May 10,
Board of Governors
Edw. A. Wayne

The purpose of this memorandum is to present to the Board
certain vie7/s, opinions, and recommendations based upon studies made
in connection with ay assignment as Acting Director of the Board»s
Division of Examinations. In taking over this assignment, my duties
were outlined in conversations with Messrs. McCabe, Szymczak, and
Powell, and Messrs. Mbrrill and Carpenter of the Board»s staff. Among
other things, I was directed to review the responsibilities of the
Federal Reserve System in the field of bank supervision with particular regard to the relationships betv^een the System, State banking
authorities and other Federal agencies with statutory responsibilities
including bank supervision. In addition, I was asked to review the
organization, functions, and purposes of the Board»s Division of Examinations, the organization and functions of the Reserve Banks as they
relate to bank examination and supervision, and the relationships between the Board and the Reserve Banks in this field,
RESPONSIBILITIES OF THE FEDERAL RESERVE SYSTEM
Since the establishment of the Federal Reserve System, the
subject of its responsibility for examination and supervision of
banks has been under discussion. In November of 19^0, Mr, L. A. A.
Siems prepared a memorandum on the subject "Development in policies
and practices of the Board and Reserve Bank (sic) re examination and
supervision of member banks". On the first page of this memorandum
Mr, Siems said in part:
11

The subject of responsibility for examination and
supervision of member banks has been frequently considered and discussed by the Board and the Reserve Banks
since the first days of the System, Activities of both
the Board and the Reserve Banks in this connection have
varied in emphasis and intensity through the years.
Changes and lack of uniformity in policies and practices
may be attributed in large part to changes in the membership of the Board, to differences in opinions of the
managements of the various Reserve Banks as to their responsibility for supervision and examination, and to credit
conditions prevailing in the various Reserve Bank Districts.
This situation brought varying and at times conflicting individual viewpoints and, consequently, different interpretations by the Board and by the Reserve Banks of their duties
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and responsibilities. The viewpoints and desired objectives with respect to the examination and supervision of
banks have ranged from mere observations of violations of
the Federal Reserve Act, regulations of the Board, and of
membership conditions, without regard to the solvency and
condition of the banks and without specific corrective
action, to close supervisory control of State member banks."
Copies of Mr. Sieras1 lengthy memorandum are available and
therefore it is felt that a repetition of the historical record of the
System's activities in regard to both supervision and examination is
not necessary. It should be said, however, that the findings quoted
above are accurate. Eleven years have passed since Mr. Siems' memorandum was prepared, but there is still evidence of sharply divergent
views within the System concerning these responsibilities. The persistence of these divergent views tends to weaken the System's relationships with other bank supervisory agencies. Because of this indecision,
one State supervisor has been known to express the view publicly "If
you lean on the Federal Reserve you are leaning on a weak reed."
There can be little doubt that the Federal Reserve System has
a definite responsibility with respect to the supervision of banking in
the United States. The Federal Heserve Act makes this quite clear but
the System is given considerable latitude with regard to the means by
which it shall discharge this responsibility. The preamble to the Act
reads:
n

An Act to provide for the establishment of Federal
reserve banks, to furnish an elastic currency, to afford
means of rediscounting commercial paper, to establish a
more effective supervision of banking in the United States,
and for other purposes." (Underscoring supplied)
In Section 9 of the Federal Reserve Act dealing with the matter
of State banks as members, we finds
"As a condition of membership baiks shall likewise
be subject to examinations made by direction of the Board
of Governors of the Federal Reserve System or of the Federal
reserve bank by examiners selected or approved by the Board
of Governors of the Federal Reserve System."
Section 11, paragraph 2(a) empowers the Board of Governors*
M

To examine at its discretion the accounts, books and
affairs of each Federal reserve bank and of each member bank. ."
(Underscoring supplied)
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The original Federal Reserve Act provided for annual examinations of all member banks (State and National) by the Comptroller of
the Currency, and for "special examinations by Federal reserve banks".
The power of the Comptroller of the Currency to examine State member
banks was repealed by amendment to the Federal Reserve Act adopted in
1917 but the "special examination" power of the Reserve Banks was retained. Paragraph £ of Section 21 reads in part;
M

In addition to the examinations made and conducted
by the Comptroller of the Currency, every Federal reserve
bank may, with the approval of the Federal reserve agent
or the Board of Governors of the Federal Reserve System,
provide for special examinations of member banks within
its district....Such examinations shall be so conducted
as to inform the Federal reserve bank of the condition of
its member banks and of the lines of credit which are being
extended by them.
;• * • •
Elsewhere in the Federal Reserve Act, there is provision for
acceptance of reports of examination made by State banking authorities
in lieu of examinations made by examiners appointed by or with the approval of the Board of Governors of the Federal Reserve System* In
one place the Act provides:
"Whenever the directors of the Federal reserve
bank shall approve the examinations made by the State
authorities, such examinations and the reports thereof
may be accepted in lieu of examinations made by examiners selected or approved by the Board of Governors of
the Federal Reserve System. . •"
(Sec* 9, par* 8)
In another place, the Act provides:
11

* . .The Board of Governors of the Federal Reserve
System may authorize examinations by the State authorities to be accepted in the case of State banks and trust
companies. . ."
(Sec. 11, par. 2)
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The Act requires that the Federal Reserve Banks be thoroughly
informed concerning the condition of member banks and particularly as
to the types of credit being extended by the member banks.1/ It was in
fact the need for more satisfactory information in connection with
credit extension that brought about the first Systemwide examination
procedure in the early twenties. Further, in recent years the Congress
has placed upon the Federal Reserve System, responsibilities with respect to selective credit controls, the effective enforcement of which
depends in part upon bank examination.
Bank examinations are and must be primarily concerned with the
condition of the individual bank being examined. From time to time conflicts have arisen and, not infrequently, misunderstandings have resulted

3/ (Sec, It, par. 8, Federal Reserve Act)
"Administration of affairs; extension of credit
Said board of directors shall administer the affairs of said bank fairly
and impartially and without discrimination in favor of or against any member
bank or banks and may, subject to the provisions of law and the orders of
the Board of Governors of the Federal Reserve System, extend to each member
bank such discounts, advancements, and accommodations as may be safely and
reasonably made with due regard for the claims and demands of other member
banks, the maintenance of sound credit conditions, and the accommodation of
commerce, industry, and agriculture. The Board of Governors of the Federal
Reserve System may prescribe regulations further defining within the limitations of this Act the conditions under which discounts, advancements, and
the accommodations may be extended to member banks. Each Federal reserve
bank shall keep itself informed of the general character and amount of the
loans and investments of its member banks with a view to ascertaining
whether undue use is being made of bank credit for the speculative carrying
of or trading in securities, real estate, or commodities, or for any other
purpose inconsistent with the maintenance of sound credit conditions; and,
in determining whether to grant or refuse advances, rediscounts or other
credit accommodations, the Federal reserve bank shall give consideration to
such information. The chairman of the Federal reserve bank shall report to
the Board of Governors of the Federal Reserve System any such undue use of
bank credit by any member bank, together with his recommendation* Whenever,
in the judgment of the Board of Governors of the Federal Reserve System, any
member bank is making such undue use of bank credit, the Board may, in its
discretion, after reasonable notice and an opportunity for a bearing, suspend such bank from the use of the credit facilities of the Federal Reserve
System and may terminate such suspension or may renew it from time to time."
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from implications that bank examinations should be used as tools for
implementing national credit policies. At best, bank examinations
would be a clumsy tool for such purposes. It is true, however, that
the attitudes and level of economic understanding which condition the
approach of the bank examiners to their appraisals of the individual
banks have a cumulative effect upon national credit conditions.
Prior to 1938 it was almost universally true that examiners
valued bank security portfolios on the basis of current market quotations, a practice which undoubtedly accentuated the banking difficulties of the early thirties. The so-called Uniform Agreement of 1938,
which changed this whole procedure, was not only sound in so far as
the examination of individual banks was concerned, but was of real
significance in respect to national credit policy problems as well.
The Federal Reserve System participated in the discussions leading to
the adoption of this Agreement and contributed to the philosophy upon
which it rests. If the System had not been active in the examination
of banks, the basis for its participation in these discussions might
have keen questioned*
It is difficult to see how the Federal Reserve System can
properly discharge its responsibilities unless it continues to participate actively in the examination and supervision of banks. The
duty Mto establish a more effective supervision of banking in the
United States" is clearly set forth in the Federal Reserve Act, The
discharge of this responsibility is facilitated and indeed perhaps
dependent upon continued participation in the development and use of
the principal tool off supervision - examinations.
In 19k9 the Comptroller proposed to amend examination forms,
allegedly to simplify examination procedure with respect to bank
security portfolios and the classification of loans. The Federal
Deposit Insurance Corporation agreed and the proposal was submitted
to the Board. The amendment would have so modified the 1938 Agreement
as to destroy its effectiveness. The System successfully opposed the
proposal. If the System had not been itself examining banks, using its
own examination forms, it would have had no voice in the matter until
too late to preserve a philosophy of examination which it, no doubt,
originated and believes to be essential.
RELATIONSHIPS WITH STATE BANKING AUTHORITIES
On numerous occasions, proposals have been advanced urging
the System to accept reports of examinations made by State authorities
in lieu of examinations of State member banks made by the Reserve Banks,
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The basis upon which most of these proposals have rested is the theory
that such action would tend to strengthen the State Banking Departments
and preserve the dual banking system. There is nothing in the record
to support this conclusion. The System followed such a policy from
1928 to 1933 and, while it cannot be asserted that the disastrous
record of those years would have been different had the System done
otherwise, it is certain that State banking authorities and the dual
system of banking lost rather than gained stature during that period.
In all too many instances State Banking Departments have woefully inadequate funds with which to secure and maintain a competent
staff. Currently rising costs are further undermining these State departments, most of ihich are completely dependent financially upon
fees assessed against the banks under their supervision. Revenues produced by present assessments have not permitted salary increases commensurate with rising living costs and the ultimate result of such a
situation will be deterioration in the quality of examinations.
One of the purposes in examining a bank is to determine compliance with applicable laws and regulations. It is only natural that
examiners for State authorities should be primarily concerned in this
respect with the enforcement of State law. Their interest in Federal
statutes is slight and their desire to enforce Federal regulations (as
distinguished from statutes) is even less in evidence. Some State officers seem to believe that application of Federal statutes or regulations to State chartered institutions is itself an invasion of the
rights of the States.
State examiners draw their authority from the State and are
responsible only to the State. To rely upon State authorities for the
enforcement of Federal laws and regulations applicable to State member
banks would lessen the effectiveness of such laws and regulations to
say the least, National bank examiners, on the other hand, draw their
authority from the Federal Government and are, therefore, directly concerned with enforcing Federal laws and regulations. The Federal Reserve
System has always relied upon examinations of national member banks made
by the Comptroller of the Currency and there is no apparent reason for
the System to depart from this policy at this time.
Confidence in sustained quality of bank supervision by State
authorities is weakened by the short tenure in office which is typical
in so many cases. Relatively rapid turnover among State bank supervisors destroys continuity of administration. Should the System cease
to examine State member banks, it seems clear that the Federal Deposit
Insurance Corporation would find it necessary to enlarge its examining
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function to include all insured State banks and, therefore, the
System's withdrawal would not enhance the prestige of the State Banking Departments,
RELATIONSHIPS WITH OTHER FEDERAL BAUK SUPERVISORY AGENCIES
Throughout the history of the United States the administrative
principle of Hchecks and balances" has been widely accepted. The operation side by side of State banks and national banks is one example of
this principle. The concentration of the responsibility of the Federal
Government with respect to bank examinations and supervision in any one
agency would be looked upon as running counter to this principle. Should
that one agency be the insurer of bank deposits, it is reasonable to assume (without any criticism of the Federal Deposit Insurance Corporation,
either intended or implied) that efforts by the supervisor to eliminate
all risks from banking would be greatly increased. Such a philosophy
would not be in the interest of the preservation of chartered banking
and would lead inevitably to the creation of additional government lending agencies to provide risk credit.
The efforts of the Federal Reserve System have always been
directed toward the preservation of the chartered banking system and
its improvement better to serve the public interest. It is believed
that the Systemfs active participation in the examination and supervision
of banks is in keeping with the broad purposes for which the System was
established. If the System is to make its greatest contribution toward
"the establishment of a more effective supervision of banking in the
United States", it must do so in cooperation with other bank examination
and supervisory agencies, and it cannot achieve its greatest effectiveness if these other agencies believe either (l) that the System may
again reverse its present policy and withdraw from the examination and
supervision of banks or (2) that the System may endeavor to take over
the responsibilities of other supervisory agencies and become itself
the one Federal bank examination agency.
The most logical course of action in keeping with the statutory
responsibilities of the Federal Reserve System and in accord with a
realistic appraisal of the effective supervisory competence of State banking authorities requires the continuation of annual examinations of all
State member banks by examiners appointed as provided in the Federal Reserve Act, To the extent possible, without
sacrificing any essential
aspect of the examination, the Systemfs examiners should work in cooperation with the appropriate State banking authorities. Failure to secure
full cooperation from State authorities however does not relieve the
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System of its responsibility with respect to effective supervision
of member banks. It is therefore recommended that unless and until the
Congress directs otherwise the Board assure itself that thorough examinations are made of all member banks at least annually, in the case
of national member banks by the Comptroller of the Currency and, in the
case of State member banks by the Federal Reserve Banks.
Assuming that the System will continue to participate actively in the examination and supervision of banks with the examination of
State member banks continuing under the present administrative structure,
and that the long-range objective is the maintenance of a strong and
effective system of private chartered banks, both State and national,
the remainder of this memorandum is devoted to comments and recommendations designed to achieve these objectives.
ORGANIZATIONS AND FUNCTIONS WITHIU THE FEDERAL RESERVE. SYSTEM
The centering of responsibility and the developaent of a more
active interest on the part of the Board in bank supervision is essential
if there is to be any significant improvement in the relationships between the Federal Reserve System and other bank supervisory agencies. Regardless of who may fill the post of Director of the Board's Division of
Examinations, the heads of the Federal agencies i.e., the Comptroller of
the Currency, the Chairman and Board Members of the Federal Deposit Insurance Corporation, are not going to deal with that person. Only the
Board of Governors itself can successfully handle the relationships with
the heads of these other agencies, including the official representatives
of the National Association of Supervisors of State Banks»
The examination and supervision of banks is the major responsibility of all other bank supervisory agencies, both Federal and State,
and almost their entire personnel is so engaged. The Board of Governors
and the Federal Reserve Banks have numerous other activities and responsibilities, consequently the Systemrs examining staff represents a minor
percentage of its entire personnel. The System's diversity of activity
and responsibility in contrast to the preoccupation of other supervisory
agencies with bank supervision accounts for some of the misunderstandings
which arise from time to time. Other agencies may feel that the System
relegates examination and supervision to an improperly subordinate position, or that the System will pervert examination to uses which do not
conform to generally accepted concepts of its proper function* These
misconceptions of the System's attitude and activities in the field of
bank examination and supervision are likely to continue unless and until
the Board, preferably through some one member thereof, concentrates attention upon it.
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It should be the responsibility of the Division of Examinations to maintain cordial relations with other supervisory agencies
at staff level. Such relationships are currently on a satisfactory
basis but there is an evident need for a continuity of interest and
contact at the top and that responsibility mist remain with the Board
itself.
At present, primary responsibility for functions assigned to
the Division of Examinations is divided among five different members
of the Board. The Division's functions fall into three main categories;
(1) those functions concerned with intra-System matters, i.e., examinations of Federal Reserve Banks, analysis and review of audit reports
received from Reserve Bank Auditors, audit of Interdistrict Settlement
Fund, etc.5 (2) the examination and supervision of "Edge Act* (See, 2£a)
banks, so-called "agreement corporations11 (Sec, 2$)9 and foreign branches
of member banks; and (3) responsibilities in connection with the examination of member banks, affiliates, and related matters. This situation
is not particularly important in so far as the functioning of the
Division is concerned but concentration of responsibility for and continuity of attention to the Division's functions would contribute toward
correcting misconceptions of the System»s attitude.
fundamental difference between the organization of the
Federal Reserve System with respect to bank supervision and that of
other Federal supervisory agencies, is decentralized administration.
After the passage of the Banking Act of 193i?j the Board formally transferred the administration of this function from the Federal Reserve
Agents, who were local representatives of the Federal Reserve Board, to
the Federal Reserve Banks, Since that time the examinations of State
member banks have been conducted by the Reserve Banks as such. This
decentralization in the administration of examinations and supervision
is both the strength and the weakness of the System1 s activities in
this field. Uniformity in policies and principles is necessary but
the detailed procedure for the application of these policies and princi
ples may vary from district to district, being modified by the type of
banks and the level of managerial ability prevalent therein, and even
the geography of the respective districts.
The weak link In the organization appears to be the lack of
irell established procedures for an exchange of ideas and experiences
between the several Reserve Banks and between the Reserve Banks and the
Board. This link should be provided by the Boardfs Division of Examina
tions with emphasis upon principles rather than technical details. The
contacts between the Division and the Reserve Banks have been and are
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too irregular to be effective. Also, such contacts have been too much
concerned with individual cases and too little concerned with processes
for attaining and maintaining high standards of performance*
One exception to this observation is found in connection with
trust examinations and the supervision of trust departments in State
member banks« In this specialized area, which is of particular importance since State member banks hold over half of the trust assets administered by all classes of banks, the Division has been more effective
in its relationships with the Reserve Banks than in other phases of its
operations. (Further conzment with respect to the Division's operations
in this area is made below under Beview Procedures,)
mnm

PROCEDURES

It seems appropriate to digress at this point in order to
outline briefly the examination review procedures in effect at present.
A copy of each examination of a State! member bank made by a Federal Reserve Bank is forwarded to the Board s Division of Examinations. One
or more Federal Reserve Districts have been assigned to each of the
Division^ review examiners. He reviews each examination report originating in his assigned district or districts and prepares a digest of
his findings on a special form designed by the Division, If, in his
opinion (except in the case of so-called "problem banks" which are
discussed below), no special attention is indicated it then goes to
the files.
Reports of all examinations of so-called "problem banks"
(those rated C or below) are again reviewed by a special review examiner. Any cases where special attention Is indicated by the review
examiner snd all reviews in connection with "problem banks" are brought
to the attention of one of the Assistant Directors of the Division. If
the Assistant Director concurs in the conclusion that special attention
is warranted the case is discussed with the Director* Contact is then
made with the proper officer or officers of the Reserve Bank which made
the examination. Such contacts are usually made by either the Director
or an Assistant Director.
Two principal weaknesses are apparent in this procedure.
First, it does not effectively focus attention upon any weaknesses or
inadequacies which may run throughout a majority of the reports coming
from some particular Reserve Bank and, second, there is no established
procedure for obtaining correction of any widespread weaknesses in the
examination process which might be revealed. In other words, the
Division's review procedure is too narrow in scope with emphasis upon
individual bank problems (an approach which is more appropriate to the
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Reserve Bankfs responsibility) whereas its major effort should be
di rected toward eliminating weaknesses from examination procedures
thus assisting the Reserve Banks t£ attain and maintain uniformly
high standards of performance.
Again, an exception is made with respect to the activities
of the Division relative to examination reports of trust departments
of State member banks which are referred to a Division examiner
specializing in that field. Reviews of such reports are made with
regard to the condition disclosed and its effect upon the bank but
emphasis has been placed upon appraisal of the trust examination procedures and reporting practices of the several Reserve Banks with a
view toward improvement in the standards of trust examination work
throughout the System. In implementing this purpose discussion meetings with the field trust examiners have been arranged both in the
individual Reserve Banks and during joint conferences.
Reports of examinations of all national member banks are
furnished to the Federal Reserve Bank serving the district in which
the member bank is located. These reports are reviewed at the Reserve
Bank bat there is a rather wide variation in the character and caliber
of these reviews* It is believed that the Division should work out
with the Reserve Banks a review process and form which would serve
both the needs of the Reserve Banks and thfese of the Board. Copies
of the reviews of examinations of national member banks should be
filed with the Board's Division of Examinations in order that there
may be brought together in one place information which will enable
the Board to evaluate the effectiveness of the examination of all member banks, State and national.
REORGANIZATION OF THE DIVISION OF EXAMBIATIONS
This brief outline of the review processes now in effect and
suggestions with respect to modifications thereof is germane to the
purpose of this whole report which is to suggest ways and means by which
the System may more effectively fulfill its responsibilities with respect
to the examination and supervision of banks.. The role of the Boardfs
Division of Examinations, aside from: its obvious purpose of keeping the
Board informed, is essentially one of guidance and leadership. Leadership is made most effective through personal contacts. Frequent conferences between the staff of the Division and the officers and staffs
of the Reserve Banks at the Banks are essential.
ffith a view toward strengthening the relationship between the
Board and the Reserve Banks in the field of bank supervision and providing the personnel needed in order to assure a constant exchange of
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ideas and experiences with the end in view of achieving unity in principles and standards of excellence while preserving appropriate differences in application, it is recommended that the staff of the
Division of Examinations be enlarged by the creation of three additional
Assistant Directorships, The primary function of these persons would be
to establish and maintain a regular schedule of conferences at the Reserve Banks. Their time should be divided about in half between
Washington and the districts assigned to their special attention.
It is believed that each of these new Assistant Directors
should be a recognized expert in some ^articular field and should be
expected to become intimately familiar with four Federal Reserve districts. They should study the reviews of the reports of examinations
of all member banks in the districts assigned to their particular attention, including both national and State member banks. In addition,
they should keep currently informed with respect to broad policy matters confronting the System la general and the Board in particular. In
their contacts at the Reserve Banks they should arrange to meet with the
examiners and assistants as well as with the officers of the department.
In time their contacts should extend throughout the management of the
Reserve Banks»
It should be their purpose to assist the Reserve Banks in
maintaining high standards of performance in the examination of banks
and ultimately, through jointly sponsored conferences of all examiner
personnel in the respective districts, spread their influence throughout the field of bank supervision in keeping with the statutory responsibility of the Federal Reserve System "to establish a more effective
supervision of banking in the United States."
Careful consideration of the time element involved in maintaining such a schedule leads to the conclusion that it would take at least
three of these top level men along with the Director of the Division to
accomplish these purposes. The persons to fill these posts should be
selected carefully with a view to probable succession to the Directorship.
The effect and success of the proposed reorganization of the Division
rests largely upon these selections.
RELATIONSHIP BETWEEN THE DIVISION AKD THE BOARD
It is further recommended that the Director and Assistant
Directors be called into consultation with the Board either at regular
meetings or otherwise in recognition of the fact that bank examination
and supervision is an integral part of the over-all responsibilities of
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the Federal Reserve System. Also, that a more constant contact between the Division and the Board is essential in order that members
of the Division's staff who visit the Reserve Banks and other supervisory agencies may intelligently represent the views of the Board
in the course of these contacts. This recommendation is made also
with the thought that the intimate knowledge of the supervisory
problems of-*the Reserve Banks and operating practices of the commercial
banks which these men will in time acquire should provide the Board
with a store of knowledge which will be useful to it in the administration of its monetary and credit responsibilities,
RELATIONSHIP BETIEEEN THE BESERVE BANKS AND THE BOARD
The other side of the problem is to draw the Reserve Banks
into an active sharing of the responsibilities of the Board of Governors
and its Division of Examinations* It is recommended that the Board appoint an Advisory Committee on Bank Supervision consisting of the
Director of the Division of Examinations and four senior officers of
the Reserve Banks, with the Director serving as permanent Chairman.
It is further recommended that appointments of the Reserve Bank officers serving on this committee be arranged so as to provide for the
expiration of at least one term each year so that there will be continuity of membership but, at the same time, regular changes in the
personnel of the committee,
FUNCTIONS OF THE ADVISORY GQMMITTBE ON BANK SUPERVISION
The administration of the Division of Examinations would be,
of course, the responsibility of the Director of the Division. It is
recommended that the Advisory Committee on Bank Supervision constitute
the body through which the Board seeks advice and counsel concerning
appropriate activities of the System in the field of bank supervision
and examinations. This Advisory Committee should be required to meet
regularly (not less than once each quarter) in Washington* In addition
to such other duties as the Board may see fit to delegate to this committee, it is recommended that its responsibilities shall specifically
include the following:
(l) Recommending a minimum scope of examination for
adoption and use throughout the Federal Reserve
System and maintaining a regular review of this
procedure in order that it may from time to time
propose appropriate improvements and modifications*
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(2) Recommending ways and means of maintaining appropriate cooperative relationships between the
Federal Reserve System and other bank supervisory
agencies, particularly State banking authorities.
(3) Suggesting ways and means of maintaining close working relationships between the Board»s Division of
Examinations and the Bank Examination Departments of
the Reserve Banks to the end that uniformly high
standards and practices may be maintained.
(h) Suggesting, for submission to the Reserve Banks, appropriate training programs designed to assure high
standards of performance by examiners and assistants.
APPOINTMENT OF A DIRECTOR OF THE DIVISION
Much of the effectiveness of an organization developed in
keeping with the proposals outlined in this memorandum will depend
upon the experience and personality of the Director of the Board*s
Division of Examinations. The post calls for tact, patience, and
the ability to weld into one team a variety of personalities. The
Director should be a man who can translate ideas into action using
effectively both the written and spoken word. His understanding of
technical aspects of commercial banking operations as well as the
techniques employed in the examination of commercial banks should be
such as to command confidence and respect. It is essential that he
have an intimate understanding of the administrative framework within
which the Division must function, i.e., he must understand the processes by which the Board of Governors carries out its responsibilities and in addition he should understand the administrative processes
in effect at the various Reserve Banks, Any person assuming the responsibilities which rest upon the Director of the Board's Division
of Examinations without a background of experience within the Federal
Reserve System will be severely handicapped. It roust be borne in mind
always that the responsibilities of the Director are advisory and administrative, while responsibility for policy decisions rests with the
Board.
In seeking someone to recommend for appointment as Director
of the Division of Examinations, four fields have been considered:
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(1) The staff of the Board of Governors;
(2) The officers and staffs of the respective
Reserve Banks;
(3) Other bank supervisory agencies, including
members of the National Association of
Supervisors of State Banks; and
(k) Officers of commercial banks.
Further, it is felt that priority of consideration should
be accorded these four fields in the order named.
After reviewing all of these fields, and after giving due
consideration to the many problems involved in effecting a reorganization of the Division with the least possible disturbance to existing
relationships in the process, it is believed that the best interest of
the System will be served by promoting Assistant Director George S.
Sloan to the post of Director of the Division of Examinations. It is
recommended that Mr. Sloan be appointed Director of the Division of
Examinations effective at the termination of the present appointment
of an Actine Director.
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