bonds of one obligor or maker is limited to $18,000, the
examiner classes as unlawfully acquired $10,000 of Pennsylvenia Company
4% bonds of 1963, because the bank already held $10,000 Pennsylvania
RR 4's of 1960.  The Pennsylvania Company is a wholly owned subsidiary
of the Pennsylvania RR Company.

In view of the fact that the terms of section 5136 are ap-
plicable uniformly to national and State banks, the question is re-
ferred to the Board of Governors of the Federal Reserve System for
whatever consideration it may deem appropriate.

Very truly yours,

/s/ Howard Evans,
Assistunt Federal Reserve Agent
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0
P SQUIRE, SANDERS & DEMPSEY
Y
Counsellors at Law X-9648-a
Cleveland, Ohio. May 4, 1936

Mr. J. B. Anderson,

Assistant Federal Reserve Agent,
Federal Reserve Bank of Cleveland,
Cleveland, Ohio.

Dear Mr. Anderson:

We have given congideration to the questions raised in
your letter of April 10th and beg to advise as follows:

Your first inquiry raises the gquestion as to whether the
term "obligor" in section 5136 of the Revised Statutes would extend
to corporations other than the issuer in cases where affiliate or
subsidiary relations are maintained, and also whether issues which

- are guaranteed by a coumpany other than the issuer would be included
in determining the percentage of securities issued by the guarantor
which might be held by national banking associations.

The statute uses the term "investment securities of any one
obligor or maker'". We believe the answer to your question is deter-
mined by the meaning to be ascribed to the term '"obligor". The dic-
tionary definition of this term is:

"One who binds himself, or gives his bond to
another; one who places himself under a legal ob-
ligation." (Webster's New International Dictionary).

In 46 Corpus Juris 851, the term "obligor" is defined as follows:

"In its more technical sense (obligpr means)
the maker of a bond or writing obligatory; in its
more general sense it designates persons obligated,
in whatever manner it may be, to the doing or for-
bearing of an act”.

As Congress was dealing with securities, it seems reasonable
to assume that the term "obligor" was used in its technical, rather
than its general sense, and that consequently it was not intended to
comprehend such relationships to the security as guarantors. The ob-
ligation or debt evidenced by a corporation bond is that of the maker
and not of the guarantor, if there be one. & maker's promise is to

v meet or pay his own obligation when due, while the guarantor's promise
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J. B. Anderson - X-9648-a

is always to pay the debt of another. In other words, the guarantor
is the insurer of the solvency of the maker or debtor, and is sec-
ondarily liable. See Daniels Negotiable Instruments, 6th Edition,
Section 1753, Consequently, the maker and not the guarantor is the
obligor on a promissory note or bond of indebtedness. It follows,
therefore, that a guarantor is not an obligor within the meaning of
section 5136 and that the investment securities of a guaranteeing
corporation are not included in determining whether a bank's holdings
of investment securities of the maker corporation are in excess of the
10% limitation prescribed in this section, or vice versa, that the
investment securities of the guarantor held by the bank include those
of the maker whose securities it has guaranteed. In other words, we
believe that it was the intention of this provision to cover only in-
vestment securities upon which a corporation was obligated as a "maker"
as distinguished from the case of a corporation which might be con-
ditionally obligated as a guarantor.

Having reached this conclusion with respect to guaranteed ob-
ligations, it necessarily follows that the obligations of an affiliate
or subsidiary would not be included as investment securities of the
parent, or vice versa, that obligations of the parent would not be
included as investment seccurities of the subsidiary in determining
the application of this section. The latter conclusion is further
warranted because the parent and its subsidiary or affiliate .companies
are separate and distinct corporate entities, neither one of which is
obligated upon the securities of the other in the absence of a contract
to that effect.

The second question raised in your letter relates to invest-
ment holdings of State member banks. You list five different issues
which have been guaranteed either as to interest or as to both prin-
cipal and interest by a corporation other than the issuer.

Unless the obligation has been assumed by the so-called "guar-
antor" so as to make it primarily liable, it is our opinion that the
investment security represented by the obligation of the maker would
not be included in computing the investment securities of the guarantor
held by the member bank,

As the first question raised by you relates primarily to in-
vestment securities which may be held by national banking associations,
and as a uniform application of section 5136 should be made with
respect to both national banking associations and State member banks,
we would suggest the advisability of referring this matter to the
Board with the view of possibly securing an interpretation by the
Comptroller of the Currency.

v Very truly yours,

(signed) SQUIRE, SANDERS & DEMPSEY
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Y FEDERAL RESERVE BANK OF CLEVELAND . X-9648-a
April 10, 1936
Squire, Sanders & Dempsey,
Union Trust Building,

Cleveland, Ohio.

ATTENTION: Mr. Paul Holden

Dear Mr. Holden:

Section 5136 of the Revised Statutes, as amended by the
Banking Act of 1935, provides in part as follows:

"In no event shall the total amount of the invest-
ment securities of any one obligor or maker, held by
the association for its own account, exceed at any time
10 per centum of its capital stock actuuily paid in and
unimpaired and 10 per contum of its unimpeired surplus
fund, % % % %

There has been presented to us for determination the ques-
tion whether the term "obligor' would extend to corporations other
than the issuer in cases where affiliate or subsidiary relationships
are maintained and more particularly in cases where lissues are guar-
anteed by companies other than the issuer.

With respect to investment holdings of State member banks,
should the following described securities be considered as part of
the "investment securities of any one obligor or maker" in the
situations cited below:

(1) Central Pacific Ry. Co. lst Ref 4's 1949
This issuc is guaranteed as to principal and interest
by the Southern Pacific Company.

(2) FEl Paso & Southwestern RR Co. lst Ref 5's 1965
This issue is not guaranteed, but the road is operated
under leasc by the Southern Pacific Company.

- (3) St. Louis Southwestern Ry. Co. lst 4's 1989
This obligation is not guaranteced either as to principal
or interest by the Southern Pacific Company, although
it has a controlling intercst in the road,

(4) Chicago, Indiana & Southern RR lst 4's 1956
This issue is guoranteed as te principal and interest
¢ by the Lake Shore & Michigen Southern Ry., which
guarantee has been assumed by the New York Central
RR., parent company.
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(5) Peoria & Eastern RR lst Cons. 4's 1940
This obligation is guaranteed as to interest by
the Cleveland, Cincinnati, Chicago & St. Louis Ry.,
cf which control is held by the New York Central
RR.

It seems to me that obligations cited in cases (2), (3),
and (5) may scarcely be considered as obligations of the Southern
Pacific Company and the New York Central RR Company, respectively.
Case (1), in which the Southern Pacific Company appears to be
legally bound to pay both principal and interest in the event of
default by the issuer, and case (4), in which the New York Central
RR Company has assumed the guarantee of a subsidiary company, would
appear to present legitimate questions as to whether such issues
should be included with the direct issues of the Southern Pacific
Company and the New York Centrael RR Company in determining the max-
imum amount of investment securities of those two companies which

N may lawfully be acquired by a State member bank.

Very truly yours,
(signed) J. B. ANDERSON

Assistant Federal Reserve Agent
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Y ‘ TREASURY DEPuRTHMENT X-9648-b

COMPTROLLER OF THE CURRENCY
. WiSHINGTON, D, C.

Moy 29, 1936

Board of Governors,
Federal Reserve System,
Washington, D. C.

Dear Sirs :

hiis acknowledges yours of iHay 25, enclosing copy of a
letter dated May 6, 1936, received by you from the Assistant
Fcderal Reserve AaenL at the Federal Reserve Bark of Cleveland
with copies of enclosures to that letter, all rclating to inter-
pretation of Section 5136 of the Revised Statutes of the United
States.

The particular provision of the statute with respect
to which an expression of our views is requested reads as follows:

"In no event shall the total amount of the invest-
ment securities of any one obligor or maker, held by
the association for its own account, exceed at eny time
10 per ceutum of its capital stock actually paid in
and unimpaired and ten per centum of its unimpaired
surplus fund."

In commection with this provision of the statute there
should also be iteken into consideration the statutory definition
of investment securities, reading as follows:

"As used in this section the term 'investment
securities' shall mean marketable obligations ev-

- idencing indebtedness of any person, copartnership,
association, or corporation in the form of bonds,
notes, and/or debentures, commonly known as invest-
ment securities, under such further definition of the
term 'investment securities' as may by regulation be
prescribed by the Comptroller of the Currency.”

Five illustrative examples are submitted for opinion as
to whether or not a bank which holds its limit of the securities
issued by one particular obligor is prohibited from investing in
securitiee of another issuer or obligor by reason of certain re-
lationships between the two issuers. The examples submitted are
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(2)

(3)

(4)

(5)
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Central Pacific Ry. Co. lst Ref 4's 1949, guar-
anteed as to principal and inteTest by the
Southern Pacific Company.

It is our opinion that where the bank holds its
limit in securities of the Central Pacific
Ry. Co., it may not purchase securities of
the Southern Pacific Company, and vice versa.

El Paso & Southwestern R.R.Co. 1lst Ref 5's 1965.
This issue is not guaranteed, but the road is
operated under lease by the Southern Pacific

Company.

In our opinion the relationship indicated does
not operate to prohibit the bank from in-
vesting up to its limit in the securities of
each Company.

St. Louis Southwestern Ry. Co. lst 4's 1989.
This obligation is not guaranteed either as
to principal or interest by the Southern
Pacific Company, although it has a controlling
interest in the road.

In our opinion the relationship indicated does
not operate to prohibit the bank from in-
vesting up to its limit in the securities of
each Company.

Chicago, Indiana & Southern RR lst 4's 1956.
This issue is guaranteed as to principal
and interest by the Lake Shore & Michigan
Scuthern Ry. which guarantee has been as-
sumed by the New York Central R.R., parent
company.

In our opinion where the bank holds its ten
per cent 1limit in Chicago, Indiana &
Southern RR 1st 4's, it is prohibited from
purchasing securities issued by either the
Lake Shore & Michigan Southern Ry. or by
the New York Central RR.

Peoria & Eastern RR lst Cons. 4's 1940. This
obligation is guaranteed as to interest by the
Cleveland, Cincinnati, Chicago & St. Louis Ry.
of which control is held by the New York Central
RR.
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In our opinion where the bank holds its limit
in Peoria & Fastern RR 1lst Cons. 4's, it may
not purchase obligations of the Cleveland,
Cincinnati, Chicago & St. Louis Ry., but is
not prevented from purchasing obligations of
the New York Central RR.

We have adopted this position as reflecting the spirit of
the provisions of Section 5136, which are evidently aimed at requir-
ing certain diversification of investment and limitation of risk on
the part of the banks. We believe it is clear that where one cor-
poration has assumed and agreed to pey the obligations of another,

. such obligation when hcld by the bank in fact represents the obligo-
tion of both corporations. It may be conceded that the situation

is not so clear where one corporation has merely guaranteed the
obligations of the other corporation and that there mcy be some
question as to whether or not one who holds the obligations of a
corporation which are guaranteed by o second corporation is, strictly
specking, holding obligations of both corporations. However, such
guarantees are customarily given beczuse deemed essential to the
ready marketability of the obligations in question, and such obliga-
tions are frequently purchased with considerable reliance on the
responsibility of the guarantor. Where a bank invests up to its

ten per cent limit in such guaranteed obligations and makes a ten
per cent additional investment in other obligations of the guarantor,
then when, as may very well happen, with the maturity of the guar-
anteed obligations, the bank must look to the guararntor for payment,
the bank at that time will be in the position of holding securities
for which a single obligor must then respond by way of payment, the
total of which securities will at that time be twice the amount of
obligations of a single obligor permitted to be held under the
statute.

We do not believe, however, that the foregoing reasoning
should be extended or that the language of the statute permits its
extension to the length of requiring application of this rule to
issues of corporations which merely have interlocking relationships
or affiliations.

Very truly yours,
(signed) GIBBS LYONS

Gibbs Lyons,
Deputy Comptroller
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July 13, 1926.

Mr. Howard Evans,

Assistant Federal Reserve Agent,
Federal Reserve Bank of Cleveland,
Cleveland, Ohio.

Dear Mr. Evans:

! This refers to your letter of May 6, 1936, and
inclosures, presenting the question whether, under the provi-
sion of section 5136 of the Revised Statutes which states that
the total amount of the investment securities of any one obli-
gor or maker, held by a bank for its own account, shall not
exceed at any time 10 per cent of the bank's capital and sur-
plus, the words "obligor or maker" include, in addition to a
corporation primarily liable on an obligation, another corpor-
ation which has guaranteed such obligation, & parent corpora-
tion, or a lessor coréoration.

Copies of your letter and its inclosures were

submitted to the Comptroller of the Currency for an expression

of his views thereon, and a copy of his reply is inclosed

herewith.
Very truly yours,
(Signed) Chester Morrill
Chester Morrill,
Secretary.
Inclosure
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" BOARD OF GOVERNORS
OF THE

FEDERAL RESERVE SYSTEM
WASHINGTON

ADDRESS OFFICIAL CORRESPONDENCE
TO THE BOARD

July 13, 1936 X-9649

SUBJECT: Effect of Social Security
Act upon National Banks.

Dear Sir:

There are inclosed herewith for your information
and that of your counsel two copies of a letter addressed
by the Commissioner of Internal Revenue to the Comptroller
of the Currency under date of July &, 1936, cxpressing the
opinion of the Bureau of Internal Revenuc that national
banks are instrumentalities of the United States within the
meaning of the prcvisions of the Social Security Act and
that neither the banks nor their employees are subject to

the taxes imposed by the Act.

Very truly yours,

Chester Morrill,
Secretary.

Inclosures

TO PRESIDENTS OF ALL FEDERAL RESERVE BANKS
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P TREAGURY DEP4RTMENT X~9649-u
WASHINGTON

<

July 8, 1936

Office of
Commigssioner of Internal Revenue

Honorable J. F. T. O'Connor,
Comptroller of the Currency,
Treasury Department,
Washington, D. C,

Sir:

Further reference is made to your letter of March 17, 1936,
requesting an expression of the views of this Bureau ag to whether
a nationsl bank will be considered an instrumentality of the United
States within the meaning of sections 210(b) (5), 811(b) (6) and
907(c) (5) of the Social Security act. The sections read as fol-
lows:

"The term 'employment' means any service, of whatever
nature, performed within the United States by an employee
for his employer, except -

S oL % % % B 3L
A} A "< " " 0y w

"Service performed in the employ of the United States
Government, or of an instrumentality of the United States;".

The language of the statute applies in its terms to all em-
ployees of the United States Government and of all instrumentalities
thereof, and there is nothing in the act to indicate an intention
to 1limit its application to employees engaged in activities of an
essentially governmental nature. A contrary intention is indicated
by the fact that sections 811(b) (7) and 907(c) (6) as they ap-
peared in the bill for the Act as submitted to the House Ways and
Means Committee contained the additional clause "in the course of
the exercise of an essential governmental function", and that such
clause was deleted before the bill was enacted. Horcover, since
the same exemption is given with respect to employees of the
United States Government and its instrumentalities as is given
with respect to employees of a State or its instrumentalities, it
is indicated that there was no intention to grant the exemption
to merely such employments as were protected by the constitutional
limitation against taxation.

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



36

Honorable J. F. T. 0'Connor, ¥-9849-a
Comptroller of the Currency.

In Davis v. Elmira Savings Bank (161 U. S. 283), it is stated,
following McCulloch v. Maryland (4 Wheat. 316), that:

"National banks are instrumentalities of the Federal
Government, created for a public purpose, and as such neces-
sarily subject to the paramount authority of the United Stales."

The conclusion is based on the fact that such banks are
required "for the fiscul operations of the Government." As stated
by Chief Justice Marshall in McCulloch v. Morylend, supra, the
bank is "employed with other means to carry into execution the
powers of the government."

There is no indication that Congress intended, in the Social
Security idct, to use the term "instrumentality" of government in
any different sense than it has been used by the Supreme Court.

On the bontrary, in the Congressional Record for June 18, 1935,
page 9920, appears a statement of Senator Harrison that employees
of national banks and of banks which are a part of the Fedcral Re-
serve System are excmpt.

It is, therefore, the opinion of this Bureau that national
banks are instrumentalities of the United States within the meaning
of the above-quoted provisions of the Social Security Act, and that
neither the banks nor their employecs are subject to the taxes im-
posed by the Act.

Respectfully,
(Signed) Guy T. Helvering.

Commissioner.
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BOARD OF GOVERNORS X-9650
OF THE

FEDERAL RESERVE SYSTEM
WASHINGTON

ADDRESS OFFICIAL CORRESPONDENCE
TO THE BOARD

July 17, 1936.

Dear Sir:

There is inclosed, for your informaﬁion,
a copy of a letter written, under date of July
17, 1936; to Mr. J. N. Peyton, President, Fed-
eral Reserve Bank of Minneapolis, in reply to
his letter of July 7, a copy of which it is
understood has already been furnished you by Mr.
Peyton, with respect to Circular No. 424 relat-

ing to non-cash collections, recently issued by

that bank.
Very truly yours,
Chester Morrill,
Secretary.
Inclosure.

TO ALL PRESIDENTS EXCEPT AT MINNEAPOLIS
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July 17, 1936.

Mr. J. N. Peyton, President
Federal Reserve Bank of Minneapolis
Minneapolis, Minnesota

Dear Mr, Peyton:

Reference is made to your letter of July 7 in reply to the
Board's letter of July 2 in regard to the suggestion of the re-
cent conference of Presidents that your bank might wish to recall
its Circular #424 until such time as the Presidents had had an
opportunity to consider the forthcoming report of the committee
on free services.

In view of the circumstances as set forth in your letter,
and particularly of the saving in expense uncder your present
procedure and of the fact that no complaints have been received
by your bank, the Board will interpose no objection to the con-
tinuance of the procedure outlined in your Circular #424 until
the matter has received further consideration by the conference
of Presidents and by the committee on free services.

Very truly yours,
(Signed) Chester Morrill

Chester Morrill,
Secretary.
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BOARD OF GOVERNORS o651 39
OF THE

FEDERAL RESERVE SYSTEM
WASHINGTON

ADDRESS OFFICIAL CORRESPONDENCE
TO THE BOARD

July 18, 19386,

SUBJECT: Code Word Covering New
Issue of Treasury Bills.

Dear Sir:

In connection with telegraphic transac-
ticns in Government securities between Federal
reserve banks, the following code word has been
designated to cover a new issue of Treasury Bills:

"NOYPAL" - Treasury Bills to be

dated July 22, 1936, and
to mature April 21, 1937.

This word should be inserted in the Fed-
eral Reserve Telegraph Code book, following the
supplemental code word "NOYOZY" on page 172.

Very truly yours,

S. R. Carpentey,
Assistant Secretary.

TO PRESIDENTS OF ALL F. R. BANKS
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c BOARD OF GOVERNORS
¢ OF THE

FEDERAL RESERVE SYSTEM

WASHINGTON

ADDRESS OFFICIAL CORRESPONDENCE

July 20, 1936. TO THE BOARD

Dear Sir:

Reference is made to the Board's letter of May 2, 1932, and
to its telegrams of March 2; 1933, and April R9, 1955; with respect
to the amounts of Government securities that may be pledged by the
Federal reserve banks with the Federal reserve agents as collateral
security for Federal reserve notes.

For some time the amount of Government securities pledged by
the Federal reserve banks with the Federal reserve agents as col—v
lateral security for Federal reserve notes has been comparatively
small and it is believed that it is no longer necessary to limit by
a fixed formula the amount of Government securities that may be so
pledged by a given Federal reserve bank.

Accordingly, beginning August 1, 1936, you are authorized
to pledge with the Federal reserve agent, and the Federal reserve
agent is authorized to receive, United States Government obligations
as collateral security for Federal reserve notes in such amounts as

may be reasonably necessary to avoid frequent interchanges of United
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tates Government obligations and gold certificates as collateral
security for Federal reserve notes.

Very truly yours,
R, ww o

Chester Morrill,
Secretary.

TO ALL PRESIDENTS
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BOARD OF GOVERNORS X-9653
OF THE

FEDERAL RESERVE SYSTEM

WASHINGTON

ADDRESS OFFICIAL CORRESPONDENCE

July 20, 193€. TO THE BOARD

Dear Sir:

There is attached, for the information
of your bank, a copy of a letter addressed to
the Federal Reserve Agent at Minneapolis under
date of July 13, 1936, with respect to the
guestion whether deposits of certain organiza-
tions may be classified by member banks as
savings deposits under the provisions of Regu-

lation Q "Payment of Interest on Deposits".

i /

WM/ |

S. R. Carpenter,
Assistant Secretary.

Very truly yourij>
."" -~ .

Inclosure.

TC ALL PRESIDENTS
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X-9655~a
July 13, 1936.
Mr. W. B. Geery,
Feaeral Reserve Agent,
Federal Reserve Bank of Minneapolis,
Minneapolis, Minnesota.
Dear Mr. Geery:
This refers to your letter dated June 12, 1936, with

. which was inclosed a copy of a letter from the Vice President and

General Counsel of the _ Nationzl Bank and Trust Compsany,

, presenting the question whether deposits of
certain organizations may be clsésified by member banks as savings
deposits unuer the provisions of section 1(e) of Regulation Q.

It is the view of the Board that deposits of business
groups, such as the Rotary Club znd Kiwanis Club, and of professional
associations, such as bar associations, medical zssociations, and
dentists asscciations, may not be classified by member banks as
savings deposits becuuse such orgunizetions are not operated pri-
marily for religious, philanthropic, charitable, educational, frater-
nzl or other similar purposes within the mecnin: of section l(e) of
Regulotion Q. Likewise, deposits of lunchieon or dinner clubs, the
orimary purpose of which is social, may not be clasuified by member
banks as savings deposits because they are nol operatec primarily
for the purposes stated above. All of the above rulings are based
upon the fact jhat the organizazticns are not operated primarily for

the purposes stated in section l(e) of Regulation @ and are made
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without regard to the qguestion whether or not the organizations are
operated for proflt.

The question is also presented as to whether deposits of
mutual benefit clubs or sccieties nay be classified as savings de-
posits. These clubs znd societies are described as follows:

"They include such organizations as

Police Benevolent Association, which has established
a fund to take care of the families of deceased menm-
bers, said fund being made up of contributions by the
members and proceeds derived from annual policemen's
balls and other entertainment. Another example is an
agssociation made up of all of the maintenance of way
employees of & certain large railway company, each of
whom contributes to a fund which is used to take care
of members in distress and matters of that kind."

Although it is believed to be undesirable to make a
ruling applicable to all mutual benefit clubs &nd societies without
examining the facts of each particular case, it is the view of the
Board that organizations of the kinds described in the above-quoted
paragraph may be considered as organizations operated primarily for
the purposes stated in section 1(e) of Regulation Q and that deposits
of such organizations may be classified by member banks as savings
deposits if they meet the other requirements of the regulation.

With respect to publications of professional associa-

tions, such as the Law Review, it is believed that

the ruling published at page 119 of the Federal Eeserve Bulletin
for February, 1936, provides an znswer to the question presented.

In the published ruling, the Board stated that if the non-profit
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organizations in question are operated primarily for religious,
philanthropic, charitable, educational, fraternal or other similar
purposes and if the publications of such organizations are issued
only as an incident to the fulfillment of their purposes and not
for profit, deposits of such publications may be classified as sai—
. ings deposits, if such deposits meet the other requirements of the
definition. However, in view of the fact that the board is not in-

formed as to the orgsnization which publighes the Law

- Review, it is unable to express an opinion upon the question wheth-
er this deposit may be classified by « member vank as a savings de-
posit.

It will be apprecinted if you will advise the
Nationzl Bank and Trust Comoiony of the Beard's views regerding
the above matters.

Very truly yours,

(sizned) Chester liorrill

Chester Morrill,
Secretary.
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X-9654 46

BOARD OF GOVERNORS
OF THE

FEDERAL RESERVE S5YSTEM

WASHINGTON

ADDRESS OFFICIAL CORRESPONDENCE
TO THE BOARD

July 20, 1936

Dear Sir:

There is attached, for the information
of your bank, a copy of a letter addressed to
the Assistant Federal Reserve Agent at Rich-
mond under date of July g, 1936, with respect
to the interpretation of subsection (b) of
section 7 of the Board's Regulation F, "Trust
Powers of National Banks".

Very truly;;ours, i

a%aé?fﬁ/ /

S. R. Carpeﬁter,
Assistant Secretary.

e

Inclosure.

TO ALL PRESIDENTS.



Copy ' X-9654-a
July £, 1936

Mr. J. G. Fry,
Assistant Federal Reserve Agent,
Federal Reserve Bank of Richmond,
Richmond, Virginia.
Dear Mr. Fry:
This refers to your letter of June 8, 1936, inclosing a

copy of a letter from Mr. , Vice President and Trust

Officer, National Bank, ’ ; re-—

lating to subsection (b) of section 7 of the Board's Regulation F,

revised effective June 1, 1936, which reads as follows:

"Record of pending litigation.--Every such
national bank shall keep an adequate record of
all litigation pending agoinst it in connection
with its administration of any trust."

The above provision is intended to apply only to litiga-
tion involving alleged negligence or misconduct of the bank for which
the bank is answerable individually. While such provision does not
apply to litigation involving the validity of a will or claims against
an estate where there is no allegation of negligence or misconduct
of the bank for which the bank is answerable individually, it is as-
sumed that the bank will, of course, kcep such records in that conncc-

tion as will enable it properly to discharge its duties as a fiduciary.

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

' L. P. Bethea,
Assistant Secretary.
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- ' BOARD OF GOVERNORS X-9655
OF THE

FEDERAL RESERVE SYSTEM

WASHINGTON

ADDRESS OFFICIAL CORRESPONDENCE

July 20, 19236 TO THE BOARD

-

Dear Sir:

There is attached, for the information
of your bank, a copy of a letter addressed to
the cashier of a national bank in the Richmond
district with respect to the application of
Regulation U, "Loans by Banks for the Purpose
of Purchasing or Carrying Stocks Registered on
a National Securities Exchange", to loans made
prior to May 1, 1936.

Very truly 'ours,/,/’"“>
e

O Lt A

S. R. Carpenter,
Assistant Secretary.

Inclosure.

TO ALL PRESIDENTS,
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Copy X-0655-a

June 26, 1936

Mr. , Cashier,
The National Bank,

] .

Dear Sir:

Your letter of Juune 1, 1936, cddressed to the Comp-
troller of the Currency, has been referrcd to this Board for
reply.

Such regulations as are in effect concerning loards
by banks for the purpose of purchasing or carrying stocks reg-
istered on a national securities exchunge are inc§rporated in
the Board's Regulation U, a copy of which is inclosed herewith
for your information.

You will observe that the regulation does not apply
to loans made prior to May 1, 1936, even if the proceeds there-
of were used for the purpose of purchasing or carrying regis-
tered stocks, nor to the collateral securing them unless it al-
S0 secures another loan made on or after that date which is sub-
ject to the regulation. The loan to which you refer in your let-
ter and its collateral appear to be in this category unless the
situation is changed by the fact that when stock is sold the
note is not reduced but the proceeds of the sale are used ta
purchase a cashier's check of the bank which in turn is pledged
to secure the loan, and subsequently the cashier's check is used

to buy stock registered on o national securities exchange. Under
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such circumstances howcver, 1t would not appear that a new loan
- hus been made for the designated purpose, wnd consequently the

provisions of Regulation U do not apply.

In pussing, it is noted that the particular customer
to whom yon refer buys and sells the stocks in your name and in
this connection it is suggested that consideration be given to
Section III(g) of the interpretative rulings of the Comptroller

of the Currency made with respect to section 5136, U. S. R. S,

)

These interpretotive rulings werce issued on February 15, 1936
and for your ccnvenicnce a copy of them is also incloseda with
this letter.

If jou have any further questions regarding Regulation
U it is believea that it will be more convenient for you to com-
municate first with the Fedcral Reserve Bank of Richmond, whose
officers will be glad to answer your questionse.

Very truly yours,

(Signed) Chester Morrill

Chester Morrill,
Sceretary.

Inclosures.
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r BOARD OF GOVERNORS 7.-0656
. ooy OF THE
FEDERAL RESERVE SYSTEM
gg\:i;' é% WASHINGTON
%% i g ADDRESS OFFICIAL CORRESPONDENCE
%x:%zb qau TO THE BOARD
: Y AL e

July 21, 19%6

SUBJECT: Holidays during August, 19%8.

Dear Sir:

The Board of Governors of the Federal Reserve System is advised
that the following holidays will be observed by Federal Reserve banks
and branches during the month of August:

Saturday, august 1 Denver Colorado Day

Tuesday, August 4 St. Louis Primary ilection Day
Kansas City

Thursday, August 6 Nashville Primary Election Dey
Memphis
Yednesday, August 12 Havana Agency Anniversary of Fall of

[lachado Government
Tuesday, August 25 San Francisco Primary Election Day
Los Angeles

On the dates given the offices mentioned will not participate in
either the truncit or the Federal Reserve note clearing through the
Interdistrict Settlement Fund. Please include transit clearing credits
for the offices affected on euch of the holidays with your credits for
the following business day. No debits covering Federazl Reserve note

shipments for account of the head oftfices concerned should be included
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in your note clearings of fugust 4 and 25.

Please notify branches.

Very truly‘yours,.

/é,,mm/

S. R. Carpenter,
Assistant Secrectary.

TO ALL PRESIDENTS.

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

52



Digitized for FRASER

http://fraser.stlouisfed.

o3
BOARD OF GOVERNORS X=-9657
OF THE

FEDERAL RESERVE SYSTEM

WASHINGTON

ADDRESS OFFICIAL CORRESPONDENCE
TO THE BOARD

July 21, 1936

SUBJECT: Securities and Exchange Commission's
Rulings Under Section 17(c) of Public
Utility Holding Company Act of 1935.

Dear Sir:

There is inclosed a copy of Release No. 271 of the Se-
curities and Exchange Commission, consisting of the rules of the
Commission under section 17(c) of the Public Utility Holding Com-
pany Act of 1935 and of a preliminary statement issued in connec-
tion therewith.

Section 17(c) makes it unlawful after August 26, 1936
for a registered holding company or any of its subsidiaries to
have as an officer or director any person who is an officer or
director of a bank, trust company, investment banker or similar
financial institution, except in suc¢h cases as rules prescribed by
the Commission may permit; and the inclosed rules are those pre-
scribed by the Commission pursuant to this section.

The office of the Comptroller of the Currency has not
circularized the national banks regarding this matter; and it is
not suggested that you should circularize the state member banks

in your district. IHowever, the matter is being brought to your

org/

Federal Reserve Bank of St. Louis



attention in order that you may be in a position to answer any

questions which may arise in connection with member banks in your

district.
Very truly yours,
Chester Morrill,
Secretary.
Inclosure.

TO ALL FEDERAL RESERVE AGENTS.
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BOARD OF GOVERNORS X-9658
OF THE

FEDERAL RESERVE SYSTEM

WASHINGTON

ADDRESS OFFICIAL CORRESPONDENCE
TO THE BOARD

July 21, 1936

Dear Sir:

There is attached, for the information of
your bank, a copy of a letter addressed by the
Board under date of July 186, 19%6, to the Vice
President of the Federal Reserve Bank of St.
Louis with respect to the question whether the
indebtedness of an officer of a member bank to
a trust company as trustce should be reported to
the board of directors of the member bank,

Very trulyyours,

arpeiter,
Assistant Secretary.

Inclosure.

TO PRESIDENTS OF ALL FEDERAL RESERVE BANKS.



56

COPY X-9658-a

July 16, 1936.

Mr. John S. Wood, Vice President,
Federal Reserve Bank of St. Louis,
St. Louis, Missouri.

Dear Mr. Wood:

This refers to your letter of June 5, 1936, inquiring whether

the indebtedness of Nr. , President of the

Bank and Trust Company, , to the

Bank and Trust Company in its capacity as trustee of the es-

tate of should be reported by Mr. to the

board of directors of the ______ Bank and Trust Company in order to
comply with the requirements of section 22(g) of the Federal Reserve
Act and section 5 of the Board's Regulation O.

It is understood that Mr. became personally indebted

to & Company, a brokerage firm, in 1924 as a

result of losses sustained by him in connection with certain stock
transactions; that upon the death of Mr. (creditor) the
indebtedness in question was included in the assets of his estate

which is now being administered by the Bank and

Trust Company as trustee; and that Mr. gave his renewal note
covering such indebtedness to the trustee bank in 1929,

Section 22(g) of the Federal Reserve Act provides, in part,
that if any executive officer of a member bank be indebted to any bank

other than a member bank of which he is an executive officer he shall
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make a written report of such indebtednecs to the boerd of directors
of the member bank of which he is an exccutive off'icer, and section §
of the Board's Legulation O provides, among other things, that an
executive officer of a member bank who, on the effective duate of such
regulation, is indebted to any bank other than the member benk of
which he is an executive officer shall make the report regquired by the
law. It appeers from the facts stated above that iir, __was

indebted to the Bank and Trust Company, as trustec,

on the date of the enactment of section 22(g) and zlso on the effec-
tive date of the Board's Regulation O and is now so indebted, and the
only question is whether thc indebtedness to the bank in its capacity
.as trustee is required to be reported.

The Board's ruling deted March 20, 1936 (X-95£8), referred to
in your letter, related to an indebtedness of an exccutive officer of
a member bank to another bank arising 2s a result of the lending of
trust funds but the effect of such ruling was to disregard any techni-
cal distinction between o bank lending funds in its own capacity or in
its capacity as trustee. The fact tnat the original indebtedness of
Mr. did not arise as a result of the iending of trust funds
by the trustce bank but acecrued to the trustee bank by virtue of its
appointment as trustee is not sufficient to remove the transaction
from the provisions of the law. It is apparent that Congress contem-
plated that the board of directors of a member buank should be advised

of the indebtedness oi the executive officers of such bank to other
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banks without regard to the manner in which the indebtedness arose énd,
therefore, the indebtedness in question sliould be reported by Mre _
as provided in section § of the Board's Regulation O.

Your letter also referred to the question whether the examiner
for the Federal Reserve bank should advise the dircctors of the

Bank and Trust Company of Mr. indebtedness to the

Bank and Trust Company. Of course, it would be more desirable
for Mr. to make the required report of his indebtedness than
for the examiner to have to make a report of such indebtedness to the
directors of Mr. bank, and it is assumed that lir.
will make the required report upon receipt of advice of the Board's
ruling in the matter. Please advise the Board of the disposition which
is made of this matter and, if it should become necessary, further con-
sideration can be given to the question whether the examiner for the
Federal Reserve bank or your office should take any action in calling
the matter to the attention of the directors of the bank and
Trust Company.

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

L. P. Bcthea,
Assistant Secretary.
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X-9659
BOARD OF GOVERNORS

OF THE
FEDERAL RESERVE SYSTEM
WASHINGTON

ADDRESS OFFICIAL CORRESPONDENCE

July 22, 1936 TO THE BOARD

Dear Sir:

There is attached, for the information of your
bank, a copy of a letter to the Vice President of a
national bank in the Cleveland district with respect
to the question whether an executive officer of a mem-
ber bank who gives his note to a commercial house which
later discounts it with another bank is required to re-
port such indebtedness to the board of directors of the

bank of which he is an executive officer.

Very truly.yours, /(/

S. R. Carpenter,
Assistant Secretary.

Inclosure.

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



X-9659-a

July 21, 1936.

-~ Mr. , Vice President,
The Nationai Bank,
Dear Sir:

This refers tc your letter of July 1, 1956, inquiring whether
an executive officer of a member bank who gives his note to a commer-
cial house which later discounts it with another bank is reguired un-
der Regulation O to report such indebtedness tc the board of direc-
tors of the member bank of which he is an executive officer.

Section 1(c¢) of Regulation O defines the terms "loan", "loan-
ing", "extension of credit", and "extend credit" to include "the ac-
quisition by discount, purchase, exchange, or otherwise of any note,
draft, bill of exchange or other evidence of indebtedness upon which
an executive officer may be liable as maker, drawer, indorser, guar-
antor, or surety", and contains certain exceptions which do not ap-
pear to be applicable to the question under consideration. Section
S of such regulation provides, in substance, that if an executive of-
ficer of a member bank becomes indebted to any bank other than the
member bank of which he is an executive officer he shall make a
written report of such indebtedness to his board of directors. There-
forey; when an obligation of an executive officer is acquired by an-
other bank in the manner described in your letter he thereupon becomes
indebted to such bank within the meaning of the Board's Regulation O

and such indebtedness is required to be reported as provided in section
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- 5 of such regulation.

The Board rezlizes, of course, in the case of obligations of
executive officers of member banks given to others than banks, that
the executive officer involved will not slways know when his obliga-
tion has been acquired by another bank. However, when the executive
officer becomes aware of such fact, he should make a written report
of such indebtedness as required in section 5 of the Board's Kesula-
tion O.

A copy of Regulation O is inclosed.
Very truly yours,
(Signed) L. P. Bethea

L. P. Bethes,
Assistant Secretary.

Inclosure.
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BOARD OF GOVERNDORS
OF THE

FEDERAL RESERVE SYSTEM

WASHINGTON

X-9661

ADDRESS OFFICIAL CORRESPONDENCE
TO THE BOARD

July 24, 1936,

SUBJECT: Code Word Covering New
Issue of Tresury Bills.

Dear Sir:
In comnection with telegraphic transactions
in Government securities between Federal reserve banks,
the following code word has been designated to cover a
new issue of Treasury Bills:
"NOYPET" - Treasury Bills to be
dated July 29, 1936, and
to mature April 28, 1937.
This word should be inserted in the Federal
Reserve Telegraph Code book, following the supplemental
code word "NOYPAL" on page 172.

Very truly yours,

-

. R. Carpenter, ‘
Assistant Secretary.

TO PRESIDENTS OF ALL F. R. BANKS
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X-9662

BOARD OF GOVERNORS
OF THE
FEDERAL RESERVE SYSTEM
WASHINGTON
ADDRESS OFFICIAL CORRESPONDENCE
July 50’ 1956 TO THE BOARD
CONFIDENTIAL
Dear Sir:

There is inclosed, for your information, a
copy of the Board's letter of July 22, 1936, to the
Federal Reserve Bank of New York, from which it will
be noted that the Board has approved the extension by
the bank of a loan, against the security of gold to be
earmarked at the Federal Reserve Bank of New York, to
the Banco de Venezuela, Caracas, Venezuela.

The Board approves the participation in the
loan, if made, by the other Federal reserve banks.

Very truly yours,

Wokoatn )Y )ovrap

Chester Morrill,
Secretary.

Inclosure.

TO ALL PRESIDENTS
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July 22, 1936

Mr. Allan Sproul,

First Vice President,

Federal Reserve Bank of New York,
New York, New York.

Dear Mr. Sproul:

Receipt is acknowledged of your letter of July 17, together
with its inclosures, in regard to a recent inquiry of the Banco de
Venezuela, Caracas, Venezuela, fiscal agent of the Venezuelan Govern-
ment, as to the possibility of its obtaining a loan against gold for
the purpose of forwarding the Govermment's plans of exchange control.

The Board has reviewed the information which you have submitted
conicerning the Banco de Vcnezuela and the exchange positicn of the
country and approves the action of the executive committee of your
board of directors in voting to grant to the Banco de Venezuela, against
the security of gold to be carmarked at the Federal Reserve Bank of dew
York and having a present value of approximately $4,900,000, a credit
of up to $4,500,000 for & period of threce months, intercst to be charged
on amounts actualli advanced uncer the credit at your bank's discount
rate, at present 13% per annum, the guestion of rcnewal of the credit
to be held in abeyance until the expiry of the three months, at which
time a request for a renewal will be entertained if submitted by the
Banco de Venezuela. It is understood that if the credit is granted to
the Banco de Venezuela your bank will offer a participation therein to
the other Federal reserve b*nks as you have done in like instances in
the paste

The Board also approves the action of your executive committee
in voting to hold in safekeeping at the Federal Reserve Bank of New York
for the Banco de Venezuecla 600,000 English gold sovereigns of a present
value of approximately $4,900, OOO the charge for such custody to be
% per mille (1/20 of 1%) per annum on such part of the gold held in
custody as is not pledged under the credit, which is the customary charge
made for such custody in the case of foreign central banks which have
no account with your bank. It is noted, however, that you propose to
advise the Bunco de Venezuela that no charge would be made for holding
this gold in custody if it werc to operl and maintain an account with
your bank along substantially the same general lines and subject to sub-
stantially the same terms and conditions as for other central banks hav-
ing accounts with your bank. If a request should be forthcoming from
the Danco de Venezuela that your bank open an account for it on your books,
it is assumea that such request will be submitted to the Beard for approv-
al in the usual manner.

Very truly yours,

(Signed) Chester Morrill

Chester Morrill,
- Secretary.
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X-9663
_ BOARD OF GOVERNORS
« OF THE
FEDERAL RESERVE SYSTEM
FOR THE PRESS
For immediate release. July 31, 1936.

The Board of Governors today appointed George C. Brainard of
Youngstown, Ohio, a Class C Directer of the Federal Reserve Bank of
Cleveland for the term expiring on December 31, 1937.

Mr. Brainard is President of the General Fireproofing Company
of Youngstown. He has had wide business and banking experience, and

has been identified with civic welfare activities for many years.
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- BOARD OF GOVERNORS
OF THE

FEDERAL RESERVE SYSTEM

X-9664
WASHINGTON .

ADDRESS OFFICIAL CORRESPONDENCE
TO THE BOARD

July 31, 1936.

SUBJECT: Code Word Covering New
Issue of Treasury Bills.

Dear Sir:

In connection with telegraphic transactions in
Government securities between Federal reéerve banks,
the following code word has been designated to cover a
new issue of Treasury Bills:

"NOYPIE" - Treasury Bills to be

dated August 5, 1936, and
to mature May 5, 1937.

This word should be inserted in the Federal

Reserve Telegraph Code book, following the supplemental

code word "NOYPET" on page 172.

Very truly yours,

« R. Carpenter,
Assistant Secretary.
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X-9665

BOARD OF GOVERNORS
OF THE

FEDERAL RESERVE SYSTEM
THASHINGTENG

TO THE BOARD

Dear Sir:

There is inclosed a confirmation of the telegram sent
you today in which it was stated that the Treasury Department
was being advised that ﬁhe Board and the Federal Reserve banks
will continue until December 31, 1936, to absorb the cost of
sending over the main lines of the leased wire system telegrams
chargeable to the, Treasury appropriation for misce<ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>