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INTERPRETATION OF LAW OF REGULATION

(Copizs to be sent to 2ll Fedsral ressrve banks)
August 4, 1937.
Mre , First Vice President,

Fedorul Ressrve Bunk of ,

9 .

¢ Dear Mr.

.o

This refers to your letter of June S, 1937, and its inclosure,
relating to an inguiry from The National Bank at
, cencerning the applicotion of gection ll(a) Of
the Bou rd's Regulation F.

The bank inquires whnthnr such section prohibits the bank from in-
vesting trust funds in real estate mortgage loans puxchdsad through
Company, Inc., of which Mr. , & director of the
bank, is chairmsn of the board of directors. It is stated that such
loans are not obligations of Company, Inc.; that proposed
loans ur2 submitted to the trust departucnt of the bank bsfore commit-
ment and closed only after its approval; and thet they are securad by
first mortgoges on roal estats of a sufficisnt appraised value to mzet
v the requirements of the Nebraska law. In the latest report of =xamina-

tion of the baonk the investrments in such mortgag: loans which had b=ee
nade since June 1, 1936, were criticized as being in violation of the
regulation.

The bank also inquires whethoer the above-uentioned provisions of
the regulation apply to "general marizet end listed bonds," mentioning

Y obligations of ~Pow:r Company and
Railroad Company. It appszars that a dirzctor of the bank is a director
and vice prasident end genercl manager of Power Company and that

anothsr dirsctor is a director ond sxecutive vice pr651d°nt of

Railroad Company. It is statsd that the bank has 1n
the past purchased obligations of such companises for trust cccounts and
that such obligations ar: on the banii's list for future investments.

The views cxpressed by the Board in its lztter of this date to you,

, relating to a similer inquiry from The National Bank, s
‘ , ar= 2qually applicable in connection with this inquiry and
it is suggested that you advise The National Bank at

in accordance therowith. In cddition, the banlk should be advised that
thﬁ fact that bonds are listed on o securitiss exchangs or possess o gon-
ral nmarket does not ake the pertincent provisions of the regulation in-
pUllLublb thereto, although it may have a bearing oun the gquestion whether
the interest of officers, dirsctors, or zmployses of the bank in the
obligor is such as mlbht affzct ths exercisz of the best judgment of the
managament of the bank in investing trust funds in such bonds

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



S5-25
Reg. F-14

-2~ 441

4
Further, the Boord feels that it should spscially call attention to
the fact that the mortguge loans in que:tign cuite clerrly constitute
"oroperty acquired from" __ Coupauy, Inc., within the meaning of
the regulation, and that, sven though such loans are otherwise propsar
trust investments, their purchuse is forktlidden, if, as upparently may bz
the ceose, —_ Coupany, Inc. is an "intersst" of lir.
» within the spirit and purposes of the regulation.
¢ Very truly yours,
(8igned) Chester iorrill
Chester Morrill,
’ Secretary.
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