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COMMENTS BY BOARD OF GOVERNORS ON REPRESENTATIVE PATMAN'S
TESTIMONY OF FEBRUARY 7, 1958 BEFORE HOUSE BANKING & CURRENCY COMMITTEE

Section L4 of the Act provides that "every Federal reserve bank
shall be conducted under the supervision and control of a board of direc-
tors," and sets forth toth the composition and manner of election or ap-
pointment of such hoards. It further specifies that "the toard of direc-
tors shall perform the duties usually appertaining to the office of
directors of banking associations and all such duties as are prescribed
by law."

Section 11 authorizes the Board to exercise general supervision
over the Federal Reserve Banks; other fundamental powers which the Act
confers on the Board include the authority to liquidate or reorganize a
Federal Reserve Bank (Section 11), and to readjust or create new districts~-
not to exceed twelve in all (Section 2),

Congress provided for an accounting by the Board of Governors of
its stewardship over the Federal Reserve System by requiring (Section 10)
that the Board "shall annually make a full report of its operations to the
Speaker of the House of Representatives, who shall cause the same to be
printad for the information of the Congress."

The responsibilities placed upon the Boards of Directors of the
individual Reserve Banks, and the Board of Governors, must be taken into
account vhen considering expenditures and practices upon which Mr. Patman

has commented.
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Section 21 of the Federal Heserve Act provides that the Board

shall at least once a year order an examination of each Federal Reserve

Bank, "ith regard to the scope of the examinations, the Board's instruc-

tions to its exzaminers contain the following general provisions:

"The examination of a Federal Reserve Bank shall determine
(a) its financial condition through appraisal of its assets
and verification of its assets and liabilities, including
liabilities as custodian, without undue duplication of
effective and acceptable verifications made through the
Reserve Bank's own audit procedure; (b) proper dischargs
of its responsibilities as Fiscal Agent of the United
States; and (c¢) compliance by the management with appli-
cable provisions of law, regulations of the Board of
Governors, and any other applicable requirements. Also
the Board's examiners shall develop pertinent facts and
opinions which will enable the Board of Governors to ap-
praise the condition, operations, and administration of
each Reserve Bank,"

Pursuant to these instructions, the examination reports contain--

along with detailed schedules of assets, liabilities, and reserves--a

wide variety of information and comments. Some of these comments ares of

a critical nature; others are in the form of suggestions as to operating

procedures; and still others pertain to matters which the examiners feel

may be of interest to the Board or should be made a matter of record,
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Upon the conclusion of each examination, the examiner presents
his report to the President, and the Chairman of the Board of Directors
of the Reserve Bank, at which time the examiner!s suggestions and
criticisms are fully discussed, The report is then reviewed by the
Board of Governors, and advice is requested from the Bank concerning
matters that seem to warrant further attention, Copies of these reports
covering years as far back as 1949 have on previous occasions been fur-
nished to the House Banking and Currency Committee,

Last August Mr, Patman requested copies of the reports of examina-
tions made by the Board's examiners during the five-year period 1952-1956,
That portion of Mr, Patman's statement of February 7 which concerns ex-
penditures and operations of the Federal Reserve Banks was based on

these reports.
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Insurance

On Page 1549 Mr. Patman stated that during the year 1956 the
Federal Reserve Banks spent $1,821,429 for insurance (as shown on Page 1666,
this total should be $1,128,429), and asked: "Why should the Federal Reserve
banks buy insurance?" His statement continued: "This insurance is unneeded
s o o With all the money and resources of the Federal Reserve System, if it
can not carry the risk of its own insurance, then certainly there is no
private insurance company that can carry this risk,"

The Federal Reserve Banks have discontinued purchasing substantial
amounts of insurance. About 15 years ago the Banks, with the encouragement
of the Board, entere. into a loss-sharing agreement under which they dis-
continued the purchase of registered mail insurance for their own account
and reduced the Bankers' Blanket Bond coverage at each Bank to $500,000.
Each vear the Reserve Banks set aside a portion of their earnings (at the
rate of two cents per thousand dollars of value of shipments covered) as a
reserve for registered mail losses. At the end of 1956 this reserve totaled
approximately $10 million,

The question of purchased insurance has been considered from time
to time, particularly the possible desirability of extending the coverage
of the loss-sharing program of the Reserve Banks. For various reasons, ex-
tensions of this program to risks other than mentioned above were considered
undesirable or impracticable. For example, a program of loss-sharing in
lieu of Workmen's Compensation insurance would necessarily have to comply with
the laws of each of the States in which the Federal Reserve Banks have em-

ployees. Administration of such a program would require expert technical
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knowledge on personal injury and insurance matters, such as investigation
and settlement of claims, with respect to which Federal Reserve versonnel
have had little or no experience.

A breakdown of the $1,128,L429 which the Federal Reserve Banks
spent for insurance in 1956 is shown in the table on Pages 1665-1666. As
this table indicates, about $750,000 of the total represented the Banks'
portion of premiums paid for hospital and medical service insurance, and
about )150,000 was for Workmen's Compensation insurance,

"Unusual Expenses"

Mr. Patman's statement mentioned (pages 1562-158l) numerous items
under the heading "Unusual Expenses." These items include expenditures for
the following purposes: Personnel activities including training, recrea-
tion, loan funds, and employee insurance; lembership dues; Charitable ac-
tivities; leetings and entertainment; and Buildings and land,

Except for the "Buildings and land" category, all of the above
reflect operating policy decisions at the individual Reserve Banks. The
Board has taken fhe position that the responsibility for determining whe ther
expenditures of this nature are necessary expenses within the meaning of
Section 7 of the Federal Reserve Act rests primarily with the officers and
directors of the individual Banks. This position is consistent with the
provisions in Section l of the Federal Reserve Act that "every Federal
reserve bank shall be conducted under the supervision and control of a
board of directors" and that the"directors shall perform the duties usually

appertaining to the office of directors of banking associations,."
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The Board of Governors relies upon its examiners to
review all such expenditures and brin. those about which there
may be any question to the attention of the Bank's management
and to the attention of the Board.

More specific comments with regard to these matters
are given below:

Fersonnel activities

The fact that employees of the Federal Heserve Banks
are not Government employees is particularly important when con-
sidering personnel programs, The Reserve Banks must compete in
the local labor market and, if they are to compete successfully,
their personnel programs must be in line with those of the com-
munity.,

The Federal Reserve Clubs, which Mr, Patman referred to
on several occasions, are employee organizations which sponsor social,
recreational, and educational programs. Allotments to them are part
of the per capita cost which the Reserve Banks budget for their per-
sonnel activities,

To a large extent the efficiency of the operations of a
Reserve Bank depends upon the experience and stability of its staff,
In this light, the real measure of personnel activities is their
effect on reduced turnover and greater efficiency, rather than

the direct cost of the various activities,

Federal Reserve Bank of St. Louis



Membership dues

Mr. Patman commented (page 156h) that the Federal Reserve Banks
"pay cues and assessments to the American Bankers Association, the
Americen Institute of Banking, the private clearing houses, the chambers
of commerce, and others, and pay officers' and employees' fees and ex-
penses for attending meetings of such organizations.™

Among the organizations mentioned were, "private clearing houses."
Memberships in local Clearing House Associations greatly expedite the
presentation by the Federal Reserve Banks of checks drawn on local banks,
Membership dues are levied by these associations to pay their operating
and administrative expenses. In some cases, the Reserve Banks pay such
dues; in other cases they provide the Clearing House with operating space
in the Reserve Bank building and are accordingly relieved from the payment
of dues, One advantage of the latter arrangement is that it eliminates
the need to transport through the streets each day the great volume of
local checks received by the Reserve Banks,

Memberships in such organizations as the American Bankers Asso-
ciation, chambers of commerce, ete., reflect--like personnel activities-=
operating policy decisions at the individual Reserve Banks. The over-all
guiding principle in connection with such memberships is that they should

be confined to organizations falling within one or more of the following
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categories:

1, Organizations whose activities are directly

related to the work of the Reserve Bank, such as

national and State bankers! associations,

2. Organizations in which the HReserve Bank feels

it should be represented, such as chambers of commerce

and appropriate financial and agricultural associations,

3. Organizations in which membership is desirable in

order to obtain publications and other services, such

as economic and other professional associations.

liemberships in the first two categories permit regional soundings
and a blending of views that constitute one of the most important strengths of
the Federal Heserve System, They form a means of economic intelligence that
enables the Reserve Banks to obtain and transmit to appropriate authorities
in the System information concerning rapidly occurring changes in our economy,
and are directly relevant to the timely formulation of credit policy.

Although it feels that individual decisions with respect to mem-
berships should be determined at the local level, the Board has devoted
considerable attention over the years to the general question of expenditures
for menmbership dues., The most recent review of this matter, begun in the
latter part of 1956, resulted in discontinuance of certain memberships car-
ried at Bank expense,

lMeetings and entertainment

In this category Mr, Patman cited from the examination reports com-

ments concerning the following matters:

Cleveland 1952

Expenditures of 4295 for stateroom for two officers in

connection with annual lake cruise sponsored by the
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Cleveland Chamber of Commerce,

Expenses of 5,417 for joint meeting of Boards of

Directors of the main office and the Pittsburgh and

Cincinnati Branches at Cincinnati, including $165 for

favors, $184 for a river trip, and $190 for entertainers.
Boston 1953

Reimbursement of expenses ($158) incurred by officers

as a result of attendance of their wives at meetings of

State bankers associations,

Minneapolis 1953

Entertainment expenses of ;50 in connection with Annual
Conference of Personnel Cfficers of Federal Reserve Banks;
and entertainment expenses of $150 in connection with a
conference of Ninth District Bank Examiners.

Kansas City 1953

Expenses totaling $1,773.,70 incurred in connection with
a Conference of Bank Supervisors and Examiners, includ-
ing %325 for entertainers,

St. Louis 1954

Expenditure of 419,68 for 86 treater tickets purchased
for entertainment in connection with November 12, 1953
joint meeting of Boards of Directors of the head office
and the three branches.

Expenditures of $157.25 for 85 baseball tickets; and of
©99.75 for 57 theater tickets purchased for entertain-
ment in connection with June 10, 1954 joint meetings of
Boards of Directors of the head office and the three

branches.,
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These tickets were for the use of the directors and officers
of the Reserve Bank and their wives,

Minneapolis 1955

Expenses of (a) $100 for entertainers in connection with an

Examiners! Conference; (b) 62,40 for basketball tickets

and $60 for Ice Follies tickets purchased for entertainment

in connection with various sessions of the "Short Course in

Central Banking" during the period January 1 - July 1, 1955;

(e) §72 for dinner music entertainment for April 1955

"Directors and Officers Assembly"; and (d) §76.40 for 21

football tickets in connection with the October 1955

Directors! meeting.

Dallas 1956

Expenditure of $100 for entertainment during dinner

given to delegates from all Federal Reserve Banks

attending National Convention of American Institute

of Banking,

The above expenditures were in connection with business meetings
of direct interest or benefit to the Reserve Banks. They were considered
by the management of the individual Bank concerned to be reasonable and
appropriate for the occasion, In each case, hOWever; after the matter
was made a subject of comment in the examination report, the Bank reviewed
its policy and subsequently discontinued incurring expenses of the type
guestioned,

Buildings and land

On page 1571 the following statement by lir. Patman appears:

"These banks (the Reserve Banks) are supposed to be
limited by law in their spending for bank premises, They
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are expressly forbidden to build or enter into any contract
to erect any building to cost in excess of 3,250,000 without
coming to Congress for the authorization."

This statement is incorrect in two respects., First, the limitation
in the law applies to branch buildings, not to head office buildings.
Secondly, the limitation cited is that originally emacted June 3, 1922,
and ignores subseguent amendments.

The full text of the limitation is found in paragraph 9 cf Section
10 of the Federal Reserve Act, which reads as follows:

"No Federal reserve bank shall have authority here-
after to enter into any contract or contracts for the
erection of any branch bank building of any kind or
character, or to authorize the erection of any such build-
ing, if the cost of the building proper, exclusive of the
cost of the vaults, permanent equipment, furnishings, and
fixtures, is in excess of {250,000: Provided, That nothing
herein shall apply to any building under construction prior
to June 7, 1922: Provided further, That the cost as above
specified shall nct be so Iimited as long as the aggregate
of such costs which are incurred by all Federal Heserve banks
for branch bank buildings with the approval of the Board of
Governors after the date of enactment of this proviso does
not exceed %30,000,000,"

VMr. Patman's statement continued: "But the Federal Reserve
System has invented a new accounting system which seems to eliminate much
of the normal inconvenience of any restraint on capital outlays, By this
new system, they simply charge capital outlays to current expense."

The examples cited with respect to the charge of construction
costs to current expense (page 1575) refer to repairs and alterations at
head office buildings. The basic principle followed in such charges is
to capitalize those which add to the intrinsic value of the property, and
to charge to expenses the costs of repairs and alterations which keep
the properties in repair and make for efficient utilization of space and
operations but do not add new intrinsic values to the building, This is
in accordance with standard accounting practice.
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Much of the material concerning Bank premises which is contained
in kr,., FPatman's statement represents merely comments by the Board's exam-
iners with respect to the progress of building projects at various Federal
Reserve Banks and branches. Lr, Patman cited several instances of parking
arrangements provided for Bank employees, These arrangements are similar
to those provided here in Washington for employees of Government departments,

Losses and Discrepancies

On page 1575, kr. Patman stated:

"Some of the losses and the discrepancies in the accounts
of the Federal Heserve Banks are truly amazing. All of

these banks experience tremendous losses of registered

mail containing deposits, securities and other things

of value. Tlrey charge off or set up reserves amounting

to millions of dollars for such losses,"

The implied criticism of the practice of setting up reserves
against possible registered mail losses seems to conflict with the earlier
assertion (page 1549) that the Federal Reserve System should carry its own
insurance., As mentioned previously, the Federal Reserve Banks do have a
registered mail loss-sharing agreement, and--as part of this program--set
aside a portion of their earnings each year as a reserve against possible
losses,

The record does not support the assertion regarding losses and
discrepancies at the Reserve Banks., In the light of the tremendous volume
of money, checks and securities handled by the Reserve Banks--losses and
discrepancies have been exceedingly small and infrequent.

The following data indicating the volume of currency, checks and

securities which the Federal Reserve Banks handle in one year were taken

from the table on rage 79 of the Board!s 1956 Annual Report.,
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Millions Billions
of pieces of dollars
1956 volume of~—-
Currency received and counted Y L, L6T 29
Checks handled—-
Government 539 114
A1l other 2,822 1,005
Issues, redemptions and exchanges
of U. S. Government securities 199 L22

1/ Does not include new money received from Washington,

In contrast to the above amounts which are in billions of dollars,

the following figures showing net losses at all Reserve Barnks due to differ-

ences and registered mail losses, during the years covered by Mr, Patman's

statement, are in actual dollars,

Net Losses charged to
Profit and Loss-- Heserve for registered

Difference account mail losses
1952 916,239 #1,150
1953 11,907 1,140
1954 9,325 150
1955 a,097 965
1956 7,112 100

Not e--The total of about 43,500 charged to the
fieserve for Registered lail Losses durin: the five
years 1952-56 resulted from the loss-sharing agree-
ment of the Federal Heserve Banks. It may be of
interest to mention that during the same pericd this
agreement also resulted in a savings of more than #2
million in premiums that the Reserve Banks would have
paid if, in lieu of the loss-sharing program, they
had purchased insurance to cover their shipments of
currency, coin and securities,

In several cases, the losses which Mr, Patman cited were beyond

the responsibility of the Reserve Banks and were included in the examina-

tion report only as a matter of information. For instance, on page 1578,

lir, Patman commentzd on an {85,000 currency shipment by the Federal Re-

serve Bank of New York which was embezzled by a Post Office employee.
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The quotation from the examination report clearly indicates that the
embezzler was an employee of the Post Office Department, and that most

of the money was recovered. In the light of these facts it is obvious

that there was no negligence or culpability on the part of the Reserve

Bank in connection with the incident.

Moreover, certain of the larger items which Mr. Patman listed
under the general heading "Losses and Discrepancies" do not belong in such
a category. They pertain to Deferred Accounts, Reserves for Contingencies,
and other such schedules which are necessary in the examination report
to show the detail of the Bank's assets, liabilities and reserves. They
do not represent, or indicate, losses or discrepancies.

For example, on page 1576 there is listed from the 1954 Examina-
tion Report of the Federal Reserve Bank of San Francisco an amount of
$51,883,221.62 which is shown under Deferred Accounts as "Uncollected cash
items--Due from member and nonmember banks."™ This amount, of course,
represents checks and other cash items which the Reserve Bank forwarded for
collection and for which, in the normal course of business, payment had not
yet been received as of the date of the examination. It is in no sense a
loss or a discreparcy.

Cafeteria Subsidy

On page 1584, Mr. Patman's statement includes the following remarks:

"They make generous subsidies to the employees!
cafeterias and dining rooms. The Board has authorized the
banks to pay up to one-half of the costs. As previously
pointed out, the total cost of all the cafeterias
in 1956, according to the bank!'s method of computing
these costs, came to $2,549,099, and of this amount
the banks paid $1,196,81kL, while the cafeterias re-
ceipts took care of $1.3 million. (See pt. I, p. 569,
of the hearings.)
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"I do not object to a fair subsidy for restaurants

and cafeterias in connection with a business, I think

it is pretty well accepted practice, But I think it

is very unusual for the Government to have to pay 50

per cent of such expenses, and even more, Further-

more, these audit reports disclose that even the

theoretical maximum of 50 per cent is an understate-

ment,"

He adds (on page 1585) that "it would appear that the cost of
overhead--bank space, lights, water, all the expensive equipment and the
dining room furnishings and perhaps even the personnel--are furnished
free by the banks and are not counted against the 50 per cent subsidy
which the banks have been authorized to make to the cafeterias."

In most of the cities in which the Reserve Banks or branches are
loc:ted, it is well-established practice for business and industrial firms
to provide low-cost meal service. In some areas, many of the large banks
and insurance companies provide free meals to employees, Tris is a com=-
petitive factor in local labor markets where the Reserve Banks must recruit
their employees, A first-class cafeteria serving low-cost, balanced meals
is an internal economy factor as it minimizes absenteeism, increases pro-
ductivity, and reduces turnover., The Reserve Banks' average cost of 67
per employee during the year 1957 for the subsidized food service is small
in comparison to the advantages derived,

The Board has authorized the absorption by a Reserve Bank of

up to one-half of the cost of operating its cafeteria, based upon the

following expense items:
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Salaries and retirement contributions of
employees assigned to the cafeteria operation.

Cost of food, and cafeteria supplies (including
ordinary day-to-day replacements of small utensils,
dishes, glassware, etc,)

Cost of licenses, permits, and outeside laundry
and cleaning,.

As Mr, Patman notes, the cost of operating Federal Reserve Bank
cafeterias does not include allocations of overhead and space charges,
Exclusion of these items from cafeteria and dining room costs is in line
with commercial accounting practices,

Retirement System

On page 1585, lMr, Patman states: ", . . the Retirement System
of the Federal Reserve is clear out of line with that of other Government
employees, I believe in a good liberal retirement system, but I don't
believe they should have a better system than the other Government employees
becanse they work for the Government,"

This statement with regard to the Federal Heserve Retirement
System has been reviewed by the actuarial firm of George B, Buck. Mr,
Buck is the Actuary of the Retirement System of the Federal Reserve Banks
and is also Chairman of the Board of Actuaries of the Civil Service Retirement
System. M, Buck's firm noted that——

1, Benefits to which employees of the Board of
Governors are entitled under the Federal Reserve Re-
tirement System are identical to those provided for

Civil Service employees other than Members of Congress,
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2. Under the Federal Reserve Retirement System,

a Federal Reserve Bank employee is not eligible for full
service retirement benefits until he has attained age 65
regardless of the number of years of his service; whereas,
under the Civil Service System an employee may become
eligible for full benefits at age 60 after 30 years of
service or at age 62 after 5 years of service.

3. The cost to the employer of the total benefits
(including Social Security) provided for Bank employees
versus Civil Service employees is quite close to being
the same.

The following figures compare the total service retirement bene-

fits under the Bank Plan and Civil Service Plan for employees having a

nfinal average salary" of $3,000 and $25,000 with 30 years of future service

rendered after the effective date of the changes in the Bank Plan on

September 1, 1957.

Retirement benefits as
a per cent of salary

Bank Plan Civil Service
(including Social Security) Plan
30 years service and "final
average salary" of $3,000 55.8 58.3
30 years service and "final
average salary" of $25,000 56.3 56.25

While some benefits of the Bank Plan, when compared with the Civil

Service Plan, would be more favorable in certain cases and less favorable in

others, the figures given above as well as those that apply at other salary

levels show on the average closely comparable benefits between the plans. On

the twenty-two salaries that exceed $25,000, the maximum retirement benefits
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for 30 years' service would amount to 57.0 per cent of final average salary.
In this latter group there are only two salaries that exceed $35,000--one at
$50,000 and one at $60,000.

Deficiencies in Reserves

Mr. Patman stated (pages 1586-1587) that "there are all kinds of
irregularities about the use of bank reserves," and that "they assess or
waive penalties for deficiencies in member bank reserves on the basis of
erroneous computations, or without authority."

All member banks are required to submit reports of deposits for
reserve purposes--central reserve and reserve city banks on a weekly basis,
and country banks on a semi-monthly basis. These reports, numbering over
162,000 a year, are compared at the Reserve Bank offices with the member
banks' reserve accounts,

The Board delegates to the Reserve Banks discretion as to whether
penalties are assessed or not in specified types of cases--for example, when
the penalty is less than a certain amount, and when the deficiency is less
than a stated percentage of required reserves and is offset by excess reserves
during the immediately following reserve computation period. In all other
cases, penalties incurred shall be assessed unless the Board, after a review
of the facts of the case and the recommendation of the Federal Reserve Bank,
authorizes the Reserve Bank not to make the assessment, Detailed instructions
regerding these waivers were furnished to lMr. Patman, at his request, with the
Board's letter of September L, 1957.

From October 10, 1949 through August 15, 1957, during which about
1.3 million reports were reviewed for reserve purposes, only 76 cases were
referred by the Reserve Banks to the Board, and in these cases the Banks were
authorized not to make the assessment. Experience in this matter indicates
that member banks conscientiously attempt to maintain adequate reserves, and
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that deficiencies arise largely through inadvertence, clerical error, delay
in mail, and absence of key employees of the member banks,
The Board believes there is no justification for the charge that
there are all kinds of irregularities about the use of bank reserves,

Examination Procedures

In connection with the examinations of Federal Reserve Banks, which
are conducted by the Board's examiners pursuant to the requirement of Section
21 of the Federal Reserve Act, Mr. Patman made the following comments
(page 1588):

"The Federal Reserve System, as I have pointed out,

has never had a Govermment audit. It has never had any

audit by independent auditors from outside the system it-

self. There are internal audits, made by personnel of the

system, and even these audits--taking them for what they

are, internal audits--show on their face to be subject to

serious inadequacies and limitations, The audit teams

are supposed to be made up so that the employees of one

bank audit another bank, but even this principle is rarely

followed 100 per cent. In practice the employees of a

particular bank are on the team to help audit their own

banks,"

Since 1952 the Board has employed public accounting firms to audit
its accounts, The certifications submitted in connection with these audits
have been included in the Board's Annual Reports to Congress.

Beginning in 1953 the Board has also engaged the same public
accountants to accompany the Board's examiners on one examination of a Reserve
Bank each year for the purpose of obtaining an independent judgment as to the
adequacy of the examination procedures and as to whether the procedures are be-
ing carried out properly. The reports submitted to the Board in this connec-
tion by the public accountants have consistently indicated the effectiveness of
examinations made by the Board's examiners; for example, in a report dated

June 13, 1957, the public accountants made the following statement:
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"e believe that the examination conducted at the Federal

Reserve Bank of San Francisco, including its four branches,

conformed to the standards expected from an examination con-

ducted by independent public accountants., The detailed audit
procedures manuals set forth clearly an adequate examination
procedure related specifically to the operations of the Banks,

The audit assigrnments were carried out by the examiners in

accordance with such audit procedures."

The Board's field staff of examiners comprises a group of approxi-
mately 35 examiners and assistant examiners who are employees of the Board.
They work throughout the year under the active direction of the Chief
Federal Reserve Examiner, who is an officer of the Beard's Division of
Examinations, responsible to the Director of that Division and through him
to the Board of Govcrnors.

Within each Federal Reserve Bank there is a General Auditor who
has a staff which is engaged throughout the year in conducting internal
audits of the affairs of the Bank and any branches of that Bank. The
General Auditor and his staff are independent of the operating management
and operating staff of the Bank and do not participate in operations, The
General Auditor is responsible directly to the Board of Directors of the
Bank, and he reports the results of the internal audits to the Directors,

During the first part of each examination of a Federal Reserve
Bank conducted by the Board's field staff, there is necessity for veri-
fication of a very substantial volume of currency and securities which
must be accomplished quickly in order not to interfere unduly with the
Bank in the conduct of its day-to-day business., Moreover, in making
simultaneous entry into all offices of a Bank which has several Branches,
there is a temporary need for additional personnel to provide adequate

coverage., It would be wasteful for the Board to maintain a field staff

of examiners of sufficient size in itself to perfomrm expeditiously all
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the detailed work concerned with the opening phases of these examinations.
Therefore, the Board's field staff utilizes the temporary assistance of
men (a) from other Federal Reserve Ranks--chiefly from the internal audit
staffs of the other Banks; and (b) from the internal audit staff of the
Bank under examination. The men borrowed temporarily from other Banks
and from the Bank under examination are not conducting the examination;
rathur, they are assisting the Board's examiners and in so doing they are
at all times under the active supervision of members of the Board's field
examining staff. The temporary assistance received from within the Bank
under examination is restricted entirely to members of the internal audit
staff of the Bank who, as stated above, are independent of the operating
personnel of the Bank,

Member-bank examinations

Mr, Patman cited on Pages 1603-1608 a number of factual reports
by Poard's examiners concerning the frequency of member-bank examinations
made by the examining staffs of the Reserve Banks. He prefaced these
citations by stating:

"The Federal Reserve banks have set certain policies
with respect to member-bank examinations, However, they
make freanent exceptions to these policies throughout the
Federal Reserve System.

"As an example, at the San Francisco Bank it was the
policy to examine 4 of the 5 holding company affiliates
within the district biennially, and the fifth, Trans~
america Corp., on a triennial basis., However, the bank
failed to make examinations of this holding company for
6 years. They make frequent exceptions to the policy
of examining banks once a year and to their policy of
making examinations jointly with State examiners,

"They do not always examine branches simultaneously
with head offices, nor do they examine the commercial
departments of banks concurrently with trust departments,
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"On many occasions they defer examinations when

mergers are pending, when banks are making alterations

on the premises, and when examining personnel is not

available, and fail to examine new banks."

State member banks are subject to examinations made by direction
of the Board of Gov:zrnors or of the Federal Reserve Banks by examiners
selected or approved by the Board, The established policy is to conduct
at least one regular examination of each State member bank, including its
trust department, during each calendar year, by examiners from the Federal
Reserve Bank of the district in which the member bank is situated, with
additional examinations if considered desirable,

In carrying out this policy, the Board has not required that all
examinations of trust departments or all examinations of branches of State
member banks be made simultaneously or concurrently with examinations of
their head offices, nor has the Board required that all examinations of
the commercial or trust departments of State member banks be made Jointly
with State examiners,

The programs for examination of State member banks have been
substantially completed in all recent years. Deviations from the general
policy have been largely due to a shortage of qualified examiners, and
almost without exception have involved State member banks in sound condi-
tion and under capable management, A large majority of the banks not
examined in a specific calendar year were examined during the latter part
of the previous year and, as a general rule, during the early months of
the following year, In no case was there a deferment involving a bank

considered to be in unsatisfactory condition, During the period 1952-1956,

all newly organized banks were examined within one year by either the
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State banking department or the Federal Reserve Bank, and in a majority of
cases by both authorities,

The approach to the examination of branches of State member banks
is governed almost without exception by the aggregate number, size and
location of the branches of the institution under examination, At banks
with a small or medium number of branches, it is customary to examine all
offices simultaneously with the head office, but it is not possible to
follow this policy consistently when a large number of branches is involved.
However, in every case, statements of all branches are obtained as of the
date of examination of the head office and are reconciled to the boocks of
the head orfice as of that date,

Due to the specialized character of fiduciary activities and the
required separation from commercial banking activities of fiduciary responsi-
bilities and related functions, records and assets, it is the judgment of
supervisory authorities that the examination of the commercial and trust
departments of State member banks other than on a simultaneous basis does
not represent a departure from sound examination principles,

The examination of Transamerica Corporation which would ordinarily
have been made on a triennial basis in 1949 was omitted because of the
Clayton Act proceedings with respect to the Corporation which were in
process at that time., The Board's order in these proceedings was issued
March 27, 1952 and an examination of the Corporation was commenced on
April 21, 1952,

Verification and Destruction of Currency

With regard to the work which the Federal Reserve Banks are

performing in connection with the verification and destruction of unfit
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Treasury currency, Mr, Patman suggested (page 1591) that it is a disgrace
for Congress to permit "people to have complete control of United States
currency who do not consider themselves obligated to the Government, . ."
His statement continued:

"They have charge of destroying the worn and mutilated
currency. And, of all the irregularities and seemingly
dishonest dealings in connection with it, you will find
plenty of eye openers in these reports that even their own
auditors made about the irregularities in handling the
tremendous amount of money that is destroyed every year,
and the loose fashion in which it is handled.

"Up at Pittsburgh, a cyclone or a heavy wind hit the
City while currency was being destroyed in the lMunicipal
incinerator and scattered money all over Pittsburgh, Pa,

The only reason we found out about it through the news-

papers and they had to redeem a lot of that currency be-

cause it wasn't burned and under certain conditions it is

redeemable,"

Mr, Patman's statement then quoted certain criticisms and other
comments concerning individual Reserve Banks, as shown in the reports of
examinations made by the Board's examiners.

Under date of June 24, 1953, the Secretary of the Treasury
directed the Federzl Reserve Banks and branches as fiscal agents of the
United States, under the provisions of Section 15 of the Federal Reserve
Act, to verify and destroy unfit United States paper currency. The pro-
posed change in procedure was discussed by Treasury representatives with
appropriate Congressional committees during the hearings on the Treasury
appropriation for the fiscal year 1954. In this connection Secretary
Humphrey's letter of May 22, 1953 to Chairman Canfield of the Treasury-
Post Office Subcommittee of the House Committee on Appropriations concluded:

"Since the net savings resulting from this change of procedure will be

substantial, it is assumed that your Committee would concur in the

org
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Department'!s proposal to proceed along the lines indicated,"

From the time the Reserve Banks began this work on July 1, 1953,
it has been performed under regulations issued by the Treasury Department,

A copy of these regulations was forwarded to the House Banking and Currency
Committee with the Board's letter of December 16, 1957, As stated on

page 1801, the Treasury Department has advised the Board that it is their
pracltice to visit the Reserve Banks which destroy currency at least once a
year for the purpose of observing the verification and destruction opera-
tions. One purpose of these visits is to ascertain that the operation is
being conducted in a manner satisfactory to the Treasury.

Certain safeguards and other controls covering this operation are
described on pages 1742-1750 and 1780-1792, In many respects the safeguards
in effect at the Reserve Banks go beyond Treasury regulations. In some
cases the additional safeguards were the result of suggestions by the
Board's examiners, such as shown on pages 1592-1595 of lMr, Patman's state-
ment, However, in considering the matter of suggested additional precautions
over and above the requirements of the Treasury regulations, the Heserve
Banks must balance the added protection against its cost, and in this light
some of the examiners! suggestions were not deemed feasible,

The Pittsburgh incident mentioned by lMr. Patman on paze 1591 oc-
curred when an unknown quantity of cancelled currency escaped incineration
because of completely unforeseeable malfunctioning of the incineration
facility of the City of Pittsburgh, The City incinerator was used in July
of 1953 to destroy the first batch of currency at the Pittsburgh Branch because
at that time the Branch had no facility of its own, This incinerator was

then also used by local offices of the United States District Court, the
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Federal Bureau of Investigation, the Internal Revenue and other departments
of the Federal Goverrment to destroy confidential records., Before its use
for the destruction of currency, the facility was thoroughly tested, and its
use was approved by the Treasury Department. Nevertheless, before the can-
celled currency was completely destroyed an unknown amount passed through
the grates into the water tanks provided for receiving the ashes. A com-
plete account of this incident appears on pages 1794-1799.

When it occurred, the matter was reported immediately to the
Secret Service, the Federal Bureau of Investigation, the Pittsburgh Police
Department, the Treasury Cepartment, and the Beoard, Contrary to the state-
ment on page 1591 that "they had to redeem a lot of that currency," all of
the money was cancelled and valueless before it was taken to the incinerator.
There has been no loss to the Treasury as a result of this incident or of any
of the others which have occurred (described on pages 1793-1794 and 1799-1800.)
A1l of the cancelled money which has been presented to the Federal Reserve
Banks for redemption has been confiscated, and in all but a very few cases
the Reserve Banks have refused to give credit or value for it,

The exceptions to this last statement constitute three %5 bills
and five %1 bills which were accepted at face value and charged to profit
and loss by the Reserve Banks because of operating circumstances, such as
the fact that the notes were partially burned and discovered to have been
cancelled too late in the sorting process at the Reszrve Bank to pemit identi-
fying the bank which deposited them. From the time the Reserve Banks under-
took the currency destruction work on July 1, 1953 to the present time, their

loss as a result of this operation has totaled $20,

#* 3 3 3%
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BOARD OF GOVERNORS

OF THE

FEDERAL RESERVE SYSTEM

WASHINGTON 25, D. C.

Z-4592 (On office
copies only)

ADDRESS OFFICIAL CORRESPONDENCE
TO THE BOARD

February 25, 1958,

Dear Sir:

Enclosed is a preliminary copy (page proof) of Representa-
tive Patman's statement during the hearings before the House Banking
and Currency Committee on the pending Financial Institutions bills
(H.R, 7026 and S, 1451), Also enclosed is an outline, rather hastily
put together by the Board's staff, of the general nature of the con-
tents of Mr., Patman's statement,

The Board has advised Chairman Spence of the House Banking
and Currency Committee that it would like to furnish to the Committee
in writing such information and comments as may be necessary to pre-
vent any misunderstanding with regard to the various items on which
Mr, Patman has commented, Accordingly, after there has been an op-
portunity to study Mr, Patman's criticisms of Federal Reserve expendi-
tures in the light of the records at your Bank, we would like to have
such comments as you may consider appropriate for the purpose of mak-
ing clear to the House Banking and Currency Committee the reasons for
the expenditures cited by Mr, Patman,

A copy of this letter, and additional copies of its enclosures,
are being furnished the President of your Bank,

Sincerely,

//C/: 7( 2ol ._/I:Jf’.ff £y A jﬂ:‘\.j

Enclosures C. Canby Balderston.

TO THE CHAIRMEN OF ALL FEDERAL RESEHRVE BANKS
(COPY TO PRESIDENTS OF ALL FEDERAL RESERVE BANKS)

Federal Reserve Bank of St. Louis
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OUTLINE OF SUBJECT MATTER CONTENT OF REPRESENTATIVE PATMAN'S
STATEMENT OF FEBRUARY 7 BEFORE HOUSE BANMKING AND CURREMNJY COMMITTEE

(Prepared by Division of Bank Operations)

General remarks on pending bill
Ownership of Federal Reserve Banks
Open Market procedure

Discount rates

Small Business Bank

Federal Reserve insurance

Federal Reserve andits

Open Market Committee procedures and
implications

Audit of Office of Comptroller of Currency
Interest on demand deposits
Federal usury law

General criticism of Federal Reserve

Unusual Federal Reserve expenditures

Outlays for Federal Reserve Bank premises
Federal Reserve Bank losses and discrepancies
Cafeteria subsidy and Retirement System

Member bank reserve deficiencies
Federal Reserve Bank examination and audit
procedures

Currency verification and destruction, including
examiners'! criticism of other matters
Fiscal Agercy procedures

Member bank examination procedures
New York's foreign operations

Open Market account dealers

Business affiliations of Federal Reserve Bank
Directors, Members of Federal Advisory Committee,
and others

FDIC reserves

General remarks and colloquy

Questions previously submitted to Board

Breakdown of Federal Reserve Bank expenses
for 1956

Federal Reserve Bank of St. Louis
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STATEMENT OF WRIGHT PATMAN, REPRESENTATIVE IN CONGRESS
FROM THE STATE OF TEXAS P '

Mr. Parman. Mr. Chairman, T realize this is a day of very un-
favorable circumstances, but probably I could not %vlopv for any
better, and I am not complaining. I just want time to go into this
bill and explain some amendments I want to offer.

‘Of tourse, it is traditional in the Congress that during the week of
Lincoln’s Birthday no business is transacted in the House and the
Members feel privileged to go home or any place they want to go.
That announcement was made a couple of days ago, and therefore
most _of the Members are going, including the members of this
corimittee. 2 _ )

They have.gone to their homes or elsewhere and they are not here
in Washington now, or in_their offices, and certainly they are rot
a}i{tcnding committee meetings. But I am not complaining about
that.. .

The Caamrman.' T suppose they have all been notified,

Mr. Parmax. T ask permission, Mr. Chairman, to revise and extend
the remarks T intend to make and include therein statements and
excerpts and related matter in connection with my testimony,

The Cuamman. Anything that is pertinent and relevant. I do
not_want, to encumber tife record with a great mass of stuff, but
anything that is pertinent and relevant. Y 5

Ir. Parman. That is right, anything that is relevant and peftinont
in connection with the statements I make and that are in connection
with this bill or related to it. | .

The Cuaareman, That will be allowed.

Mr. Parman. All right.

Mr, Chairman, these bills, S, 1451 and H. R. 7026, are each approx-
imately 250 pages. They were presented originally as recodification

8.
What arouses my curiosity and makes me wonder is why it is the
bankers should be allowed the. privilege of coming to Congress and
saying, “Now, we want our laws recodified, and we will write the
bifl,” and then we stop everything else and tske up the bankers’
recodification of laws, when the laws they have selgeted for recodi-
fication amount to only a small percentage of the financial institutions,
The bill purports to be a complete “Financial Institutions Act.”

I have a statement here prepared by the Library of Congress

‘containing a list of the principal financial institutions; there are about

15 or 20 financial institutions not included in the bill, such as the
Export-Import Bank, Small Business Administration, Veterans' Ad-

~ ministration,*Housing and Haome Finance,. Agriculture Department,

Commerce Department, Defensé Depattment, Interior Department,
International Cooperation Administration, and many others.

In other words, it looks as though the bankers selected the laws
that are of particular concern to them, which they want changed,
and have taken those up and said, “We want these laws recodified.”

(The document referred to is as follows:)
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Type of function

Institution N
' Charter Super- Ownsor N

4 ar vise or operates N

register examine

2%

List of prineipal financial institutions

Type of function

Institution : ;
; Charter | Buper- | Owns or
or vise or | operates

register | examine |14

A. Financial instittfions included in If. R. 7086

1, Natlonal banks. . ... .. ... . .. ... e X
2. Federal Reserve banks and member banks, national and State hanks.... 0]
8. Federal Deposit Insurance Corporation members (ineludes national

State bnnﬂs. members of Federal Reserve System, other State and

Territorlal banks, and mutusl savings banks)
4, Federal home loan banks....._____ . .. .. ... = X
5, Federal savings and loan assoclations... .. ... .... o %

8. Federal credit unions...._____
7. Federal intermediate eredit banks

HAMERA M

B. Financiul institutions not included in I, R. 7088

Export-Import Bank of Washington
Small Business Administration_____
Votorans' Admintstration. ... ..o e sveme e e
Housing and Home Finance Agency (Includes FNMA, FHA, PHA,
Officoof Administrator) . . . . o it s
Agrieulture Department: CCC, Farmers’ Home Administeatfon, REA 777"~
Commerce Department; Inland Waterways Corporation; maritims activi-

Defense Department; Defense produetion loan guarantees .. .
Interior Department; Burean of Indian Afalrs, Bureau of O
Fisheries, Ofliee of Territories, expansion of defense produetion
Treasury Department: RFC In Hguldation, SWPC in Ill?uldnLlon, elvil
defense louns, expansion of defense production, loan to K
International Cooperntion Administration. .. . .
General Services Administration: I'W A In liguidath
HEW, Office of Eduenthop ... . oooeeoe e .
Farm CreditsAdministration: Banks for cooperatives, Federal intermedi- .
ate eredit banks, Federal land banks, national farm loan assoclations,
andd produetion eredit assoclations_ . ... X . X
Federal Deposit Insurance Corporation. .
Justice Department: Federal Prison S8ystem
Investment companies, advisers, bankers. . _
Over-the-counter securities markets.. ...
Organized seeurities exchunges

E e et

"

B

HiAM

HAR

C. Financial institulions nof included in H. R. 7088 and not regulated by
Federal Government

Commercial-paper houses. . ... e e S B e e R A i B R R A ) S

Finance companies.
Small-loan companies._ ...
Development eredit corporatic
Insurance companles

Investment clubs
Mortgage houses.
Trade creditors. .
Pension funds

AR ARRARRARRRRAARARRARAAARRZAZZ 2222222227277

1 Natlonal.
2 In part.

Prepared by: Library of Congress, Legislative Reference Service.
Mr. Parman. Another reason 1 think this is unusual, is that we

~have an official recodification committee that works all the time.

Mr. Zinn who was here with Mr./Celler yesterday, works full-time
at codifying the laws. He is on the stafl of the Subcommittee on
Revision and Codification of the Statutes of the United States.

Under the Reorganization Act of 1946, that subcommittee was set
up to take the place of a division known as “Revision of Laws.”

That subcommittee is set up with a stafl, provided with money
and the best experts to work at this job full time, to codify the laws
passed by Congress.  Why should we allow the bankers or anybody
else—and I say that respectfully, because I know there is no intent
on the part of anv Member just to serve the bankers—but why
should we let the bankers come in here and convinee us that we
should take the recodification away from the committee established
for this purpose and which is now funetioning?
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Why should we take this job away from them and attempt to do
the job oursclves, when we are not equipped to do it.

Our stafl is not able to do it. We do not have the staff to do it.
The staff has all that they can do. .

I am not complaining about anything that our staff has failed to do.
I am simply pointing out that we do not have a sufficient staff to
recodify even the 6 or 7 laws covered by these bills, Yet these laws
repeesent but a few of the financial institutions of the United States.

As evidence of that fact, take the'section about the bank selling
insurance. 1 know this staff would not have put that in the bilh
The staff on theSenate Committee would not have put that in.  The
bankers put that in, because they wanted it in.  And this staff took
their word for it that it was already in the law. _

I cannot believe that our staff would agree to put that in when it"
was not a part of the ungmnv law of the Umlc(l states,  This bill to
that extent is sailing~0nder-

The CHAIRMAN., Mr. Pulman, I might snv they did not take their
word for it at all. The stafl made an 1ntlvpundeut investigation and
came to the conclusion the law was still in effeet,

Mr. Parman. They could not have done that, Mr. Chairman, whgu
the code itself shows it is not.

The Craiman. It would be presumed to be repealed, you say 40
years ago

Mr. Parman. That is night.

The Cugirman: But for 40 years, all the agencies have recognized
that it was in effect. Seven administrations, national administra-
tions havéfollowed that same procedure, and there have been courts—
it hasn’t anything to do with the ultimate result whether we have
insurance in the banks or not, but there have been courts that have’
upheld that after it was appealed. It was in the Supreme Court of
Virginia.

Mr. Parman. L would like to sce that case, Mr. Chairman. You
are mistaken about that. -

The Crireman. What?

Mr. Parman. You are mistaken a}bnut that.

The Cuairman. It went to the Supreme Court of Virginia, and
they said that was still in effect. ¢

Mr. Parman. I know ‘that the bankers, the Cravens committee,
suid that, but they are not giving us the truth on that. ' It is not the
truth, Mr, Chairman. 1 say that respectfully.

No one can make me believe that our staff knew that this was not
in the code of 1852 and did not call it to our attention. 1 know they
would have called it to our attention if they had known it was not
in the code.

If they were going to take issue with the code and say that the
code is wrong, they would have called it to’our attention when the
got up the statemhent for us to consider in connection with this bi

The Cuamman, Is that a matter of any importance?

Mr. Parman. It certainly is a matter of importance.

The Cuarrman. We have the authority to pass-upon that questlcn
as we please. \Vt, can repeal it if it is in, we can treat it as not being
m. .

Mr, PATMJ\N. The bill is smlln;.,-"um.lur false colors,

The Cramrman, Tt does not shackle anybody.
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Mr. Parman. Yes, it does. We are lold by this bill that a certain
thing is the law when it is not the law. That is a bill sailing under
false colors.  We are not given the correct information about it.

1 am not going to say this staff’ or any stafl knew lt. and did not
call it to our attention.

The Cramrman. The staff says they Lnuw}llmt was not in the code,

Mr. Parman. And did not call it to our attention?

Tlu; CuarrMaN, They still thought it was in eflect. Is it a material
point!

Mr. Parman. To try to put something into the law that has been
repealed for 40 years?

The CrarrmaN, In the consideration of this bill it does not limit
our action at all. 'We can consider that matter anyway we please,

Mr, Parvaxn. T will put that in the record. T have said all about
that that T want to, and I will extend my remarks on it.

This whole bill goes toward concentration of banking, fewer banks,
and giving fewer people a grip upon the banking system of our coun-
try. ‘Absentee ownership, T think it is wrong, and 1 think that we
should encourage the establishmeni of new banks where they are
needed, in the 1|w\n~, and loenl communities,

Mr. Berrs. I do not want to keep lmrpmw on this insurance see-
tion, but did 1 understand vou to say that vou denied what the
Chairman said that the Supreme Conrt of Virginia held?

Mr. Parvan. I deny that the Supreme Court held that the statute
was valid., That is the point involved here: Is it a valid statute?
I respectfully state to the gentlemen that he eannct show me o deci-
gion, notwithstanding what the Chairman and others have said,
nobody can show me a decision

The Crareman, The decision itselfl will deeide that question. T
will refer you to the decision. 1 will get you that decision,

My, Parman. The point was not raised.

The Cuarnman, T am not making any argument.

']Vlls Parman. There is no decision }m]tllnp; that the stntute was
Vi,

The Cuarman. T want you to understand T am not making any
arguments that the banks should go into the insurance business. -
That has nothing to do with it.

Mr. Paman. You are supporting this hill; that insurance section
is not in the law, and you are trying to put it in. You are trying to
put the banks in the insurance business, Mr. Chairman. You cannot,
get around that.

The Cramman. T am only thinking about what, considered to what,
was in the law. Tt only applied to towns of less than 5,000 pt‘.n[illﬂ.

Mr. Parman: My time is limited and I do not, eare to go into that
point any further.  The Chairman will neverbe ahle to show a decision

where the courts have passed upon the vadiflitytubr e statute.

That question has not been raised. The doury1s Aot going to raise
it if the litigants do not raise it. The case the gentleman talks about
is one where the question was not raised at all.

The court had no reason to pass on it, as it was not an issue before
the court,
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PUNLIC INTEREST AMENDMENTS SHOULD HE CONSIDERED

Myr. Chairman, these so-called recodifieation bills contain a great
many substantive changes in law.  Some of these changes would have
tremendous practical effeets on all segments of our economic system
and an all groups of people.  Many of these propesed changes in the
law are bad, and I will objeet to them at the proper time.

While we are considering substantive changes in the 6 or 7 laws
covered by these bills, we should, however, consider several other
changes in the publie interest that are badly needed.  In other words,
we should not confine our consideration to those changes which the
bankers have said they want, but we should consider also changes
that are clearly needed to improve these laws. My purpose today is
to call the attention of the committee to several amendments which
we should consider. '

Now as to the Federal Reserve System:

PAY OFF THE SO-CALLED STOCK:OF THE T‘E])-Eltt-\ll.. RESERVE BANKS

Now some of the bankers who have appeared before our committee
here revealed that they have been under an impression that the
Federal Reserve banks are owned by the commereial banks, the mem-
ber banks.

Yesterday, I made a speech on the floor, in which 1 referred to this
erroneous impression, and in which I showed conclusively that the
Federal Reserve banks are owned by the Government of the United
States. There is no valid, legal stock held by commereial banks in the
Federal Reserve banks.  That so-called stock that the member banks
own is not stock at all; “stoek” is a misnomer. It has no stock value;
it eannot be voted as stock; it cannot be sold; it cannot be hypothe--
cated; it is just held as an investment or a loan upon which they draw
6 percent. The banks do not own the Federal Reserve System.

This 6 percent interest—which amounts to about $20 million a
year—should certainly be saved by the Government, by canceling
that stock and paying it off. It could casily be paid out of the Federal”
Reserve surplus funds, now, without any inconvenience.

MAKE THI:I'.':_FEDERAL RESKERVE 'IH.JARD'. fTHE OPEN MARKET
' COMMITTEE

I am going to offer an amendment, Mr. Chairman, to inerease the
Federal Reserve Board to 12 members, and make it the Open Market
Committee. _

I have had a bill of this kind pending for & number of years. We
Lhave never had a hearing on the bill, but 1 am going to offer it as un
amendment to these bills.

Wc.{mow that operations of the Open Market Committee are in the
New York bank alone. The Open Market Committee delegates
to one man, who is in charge of the open market account, responsi-
bility for carrying on trading with private brokers, amounting to tens
of billions of dollars worth of securities. There are dozens of people
wha_know about the operations of this important committee. With
knowledge of what their account is going to do, a person can make
millions overnight. We ought to loek into that and find out what is
going on,
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I asked the gentleman who was president of the New York Re-
serve Bank just before Mr., Hayes, NMr. Sproul if it had any rules
against bank officials or employees playing the market. He said no,
except they couldn’t buy on margin.

Now, imagine that. Here is a bank that is run by private bankers
in New York, handling Government bonds and other securities ag-
gregating tens of billions of dollars a year, and we have never inquired
into the procedurcs that they use, We have never atterpted to
determine whether or not it was being honestly conducted. Although
I 'am wot charging corruption because I don’t know, there are oppor-
tunities for corruption there. And ordinary, normal human beings
sometimes cannot resist temptation, There is certainly an oppor-
tunity there for many, many people to enrich themselves every day
with inside knowledge and information.

There ave 17 dealers that teade with the open niarket account, | 1
wouldn’t say that they are hawdpicked but there are very few, uﬁnn“_\'
about 12. In 1956, only 5 of these anccounted for over 50 percent
of all the transactions of the open market account. , [

To show you something about thé size of the operations; in 1956
the open malket aceount purchased $11.9 billion worth of Government
securities and sold $9.3 billion worth, Total transactions, $21.2
billion dyring that 1 year nlone. So it is not a small matter; this is
not small potatoes, Twenty-two billion dollars worth of securities
bought and sold in 1 year, 1 wouldn’t consider that an extraordinary
year; they do about that much almost every year., And yet we have
never looked into their 6perations; they have never been audited by
t,:le General Accounting Office; and we know almost nothing about
them.

. But I ean tell you this much Thecause I have made inquiries; t.h\s
so-called Open Market Committee operates the biggest market in the
world ; and while it is ealled an “open markety” it is the most closed mar-
ket that was ever invented. The people who operate this acdount
do the buying;and' selling of Government secubities, using Govern-
ment money, and decide for themselves what price they will take or
pay, in each trade; they décide which one of their little select group of
dealers they will sell to or buy from; and there is never any public
announcernent of the prices this account pays or receives; there is
never, any public record of how mueh securities they sell to or buy -
from any one of their select group of dealers; and the people who carry
on this under-the-counter trading in tens of billions of dollars eac
vear of Government-owned securities are not even Government
employees.

Mare than that, Chairman Martin refuses to tell the public, or even
to tell this committee in confidence, anvthing about these dealers who
are privileged to carry on this fabulous and hidden trading with the
open market account. Chairman Martin has told us their names,
and that is about all. He has refused to tell us what their net worth
is and what percentage of the Government securities they hold at any
one time, and he has refused any information about how much trading -
in Government securities these dealers da with their customérs:

I will insert a table showing the monthly volume of purchases and
sales in 1954, which was a $11.6 billion year. This table shows that
the open market account outright sales of securities amounts to $3.3
billion. We can assume that most of these outright sales were made

_to dealers, as contrasted to foreign control banks. At the same time
“the open market aceount made loans, that is, repurchase agreements,

with the dealers amounting to $2.4 billion,
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Gross transactions in Government securities by the Federal Open Market Committee,
January-December 195

[In millions of dollars]

. Special
Market transactions (gross) certifi- Ex-
cates change
ur of ma-
Nat e R chased turin
change 4 Repurchase | direetly | certifi-
in Total Outright trans- | sgreements {rom ontes,
Federnl aetions 1 with dealers Treas- |und notes,
Teserve ; ury and ma-
holdings (largest | turing
Amount and
Pur- | Sales | Pur- | Sales | Pur- | Bales |outstand-| called
chases chases chases | . Ing in | bonds
month)
271.0 2o
486, 0 213.9
428.2 200. 0
5.0 &0.0
327.0 147.0
952, 6 48. 7
70,0 70.0
650, 6 499. 6
G50°0' | 402.5 | 650.0 | 273.9 [..__...
438. 2 128.2
768, 5 .5
325. 5 325,58
Total (January— z
December)....| —083.2 |5 310,06 |6,200.8 |2,003.2 [3,332.5 (2, 413. 4 2,007, 8 |......__. 13, 882. 4

! Includes runofl of Treasury bills at maturity, but excludes exchangés of maturing bills for new “bHils.

You see, the Open Market Committee conceives of this little group

-of dealers as being “the makers of primary markets” for Government

securities. In plain words, the open market account conceives of
itself as adjusting from day to day the amount of money in the privete
banking system of the country. When thére is too much money,
according to the account’s opinion, they buy some money in from these
dealers and pay the dealers a profit on it; and when they think there
is too little money, they sell some to these dealers and, of course, the
dealers get their wholesaler’s margin on this as they resell the securities
t,(}) the banks, the corporations, or anyone else who may want to buy
them,

Hundreds of member banks all over the country buy and sell
Government securities, but they must go to the dealers for these.  For
mysterious reasons which have never been explained, they never
trade directly with the open market account.

The open market account does trade with foreign central banks,
they buy and sell billions of dollars worth of United States Government
securities, all over Europe, all over South America, and everywhere
else that there is a foreign bank that wants to trade with the open
market account. ]

In contrast, however, the Federal Reserve banks themselves cannot
trade with the open market nccount. These banks act as agents for
the member banks and others in buying and selling billions of dollars
worth of Government sccurities but the Federal Reserve banks must
also go to the dealers to trade, or go to some subsidiary dealers who
in turn trade with the top dealers thot the open market account
trades with, Considering the vast amount of trading that is going
on at almost all times, it is inevitable that there are many times when
the Federal Reserve banks are in the market buying securities from
private dealers at the very moment the open market account is
selling those same securities to private dealers. And of course the
?alul by the open market account is on behalf of the Federal Reserve
ranks,
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Under the 1913 act, each Federal Reserve Bank had its own open
murket committee, but the 1935 act completely changed the Federal
Reserve System.  There is now only one Open Market Committee,
and the Federal Reserve Bank of New York is the sole agent of that
committee.  This bank handles the entive account, and although it
is supposed (o operale according to policy guides laid down b\ the
Open Market Committee, if you will read those policy guides—which
are published in the Annual Report of the Board—you will find that
they are vague statements which leave the actual decisions up to the
New York bank.

If you turn to the Annual Report of the Board of Governors, for
instance—say 1956—you will see that the Dallas bank-1 happen
to be in the Dallas district—that the Dallas bank earned from
discounts and advances only $830, 142, That is all that whole bank
carned.  Of course, it has earnings in its statement of $23 million,
Where did the other come from? It comes dirce tly from New York.
None of these other 11 banks touches those Government securities
in the open market.  They are all right there in the city of New York
in the Federal Reserve Bank Building. The coupons yre clipped
there, the interest is collected there, the taxpayers pay it into the
treasur y_and the treasury sends it up to the Federal Rvmlvv Bank
of New York, to pay interest on over $23 billion of government bonds
that have been bought by that open market ace ount and which ey
now hold. The New York bank then sends to Dallas, Texas, $22
million, as the Dallas bank’s part of the earnings. Did they earn
that? They didn’t turn their hands to get it.

The open market account bought these bonds on the credit of the
Nation, using Federal Reserve notes which are also Government
obligal-iuns; then the New York bank sends the money to Dallas,
to San Franecisco, Kansas City, Minneapolis, Chicago, Atlonta, Rich=
mond, Cleveland, Philadelphia, New York, and Boston. Each one
their proportionate share, but the banks ‘don’t touch these bonds,
They render no serviee for this income, and the bonds were purchased
on Government credit.

The Dallas bank, although it only earned $830,000, it spent more
than $6 million—* 'ﬁ(‘} 636,000,

Now this npvm[inn‘iu 1935, on the Federnl Reserve lmnkiug
system, changed it completely, from an autonomous regional system
to a central lmnl\mﬂ' system.

We now have a central bank in the United Hlnloq and under this
central banking system, there is'no important power left in the
regional banks. There is no important power left. 1t is all done by
the Federal Reserve Board here in Washington or hy the Open Market
Committee composed of 12 members, 5 of whom are selected by
representatives of private banks.

When the Open Market Committee meets, there are 12 members
of private banks there at the meeting, presidents of the Reserve
banks. Only five of thtse can vofe but the others are there to par-
ticipate i the meetings and to hr'lp evaluate the problems and to
help come to decisions. Those 7 public members—the Board mem-
bers—are suwrrounded not only by these 12 representatives of the
private baiiks but they have 12 other people with whom they must
deal who direetly |vplvqr.‘nt the banks, (oo, These are known as
the Federal Advisory Council, So we have our 7 public members
surrounded hy 24 bankers 1o help them perform their public services
and publie duty.

I say that alone should arouse our thinking. We should look into
this carefully and malke sure that it is being done in the publie interest,

cand in the meantime -we know that we should take the bankers, off

of the Open ™Market, Committee.
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PROHIBIT REPURCHASE AGREEMENTS

The Open Market Committee is right now doing something which
I do not consider to be legal at all.  They are permitting dealers in

‘Government securities to borrow money directly from the New York

Federal Reserve bank.

Now, I thought Federal Reserve banks were set up to accommodate
member banks.  But here we find a half dozen dealers—not over 15—
in the city of New York who get their money directly from the Fed-
eral Reserve to speculate in Government securities. Do you think
they don’t know anything about what the Government is going
to do? They use the Government’s money for the purpose of buy-
ing and selling Government’ seeurities all the time. There is nothing:
in the Federal Reserve Act, if I read it correetly, that permits them
to borrow money from the Federal Reserve for that purpose.

You see, on the repurchase agreements, every Monday the dealers.
bid on bills that are offered by the Treasury. They bid in a certain
amount and they don't have to pay for those bills until Thursday
afternoon. During that-time they usually have been able to sell
them at a profit. They don’t have any on hand. They are passing
them on to the tfade, to people who want them. But when they have
bills left over théy can carry them through what is known as a repur-
chase agreement. - As I said awhile ago, I don’t see anything in the law
authorizing this.

Under this practice that has been built up, because nobody has been
looking over their shoulder or-auditing thew books, these Federal Re-
serve people have been going foot-loose and faney-free.  That practice
of lending the dealers money to carry Government securities is one:
that certainly stioujd receive some attention,

THE DISCOUNT RATE SHOULD BE FIXED BY THE BOARD—NOT PRIVATE,
" BANKERS

I am also going to offer an amendment:to require that the Board of
Governors and the Board alone fix the discount rates. As we know,
when a change in the Federal Reserve discount rate is anneunced,
securities markets shoot up or down, just in a matter of minutes.
Values of stocks, Government bonds, and all other securities change

by billions of dollars.

Now, Mr. Chairman, we have in our own Federal Reserve System
the same procedure for changing the discount rate that they have in the
Bank of England. The bourds of directors of the Federal Reserve
banks recommérid a-change and: these boards are made up of private
bankers and men who are also on the boards of the big corporations,
This procedure is open to exactly the same problem that has recently
come up in connection with the Bank of England.  There they have
some of the directors of the Bank of England, their central bank, who
are also bankers; and they have some who are on the boards of
industrial corporations.

They are very quick to point out that not one of the six largest
banks in England is allowed to have rc presentation on the board of the
Bank of England. None of the big banks is allowed representation on
that board. But some of the smaller banks are. .

Recently it was shown that when the Bank of England was going to
raise the discount rate from 5 to 7 percent, one of the bank’s directors
who had recommended the change advised his corporation to unload
its holdings of “guilt edge” bonds—which the corporation did to
the extent of $2.8 million worth—the day before the change in dis-
count rate was publicly announced. Later, when this matter came to
light during an investigation, the director in question, o Mr. Keswick,
testified quite frankly that he felt he owed equal loyalties to the bank
and to his corporation. A Reuter’s dispateh of December 6 reported:
“William J. Keswick said that as a divector of the bank, he could not
betray secrets, and yet he was bound to proteet the business interests
he legally represented.”
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Now, that same thing can happen right here in our country. We:
don’t know but what it is going on right now. We don’t know. Has
it bappened in the past? 1 don’t know; but if the bankers lere
feel that they should be loyal to their own 'stitutions like the banks
in England felt like they were justified in being loyal to their own
institutions and using that inside knowledge and information for
their own personal, private, selfish benefit, it could be going on right.
here now, andjl think this committee could very well afford to look.
into that qlwbtluu

When we change these boards we should have no bankers on them
at all. At least we should have representatives from other groups like
agriculture, luabor, consumers and the whoele population represented on
these bosrds that have to do with the supply of money, and whether
the interest rate will be high or low. We should mfly have public
representatives and should not have people in o position to influenee
monetary policy, whe are directly and selfishly interested m high
interest, for instance, because the bankers will make more money
that wav

I don’t think Lluq committee should let go unnoticed this matter
that the people who have advance information on ¢ hanges in interest
rites ave in & position to make huge profits from the information, and
there seems to be no regulation against it, This should be investiy
gated and proper disclosures made of things that actually exist, and
we should make sure that corrections are made.

SET UP A SMALL BUSINESS CAPITAL BANK SYBTEM

Another amendment T shall offer is in conneetion with Section
13 (b). The Federal Reserve is proposing that the Federal R(‘b(‘l ve

Banks be relieved of the responsibility of making loans to small

business under 13 (b); and these Financial Institutions bills, 8. 1451
and H. R. 7026, contain amendments which would repeal the present
13 (b) program.

I am going to offer an amendment to that. 1 am not going to
resist the Federal Reserve’s trying to throw the small businessman out;
but I am going to offer this bill T have introduced, H. R. 10345 [would
you give each member a copy of it , please, sir] as an amendment or.as a

_ substitute to that provision whic b ealls for the Federal Reserve banks.

to turn that section 13 (b) money over to the Treasury.
I am going to offer this, which will mtercept that money and let

" it be used as operating expenses for these new small-business eapital-

banks.

I propose that the capital stock of cach one of the 12 small business
capital banks be $10 million. The money will not have to be bors
rowed, and the Government will not have to pay intercst on it. It
will be gotten from the Federal Reserve banks, out of their surplus
funds. Money—remember this, Mr. Chairman—money that is now
idle and unused. We would be tnlung idle money and putting it to
use for a good purpose. It wouldn't affect the national debt limit; it
wouldn’t cost any extra interest, it wouldn’t cause the Government Lo
have 'to borrow any money. It is already there and should be used.

I am not going to resist Reserve banks, efforts to be relieved of the
section 13 (b) programi, because I know that they are not in sympathy
with mukmg loans to small concerns, and there is no use keeping this
program in an organization where there is no sympathy for the work
that is supposed to be administered; so T will offer an amendment to
establish small-business eapital banks. )
" We must have someplace for these little fellows to go.  We are
kicking them out of the Federal Reserve.  We are putting them out:
in the cold, and they do not have adequate opportunitics to geb
capital. ! :
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We had a hearing before the House Small- Business Committlee
in November, and we had four presidents of Federal Reserve banks
al this hearing.  They were interrogated about this, and not one of
them could give a good reason why this should not be done. Not
one of them said it would inconvenience the Reserve banks to do it.
And, of course, we know it wouldn’t, beeause in the surplus funds of
the banks now they have $800 million, and more; and that money
is idle and unused.  Part of it should be put to use in this way.

THE FEDERAL RESERVE SYSTEM SHOULD CARRY ITS OWN INSURANCE

Now, the Federal Reserve banks are buying insurance of all kinds.
They are spendmg over $1 million a year; $1,821,429 during the year
1956 for insurance! :
Why skould the Federal Reserve banks buy insurance? Whom do
they buy it from? Who gets the corrmissions?  Are they connected
with the banks? We don’t know. This insurance is unneeded, it is

cunnecessary.  These Reserve banks are part of the Government just

as much so as the Capitol.  And with all the money and resources of
the Federal Reserve System, if it cannot carry the risk of its own
insurance, then certainly there is no private insurance company that
can carry this risk.

Suppose someone suggested that the Congress should take 1 insurance
on the Capitol—storm insurance, hail insurance, rain insurance,
cyclone insurance—for which. the Govertiment would be charged a fec,

¢ would certainly not.like that.

Well, this is a comparable sitvation. The Federal Reserve banks
are doing just that. Why are they allowed to do it? It is because
they have never been looked into.  Their books are never audited.
They are never audited and never have any supervision. That
matter should certainly receive the attention of this committee.

THE FEDERAL RESERVE SYSTEM MUST BE SUBJECT TO AUDIT

Another amendmént I will offer to the Federal Reserve Aet portion
of these bills will require that the Federal Reserve Board, the Federal
Reserve banks, and the Open Market Committee be audited by the
General Accounting Office.

Since its organization in 1913, there has never been an outside audit
of the System or any part of it. Now this is shocking, Mr. Chairman.
It is bound to be shocking to all American citizens that we would let
the Federal Reserve System handle hundreds of billions of dollars
of the Government's money—and two-thirds of every board of
directors of each Federal Reserve bank is composed of private bankers
or Fmplv sclected by the private bankers—and never have any audit.

he only audit Federal Reserve banks have ever had is an internal
nudit, where they select the auditors, give the auditors their instruc-
tions, and report back to themselves. 1t is bordering on a disgrace
for Conglvss to permit that situation to continue. It just doesn’t
make sense, cither common, book or horse. There is just no sense
to 1t. ~
I will come back to this point later, and give the committee some

- illustrations taken from their own internal audit reports which will,

I think, give convincing proof of the need for having the Rcseg#e
banks audited.
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Now one of the provisions (sce. 39 of title 1[2 of these bills would
permit the Board of Governors of the Federal Reserve System to
nmlm decisions on the basis of a simple majority vote of the nwmlwrs
“in office.”  This is in contrast to the present law which requires an
affirmative vote of five members. The result would be that lhe
Board could function with several offices left vacant. And with 3
offices left vacant, the banker members of the Open Market Com-
mittee could outvole the Board members. The implications are
set out in the following letter T wrote to President Kisenhower in
May of 1954,

Concress oF THE Usxirep STaTes,
House oF REPRESENTATIVES,
Washington, D. C., May [T, 1954,
Hon. Dwicur D. FiseNHOWER,
President of the United Slates,
The White House,
Washington 25, D. C.

My Dear Mg, Preswexre: This letter is written to you in the belief that the
questions raised are in the public interest and consideration of them ab this time
is of paramount importanee, T refer to the Federal Reserve System and 1o the
vucaneies on the Board of (mu-uwm, wlso the Open Market Committee,

There are 2 vacancies on the T-member Board of Governors,  One vaeane
oceurred during the term of your predecessor. 16 was not filled when it oceurred,
although the luw says, “‘whenever a vaeaney shall oeeur # # % g suceessor shall
be appointed by the President, by and with the advice and consent of the Senale,
to fill such vacaney.” The other vacaney oceurred January 31, 1954; but the
sume obligation on the President to fill it does not exist, as it was by un expiration
of a term, and the above-quoted lnw referring to the filling of n vacaney says,
“other than by expiration of term."”

The Open Market Committee is composed of the 7 members of the Board of
Governors and 5 Presidents’of Federal Reserve banks,  The formaer are the publie
members and the latter were seleeted by the private commepeinl banks,  This
committee, exereising the powers delegated to it by the Congress, has complete
control over the volume 0} money and eredit; it also controls interest rates, in-
cluding the  carrving charges on the nntional debt; and otherwise determines
whether our country enjoys prosperity or suffers from o devastating (ll‘pl‘l'ﬂﬁiml‘.

These 5 members of the Board and the one whose term has expired, in proteet-
mg the publie interest on these important questions, are foreed to deal with nel
give consideration to the views nnd suggestions of the 12 presidents of the Fed-
eral Reserve banks, who were seleeted by the private banks, and the 12 members
of the Federal Advisory Couneil, who were wlso selectod by the private banks,
It is, therefore, very important that the Board eomposing the publie members he
fully filled. a1

tis my suggestion that before recommendations for the filling of these two
vacancies on the Board are submitted to the Senate for npproval eareful consid-
eration be given to the seleetion of a member who is familar with the problems
of the farmer and one who is familine with the problems of Inbor.

It was never intended that, the banks should have control of the Federal Re-
serve Svstem or any controlling influence over it.  President Woodrow Wilson,
who als.:nvt] the hill into law on December 25, 1013, and Senator Carter Glass, cn—-
author of the law, often pointed out that such influenee wonld he just as dest rie-
tive to the public interest as permitting the riileond owners to control or influence
the Inteistate Commeree Commission in the making of railrond freight rafes.

Banker-control of the Federal Reserve Svstem is raining the solid foundation |
of a privately owned and profitable commereinl banking svsiem of our country.
Under such policies, the big banks can doubtless survive and o few of the middle-
size banks, but the smaller bunks will be doomed.  While this is going on, such
policies and practices will be ruinous {o a prosperons economy,

Under our eapitalistie system, which is the best in the world, our money is
based on debt. No debt—no money. The 15,000 commereial hanks are’obli-
gated to serve the publie interest by making loeal loans.  They have the power
to ereate and extingnish money.  They are manufacturers of money. In the
exercise of this privilege, they have the backing and support of the Federal Gov-
erument. and the privilege of nsing, withont eharge, the eredit of the Nation.
They ean, with the cooperation of the Board of Governors, ereate monry and
make Imlnq up to 14 times the amount of reserves held by them.,  Such a privilege
ghonld only be controlled by n board composed of members selected by the
President {o serve the people and not one of them seleeted hy those selfshly in-
terested in n=5mg the system in a way to make profits—ane higpt'r prohta—for
themselves -
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The present abuse of our banking svstem is foreing the banks—or at least
enticing them—out of the real bauking business formerly performed by them in
the rendering of loeal serviee.  They are more and more beeoming holders of
Government bonds, hond brokers, and eommaoereinl bookkeepers,

Many banks are so filled up with Covernment seeuritios, Reconstruetion Finanee
Corporation and Commodily Credit Corporation eertificates of interest and obliga-
tious issued by the Federnl Housing Administration, that they are “loaned up®
and cunnot take eare of local eredit needs,

I believe in a privately owned commereial hanking svstem.  We must allow it
to be profitable or it cannot continune. Howevgr, there is no reason to allow n
commercinl bank to buy Government bonds with ereated money, except to give
thiem more income in order that tliey may be indueced to render publie serviee in
other ways. The banks are go londed down with riskless sceurities purehased
with ereated money that they do not have the urge to spend their valuable time
discussing the loan application of a small businessman or a furmer. A boy knows
better than to feed his hunting dogs before he starts out, Their profits last
yvear—1953—were the highest in history.

This trend in banking poses a serious question in anpther respeet.  Our Lotal
debts, ineluding both publie and private, ageregate aboul $640 billion. In order
to properly expand our economy to take eare of the 1 million new workers and
the 1 million displaced by machinery each vear, more debts must be ereated, So
we are fueing a larger, not a smaller debt burden. -

IT the debis are not ereated by local banks to provide for local needs, they must
be ereated elsewhere. If the Stuates, counties, cities, and political subdivisions
create them, another problem will be presented, since these debts will be in the
form of tax-exempt sceurities, They could be issued in suflicient quantity to
allow the big wealth of the eonntry to eseape any tax burden whalsoever.  Right
now, we need additional sehool buildings and facilities that will eost $10 billion.
If we require this money to be raised locally, it will enable the investors of $10
billion to enter a tax storm eellar and pay no ineome tax whatever to our Govern-
ment for any purpose—even to defend it in fime of war,

If the Federal Government is compelled to ereate the debis in order to expand
our economy, we will certainly have o “new look” in defieit finaneing.

Decisions of great importance are in the making right now conecrning the
support of the Government bond market,  This is another good reason why the
two wvacaneies on the Board should be filled without further delay. hese
decisions will be made soon by the Open Market Committee, now top heavy with
representatives of the private commereial banks, )

Assuring you, Mr. President, that my sole desire in bringing these matters to
vour attention is to try to be helpful and ecooperntive, and trusting that they
will be given consideration, | am

Sincerely vours,

Wriagar PaTman.

Cononess oF tuE UNtrep States,
Housk oF REFRESENTATIVES,
Washington, D. ', December 8, 195).

Hon. BrenT Srexc,
House of Representatives,
Washington 25, D. C.

Dear Mg, Cuareman: Hearings recently coneluded by the Joint IBeonomic
Committee have diselosed eertain aspeets of Federal Reserve operations thab
appear to require remedial legislation.  Sinee Banking and Currency is the
appropriate Commitiee to consider such action, T am setting forth the following
facts for your consideration. ;

As vou know, Federal Reserve open market poliey sinee the “necord’ of 1951
has evolved to the point where today open market transactions in Government
bonds eannot be undertaken unless specifieally anthorized by a majoritv of the
full Open Market Committee, This is u logieal result of the decision taken in
19561 to free the Board from responsibility to support the market for Government
bonds at their par value.

As a result of the operations of the Board under the new poliey, it is gencerally
conceded that Government bonds have diminished in attraetiveness and their
marketability has been impaired.  Long-term Treasury bonds ean still be mar-
keted, but only at excessively high interest rates.  This is necessary to compensate
for the new element of risk that attaches to the ownership of such bonds under
the poliey of nonsupport. .

Apart from the inerefised cost of markefing long-term bonds, the Seerclary of
the Treasury has testified that the solveney of trust funds of the Government,
whieh are invested in special issues, may be threatened nunder econditions requiring
emergeney withdrawnls,  Seeretary Humphrey testified before the Joint Feo-
nomie Committee (see attached) that under emergeney withdrawal conditions
speeial issues in the trust fund may have to be converted into eash.  To convert
these issnes into cash, the Treasury would have to market them, There is no
assuranee that in o “free market” the Government bonds in the unemployment
trust funds wonld sell for 100 eents on the dollar.  Billions of dollars of the savifgs
of Ameriean workinemen and women are heing needlessly  jeopardized by the
present paliey of leaving (he dstermination of the price of Government securities
o the private unregulatel forees of the money markef,
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In view of Secrctary Humphrey's allicmative reply to my suggestion that this
wis “a pretly good reason to consider some support for Government bonds under
certain conditions,” 1 believe that this has given us the basis for reopening the
question of the responsibility of the Federal Reserve to support the price of Gov-
ernment bonds at their fuce value,

Apurt from this, however, it is essential that solveney of the unemployment
and other Government trust funds be guaranteed by enacting legislation requiring
thie Federal Reserve System to redeem the special issues or any bonds that may
be substituted for them at their face value, in the event they have to be converted
into cash to meet emergency withdrawal conditions.

Another area that may reguire remedial legislation relates to the composition
of the Board of Governors and the Federal Open Market Committee.  During
the recent hearings of the joint committee, 1 again raised the question of the
tremendous power that the Open Market Committee has in shaping the course
of our entire economy. I did this for the purpose of indicating that while this body
vitally influenced the well-bei ing of all groups in the economy, these groups: were
not all represented in the decisions made by the Open Market Commnittee.

Prof. Fdward Shaw, of Stanford University, now preparing a history of the
Federal Reserve for the Brookings Tustitution, testified briefly on this point and
indicated the need for considering changes in the regulations governing repre-
senlation in the Systew, in view of the radical ehange in the coneept of the System’s.
functions and n-w]mu-ulnhlus sinee its ineeption 41 years ago. (See attachinent.)

L believe that these two arcas of weakness in the Federal Reserve System,
namely, the ek of assurance that special Government issues in the trust funds
can be marketed ab 100 cents on the dollar if emergeney withdrawal conditions
necessitate their conversion into cash, and the failure to change the regnlations
regarding representation in the System to parallel the radieal chunge in the Sys-
tem's funetions and responsibilities merit attention by the Banking and Cure
reney Comumittee.

Sincerely yours.
Wricnr Payman,

ATTACHMENT A

Lxecerpt from Seeretury Humphrey's testimony before the Joint Beonomie
Committee, December 7, 1954:

“% * * we should never fail to keep in our minds this thought, and that is that
the practice (of investing our trust funds in Government bonds) * * * does hold
this fear that we might just as well recognize, and that is that if—uand this applies
particularly to unemployment funds or fiiids that may not have u regular with-
drawal but that may have an emergeney withdrawal—in the event of an emergency
withdrawal an emergeney need for fmu!s, not only private funds will be wanting
to sell their bonds in order to turn them into eash to use the eash eurrently, but
the Government funds for the smme purposes required for an emergency purpose,
would do the same thing. 8o that we might run into a period where you would
have private funds snd the Government funds and a number of other people all
trying to realize, and private individual holders ns well who have lnid aside their
bonds for their prutt'(.tlon you might have an emergeney in which vou would have
an excess of Government bonds offered on the, umrkct, which would be—which
might present a serious problem for the time bung

Arracument B

Txeerpt from tcstimnny of Edward Shaw, Brookings Institution, before ‘the
Joint Keonomie Committee, December 6, 1054

“I think it is known in the historical contextk originally the Federnl Reserve was
not known at all as we regard it now. « In fact, a comparison of the present hear-
ings with the hearings of 1912, 1913, 19l1 wonld indieate very great advances m
our understanding of how central banks op(‘mm

“At that time the central bank was supposed to be essentially & passive instru-
ment in the money market, giving accommodation to legitimate business, com-
meree, and agriculture when it should necd it. It was not supposed to be, it was
not intended to be, an aggressive agent increasing or decreasing the supply of
money for some such goal as stabilizing price levels.

“Sinee it was felt the central bank was sbt up to insure there would-be adequate
eredit nccommodation for major eeconomie interests in the country, those interests
were represented, and sinee it was a mechanism for bringing the commercial
banks together into a tightly knit organization no longer suicidally inclined, it
wag felt the commercial banks b]lOllltit be represented, all this quite validly, I
think, under that original coneeption of central banking.

“This is no longer the conception of central banking that it should feed credit
to certain specific interests, so, I think the Congress might well consider soime of
the stipulations in the Federal Reserve Act regar ding the 1('pronoutution of certain,
spec ific groups from which are omitted, let’s say, labor unions. ¥ * #

“T should review these regulations to see w héther something more relevant tn‘
the general interest might nob be subsjituted.”
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I have, now, several proposals for amending title I, which is the
National Banking Aect.

THE OFFICE OF 'THE COMPTROLLER OF THE CURRENCY SHOULD BE
BROUGHT INTO THE GOVERNMENT AND BE MADE SUBJECT'TO AUDIT

Another operation which is not subject to an independent audit,
and apparently no andit at all, is the handling of Federal Reserve
currency by the Office of the C nmplml]m of the Currency.

1t was brought out at the hearings last summer llmt the Comp-
troller of the Curvency had, lhmuwh May 31, 1957, handled more
than $154 billion worth of this currency. {‘wt- p. 473 of part 1 of
hearings.) The Comptroller had veceived that much from the
Bureau of Printing and Engraving.  And, according to o letter to
me from Chairman Martin, slichtly more than $147 billion of this
had been issued to the Federal Reserve banks by the Comptroller of
the Currency; and a little more than $107 billion in worn and dam-
aged currency had been delivered back to the Comptroller of the
Currency for destruction. + (See p. 484, part 1, of hearings.)

I have looked into the question whether the currency handling in
the Comptroller’s office is audited twice, as has been said, and it ap-
pears not to be audited twiee, nor audited even once.

None of the functions of the Office of the Comptroller of the Cur-
veney is subject to audit by the General Accounting Office.  This is
beeause the Comptroller’s Office does not operate on approprinted
funds, but operates on fees colleeted from the banks, and so the Office
of the Comptroller of the Curreney is considered in the eategory of
those governmental supervisory agencies which @o on the theory
that they are owned by the banks. Furthermore, to make this
theory doubly elear and to cement it into the law, this bill contains a
new provision (in sec. 49 (e) of title 1) which savs that the funds

ou which the Office of the Comptroller of the Currency operales—
which come from assessments on the banks for examinations—*“shall
not be construed to be Government funds or appropriated moneys.”

I arranged to have assigned to me an auditor from the General
Accounting Office, and to have this man investigate and roview the
auditing which is done of the Office of the Colnphulh' of the Cur-
reney. This man, Mr. Edward W, Stepnick, who is an auditor on
the staff of the Civil Audit and Accounting Division of the GAO
and a licensed CPA in the State of Tllinois, has prepaved an expert
memorandum for me in which he points out some remarkable things,

He points outl that the Bureau of Accounts of the Treasury Depart-
ment makes onee a vear a partial andit of the Comptroller’s Office,
but this partial audit is not mandatory; it is made only at the request
of the Comptrollerof the Currency.  Furthermore, the Comptroller of
the Currency proseribes what parts of his Office are to be audited, and
what the scope of the audits shall be.

This memorandum states flatly that “cureency functions performed
by the Comptroller for account of the Federal Reserve Board relating
to the issuance and redemption of curreney’ are not audited-cven by
the Treasury’s own internal anditors.  In other words, the handling
of billions of dollars in Federal Reserve eurreney is not subject to an
independent audit by the General Accounting Office or by any other
independent auditor; it is not even audited by the Treasury's own
internal auditors, |

Me. Stepnick’s memorandum is ag follows:
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Commenes oxy Review or RErowrs Berarine To Avores or toe OFFICE OF THE
Cosrrronier or TneE CURRENCY

GENERAL COMMENTS AND COXCLUSIONS

A review was made of seleeted andit reports on the Office of the Comptroller of
the Currency prepared by anditors of the Division of Tuternal Audits, Burean of
Accounts, Treasury Department. A review was made also of various financial
and audit reports prepared by the internal anditor of the Office of the Comptroller
of the Currencey.

F- These reviews strongly indiente that avdits of Lhe Office of the Comptroller of
the Curreney are nol satisfactory, lrrgely beeanse they do not cover all the major

functions of the Office. \[(III'II\I'I, under existing audit ar rangeiments betweea
the Comptroller and the Burean of Accounts, it appears that the anditors of the
Bureaun of Avcounts are nol in o position to indes spendently determine the seope of
their andits.  Also, there are indieations that the Oflice of the Comptroller of the

Curreney has net been receptive in adopting what appear to be sensible recommen-

dations made by the anditors of the Buareaa of Aceornts ta improve accounling

operations in the Office.  Forther comments on these matters follow,

AUDITS OF THE COMPTROLLER OF THE CURKENCY BY THE BURFEAU OF ACUOUNTS

Audits of the Office of the Compiraller of the Correney are made annoally by
the Division of Interval Audits, Bureau of Accounts, Treasury Dvp,uluwlli.
The annnal audits appear 1'.rli-t|lml.v from a technical standpoint in the arcas
covered, and the auditors prepare good reports which carefully explain the scope
of the andit and which inelide epinions and recommendations,  However, the
annual audits are only partial andits in relation to the total oneations of the
Comptroller of the Cuyrreney beeanse important areas are omitled from the seope
of the examination.

The anunal anditz by the Bureau of Accounts are limits to the accounts and
records pertaining to the income and administrative expenses of the Offiee of
the Comptroller of the Curreney and to residual funds involvi g the liguidation
of insolvent national banks,  Beeause of this limited seope, (he andits do not
cover severnl Dmportant matters sueh s (1) enrreney fuoctiors performed by
the Comptroller for account of the Federal Reserve Boord relating to the issuanee
and redemption of enrreney, exeept the verifieation of expenses and assessments
refating thereto: and (2} fiseal activities under the control of the chief examindrs
in distriet field offices,  Also, the andits do vot inelude (1) a review of financial
transactions from the standpoint of complinnee. with legal requlrements speei-
ficully applicable to the funetions of the Comptroller of the Curreney; llllli (2)
a verification of supplics and equipment and eertain items devived from elosed
receiverships held for safekeeping.  The omission of these poatters from the
scope of the audit =eriously reduees the effectiveness and value of the audit
work performed. "

Morecover, the andit by the Borean of Accounts is made on the basis of a
reguest. from the Comptroller’s office, and its scope is determined through an
understanding between representatives of the Comptroller and the Burcan of
Accounts. Tt is elear that the anditors of the Burean of Aecounts nre not in o
position to independently determine the scope of their andits, and, inasmuch as
the audit is made on o request basis, it seems that o mere desire on the part of
the Comptroller not to be audited is all that would be necessary to discontinue
completely all andit work by the Burean of Aecounts. {

It was noted that the audit reports prepared by the Burean of Aceonnts’
auditors contained w number of recommendations desivned to improve the
acconnting operations of the Comptroller,  Only o few of these recommendations
appenr to have been adopted even thoush they seem very sensible.  For example,
the unadopted recommendations include sugeestions to” (1) deposit. with the
Treasurer of the United States funds in exeess of $300,000 which nre now deposited
in a commereial bhank, earning no interest or other apparent benefits for the
Comptroller; and (2) estublish an appropriste paveoll lae in lien of disbursing
payrolls on the Iast working «ay of the payroll period, It was noted nlso that
the Office of the Comptroller has been slow in adoptine fundamental aceounting
teehniques. A general ledger was not installed ontil 1054, and the aecounts are
kept on the eash rather than the neerual basis of acconnting. It nppears that,
the internal suditor of the Office has opposed rather than supported many of the
worthwhile andit sngeestions made by, the Burean of Aecounts,
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ACTIVITIES OF THE INTERNAL AUDITOR

Internal audit funetions within the Offiee of the Comptroller of the Curreney
are performed by the suditor for the Comptroller.  The internal audit system of
the Office appears Lo provide o detailed verifieation of finaneial transactions, done
as an extension of routine bookkeeping operations.  Internal anditing in the
Office appuarently does not include reviews of operations with a view toward
appraising the effectiveness of policies, procedures, and internal controls,  How-
ever, the internal anuditor does perform an annual inventory verification of the
eontents of the unissued Federal Reserve eurreney vault, |

The reports prepared by the internal anditor resemble accounting rather than
andit reports, and show detailed finaneinl data as to changes in each account
balanee with relatively little explanatory ecomment,  The reports eontain no
conelusions, opinions, or recommendations,  They give the impression that the
internal auditor is the chief bookkeeper and that internal auditing in the Office
of the Comptroller of the Currency is little more than o elerieal function,

‘Mr. Stepnik’s memorandum pownts out many other dangers and
weaknesses in the Office.of thie Comptroller of the Currencys: One
of the most fantastic ones s that nobody checks to see whether the
Comptroller carries out his legal vesponsibilities,  In other words,
as it is now, the Comptroller of the Curreney is o king.  He gets his
mouney from the banks he is supposed to supervise, and how and to
what extent he carries out his legal responsibilities, 1robody knows
and nobody can ask. -

A few years ago | had the Library of Congress look into this matter
of what Federal agencies collect funds from private sonrces and which
of those ecan use these funds without congressional authorization,
With some very minor exceptions, only the agencies which supervise
banking are authorized to spend the money they collect without
specific authorization, and without being subject to audit., The
memorandum on this subject is as follows:

Tue Lisnary or CoONGRESS
LEGISLATIVE HREFERENCE SERVICE, AMERICAN LAW DIVISION

Wasninaron 25, D. C., February 25, 1954.
To: Hon, Wright Patman. .
Subjeet: Federal agencies having independent sourees of ineome,

In response to your request of February 28, 1954, we submit herowith o revi-
sion of the memorandum originally prepared Mareh 6, 1952 on “Federal agencies
having Independent sources of income” whieh we have brought up to date.
This is u representative list of Federal agencies which have independent sourees
of income, elassified to show whether (al sueh income is availuble for expenditure
by the ageney without congressional authorization or approprintion. (b) it may
be spent by the ageney only with the aunual authorization of Congress, or (e) it
must be turned in to the Treasury nnd the expenditures of the ngeney puid by
moneys appropriated by Congress.

The following ngeneies colleet certain moneys which they are permitted Lo use
in aceordance with law without specinl congressional authorization or appro-
priation: ML L

Comptroller of the Curreney: .
“Assessments for bank examinations, 12 1, 8, (', 481, 482
Assessments against insolvent banks for expenses of liquidation, 12 U, 8. C.
196 :
Reimbursement by Federal Heserve banks for expenses of nobe issue and
redemption, 12 U1, 8. (%, 420
Federal Deposit Insuranee Corporation:
Premiums for deposit insurapee, 12 U, 8. € 1817
Interest on investments, 12 U, 8, €', 1823
Federnl Reserve Foard:- Assessments ngaingt Federal Reserve banks for expenses
of Board, 12 U, 8.C. 2_-13 : 5.
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Hone Loan Bank Board: Assessments for examination of finaucinl iustitutions,
24 C.F. R 12320, 12 U, 5. C. 143498
Department of Agricutture: Charges for inspection and cerlification of certain
farm products and license fees, 7 U, 8. €, 55, 490¢, 585
Department of Health, Edueation, and Welfare:
. Federal Credit Union fees, 12 U, 8. C. 1756
" Fees for examination of s ‘a{uud 21 U. 8 C.372a
General Serviees Administration: Feos for testing commodities, 5 U.8 C G30g

The following agencies are, to a large extent, supported from revenues of the
enterprises operated or supervised by them, or fruln the propert) ythey a(illunlnu,r,
but they must oblain special authorization to use monies in their hiands for
designated purposes, or in some cases, for any purposes,

Federal Housing Administration: 15 U, 8. C. 7124, Publie Law 176, 83d (,uugn."-ss
Home Loan Bank Board: 15 U. 8. C. 712a, Public Law 176, 83d Congress
Office of Alien Property: Publie Lm\' 195, 83d Congress
Commadity Credit Corporation: 16 U. 8. C. 712a, Public Law 156, 83d Congress
Export-Tmport Bank of Washington: 15 U. 8. C, 7124, Public Law 207; 83d Con-
aress
Federal Crop Insurance Corporation: 7 U, 8. C. 1508, 1516, Public Law 150,
83d Congress : )
Federal Farm Mortgage Corporation: 15 U, 8, C. 7124, Public Law Jﬁﬁ,-53d'
Congress :
Federal Lutermoediate Cre tlll. Banks: Publie Law 1536, 83d (?nngrv:-m
Federal National Mortgage Association: Public Law 176, 83d Congriess
Federal Prison Industries, Tue: Publie Law 195, 84d (mmrt o
Federal Savings & Loan Insuranee Corporation: 15 U. 8. C. 7124, Public Luw 176,
S Clongress
Inland Waterways Corporntion: Publie Law 195, 83d Congress
Panama Canal Company: Publie Law 153, 83d Congross
Production Credit Corporations: Publie Law 156, 83d Congress
Public Housing Administration: Public Law 176, 83d Congress
Reconstruction Finance Corporation: 15 U, 8. C. 712a, Publi¢ Luw 207, SJd
Congress
Virgin Islands Corporation: Publie Law 172, 83d Congress
Tennessee Valley Authority: 16 U, 8, C, 83112
The following agencies colleet certain moneys which are covered into the
Treasury and which ean be withdrawn ouly upon approprintion by Congress:
Attorney General:
Alicns and inmmigrants
Various receipts, 8 U. 8. C. 1356
Department of Agriculture
Farm Credit Adnnn|>.1mtiun—nasvmim-m-a for examination and supervision
deposited in speeinl fund in Treasary which is authorized to be nppropriated
for those purposes, 12 U, K, (' 832
TForest Service u-wlph( 16 U. 8. C. 580¢
Inspeetion fees, ete., 7 UL B, C 78, 149, 1614, 395, 415d, 499n, Blle
Rural l'.lerluiu‘ninm Administration—procecds of luuuh. in certuin eirecum=
stanees, 7 1, S, .C, 903f
Depurtment of Commerce ;
China Trade Aet Corporation fees, 15 U, 8, ¢, l57
Serviee and publications, fees and charges, 5, U, 8. C. 606
Nutional Burean of F\mml.mh fees for tests, ete. o I5 u. 8. C. 276
Patent Office fees, 35 U, 8. C. 42
Department of-Tnteriok:
1 I(é‘i‘{ug‘_hu]m from various power pru]mla, 14 U. 8. C. 820:5, 82551,
, 8341
G(-olu:{!utl. Burvey—sale of publientions, 43 U, B. C. 41
Grazing fees, 43 U, 8. C. 315
Federal Power Commission: Water power license fees und charges, 16 1, 8. C. 810
Seeretnry of the Department of Health, Edueation imd Welfare: Food inspection
fees, 21 U, 8. C. 24, 462
Post Office Department: Puqtnl revenues, 31 U. 8. C. 4905, 39 U 8. C. 786, ¢fs
39 U, 8. C. T4
Beeurities & Exehange ('mnml-r-\lou Fees for re ;,lstnllmn of see llrltll‘H nn.tiomtl,
seeurities exchanges and gualifieation of trust indentures, 15 U, S. C. Ty
TTgep, T8ee
~A complete list of agencies which receive independent income could be mutlh
only after a detailed examination of the entire United States Code, which eannot
be necomplished in 1he limited time available,  Aeccordingly, the ahove list does-
noti purport to. be comprehensive, either with respeet to the ageneies which
receive moneys from outside sourees or with respeet to sources of revenue of the
ugencies listed.

-

Manry Louise RAMBLY.
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REQUIKRE THLE BANKS TO COMPETE FAILRLY FOR DEMAND DEPOSITS

Next, we should consider repealing the provision of the law which
forbids the national banks to pay interest on demand deposits.  That
prohibition was put into the law 1 1933, in the depth of the depression.
At that time it was considered an emergeney measure to help the banks
out of the distressed condition they were in. The need for this
emergency relief has long since passed; and 1 think it would be well
for us to consider repealing that provision, so that we may have fair
competition among the banking institutions of this country.

As it is now, the competition for demand deposits which has sprung
up is the under-the-counter, discriminatory kind of competition.
The banks are paving some of their depositors—the big depositors—
in indirect ways, such as by giving favors and free services in making up
company payrolls, keeping company books, and so on, while not pay-
ing other depositors anything,

This is a bad situation; and one of the remedies which has been
suggested is that we repeal part of the law so as to legalize these in-
direct payments, but that would not make it a proper solution; it
would only expand and perpetuate the discriminatory competition.
If we remove the prohibition altogether and let the banks pay inferést
openly and direetly on demand deposits, that will go a long way toward
climinating the backdoor competition, and it will at the same time
stimulate fair and wholesome competition.  Certainly, demand de-
posits are the stock-in-trade of the commercial banks., Demand
deposits are of value to the bank, and it is a strange kind of law which
prohibits the banks from paying for the use of the depositors’ money.

If the committee™ does not recommmend repealing the prohibition
against paying interest on demand deposits, then T have as a minimum
an amendment to the bill which would make it unlawful for the banks .
to diseriminate among depositors in giving favors or providing - the
so-called “free services” to some depositors and not giving favors or
providing “free services” to all other depositors on proportionately
equal terms.

Similarly, T have an amendment which would make it unlawful for
a national bank to diseriminate among its depositors in the matter
of charges and fees for services rendered.  Sinee the commercial banks
are, in effeet, instrumentalities or you might say “wards” of the Fed-
eral Government—the Federal Government proteets them from com-
petition and grants them all kinds of subsidies—then the Federal
Government ﬁhm:!d gee to it that the banks do not diseriminate unfairly
among the people who have to depend upon the banks for services.

THE FEDERAL USURY LAW SHOULD BE STHENGTHENED, NOT REPEALED

The Federal usury law should be modernized and strengthened by
setting maximum rates of interest which national banks may charge
without respeet to any higher maximums that may be permitted by
State law,

There is an amendment in these financial institutions bills that-
would repeal the prineiple of National Bank v. Johnson, which was
decided by the Supreme Court 77 years ago.  If one provision in. these
bills (Title T, seetion 35) becomes law, it will permit every national
bank in the United States to become a loan shark office with no limit
on its interest charges.
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Now the only argument which we have been able to elicit insupport
of this amendment is that the supporters of the bill think that the
Federsl Government ought to turn its responsibility over to the
States.  But we all know that most of these State laws are oult-of-
date, too, and in practice the method of extending a loan by means
of a “conditional sales contract™ —which is the method most in use
today for consumer installment financing—is not regarded as a “loan”
under most of the State laws.  But under the Federal law, these
conditional sales contracts are deemed to be loans, and the Federal
law gives consumers and small-business men, and other borvowers
protection. A Federal Court of Appeals ruled in 1955 in Daniels v.
Iirst National Bank of Birmingham that a conditional sales contract
is o “loan” and therefore subject to the maximum interest rate
specified in the Federal law,  This was alter the Supreme Court of
Alabama had ruled that a conditional sales contract is not, under the:
laws of Alabama, a “loan,” “disconnt,” ecte., or other evidence of”
indebtedness which is subject to the maximuny interest rates:of the
Stale.

Now as to the srgument that State laws will provide proper pro-.
tection, we need nniv to turn to section 51 (Title 1) of the bills before
us. Here we find a new amendment which would place the national
banks beyond the reach of any State law.  So what we would have
under these bills is a very strange arcangement whereby the Comp-
troller of the Currency, a Fedoral officer, and a Federal officer unl
could police and enforce the laws of the States.  And as I have alveady
pointed out, nobody could police or even audit the Comptroller of
the Curreney. Y

We have heard an argument, of course, that seetion 35 of thes
bills would give the national banks parity with the State banks.
Well, even if we could aceept the proposition that we should allow
immorality to compete with immorality, this would still be an argu-
ment for having the tail wag the dog. The national banks account
for about 85 percent of the business and the State banks fm about
15 percent of the business,

The Federal usury law is now 77 yewrs old, and it is out-of-cate
and weak.  Many new kinds of paper have come into use for extend-
ing credit, and these new kinds of paper are evading the usury law.
Consumers, small-business men, farmers and all borrowers should have
a firm, :lum and positive protec tion against exorbitant interest charges
by the national banks. After all, the national banks ave, in effeet,
instrumentalities of the Federal Government. Agencies of the Fed-
eral Government maintain and protect these banks in a quasi-
monopoly position. In other words, the Federal Government actively
intervenes Lo pmlnlni the mm[u!mnn hetween and nmong banks
which might otherwise protect the public against usurious interest
charges, so Federal law must u[hlmntlw‘l\ rive the publie that
protection.  The Federal Government not only acts to limit com-
petition among national banks, but through the FDIC it limits and
restraing competition that mlght arise from State banks.

Clearly it is time—and past time—to modernize this law, to close
the loopholes that time has put into it, and to extend it to all of the
FDIC-insured banks.

1T will offer an amendment to put the Federal usury law in the FDIC
Act, so that all insured banks will then be under the same limitations
My proposed prohibition will fullm\ these principles:
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(1) No FDIC-insured bank can charge interest, fees, etc., which
may result in a cost to the borrower of a sum in excess of 7 percent per
annum. This includes both direct loans and paper purcl‘::sed from
another owner. g

(2) When an owner of the parer‘ sells it to the bank with recourse,
or with a guarantee, then the seller is counted as a borrower, as is the
original maker of the paper.

I don’t believe the banks should be allowed to charge 10 percent a’
month. I don’t believe they should be allowed to charge 5 percent
a month. But if this amendment goes through, it wiﬁ effectively
repeal both the Federal and State usury laws.

don’t think the bankers of this Nation want this. I don’t think
they are clamoring for it. I think there are only a few who are doing
this. But we must stop those few.

The bankers generally would not think of actually taking advantage

of this repeal 0? the usury laws. But a few would take advantage of
it and laws are made for the few. Therefore, we should prohibit the
few who would take advantage.
. Now, if anything would shock people, this amendment would shock
them. As much as is being spent for interest and service charges on
installment buying today, and to think that this Congress would even
‘consider taking the lid off and letting the national banks collect any
amount of interest that they want to collect. 1 call this the Ebenezer
'Scroc:lge amendment, because it is only an Ebenezer Serdoge who
‘would attempt to exact of the people any such extortionate rates and
+terms as would be permitted under this amendment. Our committee
should not hesitate in striking that provision out.

ALL FDIC-INSURED BANKS SHOULD BE PROHIBITED FROM WRITING
: INSURANCE .

. There should be a law, and T shall Fmposo an amendmrent Lo make
it a violation of the law for any bank to write life insurance or any
other kind of insurance. Any bank that is insured by the FDIC,

~That would include State banks as well. There is no reason why

banks should be in the insurance business. - L=
It has only recently become clear that the insurance companies are

Dot exempt from the Sherman Antitrust Act, with reference to the

ractice or coercing or forein ]Fpople who borrow from a company to®

uy their insurance exclusively from that company: - The Department
-of Justice now has on a drive to stop this practice. "It has the FBI out
making investigations, and it has grand jury investigations going.
This was all announced last fall. But when a bank sells insurance,
it has an sutomatic built-in_coercion. If these bills were enacted,
Ee would be ¢reating a loophole, a practical by-pass to the Antitrust

aws, s
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FEDERAL RESERVE BOARD GIVES THE COMMITTEE PARTIAL INFORMATION

Now, Mr. Chairman, I went through the audits of the Federal
Reserve banks, or at least the parts of the audits which they woudd let
us see. 1 asked that those audits be sent up here and they were sent
up for 5 years. [ guess it is the first time that the audits have ever
been gone through. Remember, these are their own audits. They selec-
ted the auditors, they gave the auditors instructions, they received the
audits themselves and they were considered private and confidential,
It was requested they bring them up to the Committee and permit me
to examine them and they did, in part. *

They furnished me part of the audits. Certain information. T
requested in connection with them has been refused. ;

For instance, I wanted the transactions of the Open Marktt Com-
mittee over certain periods of time but just recently 1 gol a letter
refusing that; they elaim they should not let us see anything later
than December 31, 1956, because anything later might reveal to us
their eurrent policies.

Also the board’s written instructions to the auditors are that the
audit reports are to be made in several different parts.,  The auditors’
comments and the information they have to report on the officers and
directors of the Reserve banks—their financial operations, market
speculations, and other such things ns a business auditor would
normally put in an audit report—are put in a separate report. Chair-
man Martin wrote me a letter refusing to supply the committee with
copies of these for our inspection. -

Also, I asked Chairman Martin to have tabulations made of the

rices paid and received by the open market account, and the Open
arket Committee refused that, beeause they said it would cost about
$4,000; and also they felt the informgation would not be “significant”.
They suggested that they might have the board’s staff meet with me
and the chairman of the committee and somebody else and see if we
couldn’t get up something else.

But this refusal and countersuggestion came after several months,
and, well, of course, the time is too close, now. So that was tantamount
to a refusal to furnish that very informative information ‘and needed
information.

But I did go over these partial audits and it will be shocking to you,
Mr. Chairman, to know that we have licensed an agency known as
the Federal Reserve System, under the Federal Reserve Board, which
has the privilege of going down to the Bureau of Engraving and
Printing and getting unlimited quantities of printed money—Federal
Reserve notes. Each note is anobligation of the United States Govern-
ment, just as much so as a Government bond. The only difference is
the money does not bear interest. The bond does bear interest. So
this Federal Reserve System ean obtain from the Bureau of Engraying
and Printing, unlimited quantities of currency to trade for Govern-
ment securities. Just as if the chariman owed $1,000 on his home
and he gave me a check for $1,000 and told me to go see the holder of
that vendor’s lien and pay off that $1,000 on his home. And I took
the chairman’s check and I earried it to the holder of that mortgage
and I endorsed the check to the holder of the mortgage to pay that
mortgage. The mortgagee at my request, transfers the mortgage
to me and then I hold the mortgage and every year I go to the chair«
man and say, “You have to pay me intérest on this.” .

- -
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Now, that sounds idiotie, doesn’t it? It would be idiotic. Tt
would not be allowed and it would not be tolerated. But we do
tolerate that same type thing in the Federal Reserve System. We let
them take $23 billion worth of Federal Reserve notes and trade them
for $23 billion worth of United States Government bonds; they
hold these Government bonds and they collect interest from the tax-
payers on them every year. Last year that interest amounted to
almost $600 million. ~ Now, they spend that money any way they
want to. That is taxpayers’ money. And then at the ‘end of the
year they voluntarily turn over, as they should have done all the
time, 90 percent of ‘the net ear nmgs to the Treasury. That was $534
mllllon, to the best of my recollection, last year. Ten percent they
I\LW in their surplus funds. That 10 percent is not needed,

e have an amendment in this bill to perpetuate that. What will
they do with that 10 percent? They have $1 billion approximately in
surplus funds. They are not used. They are not invested. They
are not needed. They will never be used. Neither is the so-called
capital stock.

f that capital stock had been put out at an interést rate of 3 per-
eent and the surplus funds had been put out at 3 percent interest, the
Federal Treasury would have over $1 billion today that it tloum t
bave. But these funds remained uninvested.

So they take this money and spend it as they want to.

As one illustration of the fact that the Federal Reserve System is
very generous with the taxpayers’ money when they are on the loose
under no Government supervyision, not even mdu(lmg an audit made
by the General Accounting Oﬁ'(v I am inserting herewith a table
«comparing the salaries |m|(l the Federal Reserve officials with Govern-
ment officials’ salaries.

This money for salaries is paid out of theitixpayers’ dnllzus The
Congress has no adequate control over the System, since it is privileged
by Congress to use the Government’s money that is printed at the
Bureau of Engraving and Printing and, therefore, the System doesn’t
ask for an appropration since it has unlimited amount of printed
money for use and is not under the scrutiny of the appropriations
committees of Congress.

The annual salaries of the principal Federal officials are:

President of the United States_ . _ _ _ o e 5»100 000
President, Federal Reserve Bank, New York ! ___ ,00
Pr(,bldf‘nt. Tederal Reserve Bmsk Chicago I e cicmmm— et 50, 000
Prpaldouts Federal Reserve Banks: Boston, Ph:]ndplphm Ric hlmmd

Atlanta, 8t. Louis, and Kansas City ' _______«_____1___.__ 35, 000
Vice President of the United States. . ___.______ 35,000
Speaker of the House of Representatives_ . - . . __________ 35, 000
Chief Justice of the United States .. __ . _____ ' LA 35, 500
Associate Justices of the Supreme Court___, ... __ . . _____ 35, 000
Presidents, Federal Reserve Banks: Cleveland, Minneapolis, Dallas,

and San FrRMiscn T Ly T St TP PP 30, 000

I 8alaries fixed by each Fodﬂral Resarve Bank, with approval of the Board of Governors under law passed
by Congress. Al other salorbes listed fixed by Cnn:n-m:

- And let me tell you some of the ways that they spend this money.

You take, for mslanm one way—I don’t know that T would want
to say much about it, it is on education of their employees—I am for
education, but I don’t know whether the Federal Reserve System
‘should pay the expenses of people going to school and college to the.
extent of thousands and hundreds of thousands of dollars a year out
of funds that are really public funds, but that is happening.

I don’t think they should be allowed to pay country club dues,
as they are. And bank golf tournament fees an{ll]commlssmns and prizes
and presents. But they buy Christmas remembrances -for persons
other than even bank vmplnvt‘os They have holiday season expendi-
tures, ahd they spend money for any purpose that they want to spend
‘money for. There is no restriction. There has never been an audit.
There is nobody to stdp them,
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UNUSUAL EXPENSES

One thing here 1T know will be shocking to the chairman. 1 amr
going to see if I can’t shock him on this: ﬁ‘hv.\' had a symposium ol
two days on consumer credit and they invited some speakers, and
they paid certain honorariums to these speakers. Two of them, they
paid $2,000 each. Four of them, they paid $1,600 each. Two ol'
them thcy paid $1,550 and $1,500, rt‘spvtuvely, and one of them $500.
Mr. Berrs. Who were the speukels?

~ Mr. Parman. 1 don’t know that it is necessary to mention their
names, but they are people who spoke on installment buying. 1If you
insist, I will put the names in; they are as follows:

Name Allilintion Tithe of paper Anount
Atlee, John 8. . 7| University of Pltitsburgh .. | Consumer Credit Expunsion: Mae- | $300.00
©orotconomie Analysis pnd  Data
Requirements,
Toblin, James. ... -1 Yale University............. Consumer  Debt  and  Spending: |1, 5o, 00
Blgm- Evidener from Analysis of
i Burvey
Andersen, Theodore A__. | University of (‘nii!uruhl at | Morket l’nutilw in the Cowsuwmer | 1, 550. 00
Los Angeles, Lending Industry. ’
Humphrey, Don D_. .. . | Duke University.. , Iugnluwm Credit snd  Business 1, GOO, (0
veles
Miller, Ervin_. .. __.____| University of Pennsylvania_ Ctz?smlh‘r Credit and Econonile 1, GO0, (X0
rowith
Bhay, RobertP.._....... University of Maine.______ | Consumer Credit Control ns-an In- 1, GO0, U
strument of Monetury Polley' for
Economle Stability, £
Bimmons, Edward C_._._ Duke University......._.... U:m?_l.gwr lfl‘.mtlt Contral and Cen- | 1, ok 00
ral Bunking,

Nadler, Mareous......._ .. New York University. ... .. Fag -Sltt::lndhy Consamer Credit | 2 000,00
{ oul X
Friedman, Milton________ University of Chlcugo aind Cnnsnmm Credit Conprobas an In- | 2 000,00
Natlonal Bureau of Eco- |™ serument of ‘Buibllization Policy.,

nomie Research,

Now, if that is not.spending money rather recklessly, 1 would like
to know what is—I1 am sure that is shocking to the chairman to learn
that the Federal Reserve System has the power to go out and hire

eakers, hive meetings and pay honorariums up to $2,000 and more .
'Pt.hey want to. That has been done clear across the board £11 over
the country. Not only that, 1 will tell you some of !¢ others.

" They pax dues and assessments to the American Bankers Associn-
tion, the American Institute of Banking, the private clearing houses,
the chambers of commerce, and others, and pay oflicers’ and cmploy—

ees’ fees and expenses for uttuldmg mectings of such organizations.

Examples:

 Richmond, 1953
> Deferred charges:

Assessment and dues:

American Bankers Association_ . . . - %350, 00
Richmond Clearing House Associntion e Y — 320 70
Robert Morris Associates_ . S SRR 108, 31
Richinond Chamber of Commeree . 158, 20

Advanced registration fees—meetings of bankers’ associations. 280, 00

-Dallas, 1956

Unamortized expenses of portion paid in advance—Assessment and
dues American Bankers Associntion___ $700. 00
Bank's contribution to Dallas Chapter Alli—.hll\' 1-Aug. 31, 1956 333. 26

St. Louis, 1955

Advanced regigtration fees for convention of National Association g
of \Bank Women__.._______._ AR S S R RO SR S $84. 06
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I haven’t seen where the Independent Bankers Association received
any of these generous gifts or any of these assessments or dues. But
the American Bankers Association has been the recipient and the
beneficiary of many substantial funds of what really means public
funds. We have had no accounting of it whatsoever. Dues to the
Clearing House Association, the American Bankers Association,
Robert Morris Associates, Richmond Chamber of Commerce—that
is just for one bank. It goes clear through the system.

hey pay expenses for training programs at the conclusion of
which—listen to this—“employees accept employment in other
commercial institutions.”

In other words, they let employees go to school to prepare themselves
for other jobs outside and the Federal Reserve bank pays their
expenses. If that is right, I don’t know what right and wrong is,

(Continuing examples:)

Philadelphia, 1952 :

Personnel: The 2-year training program at the Reserve bank continues in effect,
6 recent college graduates and 1 regular employee participating at the present
time. All 3 persons completing the training in 1951 acecepted outside positions,
and only 2 of the 5 individuals finishing the program in the current vear remained
with the bank. The mujority of the trainees accept employment in other eoms-
‘mercial imstitutions where the chanees for rapid advancement are more evident.
Philadelphia, 1956

In the area of training for executive development, the program of affording
‘opportunities for selected senior employees to attend graduate sehools for banking
and to enroll for other educational courses is being continued, I3 employees par-
ticipating at the present time.

Seven men are eurrently enrolled in the college trainee program. The purpose
of this program is twofold: (1) to develop future execeutive material for the Re-
‘serve bank’s staff, and (2) to provide trained banking leadership in the district.
Sinee the prozram was innugurated in 1946, 36 college graduates have completed
the 2-year course. Three of these men, one of them an officer, are at present
members of the bank’s permanent staff. The remaining graduantes, almost with-
‘out exception, are in commercial banking and we have been informed that they

“"are making rapid advancement in their institutions.

. They subsidize training of junior employees”in shorthand and
typing. Example:
New York—19562

Junior employees are encouraged to enroll for courses in shorthand and typing,
Reimbursement for tuition nnd other related costs is made on the saine basis Lo
these employees as to those who complete A, 1. B. and college courses.

They also loan employees to different drives, including charity
drives and others, and one of them was lent for 316 days. The
Federal Reserve bank paid him all this time. Well, maybe it was
justified, T don’t know, but it doesn’t look like a very good policy fora
public institution to be furnishing employees at public cost and
expense to serve 316 days a year.

(Continuing examples:)

Chicago, 1956

The bank examiners comment on leaves of absence as follows:
“The lending of this employee [a utility cle.k attached to the personnel depart-

- ment] to charitable organizations for an aggregate of 316 days in the year does

not appear to comply with the views of the Board of Governors on this subject
as expressed in its letter of September 25, 1951 (8. 1396)."

Boslon, 1956
Officer’s contribution to American Red Cross, $15:
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They have generous rules and regulations about leaves of absence
for their l'lll[)Tﬂ’\'t‘('S. “And paying registration fees and graduation
fees of different people working for the Federal Reserve bank who get
their education at the expense of the Federal Reserve and go out to
work for other commercial institutions and do not go back to the
Federal Reserve System.

They make expenditures for a dining room for bank guests. One
item here of $19,000. They ean give banquets any time they want to.
They can pay all the expenses of the banquets. They can pay
$2,000 to a speaker if they want to. All that comes out of the
Treasury. It is just the same as dipping their hands in the United
States Treasury, taking that money and paying it out.

Congress has never looked at these expenditures. Therefore, the
banks feel free to continue doing it. )

They have Federal Reserve (ffuh expenses,

(Continuing examples:)

Dallas, 195}

Deferred charges—bank’s contribution to Federal Reserve Club, $1,488,90.
Dallas (Houston branch), 1954

Bank’s contribution to Federal Reserve Club, $200.

St. Louis, 1952

Advance to Federal Reserve Club for expenses of annual picnie—seltlement
to be made when all bills are paid, $1,500.

They have all kinds of fees for research and preparation of opinions.
Theater tickets. Baseball tickets. When the directors complained
about the expenses being se high to go from these Federal Reserve
banks to the American Bankers Association Convention arranged for
they wanted to get their wives’ expenses paid too, whatever they got
that-done too. Notonly do the 108 directors of the 12 Federal Reserve
banks, Mr. Chairman, and the officers get their own expenses paid
but their wives’ expenses are paid too. How mucl, we don’t know.
There is no supervision. There 1s nebody looking into it for Congress
or for the Government. They are just doing whatever they want. to,
and they are encouraged to continue,  There is no limit.  They spend
money for everything imaginable for anything they want to.

(Continuing examples:)

Boston, 1953

Bank poliey established to reimburse expenses for officers’ wives at conventions,

“It is customary at several conventions which one or more of the bank's officers
are asked to attend for wives to be invited. * * *  On such oceasions, attendance

by an officer without his wife may give rise to an unfayvorable impression.  Be-

cause some of these meetings are expensive to attend, there may well be reluetance
on the part of some officers assigned to attend to take their wives, It would
therefore seem to be good bank relations poliey to encournge offieers to take their
wives on such oceasions, although of course their attendance remains optional,

“Thercfore, necessury expenses for wives of officers assigned to attend will be
nuthorized for such meetings as the New Hampshire Baunkers Assoeintion at
Portsmouth and at Whitefield; the Connecticut. Bankers Association at Man-
chester, Vt.; the Maine Bankers Assoeiation at Poland Springs; and the Vermont
Bankers Association at Manchester, Vt.”

I will place in the record a number of things. Like legal fees, $2,500,
For what purpose? I don’t know, W o :

Eighty-six theater tickets at $4.88 each; eighty-five baseball tickets
at one meeting, $1.85 each; fifty-seven theater tickets at $1.75 each,
for one group. Rl ) .

I'just mention those to indieate specifically 'what has been done in
the way of spending this money. ..t

The blanket insurance policies covering athletic accidents—they
are oul money on that, - 4 ' .

At the Minnespolis bank, they paid expenses for entertainment at
a meeting including musicians, basketball tickets, Iee Follies tickets,
dinner music, and football tickets. They paid the cost of a dinner
party. They handled collections of grain drafts for about 25 years
without.imposing any charge for these services.: :
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I have a list of expenses here like entertainment—who did the
entertaining—and the tickets and for different things that they spend
money for.

Another list of unusual expenses and assessments, such as for tle
American Institute of Banking. Imagine a Government ageney pay-
ing out money for dues to the American Institute of Banking, and the
American Bankers Association.

The Caammman. What were those banquets for? What was the
purpose of them? <

r. Parman, Whatever they wanted them for. There is no evi-
dence of what they were for, There is an item of expense like $36,000
for expenses to be met. There is no evidence as to who got it, what
they did with it,"and there is no reporting made.

Remember, these things are picked out of reports that were made
under the direction of the people who are being audited and investi-
gated. They are not going to put a lot of unfavorable material in
these audit reports—I just doubt that they would. If they did, I
do not know how secure they would be in their jobs in the Federal
Reserve banks because these audits are made by Federal Reserve
bank employees. They pay for dinners for employces groups.
There is plenty of evidence on that.

Here is just.one little expenditure of $1,773.70, in Kansas City.
They had a" conference there and entertainment—Eddie and Ruth
Jester, $75. Another one, $65. Anotherone, $75. Another one, $100.
A pianist, $20, EE

All the entertaiiment . expenses, paid any way they want to pay
them. The sky is the limit, because nobody is watching then,

The expenses to the Federal Reserve banks are unlimited so far as
I have been able to find through an examination of these reports.

They pay the cost of dinner parties for retiring officers; and while
the examiners sometimes “take exceptioy,” there 18 no indieation that
any action is recommended or taken on the “exception.” Example:
Minneapolis, 1956 ‘

The examiners take exceplion-to the following item: Cost of dinner party on
June 30, 1955, in honor of retiring assistant viee president. The party was
attended by 18 officers, 3 former officers, and 1 employee and 1 director, $281.60.

They perform costly services free of charge to private firms and
organizations, even nonbanks. Example:

Minneapolis, 1956 !
" GRAIN DRAFTS

The anditors make the following commuents:  +

“In 1955 the Department handled 916,000 city colleetions tolaling $785 million,
The grain drafts ineluded in this total were 788,000 in number and amounted to
$704 million. During January and Febrnary of 1956, approximately 107,000
city items totaling %106 million were handled. These figures include 84,000
grain drafts aggrogating $89 million. Tt is estimated that more than 90 percent

-of the latter were received by the Rederve bank from Reserve city banks located

in Minneapolis and St. Paul.  The Reserve bank has been collecting these drafts for
aboul 25 years and has not imposed any charges for its services. Effcetive Junuary
1, 1956, the Reserve bank made an arrangement with a large grain cooperative
and a 8t. Paul bank which serviees the co-ops’ aceount wherehy drafts drawn on
the cooperative are now drown'payable throngh the member bank with settle-
ment, through the Twin City Clearing House.  As a result the volume of grain
drafts handled by the noneash eolleetion department has been reduced by about
18,000 items per month. Having established this precedent, the Reserve bank
hopes that similar arrangements neeeptable to the grain firms and the member
banks ean be devised with respeet to the grain drafts drawn on other dealers.”

They pay large and unusual fees.  FExamples:

Folios 101-200--Lino Section
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Dirvectors and Offcer
(dinner |unsic)
Directors meeling to he ln,lu] 0( !u!ut 11!-“:1 —“1 I‘uullmll tI: kvts ______ = T, 40

Bt Louis, 1954
8G theater tickeis at $4.88 ench for musical comedy “Pal Joey",

Ineluded in the total eost of this eon

1 FBO - LINO

Nt Lowix, 1054
Loegal fee for veseareh aoed preeparation of an opinion on the applicability
of Tnhor nws to employees of the Pederal Reserve lank, $2,500.

Expenditures in connection with negotintion for purchase of building site,

There is an itew for purchinse of propecty in Tonisville, Ky, Puarehase price,
SHOM05; legal expenses, STOHOS: title insuranee mud miscellimeons expenses,
$2110.62,
struction, $25810.33, of a total of $484,775.03.

Arvchitects’ fees awd other expeuses pertaining to new building con-

They hire entertainers: buy football, baseball, and basketball
tickets; and hive musicians to provide dinner music.  Examples:

Minneapolis, 1953

SAN expenditures L L were reviewed to determine the propriety in eomplinnee
with the rules mud vegulations of the Reserve hank and the Board of Governors,
The following expenditnres were noted.  Included in total expenses of $1,305
incurred in counection with the Annual Conference of Personnel Officers of the
12 Federal Reserve banks on May 11, 1952 were the following items:

(1) Entertainment—Hol Wseo__ S0, 00
2) Toehuled in the total expenses of $1,692 14 incurved in connec-

tion with o conference of 9th Districr Bank Examiners on Nov, 2,
52, i the following item: Entevininment—0Clvde Snyder Produe-
tlon—8ehick's Sextet. o oo P I S 150, 00

Minncapolis, 1955
Fxamivers' conference held Nov, 27, 10954 ¢

Juanite'’s Entertainment Service (musicians and voealists) ________ $1040. 00
Bhort course n central bapking held Jan. 1 to July 1, 19355
26 busketball tickets___ —— N RS R i S oL G2 10
Tee Follies teketso G, (0
Total ol S BT I S 122, 40

7200

purehased for the use of direcetors and officers and their wives.  __ §419, U8

Megting held at St Lonis on June 10, 1954—ineluded in the cost of

meeting of $1,510.22 in the following items : 7
Purehased for use of divectors and otficers and their wives':

H3 baseball tickets nt $1. 85 el ___ $IGT.25
o7 theater tickets for the mnnicipnl opera at $1.75

each e e A M. 75

Total __ A e 257. 00

The banks made contributions to the Federal Reserve Society.
Example:

Boston, 1955

Reimborsable conrge—-Contribuntion to Federn]l Reserve Soclety, $12,000,
Boston, 1956

Contribution to Federal Reserve Society, $0,1040,

They pay the cost of setting up and operating new clearing houses.
Examples:

New York, 1956

Nussan County Clenving Honse, organized in 1953,

The Reserve bank agreed to pay the initial costs amd expense of the clenring
arvangement during n trial peviod of 6 months, and thevenfter to pay two-thirds
of the operating expenses less the coxt of hondling inteabnnk items:

Expeuses pnid by bounk Jnly 1958 fo May 1956 . ______ £1327, 050

The hank feels that this arrangement is ndvantngeons st serves td expedite
the colleetion of items and to reduce the tremendous numhber of items which
flow throngh the Reserve bank's r-lmu'hm JHrocess,

They pay for “conferences”™ of bank supervisors and examiners at
which entertainment is provided at bank expense. Examples:

Kanzag City, 1953

EXPENDITURES

Expenses incurred in connection with a conference of hank super-

FERToer e - BL9T070
enee \\{‘na th(‘ fnllm\ ing:

vigors nmd examiners on Mar, 23, 195

Entertainment Eddie and Roath Jester—_______ . ______ S i
Cedvie Al - A e s (]
'auline Dennizon and Viegil Woodside______ . 7
M T e R e e R 100
Chopin  pianist-_.__ e S R 20

I i i e i B S S e e A
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Thellus, 1056 .
Expenditire For entertaimment @ Bobby Williims=on, $100,

Musical entertabmment at o dinuer given on June 4 195G, for reprosentalives
of the 12 Federa! Reserve hanks who were delegittes to the National Convention
of the Xmervicnn Institute of Banking,

They make unspecified expenditures for holiday seasons.  Example:
Clicago, 156

Fixpenditnres for the current holiday season are expected Lo be sipproxinately
E1,900.00

("I'he it report does not indicate what disposition was ninde of these items,
or npon whose anthority the expenditures weee approved.)

They buy Christimas “remembrances”™ for persons other than bank’s
own employees. Example:
Chicago, 1956

Charge of December 23, 1955, covering expenses of Clhivistias remembrances

to persons other than bauk's own employees who rendered valuable services
to the bank during 1955, $1,5904,

They pay for employees’ golf tomrmaments, Example:
hicagn, 154

Deposit with country ¢lub for the ™54 Federal Reserve Bank golf tournsanent,
F100.

They pay for deluxe staterooms for officers to go on Chamber of
Commerce cruises, pay for gifts for divectors and their wives, pay
for pienics, and soon. Kxamples:

Clevetund, 19532 )

Cost of one delnxe stateroom nsed by two members of the head oflice on
June 16 to 20, 1932, in the annual ke cruise sponsored by the Cleveland
Clhunmber of Connnerce, $2495,

Expenses ineurved in connection with a joint westing of the Board of Di-
rectors of the hend office and the two branches held in Cineinpati o
June 11 awd 12, 1952, 55.417.

Incloded in the total cost of the above were the following ;

1. Rook Wood PPottery Co—favors for directors and wives, $165.

20 Johnson Boat Co,—08 passengers (ransportation on the Ohlo River,
S84

3. WLW Promotions, Tne——eutertainers, 150,

4. Taft Musemmn Garden Fund—honorarimn in connection with' serv-
ices of tomr gnices for wives of divectors, $15.

8. Bruee Browntield entertainers, $40,

“An smmonnt of $1.800 was provided for this meeting in (he bank's budget
for 1052, and on Mareh 13, 1952, the head office hoard of (rectors ap-
proved the sum of 3,500 for this geension,” "

Deposit with Cineinnati Board of Park Commissioners for use of plenle
Fronnds In 1953, $40,

They pay for luncheons for participants in community fund drives.
Example:

Clereland, 1953

Head oftice : Cost of Toncheons for varions wmembers of the 1952 Cloveland Com-
munity Fund Drive as gnests of President Gidoey, who was president of the
Clevelnnd Commmnity Foand, $79.20,

PPittshorgh Braneh: Cost of Inoeheons amd dinmers for division ehaivmen of
the Commnnity Chest nsx guest of Viee President Wossin, geneval clmdrman of
the Allegheny County Community Chest Campaign for 1955, $70.50.

They make loans of bank funds to officers and employees. Example:
New York, 1952 '

Authorized “officers’ fund” acconnt “ov loans to employees, $25,000.

New York, 1955
Reimbursable expenses due from officers and employees

Laomns onstanding £10, 752,71
Falneational loans 1. 548, 50

Dinine voom chavees L __ 124. 672
T 0 R A R C2TH. 88

Boaston, 1952

Tarms to employees, $1.247.

They pay the nsurance premiumg on “workmen compensation
policies™ covering officers and divectors, and pay for insurance covering
employees ngainst injury while engaged in athletic gnmes.  Examples:
Dallas, 1955

Faployers linhility coverange applicable to officers and divrectors ander the
workmen's compensation policy was inereasod from 307820000000 fo S50 /87500 000),
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Blanket athletie aceident expense : A poliey was proeaved at the head office to
cover medieal puyments arvising from bodily injuries sustained by lllt'lllbt‘t-t of the
Reserve bunk's softhall tea,

They pay for hospitalization and surgical insurance, including sup-
plemental death benefit preminms.  Examples:

San Franciseo, 1954

Deferved charge: Reserve bank's portion of fees under Reserve
bank’s group hospitalization plan charged to enrrent expense at end of
month, $2,248.25,

San Franciseo (Los Angeles branel )y, 1054

Retirement system contributions :

Supplemental death benefit - oo %8, 705. 00
Premiums, gronp hospitalization and r-mgwn! expense henefits

polley = e e e e e s 1, 819. 70
Deposit in connection with annnal dinner for employees with serv-

ice recovds of 20 Fenrs or MOYe. e e —— 50, 00

qmne of the Banks give the clearing house associations rent-free
space in the Federal Reserve Bank building. Examples:

Philadelphia, 1952

1.800 square feet :assigneﬂ‘tn Philadelphia Clearing House on rent-free basis, -
Boston, 195}
An office comprising 1,128 square feet has been alloeated to the Doston

Clearing House Association on rent-free hasis, in considerntion of Reserve
Bank's exemption from association dnes and asgessments,

8t, Louis, 1055

Leased TO5 square feet to the 8t. Lonis Clearing House on a rent-free basis.
San Franecisco, 1052

The Reserve Bank oceupies the entire head office building except for a small”
aren which the San Francisco Clearing House Association continues to nse on
a rent-free basis in lien of payment by the Reserve Rank of dnes and assessments
as paid by other members,

They mav rent-at nominal rates office space in the Federal Reserve
Bank buildings to private banker associations. Hxample:

P

New York, 1952 y

2,500 square feet of space leased to New York Sf.lte Bankers’ A«smiatitm
at $340.

Richwmond ( Baltimore hranch), 1052

A basement aren of 1.531 square feet is rented to the Baltimore Clearing
House Association at $50 per month. '

When it comes to making the bank premises Tush and plush. the
Reserve hanks spave no exnense.  They spend enough on the premises
to have them gold-plated. Thev have anditorinms and thev buy
organs. They bnild small dining rooms for entertaining banks'
g:ut":{'*;. presumably for small intimate parties_where there aren't
enough guests to feel comfortable in the large dining rooms, They
pmild roof aarvdens. Thev bnild parkine garages for bank personnel.
They acquire land and bnildings for future possible needs. They
pnv-] wrge snms to option land and allow the options to expire. They

my large architects’ and engineers’ fees, nsnally withont indieating
hnw the Tucky contractor is qe]erted and they pay for costly plans
for buildings that ave not built.

Thesze banks are sunnosed to be Timited by law in their spending
for hank premises. They are expressly forbidden to build or enter
info any contract to erect anv buildinge to cost in excess of $250,000
withouf comine to Congress for the anthorization.

But the Federal Reserve System has invented a new accounting
gvstem which seems fo eliminate mueh of the normal inconvenience of
any restraint on eapital ontlays. By this new system, they simply
charge capital ontlays to current expense.

They lease bank space to others. incInding clearing honse associa-
tions, and then meet their own needs by leasing space outside the bank
building.

Federal Reserve Bank of St. Louis
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The llwul nlh( ¢ building provides a total nf 307138 squarve feet of usable floor
gpatee, of which the Reserve Bank utilizes 293,800 square feet for its operations,
The remaining aren of 13,248 sqnare feet is ocenpied. nunder lease by the District
Chief National Bank Examiner, the Federal Deposit Insurance Corporatfon, and
the Chicago Clearing Honze ‘\mm fation. The rental from the<e tenants amonnts
to $2.816.03 per month, The expanding level of operarion af the bank has in-

- eregsed the space requirenments considerably. To meet this situation 10,528 square

feet of space has been leazed in the insurance building, 175 West Jackson Boule-
vard, directly aeross the street from the bank, and during the conrse of examina-
tion this leased area was augmente? by 5000 additional square feet.

Boston, 1953

An outstanding decorative feature of the entrance lobby is a relief map of
the First Pederal Reserve District earved in marble.
Richwond (Baltimore hrancly, 1952

The available spuce seems adequate for the hranch's operations at their cur-
rent level. However, the mlm.lgvment feels that additional space woulcl be
desirable to provide nemul service and auxiliary facilities. =

Richwmond, 1954
Expendifures in connection with the new building addition aggregated
$2.,551,3490.75. -
" Quarters on the first and third floors of the main lmilding were redecorated
and refurnished to provide for a reception area (first floor) nnd an exhibit
conference room (third floor) at costs of about §6,000 and $14,800, respectively.
Pi’nmdrlpl’un 1952
. Estimated cost of constroction of balecony on mezzanine, $.m 000,
Nt. Lowis, 1956:
Senlpture (estimate) - » e - : i e $8, 000
_Mural (estimate)__ > . = . 18,000
anion 1953

Cost of console organ purchased t’rnm the Baldwin Piano Cunfpmn' on December
23, 1952, and placed in the new auditorinm, $6,000.

St. Louis, 1955

The garage confaing a service center for bank-owned automoebiles hut is nsed
primm'ily as a parking avea for employees' cars,” A nominal parking fee is
charged for the latter accommodation,

Atlanta, 1055 |

# ® * with the anthorizaiion of the Board of Governors, construe I!uuyf a3-
story, T-deck parking garage for the use of bank persoungl was commenced on
this part of the property. When completed this structure will have a parking
capacity for about 140 cars, ' '

The constrnction contract was awarded on the basis of a low bid of $269.900
and, inclusive of architects' feex and other expenses, it is estimated that the total
eost will be $303,000, \

...Nf w York, 1952

* @ % 24145 for the erection of a p]altfmm on the rnnf of the Armf“c Building.
The constrnetion served two purposes: needed repaivs to the roof were made
and the employees were provided with a roof garden which has proved td be
highly popular with the staff. ‘

Philadelphin, 1952

Studies arve now being made of the advisability of the constrnetion of a joint
assembly hall and recreation room on the roof of 1111[]{"11,:: No. 1B at a cost of
about §150,000.
Chicaga, 1952

Projects ® * * at the head office comprise the ]avlu” of tile ﬂnnr!u:: and instal-
Iation of lockers in shower room * * * The largest undertaking completed was
the lemn\lel!ng of the anditorinm on the fifth floor. In addition to the recon-
struction of the floor and ceiling, new seats and lizhting were installed and a
movie sereen, cloak and storage rooms were provided, The anditorinm hag a |
senting ‘capneity of 240 persons and is used by the Reserve Bank for personnel
training throngh the medinm of motion pictures and for employee meetines and
other activities. The Réserve Bank has also made the facilities of the anditorinm
‘available to member banks and eother appropriate groups with related interest.

Boston, 1953 b\

There nre also provided such facilities-ns an auditorinng a renovated and
enlarged eafeteria, an employees’ recreation lounge, a medical section, and
clissronms, i

Atlanta, 1953

On September 23, 1952, the Jacksonville Branch took oceupaney of its new
building at 515 Julia Street. This distinetive structure ineorporates -many
fentures of modern design.  Dishursements to this construetion projeet amounted
to the total cost to date to $2,314,961.53.

r

K
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|PACE ASSIGNMEXNT

Fifth floay
Persounel Department @ smnplovees' eafeferin and lounge : infirmory @ Kitehen s
library : officers' lounge and dining voom : old fle storage : recveation rooun,
Althongh there is consideralle avea of nnnsged svace on the fonrth Hoor, the
management does not contemplate the leasing of any space to ontside tenants,

Richimond (Charlotte branehy, 1953
A new addition was, for all practical purpoges, completed doring the Intter
part of September 1952 althongh it had not been formally accented, The addition
which has increased nsalle space by apuroximately 64000 sonarve foet hins not
only sunplied ammle working aveas, bhuat has mde possible sieh faeilities ns an
auditorinm, eafeterin, an emplovees vecrentional bmnge, amd o libeary and
reading room.  These tozether with the excellent wodern lehting and sonnd-
proofing provide an efficient comfortable and afteactive working environment.

Dyitllers « Hopston Dranehy, 1056

The new hone of the hraneh will he of modern dexien and withont windows,
It will eonsist of a basement, three floors, a penthonse for elevator numchinery,
and a roof terrace and sun deck for the nse of employees,

St. Lowis, 1956
= & % 5 hid of $32.828.19 wasz accepted covering food service equipment to be

installed in the bnilding,
NI, Lowis, 1955

Chareeoff fo expense for furniture and equiviment purehases, ITn the vear 1054,
this mmounted to $I37T.805.20.  In the year 1953, this amonnted to $I87.2060.323,

St Lowis, 1056

It i planned also to replace the farniture in the Acconnting, Tiseal Asoney,
Safekeeping, and Money Departments, and $101,000 has been budgeted for this.
purpose.
Dallaz, 1955 .

Forfeiture of option money on tentative building site at Houston, $1,500.

St, Lowis, 1052
Expenditures In connection with expired options on sites for a proposed new..
Lonisville Branch Banls, $1.532.60,

Aflanta, 1955

Avchitects’ fees and other expenses rvelated o the Several nrodects thns
far paid total $F206.549.01 at the head office, $41.032.81 at the Birmineham
Branch and $20.208.24 at the Nashville Branch, Avchitects' fees totalling |
$34.343.23 were paid for work done in preparing nreliminary wlans and ‘eost
estimates in connection with an earlier and radically different destoen for the |
head office construetion.  As this fentative proposal was discarded the relevant
architects' fees were charged to profit and loss in 1954,

Chiragn, 1055 )

On a propesal to add four stories to the existing bank buildine.  After Tall
consideration that plan was abandoned awd $110.000 which had been expended
on it for arehitects’ fees and engineers' fees was charged off,

San Francigen, 1956

Loss on architects’ fees paid for services performed in connection with’ snb-
sequently disearded plan for proposed alterntions to head office bnilding. 1955,
$2,035.

Theyv expand bank premises bevond their needs. but hold shace “in
reserve.,” rather than making it available for rental:

Chicagn, 1953

Althongh the Tth and Sth floors of the new addition are currently not needed
for bank onerations, the manangement deems it advisable to hold this space in
reserve amd not consider making these avens availuble for rental,

Thev make purchases without approval—not in accordance with
even their own bank regnlations.
Richmond, 1055

Tarnings and expenges: “Tnder the Reserve Dank's procedure, neither the
disbursement vonchers nor the sopporting inveices hear any direct evidence
that the pnrehnses were approved in accordance with the Reserve Dank’s reen-
Intions.  This matter was disenssed with the management and we were advised
that apyvopriate revisions would he made in present procedures, so that the
vouchers woulid earey evidence of the necessary official approvals”

They acquire land and buildines and lease them for $1 per vear;
in one ease “in consideration of” the lessee's agreement to park bank
employees’ nutos for $4 per month. :
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Rirhhmond, 1952

Other venl estate consisted of two ]IIll‘!‘i‘l:- of Innd acquived For banking honse
prposes at Richmowd and Charelotte, the ook valone of these properties being
FHOGSHM ol 810850542, pespectively,  The head office figure reflected a
reduoction of 8050725 in the interval between examinations, representing the
net proceeds of Thesnle of 4 small portion of the b,

The Richmond property is located on North Eighth Street opposite the new
bailding addition amd is leased to o parking lot and filling station operator
for &1 per vear in cmnsideration of his agresment to park MWink-owned and
employess” automobiles for o nominal fee of 84 per month.

The Charloite |uu|u*|l\ ndjoing the Lranch lmiltlim: and is used as a free

parking lot for employees” automobiles,

Richmond, 1053

An unimproved lot adjoining the vear of the brauch of this boilding was ne-
quired in 1940 in contemplation of a possible enlargement of the present build-
ing, The cost of this propeviy, $10,56542.  The expenses, principally ¢ity and
connty taxes, inemrred in conpection with this property, amounted to $178.05
in the yvenr 1952, .
Run Francisen, 1952

Other repl estate carried at a book valune of £35.000, This property I8 cur-
rently nsed by braneh employees ag oo free parking lot.  Taxes are the only
item of expense on the property and mmounted to $817.80 for 1951, and to
F277.00 for the currvent vear to date of examination.
Ran Franciseo, 1953

The Tos Angeles property was aequired In the enrvrent year at o cost of
$320.817.  This property was acimived primarily to provide for possible fmture
needs of the branch, but present plans contemplnte conversion of part of it to
a parking area for employees’ enrs.
Dallng, 1952 , .

* % 2 While the management {8 eurrently negotinting for the par ase of o

o« desirable site, it is realized that “vecardless of the plan finally adonted the bank

cannot procead with any huilding progeam noder present conditions.”

Pliitadeiphia { Pitteburgh braneh), 1952

The remainder of the land is rented by this company under o lepse evniving
on June 23, 1954, for $6.445.20 per nnnnm, aymroximately the thx as<essment, nnd
is nsed as a parking lot. * * * However, plans for proceeding with the enlarge-
ment of the present buililing are being held in abeynnce gmmlmg congr essional
authovization of additional braneh bnilding.

Atlanta (Birmingham branch), 1955
One-half of the Birmingham property is nnder lenve to a commereinl p"nl.mf
lot operator at a monthiy vental of $300. The remainder of this pronerty and
the property at Nashville are enrrently nsed as parking areas for emnloyees’ enrs,
They let construetion contracts without calling for fixed-price bids,

New York, 1952 ! .
It was impraetical to attempt to obtain bids for this wor l\ on a fixed-price hasis
and it i now expected that the final rnst um\ t‘\('l‘t”d $ﬂd 5,000, by as mach as

£100,000).
They acquire properties ‘md pay m'(hltw ts’ fees i‘m‘ buildings not
authorized. :

Dallaz (San Antonio branchy, 1953 :
Accordingly, a site was purchased on July 1. 1952, and a firm of avchitects

hag been engaged to prepure plans for a dew building. “Any program of con-

struetion is, of conrse contingent ou the obtaining of appropriate authorization.”
Minneapolis, 1955 . ' /

The Board of Governors anthorized a total expenditnre of $5.105.000 which
iz intended to cover the construetion costs specified in the aforesaid contracts,
the architects’ fee, and a contingeney nllowance of $200,000.

This figure inclndes §81.524.34% covering architect’s and engineers’ fees and

other costs related to the present construcetion which were incurred in prior -

years and previously charged to profit and loss when there was no definite as-
surance that the pmiet ‘£ wonld be adopted.

Here are just a few examples of construction costs which are
charged to current expenses.

“Oeveland, 1952

“Also nearing completion is the installation of new doors for the security
court. The cost of this replacement is ‘estimated to be approximately $39,000
amnd the pntim .ummmt i= to be lhlll ged to current expense as repairs and
alterations.”

New York, 1952

Total costs $121.476 for alteration.in the zold vault were charged to (-urrent
expense on the theory that the alteration did not materially add to asset values
but served eather to make the alteration and wtilization of existing vanlt space.



” FBO - LINO

Attanta, 1955

During 1954 an incinerator was installed in the bagement of the nnnex baild-
ing at a cost of $15.287.08. The mmonnt was charged to profit and loss on the
assumption that the incinerator wounld have no salvage value. .

Cleveland, 1056
Construction costs of $135.000 alloeated to enrrent expenses.

Philadelphia, 1956

Constroction of a connter and lmrmn"’t-meni‘ of the serving area in the cafe-
terin, $2.588.

All of the expenditnres in connection with the projects mentioned above were
charged fo enrrent expenses. ’

TOSSES AND DISCREPANCIES

Some af the lnsses and the diserenancies in the nceonnts of the
Federal Resevyve hanks ave timly amazine.  All of these banks exneri-
ence tremendous losses of recistered mail containing deposits. seenri-
ties, and other thines of valune. Thev charge off or set nn reserves
amounting to millions of dollars for sueh losses. They have all manner
of Tocges and diccrananeiog in Hhe frindg and nranarty of the Regerve
banks. aceording to their own anditors. And when the General
Accounting Office hias oceasion to andit anv of their worlk. as when they
pav checls far the acconnt af the TTnited States Treasnry, the (Fovern-
ment anditors find losss which the bank auditors appear not to know

about. ;

e

Kanzas (City, 1952 ’

Losg absorbed hy Federal ‘Rmprw bank account ag resalt of delay in frans-
ferring fands for member hank, $83.22

Head office—difference aceount : This halance Iargely- made up of snbstantial
amonnts of differences relating to work processed in 1952 hy the Government
Card Check Secfions as o resnlt of the Government Cnrd Checks Section of the
Check Collection Department of the vecords of the bank were not maintained in
such a manner as to permit ready identification of the differences. aud it further
appeared that the Federal Reserve hank was inawarve of the existence of s=nch
large differences muntil thev were diselosed by the General Aecounting Office’s
awdit of enrd checks vald by the Reserve bank for the aecount of the United
States Treasury, $7.677.13.

Kansas City (Oklahowma City branehy, 1953

Bhortage in assorting teller's eash ot the Oklahoma City branch, $100,
Kansas City (Omale Branch), 1956 ;

Aundit revenled 25 $°(IO series T savings honds which Reserve bank's records
showed to have been part of uhnmwnt of unissned bonds forwarded to an
issning agent on August 3, 1955, were reported by agent as not having
-been received. i
8an, Franciseo, 105}

Um-nllw-fed engh items: Misronfed items forwarded to mplnlmr hanks and
other Federnl Reserve hanks— hnr;:m deferred to correxpond with availability
date of relevant ensh letters, $157,828.80,

San Francizeo, 1955
RECONCTLTATION

Understatement of aeceountahility of 7. 8. Gavernment seenrvities. __ $200, 000, 00
Uncollected eash items: Misronted 110111:-1 reforwarded to member
- banks for collection—charged next day__________ . 400, 170. 34

San Franciseo (Portland Branch), 1955
Aececaunts of member and nonmember banks and others

DEFERRED ACCOTNTE

~Missent item reforwarded as noneash colleetion __________ $271, TOH0. 58
Missent items reforwarded as noneash collection __ 46, T04. 21
Misronted items reforwarded to other Federal Reserve banks—

RS 1 R T R Y A S A 1,502, 57

San Francisco (Los Angeles Braneh ), 1954 :

A review of “difference account™ record disclosed vather frequent Transit
Department entries in snhstantinl amowunts oceasioned by improper handling of’
the rel;umt fransactions or by lack of due diligence on the part' of employees
in the department. “From the foregoing it a11peared to us [anditors] thut the
department needed closer supervision.”

Ban. Francisco, 195} : « ® ’
Aceounts of menber and nommember banks and others

DEFERRED ACCOUNTS
Uneollected cash ifems: )
Misrouted items forwarded to TFederal Resxerve banks—

CHATEEd BEXL RV s $42, 281. 67
Digitized for FRASER Missent items reforwarded as noncash collections. o 14, 100. 00
http://fraser.stlouisfed.org Due from member and nonmember banks________________ ' 1, 883, 221. 62

Federal Reserve Bank of St. Louis
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ITwes not include $530.752,16 at the Tos Angeles Dranch., representing missorted eash
ttems which were for mlml an Oet. 2, 1054, fn special eash letters to the nnks on which
deawi, Thix smount was eareled  in “IMFerence  aceount” at date of examination,
Adjusting entrles were made on Oct, G, 1954,

Nun Franciseo, 1056
fnsurance and fidetitp bonds

Head oflice Amount | Date clalm
filed
Bankers' hlanket bond: Money stolen from Reserve bank oilicer while trov l.'llllg -
on aflielnl business_ B — $00 | Oet. 20, 1055

Shipment of currency received by Reserve bank, claimed by shipping
bank to be $1,000 more than Federal lwae:ve count. Matter was
closed beeause of lapse of time.

Nan Francisco, 1954, Auditing -Department

The general anditor advised that one special investigation was made nnder his
divection daring the interim between examinations. It concerned a shipment
of currency received by the Iteserve hank on November 11, 19535, from the * * #
branch of Bank ¢ * * awd verified to contain $132,000.  The shipping bank
claimed that the contents totaled $135,0000  The general auditor's investigation
did not develop evidence of any irregnlarvities in the hadling of the shipment
at the Reserve bank and no formal claim has been filed by bank * * % More-
over, an investigation by the Federal Burean of Investigation at both the office
of the shipping bank amd the Reserve bank alse failed to diselose anything of
a suspicions nature which woutd warrant further ingniry, In view of these
cirenmstances, as well ag the lapse of time =ince the incident, the matter iz
considered closed.

Kansax City (Omaha branehy, 1956

Shortage of enrrency shipment made on July 1, 1955, to Omaha, ot the request
of * ¥ * hank (1'4_»1ultmr.-‘.enwln' from the honding companyy, $200.

Of the numerous reconciling items shown by a member bank, per-
taining to the acconnt maintained by it with Reserve hanks, 242
remained unadjusted, amounting to over 1 million. Fifty-nine
exceptions were more than 30 days old.

San Francisco, 1056
ACCOUNTS OF MEMBER RANKS

Officially execnted reconcilements were received from all the member banks
in the distrviet. Of the numerons reconciling items shown by bank * 2 ¢
pertaining to the accounts maintained by it with the Ieserve bank's head oflice

and Los Angeles Branch 242 remained unadjusted at the conclusion of the
examination, and are sumnavized as follows :

ITead oflice Numher Amount
ol items

Bank * * * debits.. o il Al $164, 248 28
Bank * * * credits . .

FRB debits. _
FRB credits.

L T e I e s R S e R e e e P 132 ASD, 486, 50
R e AT T e e N s A S TR Wy | 20 27, 089, 25
Bank * * * credits.. . (=] i 18 44, 531, 41
FRE debits. ... 2% M, 244. 22
FRB credits....-o.-. 3 46, 725, 34
g ) A VI KGRI o I R S AN T AN T 100 152, 500,22 '
Grand total. ... ...

42| £30.075.72

The majority of the foregoing items were of recent dating: however, 59 ex-
ceptions totaling $20,811.05 were more than 30 days old at examination date,

Deduetions from Net Harnings : Registered mail losses (year 1955), $44,457.63.
Richmond, 1952
WONCASH COLLECTION DEPARTMENT

Country eollections outstanding with colleeting agents consist of 333 itenrs, in
the total amonnt of $213.085.21, and were confirmed hy correspondence with the
agents concerned,

Examination of this funetion disclosed that one collecting arent was hnldlu.‘:
23 past due items which had matared in the period April 21 to June 9, 1952, All
bt 2 of snch items were subject fo protest.  Another ngent was holding 7 past
due ilems which had matnred in the period of May 1 to June 2, 1952, While the
records indieated that these items had been traced to the collecting banks, there
wis no evidence that the matter had receiv o consideration at the official level.
We were advised that in the future all past due items or instances wherein the

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



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

Y FRO - LINO

collecting hunks were not adhering fo the applicable instenetions wonld be hronght
(o the attention of the superviging oflicer, ’

Richwond, 1953
Tusnred losses recovered on mysterions disappearance of cuar-

rency reporfed DY o curreney Comter o oo e K300, 00
Loss sustuined in eoin shippent while in teansit from the branch
tobank * * ¢ North Carolhme on Joane 22 1908 o o ma o 18, 85

Loss on returned check om which the payee's endorsement was
nllegedly forged amd on which the Reserve Bank's prior endorser

el DO bRt el e A e 02 00
Richwond, 1954
Debit adjnstments in connection with errors in redemption of
suvings homds by paying ngents_ . ___ R O e R b Sty s el K - 2 7230, 00
Credit adjnstments in connection with errors in redemption of
snvings wnds by paying angents_ . 4, 540, 00

Embezzlement of 585,000 in enrrency 5[11111)0(1 by Federal Reserve
bank by a post office employee.
Phitudelphia, 1952

On September 17, 1951, the Federal Reserve Bank of New York, at the request
of the Federal Reserve Bank of Philidelnhia, shipped $85.000 in enrrency to
two member banks located in fhe thivd disteiet., These shipments were nof
received Dby the adidressees and the ensning investization by the Post Oflee
Depirtment revealed that the curreney was emhbezzled by a Post Office emploves,

At date of  examination, $68,004062 had been recovered on the loss: mud, ns
mentioned snbseanently nunder litigation, there is o possibility of obtaining an
additional $5.000. The wnnrecoversd portion of the shipments, $1G00538, is
being earvied in a suspense gceconnt pending determination of the nltimate loss
to be charzed to the reserve for registerad mail losses and Zor distributed among
the varvions Federal Reserve banks nuder the loss sharving agrevment,
Philudelphie, 1954

Cash department—difference account losses

T o e e ———————— e e e e £1; 058, 00
1054 Tounary to Aognst e 201,00
Philtadelphio 1936
Mysterions dizsnppenranee of a deposit apparently received from
the Tostmaster at * * = Ta., on Oct, 149, 1954—nor veported to
Reserve Bank wntil Janwaey, 1956 ___ £170. 00

Thhusually laree ervors in Check Collection Densnrtment.  The ree-
ords were in such nnsatisfactory condition that the/majority of dif-
ferences could not be Toeated.  The net debit differences of the Check
Collection Devavtment amount to $32,790 of which $22.3%4 was
charged fo profit and loss in 1952,

Buston, 1952

In the vrevions rveport of examination mf«-wnte was e to the anusnally
large differences oceurring in the Cheek Collection Departuent.  The manage-

ment attributed this situation primarily to the substantial increase in the volume . .

of ehecks handled and the necessity for operating under o dunl svstem during the |
period of conyersion from the nse of 0 hlock system, the usge of proof machines,
and the rather heavy tornover which hag resulted in a darvge proportion of in-
experienced personnel in the Deparvtment.  Tn the latter part of 1951 when it~
became apparent to the manager that the Adjustment Division of the Check
Colleetion Department did not have suafficient personnel to cope with the in-
creasing nnmber of differences, the division was incrensed on November 26,
from 6 to 42 employees,  Progress reports revealed the nnsatisfactory condition
of the records and indieated that the majority of the differences tonld pot he |
Incated. Corrective mensires were subsequently taken to see that in the futnre
the records wonld be eaved for and filed in sueh manner as to facilitate the
checking of differences. The Adinstment Division enrvently has a stafl of 25
employees, At December 31, 1952, the net debit difference of the Check Collee-
tion Department aponnted to $32. 790,43, of which $22054.7% war c¢harged to profit
and loss and the remainder of 81041205 representing net unlocated differences
for the month of December 1051, wag earrvied forward to 1952, In addition, net
debit differences ageregating $3.281.67 applicable fo the 1951 period, prior to
December were reported in 1952 and remained unioeated. However, only
£1.608.01 of the differences for the month of December 1951 remains nnloeated at
this time. The management helieves that completion of the changeover to proof
machines fully converted on August 6, 1952, and the continuance of the eom-
parative stafl stability now prevailing will result in increased efficiency among
the‘depnrtmental personnel and a mere satisfactory difference experienced ir
the futnre.

The many corrective mepsures as instituted by the management to expedite
the handling of checks and to eliminate the underlying ennses ereating differences
ix reflected in the progress noted above., However, continuing vigorons efforts
must be made if a further reduction of such differences is to be accomplished.

Boston, 1953 f

A special investigation of a diserepaney of $68 hetween the records maintained
by the I'nblie Relations Department and the Expense Department in reflecting
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the proceeds of the sale of a brochure published by the Federal Reserve bank
fndicated that this was cansed by inadequate bookkeeping procedures in the
'ublic Relations Department.

Reserves for contingencles :
Reserve for losses from fire and allied risks_.__ $380, 000, 00
Reserve for vegistered mail losses 80, 448,18
lmllill"ﬂllr Iiuhilir\' on acceptances purehased for
_____ 3 $1, 990, 773, 19

Lusses nnder lms -duum;_ agreement :
Pro vata sharve of ¢laim paid Pederal Reserve Bank of *hila-
delphia aceount net loss of $HLOO5.38 resulting from the
theft of curvency, totaling $85,000, shipped hy registered

IR o0 BEPE. AT, 290 e e e 748, 30
Boston, 1056 S .
Advanced traveling expenses . _ e 810, 252,00

Difference resulting from errvor in advice of charge received from
Federal Reserve Bank of New York covering its shipment of unfit
1A Tederal Reserve notes to the Treasary Department on Mar.
16, 1'1-:ti—mljnslml O NLRY: 21, J000L - s 10, 000, (0

Bankers" blanket Bond Amuunt !Iuh-lrllrlim Dute settled
e

Mysterions disappesrance of postal deposit: |
Recelved from the Postmaster, * * * Mass., on Mar, 20, !
R o e e e e D $260 | July 22,1955 | July 25, 1456
Recpived frnm tlw Pastmssu-r. & Msllle. on Mu.r. 3.
1055_. < e ::‘0 Sept. 15, 1955 | Sept. 28, 1055

Mr. Ciamaan, Tlele are some more examples for the record. T

believe that you W]l] find it quite educational just to scan some o6f
these items.

Chicago, 1952

Mysterions disappenrance of conpons detached from Government
obligations_________________ $465. 00
Charge by Burean of Engraving and Printing, Washington, 1. C.,
for fuml*-.hing new I'nerto Rico bonds to replace bonds 1m|t1-
© vertently ecanceled by Federal Reserve hank D07, 660
Ulmtljnuteﬂ exception of member bank account renreaentiug n
charge of Feb. 14, 1952, covering the shipment of 2 bags of
coing by insured mail which did not reach the Reserve hank__._ 402, 14

Ohicago, 1953 )
Loss in a currency shipment dispatched to Reserve bank, Oct. 14,

1962, from * * * .Bank, * * * Mich_____. e e e R i S e $#3, 050. 80
Loss ln currency shipment dispatehed from the Reserve lmnk on
December 17, 1952, to the * * * Bank at * * *, Ill.._____ s 7, 000, 00

Mysterious disappearance of Government conpons_______________ 465. 00
Chieago, 105} :
Under the loss sharving agreement, the Reserve hank absorbed a

net loss resulting from damage to a currency shipment of $7.000

in transit from the Reserve bank to the * * * Bank, * * * Ill., )
on or ahont Dec. 17, 1952_______ e 2 $775.00

Partial recovery on the Reserve bank’s share of 1 loss Huumine;]- in
1951 by the Federal Reserve Bank of Philadelphin_ . _______ 333,18

Fiseal ageney secnrities forming a part 'of the total accounta-
hility—not reported—adjusted during auditor's examination__. 1, 500, 000, 00
Mysterious disappearance of * * * School District honds shipped 4
by registered mail to the ’f‘re{murer, ®4. ¢ Dintrict, ® ¢ 9,

B o piions N et 5, 000. 60
Unlocated differenc s, vear 140 N i B A e e A e e 124, 0918, 22
Unlocated differences ]nnmu—y 1-May 28, 1954__i y 88, H22, 45
Chicago, 1955
Loss resulting from fanlty handling security tmnsmtlmm from
- member banks, 1954 _______ - i e S e e $22.41
Jin; I=Sept. 2, MM e o SES ~ 24,26
Loss resulting from wishandling of check reveived for collection”_. 2. 3040 00 ,
Loss of postmaster’s deposit of currency, Jan, 1-Sept. 2, 1955______ 220. 60
Mysterious disappearance of photostat equipment________________ 15400
Logs of mntilated enrreney oo o e 11. 00 _
Richnwond, 1952 ] )

Refunds due from nonmember paying uéeulﬁ—m adjust errors in ! .

eashing savings bonds. oo e —— $1, 016, 057
Transit Department differences—pending .nuustmout ___________ 1, TG, 44
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Claims wnder banker's blawdet bond

Shortage in assorting teller's cash disclosed by andit of Money Depart-

ment on May 6, 1952____ A - £1, 000. 00
Shortage in assorting teller’s easho oo _ .. 100, 00
Shortage in assorting teller’s cash 0. 00
Richwond (Charlotte hranchy, 1952
Shortage in Yy teller's 0ecom o o oo $200. 00
Shortage in shipment of unfit Federal Reserve bunk notes to Treasury

Department on ¥ar. 8L I8 . cuncassasdbssmacininiisneines 200, 00
SBhortage in coin teller's aceonmt o oo oo e 100, 00
Mysterions disappearance from coin teller's account oo ____ 24.75
Medical expense claim nnder blanket aceident policy, employee injured

while playing on bank’s softball ream___ 24, 00
Richmond, 1954

HMend office Amount Dulﬂo ';-:.ulm Date settled
CLAIMS UNDER BANKER'S BLANKET HOXND
Mysterious llisnp]mtrmw(' of mrmucy m[lorl.ul hy a mrmnsy ' : v
am]grtl.r = s e R, $100 | June 91953 | July 2,1953

........ W0 | Oct. 6, 1053

Medical expense blanket neeldmt mll.uy—empl.oyi.ea ‘infured
\llrhillI pluylug on bank’s softhall teams:

15 | Sept. 17, 1053

5 | July 10,1953

18 | Aug. 11, 1053

Nov. 17, 1053

at. 30,1053
Ju\y 22, 1053
Sept. 1, 1053

IRI'(TFI' nond ((,'hm'lon(: braych), 1954

i

Mysterlous d isn]:marmm: of eurmnfy from a slilnmcnl lo Troas-
ury Depurtment.. SR DR — $180 | Aug. 21,1953

.
Nov. 18, 1953

Richmond (Charlotte braneh), 1954
Loss arising from forged endorsement on check recelved for collection
in 1950 and on which prior endorser cannot be determined________
Unadjnsted exception of member bank reserve account avising from
Federal Reserve hunk's charge of Dee, 17, 1953, for return of a Goy-
ernment check on which payment had been stopped. Check re-
portedly had been issued in error and the bank clnims the check
wis pitid on proper identification and refused to aceept the charge.
The Reserve bank referred this matter to the reasurer of the
United States, Amount of exception

Richmond, 1955

Auditors’ verification of the $2,000 lmpressed fund carried with the

postmaster and incloded in miscellaneons cash items revealed that
the fund was overstated by $100 on the Reserve bank's books, ay a
© result of various ervors in charges to expenses for postage used._ -

$02. 50

100. 00

$109. 40

There were five unadjusted differences in the accounts of issning agents,
the nuditors were unable to authenticate the signatures on many of the recon-

cilements returned by issuning agents becanse the Reserve bank does
"tain n complete slgnature file on such aecounts.

Boston, 1056

not main-

Iarnings reduced by transfer to reserve for registered mafl lﬂH;lPR--_..*" 5, 307, 20

Difference account net losses_ ..

Atlanta (Head office), 1952

Shortnge in shipment of fit Federal Reserve nnten to Federal Reserve
bank of 8t. Lonis on May 21, 1951

Atlanta (New Orleans Branch), 1952

Shortage In shipment of currency to * * * Bank of New Orle:lns, La.
OROetoler el BIGE. 0 e e o

Registered mail los= in connection with shipment of currency to * * *
Bank. * * * Lonisiana on October 26, 1951

Atlanta (Birmingham Braneh), 1952

Auwditor's count of sorted currency forming part of the vault cash re-
yealed BN OVerhEe. . et

Attanta (Rirmingham Branchy, 1953 ’ _

Pro rata share of claim paid Federnl Reserve Bank of Philadelphia
aceomnt net loss of $16,995.48 resnlting from the theft of currency
totaling $85,000, shipped by registered mail on Sept, 17, 1951 ..

Atlanta (Jacksonville Branch), 1953

Shortage discovered Oct, 25, 1953, in bundle of fit $1 bill8 oo oo

Atlanta, 1054

Shortuge of Treasury Certifieates of Indebtedness.  “After the loss was
discovered, an exhaustive search was made of all working nreas

1, 553, 38

$100. 00

$100. 00
5. 00

"
£170. 00

$651. 76

100. 00



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

12 "BO - LINO

where the certilicates might conceivably have been, In view of the
fuilnre to find them despite the intensive efforts that were made and
the inability to trace them beyond their delivery to the vault ens-
todian, there 18 a strong feeling on the part of the bank that the
certiticates foll or were aceidentally hrushed off the desk of the yault

custodian into a trash basket and disposed of as wastepapet” 101, 000, 0J
{Hauta (New Orleans Braneh ), 195}
Mysterious disappearanee in corrency - $100. 00
Check Colleetion Department differenc vs—lmmllng adjustment______ 1,084, 72

Atlanta (New Orleans Beaneh), 195,

Tnadjusted exception dating quk fo 150 in (the reconcllement of
Resorve account of a wember bank in the New Orvleans Braneh terri-
tory representing o dednetion by the Reserve bank from credit for

wember bink's transmittal letter covering paid U, 8 savings bonds__ $190, 10
Trausfer to reserve for registered mail losses_ . 27,001, 34
Net loss on sale of U, 8, Government securities__ = 6, 279. 98

Atlanta (Nushville Brench), 1955

Loss in transit to Federal Heserve bank of New York of registered mail
shipment containing coupons.___ $1,338. 75

Atlanta, 1556
Shortage In shipment of $79.200 in currency received from Reserve
bhank by an Atlanta member bank.  On the basis of the information
furnished by the member bank, it appeaved that the shipment hal
been opened by one of its employees without the presence of a wit- )
11 e e P & - %300, 00

Cleveland, 1952

Dednetions from net earnings include— ’
(1) Delay in returning check to a member bank . - $350. 00

(2) 1. 8. savings bond issned in erroro o e 18. 70
(3) Chargeolf of architects' fees in connection with proposed - ;

provements at Cineinnati Braneh________ . ____ 4, 950, 00
(4) Refnnd of 1 day’s interest on loan made to memlwl bank to '

offset n deficiency in reserves resulting fu:m mishandling 1
of a seeurity transfer__ o 191,10

Cleveland, 1953

Deductions from net earnings inclnde—
(1) Loss rvesulting from a delay in pnrchase of secnrities for a

member hank, venr 1002 o e e e e s ———— £13. 75
(2) Refmnd of 1 day’s interest on loan made to member bank to .

offset a deflciency in reserves resulting frow the mishan-

dling of a security transtfer, year 1952 e 191. 10

Cleveland, 1955
Reserves for contingencies :

Reserves for registered mail losses: Balance, Nov, 30, 1953 $0S7, 2452, 23
Addd: Transferred from profit and loss, Dece. 9, 1953 - cceeeee e 0O, 472, 44
Balance, Sept. T, 1954 _______ i soo T2, TO4. 67

All other:
Balance, Sept, 7, 1954 (no change since last exmmination),
compos=ed of—

Such reserve for contingeneies oo oo eee 8,102, 000
Tteserve for losses not covered by loss sharing
agreement 1, OO0, OO0 1, TOE2, e, (0
Total 0, R2K, T4, 67
e

Clereland, 1955

Loxs: Unpaid missent check which endorsing bank refused to accept .
beeanse of delay—period Jan. 1 to June 23, 1954 235407
Savings bonds issued in ervor in the year 1954___ 232, 50

Cleveland, 1956

Loxs: “Fanlty handling of security transactions for member banks"._  $125. 00
Laosses on nnpaid missent check which endorsing bank refused to .

accept becanse of delay. 35497
New York ( Head office), 1952

The registered mail and messenger service policies (insurance and fidelity
bondsg) were revised and no longer inclnde coverage om gold or silver while
temporarily stored on any pier in the T'ort of New York or in the vaults of any
trucking ecompany : or on gold in transit between the United States Mint at San
Franeisco and the FPederal Reserve Bank of San Franciseo.

Reimbursement of $1,325.55 was made to o member hank in head office zone
for the amonnt of the increase in the premium charged on the renewal of its
hankers” blanket hond. The additional preminm resulted from the payment of
i claim of $26.000 in connection with the theft of a eurreney shipigpent in transit
to the Reserve bunk on July 20, 1948, and the amonnt wlmhursed to the member
bank was charged to the reserve for registeres - ail losses,

S v
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Noew York (Buflalo Braweh ), 1952

Sulisequent 1o date of examination, a charge of $300 to the reserve for pegistered’
il losses and o vecovery of $100 from the Post Otlice Depnrtient effected the
settlement of o los of $G00 in coin: this loss had ocenrred in shipment of currency
andd cobn to o member bank on April 7, 1952,

e to elearing house banks acconnt evvors in exchanges held in this acconut
pending adjustment by clearving house hanks affected, §185,220,
New York, 18952
Coin shipmnent of Apes 7, 1953, to the * * * Bank, * * * N. Y., lost

I e o s e e e e e i S e S, (0
Neow York, 1034
One exception to officially execnted reconcilements of aceonuts of

member bank was not cleaved o oo oo b e S200), (M)
New York, 1953 o
Disappenranee of coin shipment of 5200 sent by Reserve bank fo the

=2 % PBank of * * * N, Y., on Sepl. 28, 1%4—Net deduction for

ERAL R e s S e R R R e $150. 00
New York, 1456 3
Shortuge in unlit $20 l"t‘lh’llll Reserve Illl‘l-'i'- _________________________ £200, 00
Reserve for reglstered mail losses, 155 e i, LR 05

O Maveh 17, 18956, o special audit was made of all “Treasary tax and loan
aeconnts, as a0 result of information received that remittanee letters in support
of two entries, - totaling $4HL551L88 in the necounts of the 2 Treasney tax amd
lonn depositories. conld nor be fomud. The banks involved disclivimed any
knowledge of the transactions, and the awdit of the various seconnts diselosed
no basis for the entries in guestion,  Accordingly, the entries and the corre-
sponding eredits to the 17, 8. Treasarer’'s aceount’ were reversed.

On Maveh 19, 1956, a survey was condueted of the operations of the Delivery .
il Records Sections of the Safekeeping Department because of the number of
errors reported in the hoandling of securities. The survey disclosed some minor
exceptions, and ecertain recommendations were made to improve the controls,
Philadetphia, 1952

Awonnt of unissned savings bonds reported by the issuing agents nx stolen;
nid elaim for stock eredit was forwarded to the Treasury Department on De-,
cember 4, 1952, Difference short, $4,500.

Minncapolis, 1950

Loss: T'wo v pewriters belomging to Treasury Departiment,
Minneapolis, 1954

Mysterious disappéearance of eash item in Reserve bank, $06,
Nan Frapéiseo, 1956
Counterfeit currency:

e L TT ) L e R e TS S S P L PP P 243
Beplamber 100 o ST e e (11
Shortage in coin ilv|m~ett ot um-u‘tm e chargeable to depositing .bank,
L R IS 1 S S S I e LY P L e s e (1%
Money lost by or stolen frum n eximiner while on an examination
nsslgnment - e ———— 30
Money lost by an exmminer while on nn P\mnln.ttinn uxsimnm'ur ________ 45
Nt. Lowis, 1052
Bank of # # % ¢ » ¢ Ak —Shortage between ngent's llntmu-n and 7 ’
the Federal Reserve ank's balanee . _ - 22, (00
St Lowis, 1056
Shortnge in acconunt of issaing mgend ____ - ________ frrn s £5. 750
RESERVES FOR CONTINGENCIES L
All other:
Rpecinl vesorve for contingencies 2 L L2100
Reserve for losses in exeess of bi: |n]\r-r hunt! EONT P o e | LA 1]

Record of Tosses not covered by loss sharing a '||'1-||1('||l__ s TUND, (KN

0710, 000

Now. we' have possible law violations—a number of instances
involving law violations.

POSSIRLE LAW VIOLATIONS
Bostan, 1050
Mysterions disappearance of registered umil deposits forwarded by postmmster
fo the Reserve hank's Postal Deposit Unit,
New York « Buffalo BRraneh ), 1955
New York eferk in Cash Divigion at Bnffalo Branch admitted withholding small
amonnts of eash from incoming eash, s

-

nlawful bhorrowing hy specinl assistant examiner—by. inenreving dirveet n‘hﬂ*
indirect indebledness from certain State member bmlks .
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New York (Rochester Braneh), 1952 -,

Supervisor of the Return Checks and Government Paper Checks Division used
his position oh 2 or 3 oceasions to “kite” personal checks in the amount of $540.
Riclomond, 195}

Violation by supervisor in the Transit Department in the Baltimore Branch who
wis discoversd to have substituted an nnlisted chock of small amount enclosed
in an incoming eash letter for a personal check of similar amount which he
cashed at the bank., Further investigation disclosed sinrlar manipulation and
employes admitted to four instances,

Chivaygo, 1954
Two checks hind been raised in tlw ageregate amount of $180.
Minnvapolis, 1052
= Tmproper purehases of food wmv charged to cafeteria ulwriitiuu bhut converted’
to personal nses, -
Nan Franciseo, 1933
An employee found guilty of embezzling the sum of $2,000.
Loy Angeles, 1956
Defaleation by an employee in the amonnt of $4,445,

GENEROUS SUBSIDIES TO DI:\"TNG Rﬂﬂ)[ AND CAPETERLIA COSTS

They make generons subsidies to the emplovees’ cafeterias and”
dining rooms. The Board has anthorized the Il;lll!\‘i to pay up to
one-half of the costs. As previously pointed out, the total cost of all

. the eafeterins in 1956, according to the bank’s method of computing

these costs, came to $2.549, ()‘10. and of this amonnt the banks paid
$1.196.814, while the eafeteriag receipts took care of $1.3 million.
(See nt. 1, p. 569, of the hearines.)

T do not object to a fair subsidy for restaurants and cafeterias in
connection with a business. T think it is pretty well accepted practice.
But T think it is very unusual for the Government to have to pay 50
percent of such expenses, and eyen more. Furthermore, these audif
veports disclose that even the theoretical maximum of 50 percent is
an understatement. i

In other words, in the Federal Reserve banks, thev wet n $4 steak
for $2.  Over here at the Capitol, the members et a $2 steak for $4,
There is a little difference t!eve.

But having control of the pursestrings, they can spend any way
thev want to. - %

Hawever. T asked Chairman Martin Iast Anenst to snoplvy more
detailed renkdowns of certain of expense items ‘Jlm\ n in the Board's
renort for the vear 1956, and by letter of October 7. 1957, Chairman
AMarvtin snonliad g renort showine certain ﬂnf,n]ﬁ nf these exnense
items.  One of H1P exnense items shown in the board’s regnlar an-
nual report for 1956 iz for “printing., stationery, and supplies.”
Chairman Marftin's snpnlemental venorvt of Octoher 7. 1957, shows
that one of the charees eoine inta the eateoary “oripting. stationery,
and snnnlies™ wae &1.208.641 for “eafetoria food”™  In athor words,
the cost of cafeterin food alone inenrved in the 12 Federal Reserve
banks and the branches eame to slivhtly more than the Board has
renorted s« the entire cost of enfeterin operations in these banks and

-hranches. So it wonld appear that the cost of overhead—bank space,

Tiehts, water. all the expensive eaniniment and the dinine room fur-
nishings and perhaps even the nerscnnel—are finmished free hy the -
banks and are not counted neninst 1he 50 percent subsidy which the
banks have been authorized to make to the eafeterias.

T mieht add that two other items of oeneral expenses for which
Chairman Martin's sunnlemental renort oives detailed hreskdowns
ave these— /1) “frurnitore and saninment virehases™ and (2) “fur-
nitive and puninu'mnl rentals.” Tll(‘ hreakdovwns of these H(‘IHS ‘il‘l the
simnlpmental venart show ne charges of furnitnre and equipment for
the enfeterins or dinine room.

T will insert the snonlemental vepart snpnlisd by Chairman Martin
at a later place, so that all of this report will appear together,

GENEROUS RETIREMENT SYRTEN

And the retivement svstem of the Federal Reserve is elear ont of
Tine with that of other Government employees. T believe in a good ~
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liberal retivement systen, but I don’t believe they should have a better
system than the other Government employees because they work for
the Government.

They have a generous rvetivement system for officers and em-
ployees, and they make supplementary contributions to retired em-
{;lu_\'vex. As hias been previously shown, through June 30, 1957, the

anks and the Board had contributed $117.8 million to the retirve-
ment funds of the Board and the employees; plus another $2.2 mil-
lion; while the employees have contributed $63.6 million. (See pt,
I, p. 568 hearings.) The banks have on occasion made supplemental
contributions to the retirement system for supplemental death benefits
and for allowances for members who retired before qualifying for
Social Security benefits. ; '

Examples:
Boston 1953

Supplementary retirement allowanee for members retived before gualifying
for social security (Jannary—>May), $140,402,

~Boston 1956

Retirement system contribution—supplemental death benefit, $24,550.

St Lowis 195} ) }

Paymient to vetivement system to provide supplementary allowances for mem-
bers who retived before qualifying for social security benefits, $145,505,53.

DEFICIENCIES IN RESERVES OF MEMPER BANKS

There are all kinds of irregularities about the use of bank reserves:
They have never been looked into. Nobody has ever looked over their-
shoulder, -

They assess or waive penalties for deficiencies in member bank ve-.
serves on the basis of erroneous computations, or without authority.

They accept incorrect reporting of net demand and time deposifs for+
eomputing required reserves because of using only test checks.

Atlanta (Bivminghaw beaneh), 1952
The bank diselosed one instavee wherein a penaliy of $241.95 had been waived:

without authority ; however, prior to the conelusion of the andit. anthorization
to waive this penalty was requested from and granted by the Doard of Governors.
Minneapolis (Helena brgnel ), 1954

“It has been the practice to assess or waive penalties for deficiencies in reserves:
maintained by member inks on the basis of computation made by only one
employee of the branch, Inasmuch ag five erroneong computations had been
meade in the interval between examinations, we recommended that the accuracy
of the computation of all deficiencies and their resultant penalties, whether:
assessed or waived, be rechecked by nnother employee.”
Kansas City (Oklahoma City branch), 1956

A review of reports of net demand and time deposits and required reserves
submitted by all member banks for 1 reporting period disclosed & instances of
incorrect reporting at the Oklahoma City branch. TIn view of this it was sug-
gested to the branch management that instead of making test checks as had been
the practice in the past all. veports should be received to be checked for
correctness. :

San Francisco (Portland braneh), 1953

The following comment is made : !

“All penalties assessed and walved since last examination were reviewed.
The verification disclosed that a penalty of $46.03 was erroneonsly waived for -
the * * * in the period ended February 4, 1953, Inasmnch as this bank’s aver-
age daily deficiency in the period amounted to, $60.000, or $51.080 in excess of
2 percent of its average daily required reserve, the beard’s permission to waive
the penulty should have been obtained.”

Atlanta (Birmingham branch), 1954

At the Birmingham branch the audit review indicated that approximately
20 percent of the member banks were reparting deposit balances incorrectly for
Sundays and holidays. g

One Reserve city bank was improperly carrying reserves on a
- country-bank basis.

Dullas ( Howston hranch), 1953 "

At the Henston branch, our review disclosed that one Reserve city bank, a
small ontlying institntion, which opened for husiness on Junuary 24, 1953, was
improperly carrying reserves on a country-bank basis. Thisx member bank had
not requested permission to earry reduced reserves and the branch management ,
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inndvertently overlooked the reguivemient that the Board's approval be obtained
n sueh cuses in gecoridanee with the Boned’s letter of August 9, 1946 (8. 028),
This matter was brooght (o the altteotion of the Reserve bank management,
which in turn apprised the member hunk of t(he necessity for filing a formal
application for permission to earey reduced reserves,

Banks made unusual and unduly liberal adjustments in deficiencies
in member bk reserves withont official uu}l oval, These ndjustments
have been mude for banks which have been {-onhnmtly deficient in
reserves, Ixaniples:

Atlanta (New Ovleaws braneh y, 1954

The audit review disclosed this aunlyvsis adjustment of $250.000 for 5 days in
fuvor of the # 2 # seemed unduly liberol ion light of the undeclying cirewn-
stances, Mo remedy this situation, which wis o vepetition of a condition pre-
vailing at the date of the laost exmwmination, the bronch mansgement arranged
to advise the wember bunks concerned as to the proper wethod of veporting and
to lnsure were care by the raneh personnel in checking the reports. The
adjnstment was v the conipntation pertod ended July 22, 14953, Thix bank had
pledged $250,000 in Treasury bills with a State official. The bills watured
July 16, 1953, bat the mewber hank was nnable to obtain their release until
July 22, on which date the proceeds were eredited fo its reserve nceonnt. It
wus our view that these civenmstances were not sufficient basis for granting the
adjustment,

The Reserve hank wanagement agreed that the adjnstment was unduly libernl
and that all unnsaal adjnstments of this nature should have official approval
and- be so indieated on the record.

Atlanta (Newr Ovleans hraneli ), 19535

* # % [The snme bank] was deficlent in reserves in 17 computation periods
during the year 1954 ; it was deficient in 19 weekly reserve computation periods
during the year 1053, 8 of them being conseentive,

PENALTY PAYMENTS TO UNITED STATES TREASURY

Reserve banks pay the Treasury penalty charges with money that
would go to the Treasury anyway.

Kansas City, 1934

Penalty tax paid to the United States Treaxnry: On May 21, 1934, the
Reserve bank paid a penalty tax of £57.000 to the Treasurer of the United
States in accordance with section 16, paragraph 3. of the Federal Reserve Aet.
The cireumstances giving rise to this payment have heretofore been fully
reporfed by the Reserve bank to the Board of Governors and to the Treasury
Delmrtmept.

MEMBER BANK RESERVES AND OTHER DEFICIENCIES

Member banks have been defieient in reserves for as much as 40
percent or more of the computation periods in a year.

The audits revealed that there were numerous instances in which
agents were permitted to carry stocks of unissued savings bonds in
excess of their designations or requivements. Member banks’ collateral
security accounts frequently remained deficient for over the 10-day
period permissible under current Treasury regulations.

Chicago, 1952 ;

Three banks located in (he head office zone were deficient in reserves in
reserves in 40 percent or move of the computation periods for the year 1951
Chicago, 1955

The bank exmminers made the following statewent with respect to stocks
of unissued savings honds enrried by issning agents:

“A review of the izsning agent’s aceonnts maintained at the head office re-
veuled numerons instanees In which agents were permitted to earry a stock
of nuizsned savings bhonds in execess of their designations or normal require-
ments as measured by thelr sales,”

Concerning the bond flsenl agency department, the examiners made this
comment :

“A review of the collateral secnring the ncconntz dizcloged two deficiencies
which are set forth in the schedule section of this report. As indicated therein
both deficiencies were corvected during the examination, althomgh one was
permitted to eontinne slightly longer than the 10-day period permissible nnder
current Treasnry Department regulations.”

T'he Comptroller of the ('wrrency and the Federal Reserve System
Are Not Audited

Now, the General Acconnting Office has never audited the books of
a Federal Reserve bank, Federal Reserve oBard, or the Comptroller
of the Cmrrency, Mr. 7 hairman.

The office of the Comptroller of the Currency has lmndled over $154
billion worth of Federal Reserve notes; it has received this much from
the Burean of Printing and Iun"m\'m"' it has issued a major per-
centage of this to the Federal Reserve bnnk«:; it has received back a
lm;zp percentage of this for destruction; and it holds several billion
dollars worth i custody, yet none of tuese operations 1-3 subject to any
audit; they are not even audited by the Treasury’s own internal
anditors.



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

17 FBO - LINO |

The Federal reserve system, as I have pointed out, has never had a
Government audit. Tt has never had any audit by independent andi-
tors from ontside the system itself. There ave internal audits, made
by personnel of the system, and even these andits—taking them for
what they arve, internal andits—show on their face to be subject to
serious inadequacies and Tinitations,  The andit teams are supposed
to be made up so that the employees of one hank andit another bank,
but even this principle is rarely followed 100 percent. 1In practice
the employees of a particular bank ave on the team to help andit their
own banks.

Boston, 1952
The examiners horvowed from the anditing department of the 19 udeml Reserve .
sank of Doston 14 eniployees to assist in this examination,

BRaston, 1935

The examination of this hank was made with borvowed assistance from the
anditing department of the Federal Reserve Bank of Boston, a total of 23
employees and a total of 97 map-days.

Cleveland, 1952

The examiners borrowed from the andit department of the Federal Reserve
Bank of Clevelnnd 21 emnployees, and from the auditing deparvtment of the Federal
Reserve Bank of New York, 18 employees to assist in this examination.

Cleveland, 1053
The examiners borrowed from the Federal Reserve Bank of New York 20

employees, and from the andit department of the Federal Reserve Bank of”
Cleveland 13 employees to assist in this examination.
Cleveland, 1053

The examiners horrowed assistance from the Federnl Reserve Bank of New
York's head office, 14 employees of which were used in the Cleveland head’
office, G ewployees in the Cineinnati Branch, 8 employees in the Pittsburgh
Branch. TIn addition. the examiners borrowed from the andit department of the
Federal Reserve Bank of Cleveland 11 emplovees for the examination at the
head office, 4 employvees for the Clneionati Branch PX:]llllul[‘lml and 2 employees:
for the examination of the Pittsburgh Branch.

Cleveland, 1956

The Board examiners borrowed 24 employees of the Téderal Reserve Bank
of New York for the examination of the Cleveland bead office, the Cineinnati
Braneh, and the Pittsburgh Branch.,  In addition, the examiners horeowed from
the andit department of the Federal Regerve Bank of Cleveland 12 anditors:
to assist on the examination of the Cincinpati Breanch, and 3 aaditors to assist
on the examinntion of the Pitt<bnrgh Branch.

The examiners stafted that “all Federal Reserve notes il other eas<h on
hand were verified by ns, onr procedunres inclnding a detaibd pieee connl of
quantities we considered adequate for test pnrposes,”™

The examiners borrowed five cmployees of fhe Andil Deysoriment of the
Cincinnati Branch to assist in the examination of the Cincinnati Draneh,

Three employvees of the andit departisent of the Pittsburgh Breanceh were |
nsed as assistants in the examination of the Pittshurgh Dreanch,

New Yark, 1053

The report indieates that the examiners horrowed from the Federanl Reserve
Bank of Boston, 24 employees: Cleveland, 25 employees: I'hiladelphia, 15 em-
ployees: and Richmomd, 25 employvees,  Additionally, personnel was borrowed
from the amldiling denavtment of the Pederal Reserve Bank of New York, A total
of 14 employees were horrowed from the New York bank.

New York, 1955 _
In the examination of the Bulfalo Teanch of the New York bank, two em-
plovees were horrowed from Cleveland and fwa employees from the anditing
department of the Boffalo Branceh who were used to assist in the examination.
The vepori indicates the following horrowed assistanee in the condnet of the
examination of thiz bank and itz Buffale Breanch: Borrowed from the Federal
Reserve Bank of Boston, 25 employees: Cleveland, 25 employees: Philadelphia,
B0 employees: “if'hlllulltl. 25 emploves: also nsed were 27 employees from the
anditing department of the Federal Regerve Dank of New York.
Phitedetphia, 1053
The examiners horrowed from fhe anditing department of the Federal Reserve
Bank of Philadelphia, 15 employees to assist in the examination,
Philadelphio, 1955
The examiners horedwed Trom the andif division of the Federal Reserve Dank
of Philadelphia, 19 employees; for a total of 199 man days to assist in the
conduet of this examintion.
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Riclonond, 1953

The examiners borvowed 5 employees frow the Federal Reserve Dank of New
York. and 4 employees from the anditing department of the Federal Reserve
Bank of Richmond to assist in this examination.

Richmond, 1955

15 eniployees of the awliting department of the Federal Reserve Bunk of Rich-
motd were nsed to assist in the examivation of this bank and its branches.
Richmond, 195G

In addition to assistance borrowed from the FPedernl Reserve Bank of New
York for this examinatym, the examiners used 15 employees of the auditing
divisgion of the Federal Reserve Bank of Richmond for the exammination of the
head oflice.

These internal audits of the Federal Reserve banks have many limi-
tations with respect to verification of currency, checks, ,‘_"0]5,.1111(1
securities. Frequently the banks’ andits do not conform to the recom-
mended procedures of the Conference of Auditors and the audit comn-
mittees of the boards of directors of the banks themselves. The audit
committees override the recommended procedures of the Conference of
Auditors. Sometimes andit conumittees of the board of directors fail
to meet even once a year. lixamples:

Atlantu, 1955 Colluteral and custodics
The verification of collateral and eustodies is subject to the following

qualifications :

(1) The general anditor's certification was accepted covering $15,510,000 in
unfit silver certificates held nnder andit control ;

(2) Nonnegotiable notes held at the head ulllw for the Commodity Llcdlt
Corp. and curvied at their face value of $171,208047.61 were not counted or
contirmed;

() United States savings bonds held for individuals (these bonds are non-
pegotinble and nommarketable obligations) were not connted or eonfiviied.
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Chicago, 1852, audiling depariment

By the authorization of the audit committee of the board of divectors it conw
tinues to be the practice Lo make 2 rather than the recommended 3 andits of the
check department at the head office,

Chicago, 1953, audiing depurtment

By the authorization of the audit ecommittee of the board of directors, the
practice of making 2 rather than the recommended 3 audits of the check depart-
ment at the head office was continued in 1952,

Chicago, 1955, auditing department

The examiners make the following statement:

“There is a regularly constituted andit review committee of the board of directors
which in the past has met annually; however, a mecting of the committee has not
been held since January 1954." : '

Cleveland, 1953

In accordanee with the praetice authorized by the andit review eommittee of
the board of directors, the audit department's analysis of reports of net deposits
submitted by member banks in connection with reserve requirements, embraced
only 1 reparting period for egch member bank in 1952, instead of 4 s recom-
mended by the conference of auditors.  In the eorrent veur the number of these
analyses had been inereased to two, whicel will conform with the revised frequeney
established by the conference in 1953,

Cleveland, 1955
. The examiners make this statemient:

“Effective January 1, 1955, the audit review committee of the board of di-
rectors authorized the general anditor to discontinue the direet verifiention of -
pledged seeurities with the pledgees, exeept seeuritics being held subjeet to the
order of Federal agencies,”

Dailas, 1952, awditing department

The completed 1951 audit program for the head office and branches substan-
tially conformed to the minimum frequencies recommended by the conference of
auditors. However, agents' eash at the branches continued to be audited only
3 times a year instead of the minimum of 4 audits annually,  This varintion
arises from the faet that the branch auditors also aet as the Federal Heservo
‘agents’ representatives which precludes their muking n verification of such
holdings as a braneh andit funetion.  Consideration is being given to designating
employees other than the branch auditors to aet as the Federal Reserve agents'
representative at the respective branehes,  When the proposed ehange is nccom-
plished, the braneh aunditors will be able to verify such holdings as part of their
audit program and the present deviation will be eorreeted.

Minneapolis, 1952

With the authorization of the audit committee of the board of direetors, it
continues to be the practice to reconeile reserve, clearing, and deferred eredit
accounts to member and noninember clearing banks 3 times annually rather
than 11 times as recommended by the conference of auditors.

Minncapolis, 1953 '

In accordanee with the praetice adopted several years ago, reserve clearing and
deferred eredit acconnts o{l member and nonmember elearing banks are reconeiled
3 rather than 11 times annually as recommended by the conferenee of anditors.
This variation from conference frequently has been authorized by the auditing
committee of the directors, :

Minneapolis, 1955

In secordanee with a practice followed for many years and with the sanetion of
the andit committee ufl the board of dircetors, reserve, clearing, and deferred
eredit accounts of member and nonmember elearing banks are reconciled 3 times
pur1 annum rather than 11 times annually as recommended by the conference of
auditors.

Minneapolis, 1956 .

The examiners make the following comment:

“With the approval of the audit commitiee of the hoard of direetors, this
department observes o minimum frequencey of 3 peconcilements annually on
reserve, clearing, and deferred eredit neconnts of member and nonmember elearin
banks, instead of the minimuwm of 1 such verification a year as recommendeg
by the econference of auditors.  During 1955, these accounts were reconciled
4 times at the head office and 3 tinies at the Helena braneh," .
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New York, 1956
ACCOUNTS OF MEMRBER AND NONMEMBER BANKS AND OTHERS

Cheeks and drafts held over in the cheek and Government eheek departments
amounted to $52,284,200.096 and consisted of approximately 319,000 items; of
these 7,181 items totuling $1,696,051.52 were verified by us. The examiners did
not undertake a verifieation of the remainder beeause to have done so would have
unduly disrupted the work of the check department and delayed the preparation
of the items,

COLLATERAL AND CUSTODIES—GOLD BULLION AND COIN

The examiners accepted from the general anditor, inder whose direetion an
independent fiseal control is maintained, his certification covering the total
holdings of gold bullion und eoin.  The total held $5,87.1,724,940.02, or 84.57 per-

cent, was independently verified by the examiners cither at prior exmmnina-
tions or during the current examination.

They have bank examiners located on fiuhl staffs who also serve as
fiscal reserve agents and as alternate assistant Federal Reserve agents,
This situation scems most inadvisable,

Minneapolis, 1956

The examiners indieate that included in the field staff is n senior examiner,
who is also assistant fiscal reserve agent, and 6 examiners, 1 of whieh is also an -
alternate assistunt Federnl Reserve agent.

VERIFICATION AND DESTRUCTION OF CURRENCY

Now, if there ever was a disgrace, it is Congress’ permitting people
to have complete control of United States cureeney who do not con-
sider themselves obligated to the Government, at least—not even a
Government employee.  Some of these employees of Federal Reserve
banks are, but they are not willing to admit it, and they t.lfJ not
concede it. They elaim they are not.

They have charge of destroying the worn and mutilated (‘m*mn(‘y
And, of all the irregularities and svmnmglv dishonest dealings in con-
nection with it, you will find plenty of eye openers in these reports that
even their own auditors made about the irregularities in handling the
tremendous amount of money that is destroyed ‘every year, an th..
loose fashion in which it is handled.

Up at Pittsburgh, a cyclone or a heavy wind hit the city while eur-
rency was being destroyed in the munieipal incinerator and seattered
money all over Pittsburgh, Pa. The only reason we found out about
it through the newspapers and they had to redeem a lot of that cur-
rency beeause it wasn't burned and under certain conditions it is
redeemable,

o There are other cases just as bad as that throughout the United
tates. ]

In July of 1953, the Federal Reserve banks took over the destrue-
tion of unfit United States currency which had previously been

“handled by the Treasury Department. The principal reason given

for the changeover was to save the expense of transporting the
currency back to Washington for destruction—the only possible
savings since the Treasury reimburses the banks for the actual costs
of destruction, Howvvm‘ one expense not considered was the costs
to the Federal Reserve banks and branches for the installation of
incinerators and other equipment for destruction. These costs the
Federal Reserve banks have charged off to current expenses, therehy .
reducing their revenues and amount of money paid into the Treasury
by the Federal Reserve. And the savings to the Government, if
there have been any, have been at the sacrifice of less security-over
United States currency. .

The banks have destroyed around $8 billion of currency since
1953—and this without Government audit.

The banks have employed inadequate controls over the destruction
of United States curreney. Although their own auditors recoms-
mended methods of improving procedures, the same weaknesses
continucd throughout the System year after vear.

The following are examples of In.k of security in the destruction
of currency by the Federal Reserve banks.



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

3 XQ
MONO. SECTION

Even when there are provisions made for dual control of currency,
they do not maintain it continuously,

Curreney verifiers do not execute a receipt to the destructors for
canceled curreney turned over to them. '

Appropriate records of test errors inserted in currency were not
maintained. : Y

Incinerators were not cleaned before and after destruction of
canceled currency. ' :
'Cleveland (Cincinnati Branch), 1954

* % # it was observed that dual control of the canceled eurrency was not con«
tinuously mauintained as preseribed by the rules of the Reserve bank.  Specifieally,

-1 lot of canceled eurreney was delivered to the eurreney verifieation unit by 1

employee of the eash depariment instead of 2, and only 1 representutive of the
currency verifieation unit inventoried and receipted for the lot of currency at the
time of its acceptance from the cash department,

Clevetand (Cincinnati Branch), 1955

Ou the basis of the audit review of the operations, it was suggested that existing
procedures be supplemented in the following respeets: (1) That dual control be
maintained over canceled eurrency from the time of cancellation to the time of
delivery to the curreney verification and destruetion unit, (2) that the verifiers exe-

‘eute a reeeipt to the destructors for the canceled currency turned over to them for
_verification, (4) that the nnit maintained an appropriate record of tesl errors

inserted in currency to be verified, (4) that the incinerator be eleaned and inspected
before and after the destruction of eanceled eurreney so that the ashes from the
curreney will not be mingled with the residue from other matter burned in the
incinerator,

Cleveland (Cincinnali Branch), 1955

The following weaknesses were present:

(1) -Because the eurrency verifiers have custody of all the canceled currency
in the unit and make their own selection of 31 bills to be piece counted, the program
of inserting test errors in seleeted bundles cannot be accomplished for notes of this
denomination, and

(2) The eanceled eurrency is destroyed by the same employees who act as
verifiers and fhis does not seem to conform to the intent of paragraph 10 of the
Treasury Department regulation which provides that the lot shall be destroyed b
2 employees of the currency verification unit who shall be charged jointly with
the responsibility of receiving the currency for destruction and destroying of it.

~ Banks hold unverified currency aggregating millions of dollars for
sgveral months. )

They permit individuals to serve in dual capacity of verifiers and
currency destruction clerks. : :

They maintain inadequate controls during and after incineration.
Examination of the ashpits after all curreney had been placed in
an incinerator revealed that 2 packages of $100 bills each had fallen
through the grate. Moreover, the doors to the ashpit could be pulled
back far enough to remove ashes or any unburned currency without
tampering with the lock. y

Dallas, 1956

At the time of the examination, unverified eurrency holdings in the head office
agpregated over $9 million and represented an acecumulation dating back to
Aungust 1956, This backlog had existed for several months. A more prompt
verifieation was necessary in order to avoid undue delay in advising depositors
of any differences found. The eurrency verification unit, at the time of examina-
tion, had on hand 4 lots of eanceled currency totaling $474,000. The unit had
partially verified one of these lots but had not eommenced verifieation of the
others,  The following observations with particular reference to the security
features of the procedures of the currency verification unit were made by the
examiner: e
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(1) The eurreney destruetion elerk, who jointly- with the teller supervised the
Incineration of the verified canceled eurrency, also works full time as a verifier
On oceasion he serves as o relief for the teller and therefore has aceess to the
records of test errors. We believe that the security of this operation is weakened
by having one individual serving in the dual capacity of verifier and curreney
destruction clerk.,

(2) Tt was observed that there was some relaxation in the maintenanee of dual
control during the transfer of the verified canceled eurreney from the vault to the
containers used in transferring it to the ineinerator. g

(3) An exsmmination of the ashpit after all ecurrency had been placed in the
incinerator revealed that two packages of $100 bills ench had fallen through the
grate. Moreover, it was noted that even though the doors to the ashpit were
secured by chains with loeks, the doors eould be pulled back far enough to remove
the ashes or any unburned currency without tampering with the locks.

Banks permit canceled currency to be destroyed by the same em-
ployees who act as verifiers, contrary -to Treasury regulations.

They do not verify bundles not included in percentage counts nor
do they make any determination that the standard of fitness of the

currency conforms to Treasury regulations.

Cleveland (Pittsburgh Branch), 1955

* * % the canceled currency is destroyed by the same employees who act as
verifiers. This does not seem to conform to the intended paragraph 10 of the
Treasury Department regulation which provides that the log shall he destroyed
by two employees in the currency verification unit who shall be charged jointly
with the responsibility of receiving the eurrency for destruction and destroying it.

Cleveland (Piitsburgh Branch), 1956

* % % with particular reference to securily features and it was noted that in
the handling of $1 bills the unit does not employ the practice of “fanning” the
bundles of eurrency not included in the percentage count. Henee there is no -
verifieation of the eontents of the bundles or determination of the standard of
fitness of the currency eonforms to that preseribed by the Treasury Department.,

San Franeisco, 1956 - <

With respect to certain chedures in the currency verification unit, the follow- -

ing comments were made by the examinér: = . )
(1) It was noted that in the handling of $1 bills, the unit does. not employ the
ractice of “fanning” the bundles of eurreney not imeluded in the percentage eount.
ence there is no verification of the contents of the bundles or determination
that the standard of fitness of the currency econforms to that preseribed by the
Treasury Department. . k>

(2) The practice with regard to the insertions of test errors in straps of eurrency
to be verified does not provide for maximum effectiveness in that test errors are
directed only to the number of bills and do not include the mixing of denomina-

.. tions or.issues. :

Ranks were not conforming to Treasury Department regulation
requiring that errors to be inserted in packages of unfit currency.
Minneapolis (Kansas City Branch), 195/

‘Although jt_was provided for in the procedures set up, in practice, the bank

-is not conforming to Tréasury Department regulation requiring that each Federal

Reserve bank, from time to time, arrange for test errors to be inserted in the
packages of unfit curreney to be verified by employees in the curreney redemption
unit, in order to maintain the integrity of the verification operations and to
insure that émployees are actually performing the work for which they are
responsible. 3

Minneapolis, 1955 ' :
In the currency redemption unit it was the practice for two particular vault

custodians to act as the regular currency verifiers with others filling in-only when

the regular verifiers were absent on vacation or ¢therwise. The lack of planned
rotation ol the verifiers was called to the attention of the management. On the
basis of review of the operation of the currency redemption unit the examiner
suggested that existing procedures be supplemented in the following respeets:

1. That dual control of the currency be maintained during all phases of the
verification process,

2. That a sight examination by “funning’ be made of the $1 silver certificates
not verified by piece eount.

For 2 successive years because a bank’s records of cash holdings
had not been posted for several months, sectional verification according
to denomination or vault location could not be made by the examiners,

-
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St. Louis, 1955
CASH HOLDINGS AND ACCOUNTS

The examimdion of coin holdings reveal that the subsidiary vrecord controls
pertaining to such holdings had not been posted sinee mid-1955 and therefore
sectional verilications according to denomination or vault loeation could not be
wide.  These records were also uncurrent at the time of the 1954 examination
and this condition was brought to the attention of the Reserve bank at that time,

Minneapolis, 1954

The following weaknesses werd present in the operation of the eurrency verifieas
tion nuit:

I. There is no eustodial control of {he eurrency independent of that maintained
by the verifiers;

2. There is no planned rotation of verifiers;

3. Beeause of the cirenmstances mentioned in paragraphs (1) and (2}, there are
not adequate safeguards against the possibility of collusion between employees
of the curreney and coin department and employees of the currency verifieation
unit;

1. Beesuse the curreney verifiers have eustody of all the eaneceled curveney in
the unit and make their own selection of $1 bills to be picee counted, the program
of inserting test errors in seleeted bundles eannot be accomplished for notes of this
t.lenolmnalmu and

The practice of having test errors inserted in strap of denominations other
1]mn $1 by the curreney and coin department seems inapproprinte when it is
considered that one of the principal functions of the eurreney verifieation unit is
to verify the work of the former department.’

The verification of unfit, canceled currency was being performed
in o utility eage in the cash tlv])m timent, contrary to Treasury Depart-
ment regulations.

Banks failed to mix denominations or issues in, test errvors,

Banks have cash holdings on hand of many millions of dollars of
unverified currency representing accumulations of unworked deposits
dating back several weeks.

Because of inexperienced machine operators and vacations, work.
of transit department had not been current for 2 months. Because
millions of dollars in checks and drafts held over, examiners could
not make satisfactory examination.

San Francisco (Smme Branch), 1953

(1) The verification of the uunfit, canceled currenecy was being performed in a
utility eage in the cash department whereas the Treasury Department regulations
provide as follows:

“The verifieation and destruetion of unfit United States paper enrrency ab each
Federal Reserve bank and branch shall be a fiscal ageney operation and shall be
performed in a currency verificution unit which shall be separate and apart from
each cash operations of such Federal Reserve banks and branches.”

(2) The practice with regard to the insertion of test errors in straps of ulrrt-m‘y
to be verified does not provide for maximum effectiveness in that such test errors
are directed only to the number of bills and do not include the mixing of dcnomina-
tions or issues,

San Francisco (Los Angeles Branch), 1955

CABH HOLDINGS

Cash holdings -ineluded $11,700,000 in unverified $1 bills representin
accumulation of vnworked deposits of curreney of this denomination dating back
6 weeks.

San Francisco (Portland Branch), 1955

Beeause of an unusually high pereentage of inexperienced machine operators
on the staff, and vaeation absences, the work of the transit department had not
been maintajned on a eurrent basis for about 2 months, Cheeks and drafts held
over at the time of examination amounted to over $12,000,000, and consisted
of 86,700 iteme, In view of thig large number of items the examiner could not
make, a satisfuetory verifieation.

The Boston bank maintained. inadequate safeguards against the
possibility of collusion between employees of currency verification
division and eurrency and coin department and employees of currency
verification division, and lacked dual control of currency.
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Boston, 1955 .

The examiners have the following comments with respeet to the activities of
this division:

“From our review of the operations, it appeared to us that the following weak-
nesses were present: (17 Dual t'untml is not being maintained from the time of
cancellation to the thne of delivery in the enrreney and eoin department to the
curreney verification division.  (2) The practice of having only one individual
inventory the curreney at the time of its aceeptances by the division preeludes
the maintenance of dual control.  (3) After completion of the verifieation process,
the curreney compriging a particulur lot is inventoried by two-persons, one counts
the currency by straps and bundles, and the other makes a bundle count only,
Because of the limited count made by one of the purties to this finul inventory be-
fore inecineration, the effectiveness of the dual cheek is considerably reduced,
(4) Because the supervisor and assistant supervisor of the verification division
make the selection of the notes to be piece counted and also aet as eurrency veri-
fiers, the program of inserting test errors in strups of $1 notes to be verified eannot
be u.uum[:tht «l. (5) There is no rotation of emplovees., (6) Beeause of the
cireumstunces mentioned in paragraph 4 and 5 there are no adequate safeguards
against the possibility of collusion between employees of the currency and coin
department and the employees of the currency verification division, (7) The
pructice of having test errors inserted-in straps of denominations other than $1 by
the enrrency and coin departiment seems mappropriate when it is considered that
one of the principal funetions of the verification division is to verify the work of
the formet departinent.”

Backlogs of many millions of unassorted currency accumulate at
banks.

They insert test errors in straps of currency w ithin view of
verifiers.

They do not examine ashes remaining from currency destruetion
in accordance with Treasury Department regulations, i
Chicago, 1958

A bucklog of appm\:mut[ ly 22,800,000 picees of unassorted eurrency,; of which

19,800,000 picees were in denominations of $1 and $2, had acenmuluted since
December 31, 1952, and were on hand at date of exuminstion,

s, hicago, 1055

Although the proeedures in effeet appeared to be in conformily with Treasury
Department regulations, under present practices test errors are inserted in strips
of 51 eertificates within view of the verifiers. 1t was recommendad that prov i-

sions be made to prevent verifiers from having pmm knowledge of the preparation.

of the test puckages.

St. Louis, 1954

The examiners indieated the following weaknesses in the operations of  the
eurreney verifiention scetion:

(1) Dual control is not being maintained from the time of eaneellation to the
time of delivery by the money department to the verification seetion.

(2) During the verification proeess there are times when only one individual
is present in the verifieation section.

(3) Beenuse the supervisor and the eurreney verifieation elerk who made the
selection of bills to be piece counted, alzo act as curreney veriliers, the progriun
of inserting test errors in bundles to be verified canmot be :ll.'.('llll'l])li.‘ihi_'ll insofur
as these individuals are eoncerned.

(4) There ig no planned rotation of eustodians or verifiers

(5) Beeause of the eircumstances mentioned in paragraphs 3 and 4, there are
no adequate safeguards against the possibility of eollusion between employees of
the money department and employees of the eurreney verifieation section.

(6) Ashes are not being examined in accordance with the Treasury Depart-
ment regulation,

Beeause of the physieal layout of the incinerator room, they could

not. maintain absolute dual control during the destruction process of

unfit currency.
They leave extraneous matter in fire Im\ during the currency burn-

ing process.
!;Frwy need to make more careful examinations of residual ashes for
recognizable pieces of eurrency.
They assign cash department employees to currency vcnﬁcat.mn

“units.

They have such loose protective arrangements that unauthorized
personnel ean gain nccess to contents of the incinerator during the
burning process.
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Dallas, 1955

After review of {he operations of the curreney verification unit it was suggested
that existing procedures be supplemented in the following respeets:

1. That dual control be muintained; k

(a) From the time of cancellation to the time of delivery by the eash depart=
ment to the enrreney verification nnit;

(b) During all phases of the verification process; )

(¢) During the destruetion process.  (The present ubsence of an absolute duul
control at this stage is eaused by the physieal layout of the incinerator room and
it is impraeticable to correet it until other facilitiés are available.) i

2. That extraneous matter be kept out of the firebox during the eurrency burn-
ing process.

3. That u more eareful examination of the residual ashes be made Lo insure that
no recognizuble picces of currency remaiu. ;

4. That adeguate records be wmintained 1o show that “the work of cach em-
ployee engaged in sorting, counting, and strapping such currency in the cash
division [is] subjected to verifieution regularly’ (Paragraph 6 (a) of Treasury
Department regulations).

5, That the praetice of occasionally assigning an employee of the eash depari-
;1_1(2111 ]{curr(:nuy sorter) to the eurreney verifieation unit ns u verifier be dijeon-
inued.

It was also observed that ecertain mechanical defeets exist in the protective
arrangement used to prevent voaathorized personnel from gaining aeceess to the
contents of the incinerator during the burning process.

They left open the grille door to main vault throughout the day,
contrary to the bank’s rule and in disregard of ordinary- sceurity
precautions,

In the check collection department they keep no record control
of checks requiring investigative action. =

They permit verifiers to make their own selection of currency to be
piece counted.

. They have no planned rotation of verifiers.

VAULT
Minneapolis (Helena hranch), 1954
It was observed that the grille door to the main vault was left open thronghout
the day, contrary to the bank’s rule and in disregard of ordinary security pre-
cautions,
PAYROLL

In the preparation of the payroll disbursements, the personnel clerk did not
verify the funds reeeived from the paying teller, nor did the paying teller verify
the excess balance returned to him. In order that responsibility for any differ-
ences might be fixed, it was recommended that each party immediately make a
verification of the moneys received in his custody.

CHECK COLLECTION DEPARTMENT
Minneapolis, 1956 ~ ' {

It was noted that the cheek collection department followed the practice of
holding, without entry, certain checks, few in number and nominal in amount,
which require investigative action in order to determine their proper disposition,
It was recommended that a record control be established for these checks and
greater effort be made to expedite these items,

Minneapolis (Kansas City Rranch), 19564 7 at,
" 'The examiners noted th " llowing weakness with respeet to the operations of the
cwrrency redemption uni! { -

(1) There is no custodial control of the currency independent of that being
maintained by the verifiers. '

(2) Although the bank's procedures contemplate that the chief of the unit make
an independent selection. of the currency to be piece counted, in practice, the -
verifiers make their own selection. X

(3) There is no planned rotation of the verifiers.

A backlog of over 4 millian picces of unassorted currency was
permitted to aceumulate over a period of 3 months. ]

At banks it was the practice for only one person to inventory
canceled eurrency as it was received into the division and one person

made a count by strap and bundle, and another person, by bundle only.
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Richwond, 1953

At the Baltimore Braneh, approximately 4,120,000 picees of unussorted eurreney
in denominations of $1, $2, and $5, representing an aceumulation dating from
December 4, 1952, were on hand at the examination date,, The management
advised that appropriate measures would be taken to reduce this backlog -and
place the curreney assorting operstion on n current basis, : \
Richmond, 1955 !

* % ¥ in the interest of greater protection: (1) That procedures be extended to
ingure the muintenance and effeetive dual eontrol during the entire period that the
canceled currencey is in the custody of the division. It was the practice for only
one person to inventory the canceled eurrency as it was received into the division,
and that in making the final inventory for incineration, 1 of 2 persons made a
count by strap and bundle and the other by bundle only.  (2) That test errors be
inserted at least monthly in packages of unfit curreney to be verified by employees -
in the currency verifieation and destruction division,

They use an incinerator with mechanical imperfections.  Whole
notes were found after the burning process—in the elevator, on the
chain feed, and in the upper portion of the firebox. Any notes not
thoroughly incinerated are disposed of by burning in a trash receptacle.
New York, 1956 2 1 4

A new incinerator, specifically designed for burning curreney, was placed in
operation on August 19, 1954, but because of mechanical imperfeetions that
developed it was not used on a full-time basis until February 1, 1956, It was
obgerved during the course of our examination that the mechanical defeets have
not yet been entirely eliminated; whole notes were found after the burning

rocess—in the clevator, on the ehain feed, and in the upper portion of the firchox,

ecause of these defects, an inspection is made after each incineration and any
notes not thoroughly ineinerated are disposed of by burning in a trash receptaclo
provided for the purpose.

They left combination locks on n chest in the bank vault unturned.

They do not maintain dual control over canceled curreney in the
currency verifieation and destruetion unit.

They do not ingpect bundles and  packages of currency to insure
that all currency has been canceled.

In using municipal incinerators for the burming of unfit United

‘States currency, the banks have allowed money to eseape destruction
and have had to redecm partinlly destroyed currency. .

Banks hold such exceedingly Lge quantities of unfit paper cur-
rency on hand that the auditors ao times can make at best only
percentage audits and in some cases no counts at all.

Their witnesses to the destruction of canceled curreney do not
maintain dual m“h\il while currency is being placed in incinerator.
Philadelphia, 1953 :

During our review of the operations, ib was observed that witnes=és to the
destruction of the eanceled curreney lind not fully exereised their responsibility
of maintaining dunl control while the eurreney was bheing placed in the incinerator,
Allanta, 1954

Up to January 15, 1954, the' canceled notes had been destroyed by incinerator

-at the city of Atlanta’s meinerator after having been eut into upper and lower

halves, - Use of the municipal incinerator was discontinued on that date Following
the discovery that two half notes had passed through the incinerator without
being destroved,  » Y

* & % The following excerpt is guoted from General Auditor Adamg’ report
to the audit committee of the board of directors:

“Unfit United Stutes paper curreney (new series) asmonnting to $16,246,000
was found to be in agreement with the wmemornndum control mamintained in the
accounting department.  Due to the exceedingly large volume of eurreney on
hand, a percentage count was mude of $5 anad 510 denominations (10 and 20

ercent, respectively) and n close inspeetion was made of $1 and $2 denominations,

n addition to the punched curreney, the unit was holding 46 heavy corrugated
boxes containing halfl notes (uppers), with o total dollar value of $3,079,000, the
lowers having been destroved by incineration, and 208 sueh boxes contuining
half notes (uppers and lowers), with o tolal dollar value of $6,456,000.. This
currency was not connted but each of the boxes was opened and inspected, At
the conclusion of the andit this curreney ineluding the half notes in boxes was
placed under seal of the auditing department and it will remain under audit
control until released for destruction,
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Atlanta, 1955
AUDITING DEPARTMENT

On October 19, 1954, a special audit was made of all collateral and custodies
held by the Nashville byanch. The General Auditor determined upon this audig

. when it was reported to him that the acting vault eustodian at the branch dis-

covered that the combination loeks on a ehest in the vault had been left unturned,
No exceptions or irregularities were disclosed by .the audit and it is presumed
that the vault custodians had inadvertently fuiled to throw the combinations,

CURRENCY VERIFICATION AND DESTRUCTION UNIT OF THE SERVICE DEPARTMENT

On the’ basis of review of the operations, it was suggested that existing pro-
cedures be supplemented in the following respeets:

(1) That dual control be maintained over eanceled currency from the time
of cancellntion until the delivery thereof by the currency and coin department
to the gurrency verification and destruetion unit :

(2) That at the time of delivery of currency to the unit each bundle and packago
be inspected to insure that all eurreney has been canceled, such inspection to
be performed by one employee of the eash division not charged with the ean-
cellation _funetion at the time of delivery to the curreney verifiention unit and
before that unit executes the receipt fo the eash division.

(3) That the unit maintain such records of the eurrency verified but it will
show that “the work of ench employee engaged in sorting, counting, and stripping
such eurrency in the cash division is subjeeted to verification regularly.”

Atlanta, 1956 i

* % % of the operations disclosed that personnel replacements during the
vacations of the regularly assigned curreney verifiers are drawn from the staff of
currency assorters of the currency and coin department. In our oriuiou. this
practice is incompatible with Treasury Department regulations which- provide
that the verification and destruction of paper currency be performedin a unit
;which_-ﬂhull be separate and apurt from other cash operations” of the Reserve

ank. .
Atlanta (Jacksonville branch), 195/

This unit received currency in eanceled (by perforation) whole note form from
the currency and coin department daily. Such currency was independently verified
within the unit, eut into upper and lower halves and then destroyed by incineration
at the South Jacksonville munieipal incinerator. However, on November 27,
1953, the upper half of a %5 silver eertificate caneeled, but only partinlly burned,
was presented at the branch for redemption. The following day wn inspeetion by
representatives of the braneh was made of the premises surrounding the incinerator
but no additional curreney was found. To avoid a recurrence of this nature, the
use of-the municipal incinerator was discontinued and, effective December 8,
1953, the operations of this unit were terminated. i

HANDLING OF UNITED STATES TREASURY ACCOUNTS

Let us come now to the fiscal agent’s department, The fiscal agent
in each Federal Reserve bank, and in the branch banks, have charge
of the accounts of the United States Treasury. The fiscal agent
receives and has custody of Treasury securities which have not been
issued : and he is responsible {or canceled or redeemed securities which
are to be returned to the Treasury. Furthermore, he has the all-
important responsibility for the Treasury tax and loan accounts with
the private banks. He has to see that the funds which the Treasury
has on deposit with the private banks—and these fundsusually amount
to between $2 billion and $6 billion—are in order, and that the private
banks have on deposifl sufficient securities to cover these tax and loan
accounts. Here then are a few of the things that the Federal Reserve
auditors themselves have commented on about the way the fiscal

‘agents’ departments are being handled.

Boston, 19562

Under the fiseal ageney department schedule of unadjusted differences in the
accounts of issuing agents, it is indieated that an agent has a shortage of $2,075
in his balance. The footnote indicates that this represents unissued bonds
reported by the agent as stolen.
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Boston, 1053

One unadjusted difference in the aceount of an issuing agent is ~hown in the
sehedule seetion’of this report.  The munagement is aware of this diference nnd
is endeavoring to effeet adjustment.

We were unable to make our review of issuing agent's accounts inusinuch as
individual ledger sheets for eanch agent are not maintained; the Reserve bank's
records consist only of punched cards used in connection with tubulating cquip-
uient.

Richwmond, 1955
The examiners make this stateiment:
“Our verificution of the securities on hand at the head office disclosed that
seceurities retired upon denominational transactions were not being caneeled until
prepured for shipment to the Treasury Department.  Procedures were changed
during the exmmination to provide for cancellution of these sceurities at the timo
the trunsactions are completed.”

Cleveland, 1955

The examiners make this statement:

“We were unable to authenticate the signatures on many of the reconcilements
returned Lo us from issuing agents lJLcuuse the Rx.wrvt' bauk does not maintain
a complete signature file on such accounts.”

Chicago, 1952

Balances due from 1,811 Trensury tax and loan depositaries, of which 1,680
were located in the head office zone, aggregated $807,743,086.97. A review of
the collateral seceuring the aceounts diselosed 9 deficieucies, 8 at the head office
and 1 at the Detroit branch.  * * * an uninsured bank which had been permitted,
through oversight, to earry an upsecured balanee ranging from $535.40 to
$1,059.70 fromm March 4 to April 4, 19562, when sufficient colluteral was obtained
to secure this nccount.

Chicago, 1954
The auditors’ reconcilement of the Treasury tax and loan accounts indieated
that numerous issuing agents are crediting the proceeds of sale of savings bonds
directly to these aceounts.  This praetiee is contrary to the applicable provisions
of the Treasury Depuartment Cireular No. 657 that “each banking institution
qualified as un l-mmng agent will * * * open and maintain * * ¥ 4 separate
deposit account * * * 10 be known as the series E bond account. It was
also observed that a number of deposituries for Federal taxes are not complying
with the instruction in Treasury Department Cireulur No. 848 that “depositaries
shall forwurd duaily * * * the depositary receipt # * * together with  pay-
ment * * * govering the aggregate amount of all Federal tax deposits received
“ during that day.”” A list of these issuing agents and deposituries was furnished
the Reserve bank management,

Chicago, Detroit Branch, 195

Balances due from 258 Treasury tax and loan depositaries aggregate
£164,701,728.05, imd this total was confirmed with the Treasnry Department,
The balanees were reconciled with all depositaries exeept the * * % Mich,, from
which we have been unabie to obtain a balaneed reconcilement,  Reeent, news
releases state that the eashier of This bank has been eharged with embezzle ment
of bank funds and that the irregularitios involve the Treasury tax and loan necount,

Atlanta (New Orleans Branch), 195

Deficiencies in collateral held to seenre Treasiry tar and four accounts

Pyefigaenny
N and tocatlon of bank 1reposit I _ -
halomees
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! 1

Atlanta, 1954
This diffcrenee was dhiselo=cd when the aeent m responeding to onr request for
verification of his holding<, reported o bond as being either lost or stolen, The
Reserve bank is endeavoring to obtain additional information from the agent.
The handling of the Trewsory fax and loan seeounts at thot branch gave evi-
~dence of lack of propoer atlention.
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Atlanta (Nashville Branch), 1954

Accepted the general auditor’s certifieation as to the amount of such notes in
lieu of an independent verification. 5

Atlanta (New Orleans Branch), 1954

_ % & % A review of the collateral seeuring the accounts disclosed one defi-
ciency which is set forth in the schedule section of this report. This deficieney
came about when the depository bank made a substitution of the securities pledged
as eollateral and held in custody of its correspondent bank, It was determined
that the substituted securities were ineligible as collateral, but because of the

failure of the branch to operate properly to follow up to secure their replacement by
. acceptable collateral, the Treasury tax and loan balance of $349,055.32 remained

unsecured (except to the extent of $10,000 deposit insuranece) from February 4.
to 23, 1954, or until after the inguiry was made in the course of our examination.

An adjusted difference of $1,000 in the account of an issuing agent is shown it
this report. . .

Dallas (San Antonio Branch), 1954 Sl
The accountability of the branch to the Treasury Department for unissued

. Government securities was carried on the records of the fiseal ageney department
An the amount of $352,245,450 and on the control and general ledger at $302,295,450. -

The difference in the records was caused by an error made on April 5, 1954, by
which a $50 million transaction was reported as $50,000. The branch mannge-
ment has instituted procedures to prevent errors of this nature from condinuing
undetected over an extended perlod. : :

Banks permit collateral securing Treasury tax and loan accounts to
remain deficient for a period of 10 days in accordance with the time
limit prescribed by Treasury regulations. However, the examiners’
review disclosed numerous instances where these deficiencies: existed

- for periods in excess of the 10 days permissible under Treasury regu-

lations. Examples:

Dallas (El Paso Branch), 1953

A deficiency in collateral securing the accounts in the fiscal agency department
in the Ei Paso branch was not corrected until 17 days after the conclusion of the
examination. P i i

Minneapolis, 1956

FISCAL AGENCY DEPARTMENT—DEFICIENCIES IN COLLATERAL HELD TO BECURE
TREASURY TAX AND LOAN ACCOUNTS

The examiners indicatc that the * * * Bank had a deficieney in collateral in
iél;e amount of $9,443.24 originating on February 29, 1956. This is a period of 12
VA, ’ A

__Richmond (Ballimore Branch), 1955

FIBCAL AGENCY DEPARTMENT -

The examiners make the following comment: . )

“A review of the collateral seeuring the accounts. disglosed two deficiencies.
In view of the length of time—I17 and 28 days, respectively—these deficiencies
were permitted to remain unadjusted, it was recommended to the management
fhat closer supervision be given to the review of collateral securing the Treasury
tax and loan accounts, 7

Richmond, 1955

With respect to the Treasury tax and loan depositary district; the examiners
make this statement: )

A review of the collateral securing the accounts disclosed six deficiencies, the
details of which are shown in the schedule section of this report. As indicated
therein, all were corrected during the examination, although 1 deficiency at the

- head office, 2 at the Baltimore office, and 1 at the Charlotte Branch remained
+ unadjusted for periods in excess of the 10 days permissible under current Treasury

. Department regulations.”

Fl

8an Francisco, 1958



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

12 2TQ

MONO. SECTION

FISCAL AGENCY DEPARTMENT

_ The schedule indicates that the * * * had deficiencics ‘in collateral held to
secure Treasury tax aud loun accounts from April 15, 1952, to May' 22,1952 (37
days).

A deficiencey in collateral secur ing accounts in the Baltimore branch
zone for each of 2 years was 1uu.dvu1 tently” permitted to continue
14 days. Examples:

Richmond (Baltimore Branch), 1953

In commenting upon the collateral with respect to the Treasury tax and loan
depositaries, the examiners make this comment:

‘A review of the collateral securing the accounts disclosed 2 deficiencies, 1
each at the head office and the Baltimore branch. These temporary deficiencies
are shown in the schedule section of this report. As indicated therein, the
deficiency in the head office zone was corrected within the 10-day penod per-
missible ‘under current Treasury Department regulation, but thé one in the
Baltimore Branch zone was inadvertently permitted to continue for 14 days
before correction was effected.”

Richmond (Baltimore Branch), 1954

The defleiencies in collateral securing the accounts were the same coudliluns
as in 1953, with one in the Baltimore branch zone inadvertently permitted to
continue 14 days before correction was effected.

It was discovered in a test review that securities held for thp account
of & member bank were released on the authorization of one official
signatuye, although member. banks have instructed that the release be
made only on authorizations signed by two officers. -

An over-the-counter delivery of $2 million in United States Treasury
bands was made to an officer of a local member bank against his
authorized signature. Normal written réquest for the release of these
securities was not obtained as-required by the procedures of the Re-
serve bank.

Cleveland (Pst!sburgh branch), 1955

RELEASE OF SECURITIES ‘:-'Rmi CUBTODY

In a test review of the authorizations on which the branch acted in making
releases from gustody, it 'was noted that on cne oceasion the securities held for
the account of a member bank were released on the autharization of one officinl
signature ‘although the member bank had instructed that the release be made

‘only on authorizations signed by two of its officers. On another oceasion, an

over-the-counter delivery of $2 million in United States Treasury bonds was
made to an officer of a local member bank against his authorized signature.

© Formal written request’ for the release of these securities was not obtained as

required by the procedures of the Reserve bank.

For several years a Federal Reserve branch held in their vaults
member banks:securities other than United States Government obli-
g&blona, even though the examiners in three successive reports con-
‘sidered that the facilities were already Ln.xed beyond their limits.
Examples:

‘Dallas (San Antonio), 1952 .

As mentioned in our last two reports of examination, the management was
requested to review the circumstances under which securities other than United
States Government obligations were being held by the San Antonio Branch for
four local member banks, particularly ginee the vault facilities for the bank were
taxed beyond proper limits. Sinee last examination, two of the member banks
have withdrawn their securities and. the other two have assured the Reserve
bank management of their intention to withdraw their holdings in the near
future, when additional vault facilities now under construction in their respective
institutions become available,

They make errors in overstating and understating accountability
for unissued United States sectrities on consignment with issuing
agents. They make errors in reporting tax and loan collateral accounts
held by commereial banks and have numerous discrepancies in' the
records pertaining (o this collateral,

Allanta (Birmingham branch), 1052

Error in reporting Treasury tax and loan collateral held by commercml banks—
adjusted at our examination, $100,000.
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Atlanta (Jacksonville Branch), 1954

Overstatement of collateral for Treasury tax and loan aecounts, §1,170,000,

There were numerous diserepancies in the records pertaining to colliteral for
Treasury tax and loan accounts, It was also observed that Treasury tax and loan
depositaries were tardy in submitting their mouthly statements to the hraneh and
that the department was unduly slow in reconeiling the statements reecived, Tt
was recommended to the munagement thuat eloser supervision be given to the
operations of this department.

Richmond, 195/
COLLATERAL AND CUSTODIES—RECONCILIATION'

Deduct (head office):
Overstatement of accountability for unissued 1. 8, Government
gecurities on consignment with issuing agents:
United States suvings bonds chotged to issuing agents in
Waushington D. C., prior todelivery to Treasury Department. $1, 823, 000
Duplication it reporting. . - ocin i acss s aisaans 820, 400

52 3 i O e R s M 2, 649, 400
BANK EXAMINATIONS

The Federal Reserve banks have set certain policies with respect to
member-bank examinations. However, they make frequent excep-
tions to these policies throughout the F ederal Reserve System

As an example, at the San Franciséo Bank it was the pohcv to
examine 4 of the 5 holding company affiliates within the district
biennially, and the fifth, Transamerica Corp., on a triennial basis,
However, the bank failed to make examinations of this holding com-
pany for 68 years. They make frequent exceptions to the poTuV of
examining banks once a year and to their policy of making examina-
tions jointly with State examiners,

They do not always examine branches simultancounsly with head
offices, nor do they examine the commercial departments of banks
concurrently with trust departments.

On muany occasions they defer examinations when mergers are
pending, wlmn banks are making alterations on the premises, and
when examining pcrsonuel is not available, and fail to examihe new
banks,

San Francisco, 1952

While it is the poliey of the Reserve bank to examine Transameriea Corp. on a
triennial basis, the examination in 1952 was the first which had been made of this
organization since 1940.

San Franecisco, 1954

Seven new banks which opened for buginess during 1953 were not Mwum‘d in
that year. In the case of one large Culifornia branch banking organization, it is
the practice to assign members of the Reserve bank staff to the more important

branthes and to review the findings of the State examiners as to the other offices.

San Framcisco, 1955

Four new banks which opened for business during the vear 1954 were not
examined in that year. One bank considered to be in an unsatisfactory condition
was examined twice. Becuuse of an increase in the number of special investiga-
tions required in 1955, it was expected that five banks and the trust department of
one of them would not be exagmined during the current year.

San Francisco, 1956

One bank considered to be in the problem category was examined twice.

The Reserve bank made 10 independent examinations in Nevada, Oregon, Utah,
and Washington during 1955 and 12 to the date of examination in 1956 as a result
of the State authorities’ umblllty to coordinate their schedules with that of the
Reserve bank.
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San Francisco, 1952

Four of the five holding company afliliates in the distriet were examined during
the year 1951, being the policy of tfw Reserve bank to examine these four atliliates
biannually. The remaining affiliate, Transamerica Corp., was under examina-
tion at the time of our examination of the Reserve bank. While it is the policy
of the Reserve bank to examine Transamerica Corp, on a triannual basis, this is
the first examination which has been made of this organization since 1946,

San Francisco, 19564

Because of a shortage of experienced examining personnel, the * * * San
Franciseco, which was examined as of December 106, 1952, was not examined
until the early months of 1954, In addition, seven new banks which opened,
for business during 1953 were not examined in that year.

Branches are not always entered simultaneously with head offices, The
Reserve bank is represented at the examination of all branches, exeept in the case
of one large California branch banking organization. In tlmt oxamination it is
the practice to assign members of the Reserve bank's staff to the more important
branches and to review the findings of the State examiners as to the other offices,

There are five holding company affiliates in the distriet, and it has been the
custom fo exnmine the Inrgest of these, Trainsameriea Corp., tricunially, and the
remaining four bicnnially.  Trausameriea Corp. was last examined in 1952, and
three of the other holding company affiliates were exnmined in 19535 the reninining
one, though not examined during the bienninl yvear 1953, was examined in 1054,
as of December 31, 1953, :

San Francisco, 1955

Four new bunks which opened for business during 1954 were not examined in
that year; with these exceptions, all State member buiks were examined in 1054,
and one lnuk considered to be in an unsatisfactory condition was examined twice.
Beecause of an inerease in the number of special investigations required in 1955
and the Reserve bank’s inability to maintain its field examining staff at the
desired level, it is probable that five banks; and the trust department of one of
them, will not be examined during the eurrent year.

San Francisco, 1956 i

Beeause of the continuing shortage of examining personnel and an inerease in
the-number of special investigations, the departiment was unable to fulfill its 1055
examination sehedule to the extent that five banks (ineluding the trust department
of one of them) were not examined.  All of these banks were examined during the

_early part of 1956, One bank considered to be in the problem eategory was

examined twiee.

In Nevada, Oregon, Utah, and Washington, it is the genernl practice to make
examinations jointly with the respective State supervisory authoritics. However,
the Reserve bank made 10 independent examinations in these States during 1!!55
and 12 thus far in 1956 as a result of the State authorities” inability to coordinate
their schedules with that of the Reserve bank, There are no State member banks
in the portion of Arizona located in the 12th Federal Reserve Distriet.,

Usually, examinations of commercial and trust departments are not made
concurrently, When physically possible, head offices and branches are examined
ﬁlmultmwmia!g The most notable exeeptions to this policy are the * * .
and the * * which have 07 and 53 branches, respeetively; in these cases, the
branches are u.]l examined during the course of l.h(, examination of tht, head office
but at varying times, '
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Boslon, 1952

Five banks and trust department of one I.n‘gu bank were not examined in 1951,
The inability to complete the 1951 sehedule in accordance with the established
policy of (-\a.mmlng all State member banks, ineluding the trust departments of
those exercising fiduciary pn\\c-rs atl least onee each ealendar year, was attributed
to the neeessity for making 2 membership examinations which required practi-
cally all of the bank examination department’s manpower for approximately 5
weeks.
Boston, 1955

The examination of 1 bank, although dated as of December 31, 1054, was

-not eommeneed until the opening of business on January 3, 1955. Kxaminations

are customarily conducted jointly with the respective State supervisory authorities
and all States of the district with the exeeption of New Hampshire where the one
member bank of the State was examined independently.  In 1954 because of a
shortage of examining personnel in the State banking de ‘partment, the Reserve
bank made independent examinations of 2 member banks in Massachusetts,
In both instances the Reserve bank's examination was of limited scope, embracing
an appraisal of assets and a eredit examination of the commercial department and
all phases of the usual examination of the trust department exeept proof of
records and verification of assets.  Wherever feasible trust departments are
examined concurrently with commercial departments.  This genceral rule cannof
be applied, however, to certain large trust departments in Conneeticut and
Rhode Island. [t is the practice also to make simultaneous examinations of the
main office and branches of branch-bank organizations, an exception being made
in the case of one bank whose branches are too numerous to be entered simul-
tancously. In this instanee several branches are entered on dates shortly following
the start of the main office examination.

New York, 1952 e

Three State banks were not examined in 1951, Early in 1052, the New Jersey
State Advisory Authority advised the Reserve bank that it would be unable to
examine eight State member banks during the year and therefore the Reserve bank
made independent examinations.
Philadelphia, 1952

Three banks were not examined in 1951 because nf Bhnrtup:e of State baukin
department persounel.  In 1052, 4 or 5 small to medium-gize banks in telitrnﬁ

“Pennsylvania and one large trust company in Philadelphia area were not made,

The latter case resulted because of a major renovating program underway in that
institution.

New York, 1952

In the year 1951, there were three exceptions to” the established policy of
examining all State member banks, ineluding the trust department of those exercising
duciary powers, at least onee each ealendar year. These banks are loeated in
New Jc‘mev and the exeeptions ocenrred beeause the State anthority was unable to
examine the banks during the year; however, joint examinations of all three banks
were made early in 1952,

, Joint examinations of commercial departments are usually made by the Reserve
bank and the representative State supervisory authorities in all States in the
distriet. However, early in 1952, the New Jersey anthority ndvised that it prob-
ably would be unable fo-examine eight State member banks during the vear: and
the Reserve bank, with the conenrrence of the State authority, made independent
examinations of these banks. These were the only exeeptions to the established
policy of conducting joint examinations,

Philadelphia, 1952

In the year 1951, there were three Ncpphom to the established poliey of examin-
incF all State member banks, including the trust departments of those exereising

uciary powers, at least once each calendar year. The three banks, which were
examined early in 1952, are located in Pennsylvania and were not examined in
1951 because of a shortage of State banking department, examining personnel,

For a similar reason as well as a shortage of Reserve bank examiners early in
the eurrent year, examinations will not be made in 1952 of 4 or 5 small to medium-
sized banks in central Pennsylvania and one large trust company in the Phila-

1

‘delphia area. In the latter case, the examination will be deferred until after March

1, 1953, owing to a major renovation program presently underway in fhat
institution.

Philadelphia, 1954
One large institution in Plnladc]plna was not examined in 1953,
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Philadelphia, 1955 , .
Two banks were not examined in 1954. TDione instance, it was agreed to defer
the examination because a merger of a State bank with a nonmember bank wus
pending.  Two of the larger banks, one in Pennsylvanin and one in Delaware,
were not examined during 1955 because “‘the R@suve bauk was unable to make
necessary arrangements with the State authorities.”
Philadelphia, 1956
A Jarge bank of Philadelphia and a commereial department of a Wilmington
bank were not examined because the State bank department did not h.:.\'e the
available manpower and independent wmmumtmus by the Reserve bank ‘were
impractical because of the size of the institution."

Cleveland, 1952

“A serious illness of one of the Reserve bank’s senior examiners ‘and other ex-
tenuating circumstances will probably necessitate the postponement of the 1952
examination of 6 to 10 of the smaller hanks until early lb ' Two State member
banks were examined twice during 1951 because of their u nsntiafuctorv condition.
The Reserve bank considered it advisable to forgo the examination of two banks
upon being informed of a merger and an audit of {}ublic aceountants in process,
A joint examination of two banks had been scheduled on two oceasions but were
deferred at the request of the State banking department

Philadelphia, 1954
Because of a shortage of examining persmmel in both the Rﬁserve bank and

the Pennsylvania State Banking Department, one lar]%e institution in Philadelphia
arch 29, 1954,

Philadelphia, 19556

Two banks were not examined in 1954 In ohe instance it was agreed to defer
the examination beeause a merger of a State member bank with-a nonmember
bank was pending. In another case the omission was attributed to the shortage
of examining personnel in both the Reserve bank and the Pennsylvania State
Banking Department, Two of the larger banks, 1 in Pennsylvania and 1 in
Delaware, were not to be examined during 1955 because “the lyleserva bank was
unable fo make necessary arrangements with che State authorities. Examina-
tions of these banks, neither of which is regarded as a problem bank, will be made
early in 1956,

Philadelphia, 1956

The * * * Bank of Philadephia and the commercial department of the * * *
in Wilmington were not examined in 1955. The State bank departments were
unable, because of unavailable manpower, to join with the Reserve bank in ex-
amnmt.lona, and independent, examinations by the Reserve bank “were imprac-
ticable because of the size of the ingtitutions,’

Cleveland, 1958 .

In the year 1951 there were four exceptions to the bank examiners’ policy.
Two of these banks had been scheduled for examination late in the year, but upon
being informed of a merger and an audit by public accountants was in process,
the Reserve bank considered it advisuble to forego the examination, An exam-
ination was made in April 1952 after the merger. A joint examination of the
other 2 banks was scheduled on 2 occasions but were deferred at the request of
the State banking department. Two State member banks were-examined twice
during 1951 becanse of their unsatisfactory condition. “A serious illness of one
of the Reserve bank's senior examiners and other extennating cireumstances will
probably necessitate the postponement of the 1952 examination of 6 to 10 of the
smaller banks until early 1953,

Cleveland, 1955

Beeause of continuing shortage of examining personnel, the bank examinatien
rlepnrllm nt was unable to examine 19 banks and 22 branches of the Reserve eity
banks. Three banks considered to be in the problem category were examined
t.“ ice in 1954,

C-'welnm! 19456 .

Continuing shortage of examining personnel made it impossible to examine
11 banks, including 3 trust departments in 1955, Instead of simultancous exam-
ination of the main office with branches, one bank “will usually have been entered
within & week following the commencement of the examination of the head office,”
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Cleveland, 1955

Beeause of the continuing shortage of exmmining personnel, the bank examini-
tion department was unable to fulfill the 1954 examination schedule.  In that
year, 19 banks und 22 branches of the Reserve city banks (the Clevelund Trust
Co,) were not examined.  Three banks considered to be in the problem eategory
were examined twice in 1954, and two special eredit examinations were conducted
jn cach of the years 1954 and 1955. Branches entered simultancously with
respective main offices except in the case of the * * * whose branches are too
numerous to permit simultaneous coverage by available examining personnel.

tCleveland, 1956

Beeause of the coutinuing shortage of examining persounel, the bank examina-
tion department was unable to fulfill its 1955 examination schedule to the extent
ithat 11 banks, inclnding 3 trust departments were not examined.

6 was also anticiputed that four State member banks would not be examined
by the Reserve bank during 19506,

It was expected that instead of simultaneous examination of the * * * with
the main office, all branches of this bank “will usually have been entered within
n week ful]uwi.np: the commencement of the examination of the head office.”
In the examination of the member banks in Cleveland, as well as in other distriets,
the examiner made the following statement:

“Officially executed reconcilements were received from these banks and all
reconciling items included thereon were cleared to our sutisfaction, or were in
process of adjustment at the close of the examination.'

The auditing reports do not deseribe what was meant by the term “officially

:c'cehutcd reconcilements,” therefore there is no why to determine whether or not

such reconcilements cunstituto a good auditing procedure in verifying the
balances,

Richmond, 1952

In 1951, however, lack of available manpower necessitated the examination of
the branches of a North Carolina bank in 3 of the 5 eities outside of the head office
city, after the openiug of the head office examination and the examination of the
commercial and trust departments of oue Richmond bank on different dates,

Richmond, 1954

-The size of one large branch banking organization in North Carolina, however,
makes it infeasible to examine all offices simultaneously.

Richmond, ‘1956

The report indicates that 5 State member banks, 3 of which exercise fiduciary
powers, are located in the Distriet of Columbia and are therefore under the super-
vision of the Comptroller of the Currency, The * * # wus not exnmined in 1955,
Examination of this bank had been scheduled for Deedmber but was can-
celed when it was learned that the institution was in the process of merging
with the * * *

Atlanta, 1953

Since there are very few qualified trust examiners in the State banking depart-
ments of this district, examinations of trust departments are usually conducted
by the Reserve bank with little assistance from State authorities.
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Atlanta, 195/

It is also the poliey of the department to conduet periodie examinations of the
three holding company affiliates which hold general permits to vote the stock of
their subsidiary member banks, such examinations being scheduled on a rotation
basis so that each affiliate is examined once every 3 years. One of these affiliates
was examined during 1953.

Examinations are conducted jointly with the respective State supervisory
authorities in_Florida, Louisiuna, and Mississippi; but in accordance with the
expressed preference of the banking nuthorities in Alabama and Georgia, inde-

andent examinations are usually condueted in those States, only one large bank
ﬁ‘; Georgin being examined jointly. Joint examinations were formerly conducted
in Tennessee, but at recent examinations the lack of available personnel has made
it difficult for the State authorities to participate; consequently, independent
examinations will usually be conducted in this State in the future, except in the
case of one large bank which will continue to be examined jointly,

Chicago, 1952 ;

Permission to forgo examination of one bank iun 1951, for whigh adequate
manpower sould not be made available ut: the time, was granted by the Board
of Governors on December 6, 1951, T

Chicago, 1955
All branches of State member banks except the one branch of the * * * were
examined simultaneously with their head offices in 1954,

Chicago, 1956

The * * * of Chicago was not expected to be examined in 1956 beeanse of
the fact the State authorities could not enter into an arrangement for a joiut
examination because of manpower limitations and the fact that the bank is too
large for the Reserve bank to undertake an independent examination,

Si. Louis, 1953

Nine banks were not examined in 1952, and agnin it was ex peeted that 30 to 40
would not be examined in 1953. The management of the Federal Reserve bank
stated that the lack of numericul strength of the field staff, coupled with the
extra man-days required in repeat examinations of difficult and problem banks,
were the principal reasons for the failure to complete the sehedule,

St. Louis, 1954

Because of a shortage of examining personnel and the necessity for making 2
examinations of 3 difficult or problem banks, 32 banks were not examined during
1953. 1t was expected that one bank would not be exumined during 1954, due
to the fact that the bank was reported to be undergoing a remodeling of its banking
quarters and the Reserve bunk considers it inudvisable to make an examination
while the work is in process, [

St. Louis, 19556
For the same reason of adverse physical eondition imposed by a remodeling
roject then in process in unother bank, it was expected that examination of this
Eank would be omitted in 1955, In 1954 one member bank considered in unsatis-
factory condition was examined twice.

St. Louis, 1956

There were 8 holding company affiliates in the district, only 2 of which hold
voting permits. One of the latter was examined in 1955, and one was investigatod,
Of the remaining 6 holding company affilintes, 1 is a State member bank and is
examined in usual course; the other 5 were examined or investignted in 1953
simultaneously with the annual examinations of the afliliated banks,
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Minneapolis, 1952

Alternate independent examinations are made by the Reserve bank and by the
State departments in Minnesota and North Dakota.  The State authorities aceept
w Federal Reserve examination in lien of 1 examination by the State department
involved, thus satisivivg the statutory requirements of 2 examinations annually
in the above-mentioned States.  In the other States of the distriet, 1t is the genera)
practice to make examinations jointly with the respeetive State banking depart.
wents,  However, 13 independent examinations were muade in these States by
the Reserve bank in 1951, In 6 instances, the deviation from the usual practice
oceurred beeause the State department was understatfed; in the case of 3 baunks,
it was deemed advisable that 2 examinations be made within the year, the State
department and the Reserve baik each making separate examinations; in 3 other
cases the same plan was followed st the specifie requests of the banks concerned;
in the remaining instanee, the Reserve bank wade an independent examination
as an accommodation to-the Stale supervisory: authority.
Kansas Cily, 1952 : e

Nine banks were not examined in 1951, The management stated that lack of
muanpower was the prineipal reason for failure to comply with the schedule.
Three examinations of one small member bank were made during the year because
of the bank's unsatisfactory condition, These examinations required more time

. than would have been necessary to the average bank,

Kansas City, 1955 4

Beeause of a ‘tight manpower situation in the bank examination department,
7 State member banks, 2 in Kansas, and 5 in Missouri, were not examined in 1954,
All of these banks were examined during January and February of this year,

In 1954, 3 examinations of 1 problem bank in Colorado were made joiutly with
the State authority. -
¢ Alternate independent: examinations are made by the Reserve bank and by
the State authorities in Kansas, Nebraska, and Oklahoma. In each of these
States, the law requires two examinations by the State banking department
during a calendar yedr. “The State departments—Nebraska and Oklahoma—
have interpreted the statutes to permit acceptance of an examination made by
the Reserve bank in lieu of one examination by the respective State banking
authorities, and the statute in Kansas has been amended to specifically authorize
aceeptance of an examination by the Reserve bank. Colorndo, New Mexico, and
Wyoming statutes require 2 examiuations each year by the respective State
authorities; Missouri law required 1 such examination yearly. In each of these

., four Btates, the Reserve bank’s examinations are usuully made jointly with the

State banking departments, and there were no exceptious to this practice in 1954,

1 FOREIGN OPERATIONS

The Federal Reserve Bank of New York has what is called a ““foreign
department.” This department handles all ‘manner of transactions
for foreign banks and international banks. It makes tremendous
loans to these banks, on gold and on securities of various kinds. It
accepts and holds collateral and custodies for these foreign accounts.
And when foreign accounts wish to purchase bankers’ acceptances of
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private banks in the United States, the Federal Reserve Bank of New
York underwrites and guarantees these bankers’ acceptances, although
none of the Federal Reserve banks underwrites or guarantees bankers’
acceplances for domestic purchasers, to.

Among other things, the Federal Reserve Bank of New York has
an agreement by which it is committed to lend the Bank for Inter-
natipnal Settlements up to $25 million on gold. Prior to October 31,
1955, there was not even a charge-made for this commitment, although
since that date there has been a charge of one-fourth percent per annum
for that part of the commitment not sold in any calendar month.
None of these operations is subject to any independent, outside audit.
All 12 of the Federal Reserve banks participate in this department,
in the sense that they participate in the profits the department makes,
if any, and they participate in any losses or liabilities it might incur.

" New York, 1952
FOREIGN LOANS ON GOLD

Foreign depositors’ borrowings on gold amounted to $45 million at examination
date. This indebtedness represented five advances outstanding to Banque
Centrale de la Republique de Turquie as follows:

Date of ydvance Muturity Amount
Aug. 13, 1952 .. SA Y eeeeel| Fob, 120053 | $21, 500, 000
Sepl. 15, 10952 _. .| Dee, 15, 1852 SO0, (00
T2 eeilyiess D e &, 000, 00
Bt A YO e S S T T T emmereeacaseed] Teo, VO, 1052 8, 00, 000
L A e S e e O e TR SN SRR ] b o T 7, 00U, (00
“Total..-.... e T e R 5 R R R S SRCTRSI S| (AR g 45,000, 000 -

Advances aggregating $11 million to Banque Centrale de la Republique de
Turquie were the only foreign loans on gold made by the Reserve bank during 1951,
These borrowings were repaid during the vear and for the second eonsceutive
time there were no foreign loans on gold outstanding at year end.

* % * The bank's policy with respeet to loans on gold remains unchanged,
contemplating the making of “loans only for a short-term period for the purpose
of relieving balance of payments' disequilibria of a seasonal or other temporary
charncter.” '

= DUE TO FOREIGN DEPOSITORS

Dollar deposits, totaling. $686,031,916.15, decreased by approximately. $80
million in the interval between examinations. Dollar balances amounting to
$366,671,80, maintained by the Reserve bank as fiseal agent of the United States,
are ineluded in the foregoing total but are not participated among the other Federal
Reserve banks.

INTERNATIONAL BANK FOR RECONSTRUCTION AND DEVELOPMENT, INTERNATIONAL
MONETARY FUND, AND BECRETARY OF THE TREASURY—S8PECIAL ACCOUNT

The accounts maintained by the foreign department of the Federal Reserve
Bank of New York for the International Bank for Reconstruction and Develop-
ment and for the International Monetary Fund at date of examination reflected
total deposit balances of $40,675,416.79, earmarked gold valued al $1,027,652,-
835.51, and securities earvied at $2,321,658,930.15, including $1,263 million in
specinl non-interest-hearing notes of the United States-International Monetary
Fund serics.  The aggregate showed an increase of about $166 million since date
of last examination.

Neow York, 1852 -

The activities of the foreign department alzo ineluded operations by the Federal
Reserve Bank of New York as fiscal agent of the United States in the purchase
and sale of gold and in foreign exchange and allied transactions. The records of
the Reserve bank indieated a total deposit balance of $26,337,397.07 and ecar-
marked gold valued at $43,400,676.44 held for the special account of the Sceretary
of the Treasury,
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CUSTODIES

Custodies held for foreign aceount totuled $6,161,785,801.45 representing the
dollar value of the following holdings: $2,334,002 182,57 in sceurities, aceeptunees,
and commercinl puper; $3,826,765,133.25 in earmarked gold; and $28,185.63 in
earmarked silver,  These costodies showed a net deerease of %351 million in the
interim between examinations, the principal amount of the chunge resulting from
a decline of $1,078 million in holdings of earmarked gold and wn inerease of $741
million in holdings of United States Government securities,  During the sane
period, holdings for domestic aceount inereased by about $17 willion to w total
of $141,647,462.54 at examination date, this amount representing the dollar value
of earmuarked gold transferred from foreign accounts to other designations because
of the pledge of such gold as collateral to loans made by domestie banks for foreign
account,

v
VERIFICATION

As has’been done in the past few years, a list of the foreign banks and govern-
ments and other finuneial agencies abroad for which the Reserve bank maintained
dollar balances or held eustodies was referred to the bank's viee president and -

neral counsel and to the manager of the foreign department. hey were res
‘quested to advise whether there were legal restrictions on communications with
any of such foreign correspondents, or whether there were uny other circumstances
known to them which would make it inadvisgble to seek verifieation by corre-
spondence with the foreign parties at interest. =

GENERAL

The rise in the Reserve bank’s holdings for foreign account, which has been in.
evidence during the past several vears, reached its peak in March 1951, Since
that time a steady decline has been noted; at date of examination, the total of
such holdings amounted to $6.8 billion, a net decrease of $432 million, or approxi-
mately 6 percent in the interval between examinations. During the same period
assets held for the International Bank and the International Monctary Fun
rose slightly, bringing the combined assets held for foreign and international
account to $10.2 billion at date of current examination.

The number of foreign banks and governments and other financial ngencies

“abroad for which the Federal Reserve Bank of New York was carrying deposit
accounts or holding custodies totaled 78, a net increase of 2 in the interval be-
tween examination. I 2 A )

ACCOUNTS OF FOREIGN OPERATIONS DIVISJON—PARTICIPATION OF FEDERAL RESERVE
5 BANKS

Currently all Federal Reserve banks are participating inl‘all foreign accounts
and custodies except those carried by the Federal Reserve Bank of New York in
its capacity as fiscal agent of the United States. Balances aggregating $366,67 1.80
carried for 5 fiscal agency accounts are included in the participation of the Federal
Reserve Bank of New York in “‘Due to foreign deposits’ shown above.

New York, 1952 : .
At date of examination, the principal foreign accounts participated and the
Federal Reseﬂ{e Bank of New York’s participations therein were as follows:

\

N
Federal
System Reserve Bank

‘1 of New York

ik bk, e M O e | M et

T 00 SO BDOMRRR. ..t s cas s amsom i | 680,081, 016.15 | 219,707, 016,15 /
' CONTINGENT LQmu'rma ' .

On Mm"ptanecs purchased for foreign correspondents. oo oooeanaas 14, 910, 300, 17 4,017, 906. 35

New York, 1954
CONTINGENT LIABILITY ON ACCEPTANCES PURCHASED FOR FOREIGN CORRESPONDENTS

Included in the eustody hdldings was u total of $9,058,422.19 in bankers' accept-
ances which the Reserve bank has purchased for foreign accounts with its guaranty
of payment at maturity, such guaranty earning a commission of one-eighth of 1
pereent per annum.  The foregoing total reflected a deerease of about $20 million
from the amount held at the time of last examination, this change being attributed
to a'searcity of bankers’ acceptances available for purchase,
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FOREION LOANS ON GQOLD

New York, 1956

The loan agreement with the Bank for Tnternational Settlements is the renewal
of an arrangement which has been renewed or extended several times in the past;
this latter renewnl beenme effeetive October 31, 19565, and runs for a period of
12 months.  The agreement provides for a loan or loans on gold up to an aggre-
gute principal sum of $25 million at any one time outstanding, with a maximum
credit available in any calendar month not to exceed the equivalent of $25 million
for a fotal of 7 days. Thiz latest renewal includes, for the first time, o commit-
ment eharge of one-fourth of 1 percent per annum on that part of the loan facility
not used in any ealendar month.

During 1955, loans ou gold were made to only two foreign correspondents:
Bank for Tuternational Settlement and Banco Central de Reserva de El Salvador.
The former made active use of its $25 million standby arrangement, drawing on
16 oecasions dmounts of $3 million to $10 million for periods up to a week; the
total of these borrowings amounted to $103 million. The Banco Central de
Reserva de Ll Salvador borrowed $1 millign shortly before year end under o $3
-million arrangement entered into in December; this loan was repaid on January

- 20, 1956,

A loan to Banco do Brasil as fiscal agent of the Brazilinn Government, on which
there was a balance of $106,0660,600.08 outstanding at date of last examination,
was repaid in the interim in accordance with its terms, the final installment
having been paid on Octobper 24, 1955,

|

WHO ARE THE “DEALERS” WITH THE OPEN-MARKET ACCOUNT?
. v

Now, the trading in securities. Under the 1913 act and up until
1935, each bank had its own open-market operations and it was plain
that there was conflict among the banks.

Some would be buying and others selling, and it rather upset the
market. They gave that as an excuse for the amendment that went
into thé 1935 aet, which permitted 1 Open Market Committee and 1
manager of that account in the New York Federal Reserve Bank to
handle it for all the banks.

None of the banks touches these securities except the New York
bank. The money they get, the New York bank sends to them.

Yet this trading in securities is still going on. When a member
bank of the system wants to buy Government seeurities, or to sell
them, the likelihood is that it will ask the Reserve bank to handle the
transaction. The Reserve banks are buying and selling hundreds of *
millions of dollars worth of Government securities, acting as agent for
member banks and for others. So they are in competition with one
another today, and they are in competition with the Open Market
Committee. They cannot tiade Willll the open-market account, so
they may be buying at the same time the open-market account is
selling.-

This so-called open market means that the Government must
pay this select group of open-market dealers a split of some kind,
a commission or fee, in order to buy or sell Government bonds. It
cannot be done any other way. And in a great many instances, this
thing is rigged so that the dealers receive two fees when the open-
market account is selling at the same time a Federal Reserve bank is
selling, and vice versa,

There arc only 17 dealers and in 1956 five of them did 52 percent
of the business. The top did 88 percent of the business. Many of
these 17 dealers got their money for speculation in the Federal Reserve
Bank of New York:s We have never looked into that, and we do not
know anything abbut it, ' |
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I ean state, however, that according to one report of the Upen
Market Committee that 1 have seen, the open-market account Fought
from and sold to 13 of these dealers who are not banks— that is,
nonbank dealers—Government securities amounting to $2.9 hillion
in the vear 1956, And, in contrast to total purchase and sale trans-
actions with these 13 nonbank dealers amounting to $2.9 billion, the
open-market account lent these dealers, through repur chase agree-
ments made during the vear, $4.6 billion with which the <lealers earried
Government securities in their portfolios.

How does the manager of the open-market account decide the
question of allocating a given volume of sales, or a given volume of
purchases, among these 17 dealers? Well the answer seems to be
“primarily”—but not exclusively—on the basis of which dealer offers
the open-market account the best price. The Committee should be
extremely interested in the following statement from the Open Market
Committee's Annual Report for 1956: g

The distribution of outright transaetions awmong dealers continues to refleet
the account management's proetice of doing business with dealers and dealer banks
primarily on the basis of the “bost price’ obtainable.  Repurchase agreement
volume reflects princiapally the finaneing needs of the various dealers and the
willingness of the sccount munagement, ‘in haplemaiting syvsfem poliey, Lo enter
into agreements at tha times they were requested by dealers.  Also, consideration
was given ab all times to the finaneial capacity of the specitie dealers in extending
repurchase agreements, the need to distribute on o given diy the total of repur-
chase ngreements equitably among nonbank dealers, and the dealers’ exposure as
measured by their positions. y

Who are these dealers?  We have their names and that is about all.
T will list these names and then point out what 1 have tried to do
to learn something for myself about who these dealers are.

17 dealers trading with the open-markel account in 1956 (showing pereent of total
volume done, by groups of 5's)

Pereent
Dealer: of trading
1D Tttt o T e S P S e e e Y e Pt |
_Cheiieal Corn IExchange Bank_______ __ _____ _________________ !
Salonion Bros. & Hutaler. oo e v eoe e cme e mcmmmm e e caee 2 b BLY
AR B Ve e S e DT e L S I
Aabrtw G Eanaton & C0.. THO: cuxive vuisraase e a s
B W R & 0 e vt s cm e e e SRR
C R Chde & Cou Int s s s e s s s e
vutamanty Trust ©0c . - ccocoansa e sos emae e s znmaa L 306. 6
LT ) e e e e e
) RN BT o e L e RS S  ee e Re  S~ Pe
Continental Hlinois National Bank & Trust Co,, Chieago_ _._ . _____
Briggs, Schaedle & Co., Ine____ . __ . _________
First National Bank, Chieago
Wm. I, Polloek & Co., Ine_ o oo oo 1.7
N Y Hanseatic oD«
I Sy L 0 T R RS
BT NE DAL R PR Tl o o TR SR S
e T Vet 100. 0

Now, I think the committee should look into the Open Market
Committee and try to find out a little something about who these
dealers are that serve as the funnels through which our great Federal
Reserve System passes out additions to the money supply of the
country, and pulls in substractions from the money supply of the
country. So, | have had the first. 10 names looked up—that is the
names of the 10 biggest dealers—to try to find out who the people
are that are partners in these dealer firms, and who are the officers
and directors in these dealer firms where the firm is incorporated, Then
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I have asked for information on the other connections of these people
wherever such information is available from published directories
Well a large percentage of these people do not publish information
about themselves. But enough of them do give information to show
us that they represent all of the big money interest of the country—
the big commercial banks, the big investment banks, the big insurance
companies, the trust funds, and the big industrial and utility corpora-
tions.

The following list shows the names of the top officials in each of the
10 dealer firms doing the largest volume of business with the open-
market account in 1956. Then, where information is published about
the other connections of the individuals, those connections are shown
too.

Discount Corp.
Mills, Dudley H., chairman
areat Ameriean Lusurance Co., director
Underwood Corp., director
American National Iusurance Co., director
Great American Indemnity Co., director
Rochester American Insurance Co., director
Anderson, Edward. k., senior vice president and director
East River Savings Bank, trustee 5
Bixby, Wingate, vice Prosidgmt
Fleming Realty Co., director
432 Last 57th Street Corp., direclor
Fairchild, Julian D., viee president
Kings County Trust 0., trustee
Franklin Sayvings Bank, trustee
Cleveland, J. Luthur, director
Guaranty Trust Co., chaimnan
Guaranty Safe Deposit Co., director
Atchison, Topeka & Santa Fe Railway, director
American Arbitration Association, director
Anuconda Co., director
Sunray Mid-Continent Qil Co., director
Colt, 8. Sloan, director
Bankers Trust Co., chairman and director
Provident Fire Insurance Co., director
Royal Exechange Assuranec Co., member United States Advisory
Jommittec
State Assurance Co., Lid., member financial advisory hoard
Car and General Insuranee Corp., Lid., member financial advisory board
American Bank Note Co., director
General Foods Corp., member finanee eommittee and direetor
General Eleetrie Co., member finance eommittee and dircetor
Metropolitan Opera, assistant treasurer and director
American Can Co,, director
Tax Foundation, Ine., treasurer and trustee
Ebbott, Perey J., member executive committee and direelor
Chase Manhattan Bank, chairman trustee advisory board and director
Allied Stores Corp., member exeeative and advisory committees, and
direetor
Moore-MeCormaek Lines, Ine., director ~
International Paper Co., director
- Chase Bank, vice-chairman
Oberlin (Ohio) College, trustee and chairman, invesiment conmittee
Belding-Heminway Co., director
New York State Chamber of Commerce, vice-president
American Export Lines, Ine., director .
Massie, Adrian M., director
New York Trust Co., chairman
Pacific Fire Insurance Co., director
Rotary Electric Steel Co., director
Homeland Insurance Co., director
Commonwealth Insurance Co., direetor
Mercantile Insurance Co., director
Columbia University, trustec
Bankers & Shippers Insurance Co,, director
Jersey ITnsurance Co., director.
North British & Mercantile Insuranee Co., dircclor
Greenwich Savings Bank, trustee
United States Life Insurance Co., director
Sweet, Briar College, member board of overseers
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Sherer, Dunham B., direetor
Chemieal Corn Fxehange Bank, director
Home Life Insurance Co., director
Whitney, George, member, executive committee and director
J. P. Morgan & Co., member executive committee
Braden Copper Co., director
General Motors Corp., member finaneial poliey committee and direetor
Kennecott Copper Corp., member executive committee und director '
Continental 1l Co., director
Consolidated Edisgn Co. of New York, member, executive and salary
commitiees, trustee :
Helm, Harold H., director
Chemieal Corn.ixehange Bank, ehairman and director
Corn Produets Refining Co., member executive committee and director
City Investing Co,, director
Home Insurance Co., member, finance, executive committees and director
Whitehall Foundation, Ine., trustee
Princeton University, trustee and chairman, executive committee, mem-
ber, finance, grounds apd buildings committees.
Commercial Solvents Corp.; membér executive and audit committees
and director i
Associnted Dry Goods Corp., member executive committee and director
Lord & Taylor, director : .
Christian Properties Corp., director
Log Cabin Assoeiation, Inc., trustee :
Federal Hall Memorial Assoeintion, Ine., trustee
Champion Paper & Fibre Co., director
Chemieal Corn Exchange Safe Deposit Clo., director ;
Lquitable Life Assuranee Society of the United States, member, execu-
© tiye and finanee committees and director A
Ralston Purina Co., director : '
National Industrial Conference Board, directo
Repp, Herbert N., president and director '
Dunbar, Charles K., vice president and secretary

“Marckwald, Andrew K., vice president and ussistant secretary

Nagle, William G., vice president
Jantzen, Ray H., viee president
Bethke, Robert H., vice president
Morton, Stewart C., viee president
Shepherd, Howard C., director

fCh.e'}?‘l.i?f.‘th". Corn Exchange Bank

Helm, Harold H., ehairman and director
" Corn Producfs Refining Co., member executive committee and director

City Investing Co., direetor '
Home Insurunge Co., member finaneial and executive conmpitiees and

" director S

Commereial Solvents Corp,, member executive committee, audit com-

mittee and direetor .

Associated Dry Goods Corps., member vxecutive committee and director
Lord & Taylor, director

Christian Properties, director

Champion Paper & Fibre Co., director .
_Diseount Corporation of New York, director
. Chemical Corn Exchange Safe -Deposit Co., director

Equitable Life Assurance Society of the United States, member exceutive, -
_and finaneial committees and director .
Ralston Purina Co., director ) )
Jackson, N iBaxter, chairman, executive committee and director

Chemieal Corn Exehange Deposit Co., chairmuan - :
General Reinsurance Corp., director

MeCrory Stores Corp., director

American Chicle Co., director

Freneh Ameriean Banking Corp., director
Interchemieal Corp., director

Western Electrie Co., dircctor

Aluminium, Ltd., director

Aleo Products, Ine., director

Roosevelt Hospital, trustee

Vanderbilt University, trustee

Beckman—Downtown Hospital, treasurer and director
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Grainger, Issac B, president and dirvector
k. Safety lndn'-stmnﬁ Ine., director
Chemical Corn Exchange Safe Depaosit Co., dlrector
Fort Myers Southern Railroad Co,, director
Hartford Fire Ins. Co., director
Kerite Co., director
Missouri Pacific Railroad Co., director ¥
Hartford Accident & Indemnity Co., director
Ca.mpbull LeRoy Walter, vice president
Chémical Safe Depc:,n. Co., director
Sun Chemical Corp., member of executive commission aud director
E‘lu Co., Conn., director
¢ Bﬂattl, rancis P., vice president
Mercury Aircraft, Ine,, director
Bromfield, Horace P., viee president
Nationwide Food Service, director
Brummer, Harold, vice president
Mis, John 8. She :ppard Foundation, Ine., trustee and director
Carr, William D., vice president
Rahway Valley Railroad, treasurer and dlreﬂt'»ﬁr
Cuminings, W. Burton, vice p:uqldvut
New York Federal Savi ings & Loan Asaomatmn du'ecbor
Berkshire Gas Co,, director
Driscoll, William Jt-nuiug:&, vice president
Tt!iu])l‘ugl'am:-, Iue., viee president
Duncan, Claudius D., vice president
Manhattan Life Insurance Co., director
Durham, Kenneth A., vice preside nt
Suowdm;, Ine., direetor
Worth Street, Inc,, director 3 /
Gibbons, John L, vice pl’t:‘«l{tl‘llt \
3 Augastum—Wumw: man Corp,, director
Hauser, Alfred H., viee president
Maracaibo Oil I \plurulluu Corp., director
American Surety Clo., trustee
Empire City Sa\mga Bunk, trusteoe
American Hide & Leather (,o director
Granby Construetion, Mmmg, Smelting & Power Co., Ltd., director
Hawkins, Walter M., vice president
: l)tml.tp & Associates, direetor
Love, Hamilton M., vice president \
fiuagl:uul Luborator}' treasurer and director
Mooney, Wandell M., vice president
Chemieal Corn E \thl.ll"l_‘ Safe Deposit Co., president
Chesebrongh-Pond's, Ine., director
Clemson Bros,, Ine., diri:cl.ur
Sherwin, Arthur 8., vice president
Dalminter, Inc., directo
Borneo Sumatra T rading Co., director
Far Eastern Ageneies, Inc., dlrur.st.or
Ttalit, Ine., director
Pur-Sale Service Corp., dm-ttm
Swidut Food Importers, Ine., director
Urmy, Keith M., vice president
New York Medical College, Flower and Fifth Avenue Hospitals, treasurer
and trustee :
VanPelt, Edwin, vice president
West Side Federal Savings & Loan Association, director
Republie Pictures Corp., director
Wright, Ford, viee president
Coca-Cola Bottling Co., director
Binsabaugh, Robt. W., trafiic officer
Commereial (‘u,suu]tv Insurance Co., secretary
Concordia Fire Insurance Co., secrvtury
Firemen’s Tnsurance (‘umpu.n‘v of Newark, secretary
Girard Pire & Marine Insurance Co., as:,cmtaiy
Metropolitan Casualty Insurance (,u ., New York, secretary
Milwaukee Mechanics’ Insuranice Co., secretary
National-Ben Franklin Fire Insurance Co., sceretary
Loyalty Group, secretary

-
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Houston, Frank K., honorary chairman, vice chairman; executive coms
mittee and director 2 :
“ Chemical Corn Exchange Safe Deposit Co., director
Standard Insurance Company of New York, director
Aetna Insurance Co., direetor
Century Indemnity C

J0., director
Piedmont Fire Insurance Co., direetor
World Fire & Marine Insurance Co., director
Hotel Waldori-Astoria Corp., director _—
Thomas Jefferson Memorial Foundation, president and director
Vanderbilt University, trustee g
Johnston, Perey H., director
New York' Life Insurance Co., director
Federal Hall Memorial Association, Ine,, governor
Bower, Joseph A, director, member trust and executive committes
Detroit International hridgc Co., chairman
Canadian Transit Co., ehairman
Goelet, Robert, dircetor, chairman, real estate and mortgage committes
City Investing Co., director *
Lopert Filns, Ine., director -
Fifth Avenue & 66th Street Corp., vice-president and director
Lopert Filmg Distributing Corp., director
Lopert Films Productions, Ine., director
Hillman, Jr., J. H., direetor
J. H, Hillman & Sons Co., president and director
Chemieal .Bank & Trust Co., director
Pennsylvania Bankshares & Securities Corp., chairman : :
Pitdt.shurgh Coke & Chemiedl Co., chairman, finance committee -and
irector
Great Lakes Steamship Co., director
Peoples First Nutional Bank & Trust Co., Pittsburgh, Pa., director
Texas Gas Transmission Co., chalrman
Pittsburgh Steel Co,, direetor
Williams, Thomas R., director
Iehabod T. Willinms & Song, partner
Geo. D, Emery Co., presidend and director
Edgewnter Saw Mills Co,, president and director
Niagara Five Insurance Co., director
Astorin Importing & Manufacturing Co., president and director
Roosevelt, John K., director
Roosevelt & Son, partner
Hackensack Water Co., director
Elizabethtown Consolidated Gas Co., director
Elizabethtown Water Co., Consolidated, director
All American Cables Co., director 3
Harris, Henry Upham, director
Harris, Upham & Co., partner
Texas Co., New York City, director
Stone & Webster, Inc., director
New York Stock Iixchange Governor |
. Great American Insurance Co., director
Humﬁhmya, Jr., H, ., director
nited States Rubber Co., chairman and president
Latex Fiber Industries, Ine., dircctor
Terminal Warchouses, Ltd., Toronto, director
Great American Infurance Co., director
Dominion Rubber Co., Ltid., Montmal, director
Mutual Life Insurance Company of New York, trustee
. Rubber Manufacturing Association, director
National Industrial Conference Board, member
Callaway, Cason J., direclor '
Blue Springs F"nrms, Hamilton, Ga., owner
United States 8teel Corp., director
Trust Company of Georgfa., Atlanta, director -
Shell 0il Co., director :
University Systems of Georgia, member board of regents
v Nutrition Foundation, Inc., trustees
MeKim, Robert J., director : 2
: Associated Dry Goods Corp., president and director
Bowery Bavings Bank, trustee

.
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Moore, Mauriee T., director
Cravath, S\\.Lme & Moore, partner
Ptnuwivulml. Glass Sand Corp., director
Studebaker-Packard Corp., director
Time, Ine., chairman
Bruce, James, director
American Airlines, director
Commercial Credit Corp., direetor
General American Investors Co., director
Equity Corp., director
United States Industries, Inc., dircetor
Fruehauf Trailer Co., director
National Dairy Produets Co., director
Congoleum Nairn, Tuc., director
Technicolor, Ine., dircetor
Federal Home Loan Bank of New York, direclor
Republic Steel Corp., director
Avco Corp., director
Grayson-Robinson Stores, Ine., director
Continental Insurance Co., director
Western Table & Stationery Corp., divector
Few, Benjamin F., director
Liggett & Myers Tobaceo Co., president and director
Duke University, tristee
Roberts College, Istanbul, trustee
Woods, J. Albert, director
Commercial Solvents Corp., president and director
Central Savings Baunk, president and director
Corn Produets Refining Co., direetor
Wilson & Toomer Fertilizer Co., Jucksonville, Fla., director
Thermuatomic Carbon Co., ehairman
American Smelting & ltu[zning Cu., director
Black, James B., direetor
Pacific Gas & Electrie Co. , chairman, member executive committee and -
diractor
United States Steel Corp., director
Southern Pacific Co,, member executive committee and director
Equitable Life Assuranee Society, director
Shell 0il Co., director
Fireman's Fund Insuranee Co., riember executive committee and director -
Ford Foundation, trustee
Del Monte I’mpulu 5 Co,, director
Californin Pacific Title Insurance Co., director
Drysdale, Robert AL, direetor
Drysdale & Co., Sr. partner
Central Suvings Bank, trustee
Guardian Life Insurance Co,, director
Westehester Fire Insuranee {_fu,, director
North River Insurance Co., direetor
United States Fire Insurance Co,, direetor
Sherer, Dunham B, dircetor
Discount Corp., New Yurk, director
Home Life Insuranee Co., director
Nichols, C. Walter, director
Nichols |uu|.,|||t-mmg & Research Corp., ehairman
First National Bank of West Orange, viee president and director
Nichols Engincering & Research (.;orpomtlon of Cunada, president
and director )
Corn Exchange Safe Deposit Co., "director 3
Ralph C. Coxhead Corp,, chairman )
Alliud Chemienl & Dye Corp., director ¢
- Sintering Machinery Corp., chairman
Wellman Engineering Co., director
Kennecott Copper Corp., direetor
Kiggm& Jr., W :llar(‘ , director
H. Bull Ste umhlnp Co., president and director
Hu]l Insular Line, president and direetor
Bull Steamship Line, president and director
A. H. Bull & Co,, president and director
Sun Anionio Docking Co., president and director
Dafton Realty Corp., president and director
San Antonio Co., ]m"ilck-ut and director
Baltimore Ingular Line, Ine. , president and director
Cuaribbean Dispateh, Ine., president and director
New Rochelle {Ldoml S-wnu,q & Loan Aahmiation, director
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Bluck,  Kenneth T, direetor
Home Tnsurance Co,, president and director
Harlem Savings Bank, trustee
Home Indemmnity Co., president and dircetor
Atluntie Coast Line Railroad, director
Insurance Society of New York, director
Genernl Adjustment Bureau, Ine., president and director
Natiotal Board of Fire Underwriters Building Corporation, vice president
Underwriters' Laboratories Ine., divector 2
Beekman-Downtown Hospital, director

Perkins, Gilbert 11, executive viee president

Johnson, Clinton (., exeentive viee president

MeCull, Howurd W., exeeutive viee president

Renchard, William 8., executive viee president

Aunderson, Thomas G., vice president

Azoys, Geoffrey V., viee president

Blum, William H., vice president

Brennan, Peter J,, viee president

Brown, J. Stanley, vice president

Bubindey, Paul I',, vice president

Caldwell, Arthur C., Jr., vice president

Calhoun, N. 8., Jr., vice president

Chamberlainy Melville P, vice president

Cleary, F. Stafford, vice president

Compton, Joseph H., viee president

Cropper, Samuel H., vice president

Cunliffe, John J., vice president

DeWitt, William G., vice president

Dribben, Seymour, viee president

Farnsworth, George L., vice president

Finlayson, Dauniel A., Jr., vice president

Foy, Amos B., viee president

Frey, William A, viee president

Haggerty, Frederick B., vice president

Haviland, David, vice president

Hayward, Charles E., Jr., vice president

Hellerman, Louis, vice president

Hellier, James Ii., vice president

Hall, Magne, vice president

Jantzen, William J., vice president

Johnson, Reginald H., vice president

Kildea, York, vice president

King, George L., Jr., vice president

Laemmel, William G., vice president

Lysle, George, vice president .

MecFadden, Joseph A, vice president

MeGowan, George B, vice president

MeManus, Edwin 8., vice president *

MeMillen, Lloyd M., viece president

MeWilliam, Franklin A., vice president

Moore, William H., vice president

Newfang, Edward C., vice president

Obeds, ?ohn. viece president

O’Brien, Robert B., vice president:

O’Callaghan, John H., viee president

Onthank, Pierce, vice president

Patterson, Donald C., vice president

Peck, Mark B., vice president

Peer, George A., vice president

Pons, A. Karl, vice president

Pugh, Harry J., viee president

Rance, Charles E., vice president

Richter, Charles, vice president

Rogers, Thomas ‘A., vice president

Rommel, Frederick H., viee president

Ross, Walter M., vice president

Salzer, Richard T H., viee president

Schneider, Leo, vice president

Schneider, Max J., viee president

Scherer, Frank A., vice president

Bmith, John J., vice president \

Topp, Marinus J., vice president ,

Townsend, J. Kenneth, vice president
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Tree, Alfred K., viee I‘)rrssideut

Turner, Huntington M., viee president

Weir, Tugh, vice president

Welles, Edward R., vice president

Willinms, Z. llomer, viee president

Wittiman, Willinm J., viee president

Ringler, Arthur ., vice president and ecomptroller

Nanner, Herbert W., treasurer

Jordan, W. Donuld, scerotary »

Sundmeyer, Furl C,) public relations director

Erhart, George M., corporation trnst ofticer

Corbett, . Leroy, trustee (personnel)

Tomlinson, Eustace W., trustee (personnel)

Jenking, Merwin 8., trust oflicer (investment)
‘hite, Irving, trust officer .

Muwucke, Arthur J., trust officer (pension)

Clark, Jumes M., trust officer

Doyle, Albert W., trust officer

Emmerich; Joseph F., trust officer

Farrington, Ralph, trust officer

Lightall, Richard J., trust officer

Metz, Herman W., trust officer

Miller, Robert A, trust officer

Moore, Ruymond W., trust officer

Nicholsor, Cluytou M., trust officer

Oats, C. Reginald, trust officer

Pfeiffer, Fred G., trust oflicer

Rosebrook, Charles A, trust officer

Sherman, Russell H., trust officer

Wells, Clinton A., trust officer

Goelet, Rohert (., director

Salomon Bros. & Hutzler

Brummer, Bertram F., partner
New York Stoek hxchungu member
Brummer Iuvesting Co., president and treasurer ’
Bertram F. & Susie Brummer, Ine., president, treasurer, and director

Levy, Benjamin J., partuer !

Holsten, Edward L., partner

Ottens, Jonas I, partner

Perrin, Myles 1., partner

Carson, James H., partner

von Glahn, Theodore A., partner

Bimon, Charles J., partner

Spenéer, Girard L., partner

Salomon, William R., partner

Freeman, Merrill D., partner

Levy, Maurice, partner

Curran, Ralph A., partner

Stevenson, John, partner

Brown, Harry, partner

Qﬂiml, Robert J., partner

Kaufman, lrving, partner

Kelly, Danicl M., partner

Obendorfer, Herbert, partner

Gaertner, Clement J., partner

Curran, Ralph A., limited partner

Salonion, Perey T., limited partner

Losee, Herbert 1., limited partner

C. J. Devine & Co.

Devine, Christopher [y partner
Stoutenburgh, William .J., partner
Reilly, Matthew F. partner
Dunn, Stewart. A, partoner
Herrmann, Vineent H., partner
Kennedy, Frank T., part ner
Kreitler, Carl J., partner
Revits, Samuel, pariner
Bellinzoni, Arthur J., partner
Coman, John J., partner

Cross, Joseph, .‘r., partner
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Aubrey G. Lanston & Co,

Graustein, Archibald Robertson, director
(‘r'mktmu Hateh & hormend:, partner
Ageney of Canadian Car & Foundry Co., director
D. W. Rich & Co., president and director
Brightwater Paper Co., director

= Synfoam Yarns, Ine., premdent and director

Luvan, Peter I. B., director
Stroock & Stroock & Lavan, partner
Winter & Co., director
American Securities Corp., director
United Factors Corp., director
Amerienn Machine & Metals Co., director .
United Merchants & Mmmfﬁctluem, Ine.; director
Vistario Corp., director
Union Bugar C 0., director 4
Delavan Foundation, Ine., president and director
Haveg Industries, Ine., director
Molybdennm Corporation of America, director
Naecional Hotel, director

Lanston, Aubrey G., president and director

Horton, Leonard M., vice president, treasurer, and director

Young.,d ahl, C. Rmhmd vice pr(-‘-ldcnt.

Piser, Leroy M., vice ])ll‘ﬁfl!t’-"il'l-

Childs, Curtis W. (Boston), vice president

Montgomery, Marshull H., vice president

Duffy, Jumes P., viee president.

Calluhan, Danicl J., viee president

Combe, Arthnr J., viee president

Moffatt, Douald L. (Chieago), viee president

I'reeman, John P, Jr,, assistant viee president

Gould, Charles W, (Boston), assistant viee president

Ross, Helen P., seeretary

Hoffman, Samuel, director

D. W. Rich & Co. :

Graustein, A. R., president and director
Graustein, Hateh, & Kormendi, partner
Ageney of Canadian Car & Foundry Co., director
Anbrey G, Lanston & Co., director
Brightwater Paper Co., director -

%vnfmm Yarns, Ine., Dl‘("ﬂdf‘]]t and director

Ewig, T., secretury and director

('Gara, A., treasirer and director o

Rich, Dominie W., vice president and director

MeMorrow, C. M., director

C. F. Childs & Co.

, Partridge, M. A., seeretary and director
Childs Securities Corp., secretary

Childs, F. Newell, yresident
Boynton, Elwood ., vice president
Brown, Murray F., vice president
Cantwell, Timothy F., viee president
Fleteher, William M., vice president
Fraser, David B., vice president’
Smith, Merril 8., vice president
Van dluave, Robert G., vice president
Obplanalp, Harry, assistant vice president
Coffin, Robert H., assistant vice president
Condict, John K., assistant vice president
Doyle, Rébert, assistant vice president
Flptcher “;tmliev W., assistant viee president '
Gt‘orgie, Charles J., assistant vice president
Hawking, Russell 8., assistant viee president
Heiskell, Raymond H., assistant vice president
Kelliher, Richard E., assistant vice president
Koenig, P'm]lp ., assistant viee president
Stenzel, Frederick J., assistant vice president
thiiams, Russell T., " assistant vice president
Carr, Charles D, treasurer
Currie, Stuart G treasurer
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Ekman, €. ., treasurer

Galambos, M. L., treasurer

Gimuondi, Charles, treasurer

Golin, htlmm treasurer

Ieys, Thomas, treasurer

MeNally, John D., assistant treasurer
Moorshead, Beatriee, assistant treasurer
Nebhan, Luke, nssistant treasurer
Briggs, Loring T., assistant secretary
Hamillon, Thomas J., assistant secretary
Jennings, Juseph A, nssistant secretary
Leniban, A, 1., ussistant seeretary
Roberti, Robert I, assistant secretary
Ruddy, Marion, assistant secretary
Stover, M. G., assistant seeretary
Uhlarik, Thomas 8., assistant seeretary

Guaranty Trust Co., New York

Cleveland, J. Lnther, chairman and director
Guaranty Sufe Deposit Co., director
Atehison, Topeka & Santa Fe Railway, divestor
Anaconda Co., dircetor
Discount m]mr dion of New York, direetor
Sunray Mid-Clontinent Oil Co., diroctor
Kleitz, William L., president and director
Wilson & Co., direetor
IBN Warld Trade Corp., director :
Liverpool & London & Globe Insurance Co., Ltd,, member local Loard
i New York
Roval Insurance Co., Ltd,, member local board in New York
British & Porcign '\lumu‘ Insurance Co., Lid, ‘wember locad Loard §
New York
Virginia Fire & Marine Insurance Co., diveetor
Thames & Mersey Marine Insurance {0 Lid., member local board iv
New York -
Newark Tnsnvance Co., director
Queen Tusuranee Company of Ameriea, diveetor
Anmeriean & FPoreign Tnsuranee Co., L|lII‘LlU1
Cilobe I wlemupity Coy, direetor
n\ al Tudde tlnlll\ Co. direetor
Star Lusuranes Company of Amerien, divecetor
Orie Hundrid Fifty William Streer Corp., dircetor
W. T, Grant Co., dircetor
American Sowlting & Refining Co., director
Sharp, Dale 1., exeentive viee president
Standard M cident Tnsurance Co,, direetor
Pilot Insurance Co. (Inrnnin] direetor
Planet Tnsuranee Co., direetor
Yorkshire Tnsurance Company of New York, e¢hairman
Seabonrd Fire & Marine Insurance Co., rlirct,l.ur
Jerman, Thomas Palmer, exeentive viee president
Union Pacific Railroad, director
Broome, Robert K., viee president
- Towa Publie Serviee Cao., direetor
MeCabe, Herbert 17, viee president
New Jersev Natural Gas Co,, director

. Palimer, Louis Babeock, viee president,

Pecrless Insuranee Co., divector
Verbeek, Guido ¥, Jr, viee president
Morris County Savings Bank, direetor
Wallaee, John Browgham, Jr., viee president.
Union Terminal Clold Storage Co., direetor
Manhattan Refrigerating Co., director
Inferwoven Stocking Co., direetor 0
White, William Rafford, viee prmldr‘nt
Bowerv Bavings Hﬁ.‘ll\ frustee, memher c'quilvt' commltfm
Strelow, William Richard, s iee prosident
Pnu Ameriean Society of United States, director,
National Couneil Ameriean Tmporters, Ine., direetor
National Foreign Trade Couneil, director
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Anderson, Harold I, vice president

Swedish Chamber of Comm aree, U, 8. A director

Sandvik Steel Co., director
Colwell, Kent G., vice ])rmult-ut ,

Belgnln Chamber of Commerce (United Stn.be:s) director
Kimpel, Ralph E., vice president (foreign)

eruvian-Ameriean Association, Ine., director.

Mexican Chamber of Commerce (Unit,ed States), Ine., director

Venezuelan Chamber of Commerce of United States, Ine., director
Menapace, Robert B., viee president

hile-American Association, chairman

American-Brazilian Association, treasurer and director
Swart Philip F., vice president

New York Board of ‘Trade, Inc.. director
Twyeffort, Herbert E., vice preaident

Rusticana Corp., secretary and direclor

936 Fifth Avenue Corp., vice president and director
Brickhouse, Ephraim L., vice president i

American hllropean Securities Co., director
Kunhardt, Kingsley, vice president

Carpomvr Stecl Co., director

Royal Mc¢Bee Co., director

Peabody Home for Aged and Indigent Women

Diocesan Investment Trust, trustee

Chemieal Enterprises, Ine., director
Buckley, Jere D., vice president

Columbian Carbon Co., director

Yale & Towne Mmmfa(,turmg Co., director "
Parvin, W. Rodman, vice president

Guaranty Safe Deposit Co., president and director
Gost, William I, viee president
- Guaranty Safe Deposit Co., vice president and director
Baker, Walter Cummings, vice president

J. J. Newberry Co., director

Union Callege, chairman board of trustees and direetor

Manhattan FEye, Ear, and Throat Hospital, director

NYC Bank for Sight Restoration, Ine., president and director

555 Park Ave., Ine., treasurer and director

American Acadvmv in Rome, trustee

Metropolitan Museum of Art, trustee

Archeologieal Institute of Amerlca. treasurer and dlrcctor
Stephens, Robert W.. vice president

Guaranty Sufe Dv]umlt Co., viee president and director
Barrett, R. T. Tupper, viee prm‘.dnnt (foreign)

. Cnmpagnm IBM-France, director
Cie Francaise Pour La Propriete Fonciere, dlrvetm-

v

Whiteman, H. Clifton, second viee president, New York Presbyterian Found-

dation, Inc., ?-rm.an(-.r and director

Gundersen, Reidar E., seeond viee president, United States-German Chamber

of Commeree, treasurer and director

Zulch, Walter H., second vice pr:-qident. Compagnie Francaise pour la Pro.

prmh' Fonciere, director

Bloom, Winfred C., trust officer:
Rﬂvmnnrl Conerete Pile Co., controller and assistant treasurer
Centriline Corp., assistant 'i(‘('l(*‘tar\?-ﬂ't‘ﬂ‘ill]‘(‘l" and director

Raymond Conercte Pile Company of Venezuela, assistant sceretary
Cia Construetora Rayvmond de Colombia, assistant secretary fnd assist-

ant treasurer

Raymond Conerete Pile Company of Delaware, assistant secretsry and

assistant treasurer

Raymond Conerete Pile Company of America, assistant secretary and

assistant treasurer

Ravmond Conerete Pile Company of Panama, assistant treasurer and

director

Raymond Conerete Pile Company of Cuba, assistant secretary-treasurer

Raymond Construetion Clorp,, assistant treasurer

Raymond Conerete Pile ("nmlmm of Puerto Rico, assistant treasurer

Raymond Conereté Pile Co., Ltd., treasurer

Compania Raymond, 8. A, "assistant seeretary-treasurer

Cen Vi-Ro Corp., treasurer

Raymond Conerete Pile (o, Ltd., Liberia, assistant treasurer
Construction Corp., assistant treasurer

Raymond Conerete Pile (Ontario), Ltd., assistanf seeretary-treasurer.

Raymond Contruction Co. of Puerto Rieo, pssistant treasuver and

director,
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] .
Raymond Builders, Ine., assistant, treasurer and director
Centriline Clo., 8. A., assistant secretary-treasurer ] <
Raymond Conerete Pile Construction Co., Ltd., assistant treasurer
Ravmond Conerete Pile Co. of South America, assistant secretary and
treasarer 4
Raymond Tuternational Co., Lid., assistant treasurer and director
Allen, George G., direetor:
Ameriean Cyanamid Co., director
Duke Power Clo., chairman T
Bolenius, Willinm C., dircetor: : .
Alge-rican Telephone & Telegraph Co., vice president (accounts and”
nanee).
Bell Telephone Company of Pennsylvania, director
195 Broadway Corp., director
Indiana Bell Telephone Co., director
Cooper, Charles P., director
Preshyterian Hospitpl in City of New York
Crane, Jr.,, Winthrop M. director
Crane & Co,, Dalton, Mass., chairman
Agrienltural National Bank, Pitisfield, Mass., director
Berkshire Life Insuranece Cq,, Pittsfield, Mass., director
American Bank Note Clo., New York City, dircctor
Otis Flevator Co., New York City, dircetor
Eaton Paper Corp., Pittsfield, director
Western Massachusetts Electrie Co,, director
Western' Massachusetts Clos., direetor
Air Reduetion Co., Ine., director
Dorrance, Jr., John T., director - ;
Camphel,l Soup Co., assistant to president and director
C. A. Swanson & Sons, direetor :
John Wanamaker, Philadelphia, director,
John Wanamaker, New York, dircctor
Pennsylvania & Atlantie Railroad, director
Pittsburgh, Fort Wayne & Chicago Railway, director
Dunlap, Charles K., dircctor :
Berwind-White Coal Mining Co., president and director
Archer Coal Depot Co., president and director
Berwind Bank, director \ /
Berwind Fuel Clo., director
Eureka Stores, director
Havana Conl Co., president and director
Howe Sound Co., director
International Products Corp., director
International Telephone and Telegrapi Corp., director
Kentland Cloal & Coke Clo., president and dircetor
Mutual Life Insurance Co., truster
New River & Poeahontas C'onsolidated Coal Co., president and director
North British & Mercanlile Insurance Co,, direetor
Northern Insurance Company of New York, director
Porto Rico Cloal Co,, president and director,
Seamen’s Bank for Saviugs, trustee
Wilmore Coal Cp,, president and direefor
Wilmore Steamship Co., director
Windber Trust Co., director
Franklin, Walter S,, director
Pennsylvania Iiniirnnd, director
Long Island Railroad, director
Wabash Railroad, director
Western Baving Tsu'nd Society, member hoard of managers
Norfolk & Western Railway, direetor
Girard Trust Corn Exchange Bank, Philadelphin, director
Bell Telephone Company of Pennsylvania, director
Detroit, Toledo & Ironton Railroad, direetar
Curtis f"uhlishing Co., director
Jones, W. Alton, director
Cities Bervice Co., chairman, member executive committee and director
Adriatie Petrolenm Corp., chairman
Colombia-Cities Serviee Petrolenm Corp., chairman
Sixty Wall Tower, Ine,, president and diredtor
Empire Gas & Fuel Co., member executive commiftee, president and
director
Gities Serviee Qil Co. (Pennsylvania), ehairman
]

-
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Cities Petroleum Corp, (Canada), ehairman
Cities Serviee Refining Corp., chairmuan and member executive com-
mittee
Cities Serviee Mid-Iast il Corp,, chairman
Dhofar-Cities Service Petrolenm L.urp chuirman
Sixty Wall Street, viee president and director
Arkansus Piprlim» Corp., director
Dominion Nutoral Gas Co,, Lid,, dircetor
Orauge Stute O Co., director
Chrysler Corp., member finanee committee and director
Cilies Serviee Defense Corp., president and direetor
Cit-Con (il Corp., chairman
Clities Serviee Rescareh & Develop, Co,, chairman
Mexico Cities Serviee Petrolenm Corp., ehairmuan and director
Ttichficld Oil Corp., chairman finnnee committee und director
CCities Berviee Petroleam Corp. (Venezuela), chairman
Cities Diverse Assets, Loe., pr{-nulvuh and llll‘l wtar
American  Petrochemical  Corp., viee chuirngin, member  executive
comnittec and director
Petroleum Chenueals, Tne., chalron
Kelley, Cornelivs 19, director
Ananconda Cuo., director
Butte, Annconda & Pacifie Railway, pppsident and director
Mines Iovestment Co., president and director
Chile Copper Co., chairman
Chile Kxploration C 0., chairman
Silesinn l!lu]:ling Co., pl‘u.‘iidulll.
Silesinn-American Corp., president
l‘utrt't'illu.- Railway, dircetor
Cilesche Spolka Akc\juu, chairman
Sautisgo Mining Co., director
Andes Copper '\llumg Co., chairman
Andes Exploration Cotnpany of Muine, director
Butte Water Co., director
Arizona Uil Co., director
American Brass Co., direetor |
Anacondn-American Brass Co., Lud., director
Anaconda Sules Co., president and director
Greene Cananen Coppér Co., director
Waushoe (,np wer Co., director R
International Smelting & Refining Co., president and direetor
Basie '\Jugm»«nlm, Tue., director
Anaconda Wire & Cuble Co., dircetor
Anaconda Alloys Corp., ])n-mdmlt and dircetor
Copper Institute, president and director
Munson, Charles 8., direetor

Air Reduetion Co., ehairman - &
Consolidated Edison Co., New York, member executive committee and /
trustee

‘Commonwealth Tnsurance Co., director

North British & Mercantile Insurance, Co., director
Ohio Chemical—Canada, Ltd., director

Dry lee, Ine., director

Cuban Air Produets, Ine., dlrector

Sterno, Ine., director ) *
quuid (Jarhqnic Cor{;oration of Cuba, director 1
National Distillers Produets Corp., member finance commit.t.ee and

director

6 Iast 72d Street Corp., vice president and director

National Shares Corp,, director

Air Reduetion, (fmadm Lid., director

Homeland Instirance Co., director :

Penick & Ford, Litd. metber executive committee and diraotor

Manufacturing C hemists Association, director

Greyhound Corp., director

Taft School, trustee

Roosevelt, George 1., director

I{.uum-xr‘]t & Son, partner I

Bank for Suvings in New York, first viee president, trustee, and chair-
man execttive commitiee

French Ameriean Banking Corp., director

Broadway Improvement Co., president and director

Investors Management Co., chairman

Union Pacific Railroad, director
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Oregon Snort Line Railroad, direetor
Oregon-Washington Rullr(md & Navigation Co., dlMth.‘
Lous Angeles & Salt Lake Railroad, direetoy
Long Island Ruilroad, director
New York University, ehairman
Rouvsevelt Hospital, viee president, treasurer, trustee
Shanks, Carrol M., director
Prudentinl Insurance Company of America, president and director
Life Insurunee Assoviation of America, director
Federal Tusurance Co., New York (AU director
National Biseuit Cot, New York City, director
Public Service Electric & Gas Co. thructur ;
Bigelow-Sanford Carpet Co., director
Fidelity Union Trust Co., Newark, director
Institute of Life lusurance, director
Georgia-Pacific Corp., director (Georgiu Pacific Plywood Corp.)
Union Carbide and Carbon C ‘orp., director i
Spofford, Charles M., director
Davis, Polk, W ar{imll Sunderland & Kiendl, partner
Muttial Life Insurunee Company, New York, trustee
Distillers Co., Lud. (Delaware), director
Curnegie O ur|1umlmn uf New \uris Lrustee
Stetson, Fugene W, direetor
Textile H.mt.m;, C'o., chairman
Coea-Colu Co,, me .mber fingnee commitive and director
Ir&mh American Banking Corp,, chairman executive committes and
reclor
MeLellan Stores Co., member exeeutive committee and director
United Stores Co., director
inois Central Railroad, chuirnan executive committee and director
Air Reduction Co., member executive committee and director
Tri-Continental Lo:p member advisory committee and director
MeCrory Stores Corp., member exceutive committee and director
Gulf Atlantic Warehouse Co. , chairman executive committee and direetor
{(Sub Anderson Clayton & Co. ., Ine,)
Bymes, James M., director
First Penn, ﬁuu!.mg & Trust Co., director
“Pennsylvania Railroad, premdl_ut and director
/ Norfolk & Western Ruﬂwav, director
Long lsland Railroad, director
Wabash Railroad, director :
Detroit, Toledo & Ironton Ruilmad director
Associntion of American ‘Railroads, director )
Insurance Company of North America director
Richmond, I'redericksburg & Potomae Railroad, director
Towe, Kenneth C., director
Putnam Trust Co., director
Ameriean C\'tmmn id Co., president and director
Southern Minerals Corp director ) X
Southern Pipe Line Corp ., direetor
Southern Petroleum Corp., director
Woodrulf, Robert W., director '
Motropohtan Life Insurance Co., director
Trust Company of Geargia, director
Coea-Cola Co., chairman finance committee and director
Southern Rm!wm director
Continental Gin Co., director
General Electrie CU director
Ameriean Expreaq (.o director -
Young, George 5., director
(golumhm Gas System, president and director
Atlantic Seaboard Corp., director
Virginia Gas Transmission Corp., director
Amere Gas Utilities, diveetor
Eastern Pipe Line Co,, director
Home Gas Co,, director
Keystone Gas Co., dircetor
Central Kentueky Natural Gas Co., director
Binghamton Gas Works, director
Cumberland & Allegheny Gas Co,, director
Manufacturers Light & Heat Co., director
Natural Gas Co. of West Virginia, ‘director
United Fuel Gas Co., direetor
Ohio Tuel Gas Co., director
Preston Oil Co., director
Virginia Gas Distributing Corp., director
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Atkinson, R. Alton, vice president \
Bissell, Ellsworth C., viee president

Bottomley, Jay ., vice president

Brandebury, Cuarl V. I, vice president

Brass, Fdward K., vice president

Duval, Gordon Bisland, viee president

Ford, Francis P., vice president

‘Goodwin, John B, viee president

Ives, Gerard M., vice president

Lee, Elliott H., viee president

MeGregor, A., viee president

Morey, Robert W., viee president

Potter, Walter H., vice president

Behwartz, H., viee president

Post, Samuel D., vice president

Wardburgh, Russell L., viee president
Brooks, Oliver IV, vice president’

Knudsen, Harry W., vice president
MeCarroll, T. Clyde, vice president

Patton, B, Frank, vice president

Lack, William F., vice president

Kiendl, Arthur H,, vice president

Sherman, Harold M., Jr., vice president
Abeel, Alan C., vice president :
Bound, Charles F., vice president

Brown, Stanley H,, vice president

Dalton, Lawrence E., vice president

Leach, Ralph F., treasurer

Barnes, Stuart K., secretary

Anthony, Donald B., second viee president
Betz, 0. John, Jr., gecond viee president
Blake, Benson, second vice president
Cavanaugh, Frank J., second vice president
Cleveland, Charles A., second vice president
Crowther, G. Kenneth, second vice president
Dalrymple, Temple E., second vice president .
Denier, Robert 8., second viee president
Glorieux, John P., second viee president
Lang, William C., second viee president
Mc]%nig, J. Arthur, second vice president
Mengel, Theodore H., second vice president
Miller, Charles L., second vice president
Sandstrom, Frank, sgcond vice president
Schaumberg, Frank R., second vice president

 Beott, Corwin 8., second vice president

Valentine, S8tephen, Jr., second vice president
Wilson, Harry M., second vice president
Firmbach, Wilbur C., second vice president
Stoddard, Donald A., second vice president
Green, J. Bradley, second vice president
Bochow, John P., second vice president
Doty, John R., second vice president,
O'Brien, Edmund C., second vice president
Rohrberg, Clifford A., second vice president
8t. Aubyn, Everest, second -vice president

" Schwoon, John H., second vice president

Buttery; Joseph C., second vice president,
Merker, William W., second vice president
Neil, William J., second vice president
Rippe, John D., second vice president
Wainken, Herman W., second vice president
Ince, Louis R., second vice president

Lewis, William McK., second vice president
Tewes, Elmer G., second vice president
Braden, William, second vice president
Dater, Walton F., second vice president,
Haythe, Madison H., second vice president
Lazo, William C,, second vice president
Denuir, Robert S., second vice president
Brewer, Ferdinand H., second vice president
Eitner, W, E., vice president 2

Keyes, John M., second vice president
Martinez, Manuel, second vice president
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Schaefer, John 8., second viee president .
Seheu, Lawrence D, second viee president
Eiseman, William C., second vice president
Hallock, Gerard, second vice president
Lord, Jeseph I, second viee president
Bucker, Joseph A., second vice president
LeRoy, Joseph, second viee president
MeMaster, William J., Jr., second vice president
Whelan, Richard V., second vice president
Kuott, John 8., second viee president
Curry, Bernard F., traffic officer
Henrick, Karl R., traflic officer
Judd, Howard C., traffic officer
l\t'lly. Harry 1., traffic officel
Kreger, Don C traflic officer
Powers, James A traffic officer
Wiesenauer, Percy, traflic officer
Crocker, Dana R., traffic officer
Gettumu. Albert L., auditor
Bratton, Meredith J., manager, publicity
W:ldhack Adelbert C. i putha.swg agent
Stevens, Robert M., director
Weed, Clye L., director
Wilson, Charles E., director
Bankers Truslt Co., of New York
Colt, 8. Sloan, chairman
Provident Fire Insurance Co., direetor
Royal Exchange Assurance Co., member United States advisory com-
mittee
State Assurance Co,, Lid., member finance advisory board
Car & General Insarance Corp., Lud., member advisory committee
Discount Corp. of New York, direetor
General Eleetrie Co,, direetor, member finance committee
American Can Co., director
Tax Foundation, luv., treasurer and trustee
Baer, Francis 8., chai rman, executive committee
Union Oil Company of California, director
Crowell-Collier Publishing Co., director
Jones & Laughlin Steel Corp., member executive commitbee and director
TXL 0il Corp., director
Gersten, E.- Chester, vice ehairman
Conaolldated (‘lgar Corp., director
t American Broadeasting-Paramount Theaters, din.otor
Moore, William H., executive vice president
American Can Co,, member excentive committee and direetor
Delaware Lackawanna & Western Railroad, director
Republic Aviation Corp., member exeeutive ¢ ommittee and dlrent.or
Royal-l]ive‘l]mul Tusurance Group, director
1. A. Hanna Co., director
Leeb, Brian P., senior viee president
Franklin Savi ings Bank, trustee .
Phoenix London (:roup, director
Hospital Center, Orange, trustee
Shelburne Museum, Ine., treasurer and director
Brewer, Graham H., vice prc-udu:t.
Securities Co., dirct'mr
Carolina Clinchfield & Ohio Railway, director
. Stony Wold Sanatorinm, treasurer and director
Budinger, J. M., vice president and chairman advisory committee
Thomas J, Luptun, Ine., meémber executive committec and director
Mavibel International N. V., director /
Rockwell Spring & Axle Co., director
International Commercial Corp., president and dlreut.or
Beckman Downtown Hospital, dire ctor
New York Beeumy, direetor
General Aniline & Film Corp., me mber of finance committee and director
leom.m Edward J[., Jr., viee presiden t
& mmam Trust, t,maim*
Foote, Ray Palmer, viee prosident
Telerama Inc., treasurer and dire ctor
Englewood Iospital, president board trustees
Eaglebrook School, trus tee

F
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Frey, 8. T. Muson, viee president
Southern Indinna Gas & Eleetrie Co., dircctor
Fulkerson, W. Neal, viee president
Greater New York Savings Bank, trustee
Hamilton, Frank, viee president
Consumers Power Co., director
Lake, L. (nug, viee prl“{l(li‘ll‘»
" Swedish Chamber of Commerce, treasurer and director
Maser, Herman George, vice p:esulmt
ELPOA, director
Cupsaw Lake Improvement Corp., director
National Arts Club, governor
Mills College for lwlucntwn, trusiee
Mathiss, David B., viee president and geueml auditor
Willinms C lub, Iue., governor
Mendell, M. L., vice pr{uudm:t
Qum}ns College, trustee
Moore, Miller, vice president
Ameriean YunLL Hostels, Ine., president
Pouely Terminal, Inc., director
Morgan, Wm. A., Jr, viee president
*mmv Inwmmrvt Inel, direetor
Webster Investment C‘u director
American }\lu.nufucluring Co., Brooklyn, director
Mueller, Curl M., viee president
Texas Butadiene & Chemical Corp., dircelor
Murphy, J. M., vice president '
The ]"wr;,ruua Brooklyn, trustee
Norton, \ Siduey, viee president
Baltimore Gas & Eleetric Co., director
Pursons, Roberl W., viee president
Seatrains Line, Ine., direetor
. Charles l’L‘tlItlUH In(, chairman
Overlook Ilmplml trustee
Nine Ninety Fifth Avenpe Corp,, director
Strait, Harold C., viee president
Fifth Avenue Associntion, divector
Gibbs & Hill, Ine., director
Tuaber, John Starr, vice president
Dun & Bradstreet, 5111 ., director
Taber Pump Co., director
American lixtraet Co., Ine., dlu.ctor
Ohio Edison Co,, director
< Sunborn Map C u director
. Thump%un Grinder Co., direetor
Taylor, W. T., vice ]!l‘('«!t!l'lll.
Adams Lind & Development Co., director
American Land & Development Co director
Adams Express Co,, member exceutive committee and board of m:mu.gers
American International Corp., member executive committee and director
ACE ITndustrics, Ine., member exeeutive committee and director
ERCO Division (AC T Industries), member advisory board
First, Nutionnl Bank in l;n-unwich, Conn., director
Basic Rescarch Corp.; trustee
Cplumbia College, couneil, chairman
Watkins, Harry Auhnm vice |)r<=~udcut.
Neptune Meter Cao,, director
Minute Muaid Corp., direetor
Brady, James C,, direetor
.’-rudv Security & Realty Corp:, president and director
Chrysler Corp., director’
Purolator l‘mdnoiﬁ Ine., director
Berkshire-Hathaway, Illc director '
Feedback Controls, Ine., dlr(‘t.tor
Somerville Trust (Jo director
Cu.lllmm Howard 8., director
Cullman Bros,, luc president and director:
Part of New York Author honorary ehairman N
Tobaceo & Allied Stocks, fnc., vice president, secretary and director
Cullman Bros,, partner
Lexington Av enue & 42d Strect Clorp., ehairman
Prudential Insurance Company of America, director
Waldorf-Astoria Hotel Corp., director
Cigar Tnstitute of America,-Ine,, ehairman
Philip Morris, Ine., dircetor
Tobacco Merchant, Association, president and direetor
Fifth Avenue Coach Lines, director
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Given, Jr.,, William B., director
Amcrican Brake Shoe Co., chairman
Bueyrus-Erie Co., member exceutive committee and director
Mellon National Bank & Trust Co., director
Combustion Engineering, Ine., chalrman executive committee and
director .
Dry Dock Savings Bank, trustee )
Fabrications Auxiliares des industries Locomotrice (honorary), director
Dominion Brake Shoe Co., Ltd., director 3
Hanes, John W., director . P
Olin Mathieson Chemical Corp., chairman finance committee and
director )
United States Lines Co., chairman executive and finance committee and
director
Johns-Manville Corp., director
Eeusta Paper Co., president
Purolator Products, Inc., direetor
Thomas Young Orchids, Ine., director
Mutual Life Insurance Co., trustee
P. H. Hanes Knitting Co., director
Lapham, Lewis A., director ;
Grace Line, Ine., president and director
Federal Tnsurance Co., director
Barber 0il Co., director
W. R. Graee & Co., director
Melville, Ward, director
Melville Shoe Corp., chairman
Bowery Savings Bauk, trustec -
Suffolk Improvement Co., president and director
MeElwain (J. ') Co., director
W. T. Grant & Co., dircetor
Three Village Inn, owner
. 1020 Fifth Avenue Corp., director
Montgomery, George G., director
Kern County Land Co., president and director
Castle & -Cooke, Litd., direetor
Matsou Assuranee Co., director
Matson Navigation Co., dircetor
Oceanic Steamship Co., director
American Trust d’o., director
General Electrie Co., director
Pacific Lumber Co., dircctor
Morgan, Thomas A., director
:hman Corp., director :
Atlantic Mutual Insurance Co,, trustee
Bulova Wateh Co.. director
Centennial Insurance Co., director
Western Union Telegraph Co., director
Bhell 0il Co., director ' 3 -
General Aniline & Filin Corp., member executive committee and director
United States Industries, Ine., president and director
Jewelers Acceptance Corp., director
Olin, John M., director .
Olin-Mathieson Chemical Corp., chairman
Equitable Powder Manufacturing Co., president and director
Egyptian Powder Co., president and director
Columbia Powder Co,, president and director
Liberty Powder Co., president and director
Ilinois State Bank, president and director
First National Bank & Trust Co., dircctor
Midwest Rubber Reelaiming Co., director
B8t. Louis Union Trust, director
Washington University Corp., director
Eeusta Paper Corp., director
United States Defense Corp., chairman
Liberty Powder Defense Corp., president and direetor
Midwest Research Institute, trustee
Squibb, 8. I, A. (Rome), director
Pomeroy, Daniel i, director
Ameriean Brake Shoe Co., director
Bueyrus-Erie Co., dircetor
American Museum of Natural History, trustee

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



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

41 XQ
fAONO. SEC,

Puckett, B. Earl, dircetor
Allied Stores Corp., ehairman
Jumes Black Dry Gouods Co., Waterloo, Towa, dm.ctor
L. 8. Donaldson Co., '\Inmtl.lpuim dircetor
L. H. Field (u .wl;-mn Mich., director
Ciolden Rule, 8t. Paul, dircetor
}lt-lpolqhvmu'r (au, Grand Rupids, director
Jordun Marsh Co., Bos=ton, dircetor
Joske Bros. Co., San Antonio, director
F. N. Joslin Co., Malden, \huﬁ director
Muans Bros., In(‘ Tumpa director
Meyer's Co. hlet—mboro, N. C,, director
Morehouse- Martens C o., (‘ulumbuu, Ohio, director
Muller Co., Ltd., Lake (‘h.xrlca La., director
O'Neill & fa Bultmmro director
Pomeroy's, Tne. I{Ld(lmg, director
A. Polsky Cu., :\krun, Ohio, director
Rollmun & Sons Co,, Cineinnati, direetor
Louis Saniler, Ine,, Lebanon, Pa., director

= Titehe-Goettinger, Co., Dallas, director

AL L Troutman Co., (-|u-n-¢llmg, direetor
€. M. Guggenheimer Corp, Lynehburg, Va dlrt*ctor
Geo. B. Peek, Lne., Kansas City, Mo, dircetor
Waite's, Tne,, Pontiae, director
Heer's Ine. bplul;,hul(l, Mo, direetor
C. C. Andcrson Stores Co., Bul-'lt' direetor
Polsky Realty Co., Akron, Uhlu director
B. Gerts, [ue,
Bon Marehe, Tne., Lowell, Mass,, director
Stern Bros., dircetor
Lehman Corp., diveetor
Pee Wee Corp., president and director
Wayne Petrolenm Co,, president and director
Robinson-Puckett, Ine., director
Twenticth Contury-Fox Corp., director

Reed, Philip D., director
e.mwml Flectrie Co., chairman
Metropolitain Life Insurance Co. ., divector
Hoving Cor )., director-
Tiffany & , director:

Tbmpkmb, B. A i dlrvctor

Adminisirative division (Greater New York Amuutmn, Ine.), presi-

dent and direetor
Bowery Savings Bank, trustec
eneral American Investors, director
Otis Elevator Co., director-
Babeock & Wilcox Co., director
National Aviation Co., direetor
Flintkote Co., director
International Paper Co., direetor
Detroit Edison Co., direetor
Wobb & Knapp, Ine,, director
Purolator l‘rrxrlcls. director
Watson, Jr,, Thomas I., director
International Bimmvﬁs Machines Corp., p: esident and director
Directory of Directors Co., director
Mutual Life Insurance Co., director
'International (“nrrux;mndvncc Sehools World, Litd,, tllrcbtor
Whiting, Justin R, director
Coun, Mr_‘Kﬂne Badgley, Domke & Kllllo, director
Moore Inwstmm]t Co,, director
Michigan Gas Storage Co., dircetor
Consumers Power Co., Lh-ﬂ.l!‘hul.ll finance committee and director
National Bank of Jackson, director
Ardey, Alex. H,, president. and director :
Dreibelbis, J. P qt‘mor viee prcs;dtnt and director
Alliger, Philetus, viee president i
Andel, E. M., viee president
Bahnock, Tullmt. vice president
Baskin, Herbert K., vice president
Baylis, Chester, Jr., viee president
Beach, E. E., viee president
Bloom, Jacob, vice president
Bonynge, Panl, Jr., vice president
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Borman, Charles, vice president
Burrows, Herbert C., vice president
Cahill, T. Merton, vice president
Dunckel, W, B., vice president
Dunstan, E, F., vice president
Dye, llo‘y A., vice president
Ebert, E, F., vice president.

Farnum, C, W,, vice president
Farrell, E. G., vice president

Farrell, James F., vice president

Fay, Harold C., vice president
Finley, Wm, F., vice president
Flaherty, Frederick D., vice president
Forrestal, F. V., vice president
Garrett, Charles G., vice president
Gevers, M. E., vice president

Gruber, Benjamin B., vice president
Gundersdorf, Harold P., vice president
Hartman, Wm. N., vice president

Hemminier, R. W,, vice president
Hetzler, Edward T., vice president
Hickson, Daniel C., vice president
Kennedy, Joseph C., vice president
Kenn Iy, W. J ., vice president
Kissel, Willinm J., vice president
Kubach, John J., vice president
Kyle, W, H., vice president
Laud-Brown, W., vice president
Leary, Fred J., Jr., vice president
Lee, R. B., vice president and deputy controller
Levine, Irving, vice president

* Livingston, \5. P., vice president
Martin, M. SBcovell, vice president
McKee, Floyd E., viee president
MeKinley, Wm., vice president -

Miller, Charles G., Jr., vice president

Millikin, J. H., viee president

Morris, R. C., vice president 3

Mulgrew, Felix A., vice president

Muller, A., vice president

Murray, R. F., vice president

Orr, Everett, Jr., vice president

Pagnamenta, G., vice president

Paul, Julius, vice president .

Pfizenmayer, W. J., vice president and deputy controller

Rath, John F., vice president

Reierson, Roy R. L., vice president

Rip]ai,'. H. H., viee president

Ruehle, A, G., vice president

Rutherford, W. F., vice president

Salamon, Theodore 1., vice president

Sanders, Henry, vice president -

Sandler, A, Herbert, vice president

Sauter, J. V., vice president

Sehlicting, A. W, vice president

Schliesman, John E., vice president

Schneider, Ernest H., vice president -

Sehoenfein, Benjamin P., vice president
" Shea, Herbert D., viee president,

. Bhepard, F. P., viee president
Shields, Richard, viee president
Silver, Maxwell, vice president
Sime, Thomas 1., vice president
Singer, Joseph, vice president
Sitgreaves, E. Jack., vice president
Smith, Trwin W., viee president
Snow, William J., Jr., vice president
Stuart, D. R., Jr., vice president
Summers, Charles, viee president
Tait, Maleolm R., vice president,
Tappen, Harry F., vice president -
Tuttle, P. M., vice president
Walker, Coleman C., vice president
Woodward, Gordon, vice president
Moses, Henry L., director *

v
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Woods, George 1., chairman
Kaiser Stecl Carp -, director
Linsley, Duncan Robertson, viee chairman and director
Karon Steel Corp., director
Coggeshall, James, Jr., president and director
Commercial Credit Co. ., director
United States Life Insuranece Co., director
Brushaber, Albert Bailey, viee president and director
National Union Fire Insurance Co., director
H. K. Porter Co., director
Cannon, Franeis A., vice president and director
Plainfield Savings Bank, director
Glavin, Charles C., vice president and director
Belle Isle Corp., director
J. J. Kennedy Corp., director
Commonwealth Uri{eﬁnmg Co., director
Wilshire Oil Company of Texas, 'director
Gerade, Alfred A., vice president
Melrose (Mass.) Savings Bank, vice presldant trustee and member
board of investors «
Harter, Robert L., vice president
Bonanza Airlines, director b
Lyles, Jumes Adam, viee president and director
Southern hltro;.,on Co., director
Berkshire Sehiool, truulu,
Sarah Lawrence (,ull treasurer and trustee -
Townsend, Edward, vice [th:qldvnh : :
Trunsoceanic Dcwlo;mmut Corp., Ltd., vice pres:deut and director
Addinsell, Harry M., director
Phillipﬁ Petrolenm Co., director
Virginian Railway, director
Bachelder, Charles T, direetor
Ruberoid Co., member executive committee and direetor
Holbrook, Luther G. , director
General Reinsuranee Corp., member finance committee and dimct.or
Guaranty Reinsuranee Co., Ltd., director
T. Millon & Sons, assistant vice pr{ersidcnt
Herbert Clough, Tne, (New York City), director
Carlon Produets Corp. (Cleveland), director
Orr, James H., director
Colonial Management Associates, jpartner
Coloniul Fund, Ine., president and director
Standard Accident Insurance Co., director
Bond Investment Trust of Aeru..l., president and trustee
Planet Insurance Co., director,
Gas Tudustries Fund, Ine., prc‘ndcllf', and director
Seaboard Finance Co dircetor
Accounting Service Curp.. trustee
Pitnev-Bowes, Ine., dircetor
Drnpt'r Corp., director
Commonwealth Oil Refining Co, tllrt'ctur
rovidence Gas Co., direetor
Pope, Allan M., director
Tnsuranshares Certifieates, Ine., director E . ‘e
Commeree & Industry Association of New York, member executive
cominittee and director -
Black, Starr & Gorham, Ine,, director
I(nnpr Bros, Shoe Munufacturmg Corp., director
Zion Industries, Ine., director
Emerson, lKobert Greenough, director
First Nartional Bank of Boston, director
Abaryvhod Casuadey Co., director
First of Boston Internntional Corp., director -
Suffolk Savings Bank for S8eamen & Others, trustee
Bayvstate Corp., director
. Nevada-Massachusetts Co., director
New Ocean House, Ine., director
Sheraton Buildings, Ine., director
Atlas Plywood Corp., director
Plymouth Rubber Co., director
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Murray Company of Texas, dircetor

Baltimore Gas & Eleetrie Co., director

Merchants Warchouse Co. (Boston), director

Boston Tidewater Terminal, director

New England Confectionery Co., director

Commonwealth Oil Refining Co., director

Northeastern University, treasurer and trustea

Bradford Junior College, trustee
Pattberg, kil J., Jr., chairman, executive committee, and director:
Potter, William H., Jr., senior vice president and director
Cross, Milton C., vice president and director
Chappell, William B., viee president and director
Day, John A., vice president
Delafield, Richard M., viee president
Dorsey, Cornelisu A, vice president
Herron, 8. Davidson, vice president. b
Hodges, Ransom F., vice president
Hovorka, Robert J., vice president and director:
Johnson, Thomas J., vice president
King, Franeis 8., vice president and director
Ladd, Edward H., viee president and director
Lebens, Edward P., vice president
Maey, Norman L., vice president
Maxson, L. Meredith, vice president
McCarthy, Dennis H., vice president
Merritt, Wilbur M., viee president
Miller, Paul L., vice president
Morris, Joseph K., Jr., vice president
Morrison, James C., vite president
Perin, George L., vice president

“Richardson, Howard P, vice presidentr
Ruxton, Warren A., vice president
Simpson, George W., vice president
Smyth, Henry G., vice president
Sullivan, Winthrop E., vice president
Tritschler, Frederick M., vice president
Whitbeck, Brainerd H., vice president
. Wilkes, Howard L., viee president

Ross, Lawrenee O,, treasurer
Kirkpatrick, R. J., sceretary
Glavin, F. A,, financial secretary
Dasburg, Albart, eomptroller
Bradlee, W, L., clerk .
Ford, Nevil, director :
Whitbeck, B, H., director
Woods, J. D., director

THE TREASURY AND THE FEDERAL RESERVE SYSTEM GET THE ADVICE
OF BIG FINANCIAL INTERESTS

Another thing the committee has not looked into in connection with
these bills is the advisory councils and the advisory committees which
help the Federal Reserve System decide what interest rates shall be
set and ‘what the money supply shall be, and help the Treasury de-
cide what kind of securities to issue and at what interest rates,

. Recently, the Select Committee on Small Business of the House, of
which 1 am privileged to be chairman, issued a report on the inter-
locking officers and directors between and among the 135 largest pri-
vate financial companies of the country. Using this list of the officers
and directors of these 135 companies in 1956, I have had these com-
pared to the membership lists of the Federal Reserve Advisory Coun-

_cil which is provided for in these bills, as well as so the Treasury’s ad-

visory committees. [ believe the following summary of the results
will strongly suggest to this committee that it should stop, look, and °
listen before passing a bill to continue any of these advisory com-
mittees without making some drastic amendments to the way they

are selected and organized. -
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FEDERAL REBE;HVE SYSTEM PERSONNEL WHO ARE DIRECTORS AND OFFIOERS OF
MAJOR FINANCIAL COMPANIES

As of the middle of 1957, at least 21 individuals who are directors or officers of
major financial iystitutions (the “base’” companies of this report) serve on the
Federal Reserve System as directors of individual Federal Reserve banks or on the
Federal Advisory Council of the Board of Governors. Eight of the: total are
members of the Federal Advisory Councilj 4 are directors of the Federal Reserve -
Bank of New York; and 3 are directors of the Federal Reserye Board of San
Francisco. The remaining 6 are directors of the boards of the Federal Reserve
banks of Boston (1), Philadelphia (1), Clgeveland (2) and Chicago (2).

The eight members of the Federal .Advisory Council, with their major connec-
tions with other companies, dre as follows: ) -

Robert V. Fleming, president of the Federal Advisory Couneil, is chairman of
Rig;gs National Bank, Washingfon, D. C., and is also a director of Metropolitan’
Life Insurance Co. (largest life ihsurance company in the United States), of the
Southern Railway, of Pan American World Airways, and of the Chesapeake &
Potomac Telephone Co. :

Frank . Denton, vice president of the Federal Advisory Council, is vice chair-
man of the Mellon National Bank & Trust Co. (12th largest commercial bank),
.and is also a director of the following companies: Union Qil Company of California,
Shamrock 0il & Gas Corp., Diamond Alkali Co., Jones & Laughlin Steel Corp.
Westinghouse Electric Corp., Pullman, Inc., Western Allegheny Railroad, and
National Union Fire Insurance Co.

Herbert V. Prochnow, secretary of the Federal Advisory Council, is a vice presi-
dent of the First National Bank of Chieago (sixth largest commercial bank).

Lloyd D. Brace, president of First National Bank of Boston (14th largest com-
mereial bank) is also a director of the John Haneock Muutal Life Insurance Co.
(fifth largest life insurance company), of the American Telephone & Telegraph~
Co., of Gillette Co., the United Shoe Machinery Corp., the Pullman Co., and the
Boston Five Cents Savings Bank. ' 3

Frank L. King, president of the California Bank, Los Angeles (22d largest com-
merecial bank), is also a direetor of Pacific Mutual Life Insurance Co., Pacifie
Indemnity Co., and the Times Mirror Co. :

Homer J. Livingston, president of the First National Bauk of Chicago (sixth
largest commercial bank), is also a director of Continental Casualty Co. (12th

" largest fire and casualty insurance company), of Standard Oil Company of Indiana, °

Sears Roebuek & Co., and Continéntal Assurance Co.
Adrian M. Massie, chairman of New York Trust Co: (31st largest commercial
bank), is also a trustee of the Greenwich Savings Bank (eighth largest mutual sav-

" ings bank) and a director of the United States Life Insurance Co.

William R. K. Mitchell, chairman of Provident Trust Co., Philadelphia, is a
director of Provident Mutual Life Insurance Co. (18th largest life insurance eom-
pany), and of the Fire Association of Philadelphia.

I. Federal Reserve Bank of Boston - 5 A
¢ Milton P. Higgins is a director of the Liberty Mutual Insurance Co. (fifth
largest fire and casualty insurance company), president of ‘the Norton Co., and
director of the Boston Manufacturers Mutual Insurance Co., and the New Eng-
land Telephone & Telegraph Co. ;

I1. Federal Reserve Bank of New York .

ClaFence Franeis, a director and former chairman of Geuneral Foods Corp., is
also a director of Mutual®Life]Insurance Company of New York (ninth largest life
insurance company), of Lehman Corp.t(13th largest investment trust), and of
Mead Corp., Air, Reduction Co., United States Rubber Co., Bendix Aviation
Corp., and Northern Pacific Railway.

Hbward C. Sheperd, chairman of the First National City Bank of New York
(third largest commercinl bank), is also a trustee of the East River Savings Bank
winth Inggest mutual savings lmnk}, and also a director of the Cornini‘ Glass

orks, Anaconda Co., New Jersey Zine Co,, United Afreraft ‘Go&p., ederal
%&lsurs‘l‘pcci Co., Union Pacific Railroad and donsolid‘uted Edison' Company of

ew York. 58 ; j ;

Lansing P. Shield, president of Grand Union Co,, is a director of the Prudential '
Insurance Company of Ameriea (second largest life insurance company), and of
American Reinsurancg Co. " p

Charles H. Diefendorf, on the board of directors of the Buffalo Branch of the
Federal Reserve Bank of New York, is chairman of the executive committee of
Maritie Trust Company of Western Néw York (35th largest commercial bank)
and also a director of Marine Midland Trust Co., Marine ilidland Corp., Gcherli
Bakigg Co., Dunlop Tire & Rubber Corp., International Salt Co., Carborundum
Co., Niagara Share Gorp., and the Erie Railroad. . . ;
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III. Federal Reservc Bank of Philadelphia

Geoffrey 8. Smith, president of tue Girard Trust Corn Exchange Bank, is also
on the board of managers of the Philadelphia Saving Fund Society (secoud largest
mutual savings bank), and a director of National iifu Insurance Co. and of the
Bell Telephone Company of Pennsylvania.

IV. Federal Reserve Bank of Cleveland 3 )
Arthur B. Van Buskirk, chairman of the Federal Reserve Bank of Cleveland and
Federal Reserve agent, is also a director of the Equitable Life Assurance Society of
United States (third largest life insurance company), of Pittsburgh Consolidation
Coal Co., of Koppers Co., and of General Reinsurance Corp. _
Joseph H. Thompson, deputy chairman of the Federal Rescrve Bank of
Cleveland, is chairman of the M. A. Hanna Co. and also a dircetor of the National
City Bank of Cleveland (34th largest commercial bank), of the Labrador Mining
& Exploration Co., National Steel Corp., American Ship Building Co., Butler
Bros., and the Pennsylvania Railroad.
V. Federal Reserve Bank of Richmond
None.
VI. Federal Reserve Bank of Atlania
None. =
VII. Federal Reserve Bank of Chicago g
Walier J. Cummings, chairman of Continental Illinois National Bank & Trust
Co. (eighth largest commercial bank), is also a dircetor of the Texas Co., ACF
Industries, Inc., the Chicago, Milwaukee, St. Paul & Pacific Ruilroad, and Com-~

monwealth Edison Co.

Raymond T. Perring, on the board of dire¢tors of the Detroit branch of the
Federal Reserve Bank of Chicago, is the president of the Detroit Bank & Trust
Co. (21st largest commercial bank), and also a director of Standard Accident

Insurance Co. and of Detroit Edison Co. a J
VIII. Federal Reserve Bank of Si. Louis
None.
IX. Federal Reserve Bank of Minneapolis
None.
X. Federal Reserve Bank of Kansas City
None. : .
X1. Federal Reserve Bank of Dallas
Nomne.

- XII. Federal Reserve Bank of San Francisco

A. H. Brawner, chairman of the board of the Federal Reserve Bank of San
Francisco and Fedéral Reserve agent, is vice president of the Fireman's Fund
Insurance Co. (13th largest fire und casualty insurance company), and also director
of California Packing Corp., W. P. Fuller & Co., and Caterpillar Tractor Co.

James E. Shelton, on the board of directors of the Los Angeles branch of the
Federal Reserve Bank of San Francisco, is the chairman of the Security-First
National Bank of Los Arigeles (10th largest commereial bank), and also a director
of Rexall Drug Co., of Southern Califorhia Ldison Co., and on the advisory
board of the American Mutual Fund, Ine. ;

Edward C. Sammons, on the board of directors of the Portland branch of the

ederal Reserve Bank of San Francisco, is president of the United States National
Bank of Portland (27th largest commercial bank), and also director of the North-
western Mutual Life Insurance Co. (6th largest life insurance company), and of
the Pacific Telephone & Telegraph Co, : j

In summary, the above information shows that these 21 directors of Federal
Reserve banks and members of the Federal Advisory Couneil of the Board of
Governors of the Federal Reserve System are officers or directors of 26 of the 135
base companies of this study. These include 12 of the 35 largest commercial
banks of the Nation, 3 of the 9 largest mutual savings banks, 7 of the 18 largest

. life-insurance companies (ineluding the first, second, third, fifth and sixth largest)
3 of the 13 largest fire and casualty insurance companies, and the 13th lar_gesi

investment trust.
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MEMHERS OF THE ADVISORY COMMITTEE FOR THE sTUDY OF FEDERAL STATUTES
CONCERNING FINANCLIAL INSTITUTIONS AND CREDIT OF THE SENATE COMMITTER
OF BANKING AND CURRESCY WHU ARE INTERLOCKING DIRECTORS AND OFFICERS
OF MAJUR FINANCIAL COMPANIES

Of the 27 members of the Advisory Committee for the Study of Federnl Statutes
Coneerning Financinl Tustitutions and Credit,! 7 are officers ind direetors of 1
or more of the 135 major financial companies.? Thesé seven mien, together with
their more important interlocking corporate eonneections are:

1 The fall list of members of the advisory mmmitlﬂ s published In U, 8. Congress, Senate Comnittes
on Thnking and, Carreney.  Study of bunking lnws; hearings, pt. 1, Nov. u-m 19406, p. 3-4.

2 The 185 top fAnanei) companies were chosen ns of December 31, a6, and were seleeted on the basis
of «l posits In the case of banks, and admitted ussets in the ease of Insurance compunies.

1. Joseph A. Broderick, ehairman of the board, East River Su.vmgs Bank,
New York (11th largest mutua.l savings bank). !

2. Reese H. Harris, Jr., senior viee president, Connecticut Bank & Trust Co.,
who is also a director of the Connecticut General Life ITnsurance Co. (the 14th
largest life-insurance company), and a trustee of the SOCILty for Savings, Hartford,
Conun.

3. Norris O. Johnson, viee president, First National Clt.y Bank, New York,
N. Y. (third largest commercial bank).

4. Homer J. Livingston, president, First National Bank of Chieago (sixth largest
commercial bank), who is also a director of the Continental Casualty Co. (12th
largest fire and casualty company), of Standard Oil Company of Indiana, of Sears
Rocbuck & Co., and of the Continental Assurance Co.

5. John J. McCl(Jv, chairman of the board, Chase Manhattan Bank (‘;Lcond
largest commereial bank), who is also a director of Metropolitan Life Insurance Co,
(largest life-insurance company .in the United States), of United Fruit Co., of
Allied Chemical & Dye Corp., of Weatmt,home Electrie Cm'p and of American
Telephone & Telegraph Co.

6. James T, Shelton, chairman of the board, Security-First National Bank of
Los Angeles (10th largest commercial bank) is also a director of Rexall Drug Co.,
of the Southern California Edison Co., and on the advisory board of the Americai
Mutual Fund, Ine.

7. Ben Wootcn president, First National Bank in Dallas (26th largest com-
mereial bank) is also a director of the Gulf, Colorado & Santa Fe Railway, a sub-
sidiary of the Atchison, Topeka & Santa Fe Railway.

Thus, these seven men between them are senior officers of the 2d, 3d, 6th, 19th,
and 26th largest commereial banks in the country and of the 11th lurgest mut ual
savings bank (based on deposits at the end of 1956), and are also directors of the
Ist and 14th ranking life-insurance companies and of the 12th ranking fire and
casualty insurance compan

It should also be uote(.{ that this 27-member advisory committee Jineludes
dirvctors of two Federal Rederve banks:

Vivian Johnson, president, First National Bank, Cedar Fa!ls, Iowa, is a dircetor
of the Federal Reserve Bank of Chicago.

James E. Shelton, chairman of the board of Security-First National Bank of
Los Angeles is on the board of the Federal Reserve Bank of San qucmqo, Los
Angeles branch.

In addition, Homer J. Livingston, president, First National Bank of Chlcago,
is a member of the Federal AE:ISOl'y Council of the Board of Governors of.the
Federal Reserve System.

MEMBERSHIP OF ADVISORY COMMITTEES TO THE TREASURY DEPARTMENT WHO ARE
ALSO OFFICERS AND DIRECTORS OF ““BASE" COMPANIES

There are at present four comupittees of major financial organizations which
advise the Secretary of the Treasury on debt-management policies and pperations. .
These are the Government Borrowing Committee of t?lo American Bankers
Association, the Governmental Securities Committee of the Investment Bankers
Association of America, the Committee on Government Securities and the Public
Debt of the National Apsocm.tlon of Mutual Savings Banks, and the Joint Coin-
mittee on Economic Policy of the Ameriean Life Convention and the Life Insurance
Association of America. These 4 associations have a combined membership
of 76. Of these 75, 45 hold positions ag direetors or officers in 22 of the 34 largest
commereinl banks, "9 of the 14 largest life insurance companies, 6 of the 17 largest
mutual savings banks, 2 of the 14 largest investment bankers, the.2d largest
investment trust and the 12th largest fire and casualty insurance company.
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In a number of eases, these large finaneial institutions were represented by more
than one member on these committees,  Thus, for example, 4 officers or direetors
of Chase Manhattan Bank are represented on 3 of these committees; 3 oflicors
or dircetors of Metropolitan Life Insuranee Co. are represented on 2 of them.,
The following companies arve represented by two directors or officers on these
committees: Bank of America National Association & Trust Co., Guaranty
Trust Co., Continental Hlinois National Bank & Trust Co., Seeurity-First National
Bank, Tios Angeles, First National Bank of Boston, J. P. Morgan & Co., Bowery
h.u'mg-a Bank, \‘[awmlnm tts Investors Trust, aml New England Mutual Life
Tusuranee Co.

The specific connections of each of these 45 individuals are shown in the follow-
ing seetions; one for cach of the advisory committees,

A. Government Borrowing Commillee of the American Bankers Association

The Govermln it Borrowing Committee of the American Bankers Association
was formed in November 1942, As of the middle of 1957 it had a membership of
21, Of these 21, 12 are officers or directors of “base ¢ompunies” of this study.
fT]lnlv:w 12 l:ll_‘llll.lt‘rb with their major connections with other companies are as
ollows:

Robert V. Fleming, Chalrman of the Government Borrowing Committee, is
chairman of the Riggs National Bank, Washington, D, C. and also a director of
Metropolitan Life Insurance Co. {Inrgt st ife Insuranee company), of the Southern
Railway, the Pan American World Airways, Ine., and the Chesapeake & Potomae
Tth'pllum Co.

Henry C. Alexander, chairman of J, P. Morgan & Co, (30th largest commereial
bank) is nlso a director of Amurimm Viscose Corp., Johns-Manville Corp., uud
General Motors Corp.

8. Clark Beise is president of the Bank of Ameriea National Trust & bu.\'mgs
Associntion (largest commereial bank). |

Fred F. Florenee, president of the Republie National Bank of Dallas, Tex. (28th
largest commereial bank), is also a director of Lone Star Steel Co., and of the
Missouri- Kunsas-Texas Ruilroad. 7

H. Frederick Hagemann, Jr., president of the Rockland-Atlas National Bank,
Boston, is also u member of the finance committee und direetor of the New Eng-
land Mutual Life Insurance Co. (11th largest life insurnnee compnny), on the
advisory board of Massachusetts Investors Trust (2d largest investment trust),
of Provident Institution for Savings, and of the Mussachusetts Bonding & In-
surance Co,

Barter Jackson, chairman of the executive committee of Chemieal Corn
Exehange Bank (fifth largest commereinl bank), is also a direetor of American
Chiele Co., of Interchemical Corp., of Alummum Ltd., of Western Electrie Ca,,
%f Aleo Products, Ine., of MeCrory Stores Curp and of General Reinsuranco

orp.

David M. Kennedy is a vice president of Continental Illinois Bank & Trust Co.
(eighth largest commereial bank).

William Fullon Kurtz, chairman of the executive committee of First Pennsyl-
vania Bank & Trust Co. (10th largest commercinl bank), is also a trustee of the
Penn Mutual Life Insurance Co. (13th largest life insurance compuany), a director
of Proctor & Schwartz, Inc., of the Philco Corp., of Western Saving Fund Society,
of the Fire Association of Phil; wlelphia, and of the Reading Co.

Homer J. Livingsion, president of the First National Bank of Chicago (6th
largest commercial bank), is also a director of the Continental Casualty Co. (12th
largest fire and casualty mmpmw} of Standard 0il Company of Indiana, of Sears
Roebuck & Co., and of the Confinéntal Assurance Co.

Jahn J. M{Um; chairman of the board, Chase Manhattan Iinnk (second largest
commercial bank), is also a direetor of Mvtm;m]lt-an Life Insurance Co. (largest
life insurance company), of United Fruit Co., of Allied Chemieal & Dye Corp.,
of Westinghouse Eleetric Corp., and of American Telephone & Telegraph Co.

farl B. Schwullz, chairman and president of Bowery Savings Bank (largest
mutual savings bank), i also o director of the Saving: Banks Trust Co,

James . Shelton, chairman of the Security-First National Bank, Los Angeles
(10th largest commereial bank), is also n director of Rexall Drug Co., of Southern
California Fidison Co., and on the advisory board of the Ameriean Mutual Fund.

Rohert V. Fleming and Homer J. Livingston are also members of the Federal
Adyisory € founeil of the Bot ard of Covernors of the Federal Reserve System,

James F. Shelton is alto on the board of directors of the Los Angeles Branch
of the Federal Reserve Bunk of San Franeiseo, :

Haomer J. Livingston, John J. MeCloy and hmm\ K. Shelton are also members
of the Advisory Committee for the Stndy of Pederal Statutes Conee rning Finnneinl
Institutions and Credit of the Senate Commitiee on Banking and Curreney,
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Between them these 12 men are represented on the boards of directors of 9 of
the 30 Lurgest commereial banks of the United States, including the 2 largest; of
3 of the 13 |I.IH'1I. life insurance compunies, (2 of the 12 men being directors of
the lurgest life insurance company) of the kurgest mutual savings bank; of the 2d
Lurgest investment trust, and of the 12th lurgest fire and easualty insuranee
compny.

B. Governmental securities commitlee, Investmenl Bankers Association of America

The govermmental securities committee of the Imvestment Bankers Associa-
tion was first appointed in 1918 and cousulted and advised with the Treasury on
a variety of problems from 1918 to 1922.  Beginning in 1947, it again commenced
to consult and advise with the Seeretary of Treasury whenever requested to do o,
The committu{' now has 25 members of whom 18 are officers or directors of
“base” companies of this study. These 18 members with tht-lr major conneetions
with other compunies are ns follows:

Emil J. Pattberg, Jr., chairman of the committee, is chairman of the executive
committee of the First Boston Clorp. (the largest mvwmu'ut banker, lqud on
underwritings managed dmmp. 1956,

Robert B. Blvth is a viee president of the Nationul City Bank of Cleveland
(34 h largest commercial bank).

Milton 8. Bosley is a vice [)l‘(“-ldt'nt of the Nutional Bank of Detroit (11th
Lirgest comme speinl Tmtik]

Dwight W, Chapman is a senior vice president of the American Trust Co, (16th
largest commercial bunk).

W. Wayne Glover is a_ vice president of the California Bank, Los. ‘\ngt'lcs.
(22d largest commereial Imuk)

Hardin H, Hawes is a viee prmident of the Harris Trust & Saviogs Bauk,
Chieago (33d lurgest commercial bunk),

Russel A, Kent is a viee president of the Bank of America National Trust &
Savings Association (Iargest commercial bauk in the United States),

Frederick G, Larkin, Jr. is a vice president of the Security- I"msl. National Bank
(10th largest commercial bank).

Ralph F. Leach is a treasurer of the Guaranty Tnmh Co. of '\l’vw York (seventh
largest commercial’ h*mk]

Pat. G. Morris is a vice president of the Northern Trust Co. (32d largest com-
merecial bank).

" Robert C. Morris is a vice president of the Bankers Trust Co. (ninth largest
commereial bank).

Delmont K. Pfeffer is a vice president of the First National City Bank of New
York (third largest commercial bank).

‘George B. Kneass is a vice president of the Philadelphia National Bank (20th
largest commercial bank).

John H. Perkins is a viee president of the Continental Tllinois National Bank &
Trust Co. (eighth largest commereial bank).

L. Sumner Pruyne ig a viee president of the First National Bavk of Boston
(14th largest commereial bank).

F. Brian Renter, a viee pl‘t’hldl']‘lt of the Mellon National Bauk & Trust Co.
(12th largest commercial bank), is also a director of the Pennroad Corp.

Girard L. Spencer is a general parfner of Salomon Bros. & Hlltrlvr (14th largest
investment banker).

Together these officers and directors represent, 16 of the 34 largest commereial
banks in the United States, including the 3 largest, and 2 of the 14 largest invest-
ment bankers, including the largest one.

C. Commillee on Government Securities and the Public Debt of the National .lssnaa-
lion of Mutual Savings Banks

The Committee on Government Securities and the Publie Debt of the Nat mna}
Association of Mutuul Savings Banks was established in 1942 under the name of
Committee on War Effort Cooperation. In 1946, this Committee was merged
with the Committee on Government and Mlmicipﬁl Seecurities and in 1947 the
name of the Committee was changed to the one it now has. The mmlmtt{'t' has
a membership of 17, Of this total, six are officers or directors of “hase’! companies
of this study.

These six officers or directors and the major positions they hold in other come
panies are as follnw==

John H. Duerk; is vice president of Howard Savings Institution, Newark, N, 1
(17th lu,rgm{ mutual savings bank).

W. H, Harder, a vice president of the Buffalo Savings Bank (16th largest mutual
Sa\mgﬂ ha.nk}, is also a director of Tnstitutional Investors Mutual Fund, Ine.

Richard A. Holton, a vice pr:-au!vnt of the Fast New York Savmp;n Bank,
Brooklyn (ninth largest mutnal savings bank), is also a director of Institutional
Investors Mutual Fund, Inc.

Alfred C. Mlddlt’l}mﬂk a vice prrmdent of Fast River Savings Bank (11th
largest mutual savings hauk) is also extcutlive viee president and director of
Institutional Investors Mutual Fund, Inc.
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John Ohlenbuseh is a viee president of Bowery Savings Bank (largest mutual,
savings bank). 2
A. Edward Scherr, Jr., a vice president and treasurer of Dime Savings Bank
of Brooklyn (fourth largest mutual savings bank), is also a director and vice
president of Institutional Investors Mutual Fund, Ine. ' T
These 6 individoals combined are officers in 6 of the 17 largest mutual savings
banks in the country, including the largest one. ;

D. Joiut commitlee on economic policy of the American Life Convention and the Life
Insurance Association of America

The joint committee on cconomie policy was organized in 1945 under the name
of a joint treasury liaison committee. This was renamed the joint comunittee on
monetary affairs in the same year and was given its present name in September
1952 with broadened funetions, including the formulation of views of the life-
insurance business regarding monetary, fiscal, and housing policies of the Federal
Government., At present the committee has 12 members of whom 9 are officers
or directors of base companies of this study. These nine members and their major
connections with other companies are: i

Carrol M. Shanks, ehairman of the joint committee, is president of the Pru-
dentinl-Tnsurance Company of Ameriea (second largest life insurance company),
and also a director of the Guaranty Trust Co. (seventh largest commereinl Euuk),
of Nationul Biscuit Co., of Bigelow Sanford C:\r’put Co., of Georgin Pacific Corp.,
of Union Carbide & Carbon Corp., of Fidelity Union Trust Co., of Federal Insur-
ance Co., and of Publie Service &Gluctric & Gus Co.

0. Kt-iley Anderson, president_of New England Mutual Life Insurance Co.
(11th largest life insurance company), is also a director of Canadu General Fund,
L'Ld., Cousolidated Investment Trust, Century Shares Trust, and Boston Edison,

0.

Paul F. Clark, president of John Hancock Mutual Lifé Insurance Co. (5th
largest life insurance company), is also a director of First National Bank of
Boston (14th largest commercial bunk), of the Massachusetts Investors Trust
(2d largest investment trust), of Armour & Co., of Boston Insurance Co., and
of Seaboard Air Line Railroad. :

Louis W, Dawson is president of the Mutual Life Insurance Company of New
York (ninth largest life insurance company). ’

Frederic W. Ticker, president of Metropolitan Life Insurance Co. (lurgest
life insurance company) is also a director of Chase Manhattan Bank (sccond
lurgest commereial bunk) and a trustee of Exeelsior Savings Bank.

Devereux €. Josephs, chairman of the board, New York Life Insurance Co.
(4th largest life insurance company), is also u direetor of J. P. Morgan & Co.
(30th largest commercial bank), of American Brake Shoe Co., of American
Smelting & Refining Co., and of Consolidated Edison Company of New York.

Ray D. Murphy, ehairman of the board, lquitable Life Assurance Society of
the United States (third largest life insurance company) is also n director. of
Chase Manhattan Bank. (second largest commercial bank). ;

Frazar B. Wilde, president, Connecticut General Life Tnsurance Co. (14th
lurgest life insurance compuny), is also a direetor of Connecticut Bank &
Trust Co., of Plax Corp., and of Emhart Manufacturing Co. -

James Ralph Wood, president of Southwestern Life Insurance Co.,"is also a
dircctor of First National Bank in Dallas (26th largest confmereial bank), and of
Chance Vought Aireraft, Inc. d ¥ 2

Altogether these 9 individuals are situated on the boards of directors of 8 of the
14 largest life insurance companies of the country (including the five largest), of 5
of the 20 largest commereinl banks, and of the second largest investment trust.
Two of the individuals are on the board of the second largest ecommercial bank.

CONSIDERATION SHOULD BE GIVEN TO THE FDIC RESERVES

Now, the FDIC only has $1.44 to protect every $100 of bank
deposits in insurance. That is a pretty small amount.

* The Federal Savings and Loan Insurance Corporation has 60 cents
to protect every $100 of liability. That is a pretty small amount.

Now, in cach case, the FDIC has a commitment from the United
States Treasury. 1t is written into the law. It does not cost them
a penny.

Bankers charge people for commitments, but the bankers are not
charged for commitments in this ease. They have a commitment ‘of
$3 billion that they ean go down to the Treasury and pick up at any
time they need it; provided, of course, that the Treasury has it, or
can raise it under the existing debt limit. -
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The Federal Savines and Loan Insurance Corporation has $750
million.

I think we should at least consider mereasing these fees until the
FDIC has cnough money to release the Government from that
lability, and have at least a substantial sum in there to guarantee all
this insurance that has been put out on homes and farms and also to
depositors,  We should at least do that.

So far, we have had very good luck, since the FDIC was established;
we have not had any serious business reversals which would put a great
strain on the banks. But we cannot be sure that we will always
be so lucky.

THE COMMITTEL HAS A BIG RESPONSIBILITY

Mzr. Chairman, we have, as Members of Congress, representing the
people of our districts and representing the people of the United States,
and as members of this committee representing the House of Repre-
sentatives, we have’some grave responsibilities.  As matters stand, we
are permitting this Federal Reserve System to continue to go footloose
and fancy free, spend all the money they want, and without any
accounting to anybody.

" Now, all other Government ageneies have to go through the Appro-
priations Committee.  They have to have their expenditures sereened
that way., But not so with the Federal Reserve Banking System,
which is wholly owned by the Government and operates on the
Government’s money.  And not so the ‘Comptroller of the Currency,
who does not have his funds audited or his handling of billions of
dollars of currency audited, and who is not checked on the question
whether he is earrying out his legal responsibilities in the laws he is:
administering. i i y

There is no way for Members of Congress to find out how these
Federal agencies spend this money or administer the laws entrusted
to them. We just accept their word for these matters.

I do not believe our constituents want us to allow these things to
continue. [ do not believe the Members of the House want us to allow
it. It does not look sensible that we would just turn people loose
without safeguards and public accounting,

Suppose that someone would suggest. that the Clongress could go over
and take from the Burear of Engraving and Printing enough Federal
Reserve notes to buy enough Government bonds that the interest
on those bonds would pay the expenses of Congress and a lot more
besides.

We would not have a ehance of getting by with that., Tt would
not look sensible at all, and it would not be sensible.

But that is exactly what we do with the Federal Reserve. We just
turn them loose, let them go over there and get all the money they
want, print it on Government eredit and use it to buy Government
bonds.  Then we let them keep the Government bonds, colleet the
mterest from the Treasury of the United States, use the interest as
they want to use it.  T'o pay entertainment fees, to pay honorariums
of $2,000, have banquets, pay not only the Directors’ expenses to
all kinds of bankers associntion meetings but also their wives expenses;
and 1 do not know what else. They pay money for anything they
want to.

Now, if that makes sense, I do not have any sense. It is just not
sense, that is all.

Normally, we would not allow that in our own business and we
should not allow it in the Government’s business. This is the Gov-
ernment’s business,



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

b2 XQ
VIONO. SEC.

Now, the whole thing in the banking system, Mr. Chairman, is for
the local banks to sell out to some outside bank. Oultside people get
i control—absentee ownership and monopoly. And I think the
examiners are in part the cause of this.

When they go into a local bank, they say “You ought to build up a
big sccondary reserve.”  And‘you will find that the banks today have
$60 billion worth of United States Government bouds. /

Now, I do not object to the banks having some Government bonds.
But I do object to their being so loaded with bonds that local people
needing the credit these local institutions cannmot get it. That is
exactly the position of many of these banks today. o

Some of them have Government bonds, 50 percent, 60 percent, 75
percent, and we have heard of institutions, banking institutions having
100 percent in United States Government securities. Now, that is
not rendering service to the people. _

The Comptroller of the Currency does not look after the people’s
interest. He does not determine whether or not they are being charged
usurious interest. Ha does not determine whether or not the banks
are furnishing the local community enough money and mvcst.mg too
much in outside securities.

The Federal Reserve banks are not doing it.  All they are doing is
making it possible for the banks to get into fewer and fewer hands—
encouraging absentee ownership, and that should be stopped.  We can
write into this bill a provision that will stop it.

1 ask only that consideration be given to these amendments. 1
urge particularly the amendment for the small business capital banks.
That bill is not only sponsored by the Small Business Committee of
the House, after careful consideration, but it is sponsored by the
majority leader in the United States Senate and many other Members -
of that body. It islooked upon as a good bill; it is very much needed,
and I think we should pass it. 1 will offer it as an amendment to
these financial institutions bills at the proper time, in connection with
the consideration and reading of the bills,” ©

Nmﬁ{ if there are any quustlona Mzr. Chairman, T will be very glad
to yie

The CrarMan. You may ploposo your amendments and in ex-
ecutive session we will consider them.

Are there any questions?

Mr. Berrs. You mentioned the supreme court case. T would just
like to read into the record what the Supreme Court of Virginia said.

The question cannot arise here beeanse national hmlkmg associntions organizged
under the laws of the United States and doing business in a place, the population
of which does not exceed 5,000 iphnbitants, are expressly granted Lhm power,

Bee title 12, United States Code, seetion 92.

Mr. Parman. Section 92 was in the code at the time. Tt Was erron- |
ecously in the code. The code is only prima facie evidenee of what the
law is. It was in the code at that time, and the judge presumed the
code was correct, beeause there was no issue made of it.  The litigants
did not contest it. They aceepted the code as correct.

+ Bt the code is just prima facie evidence.  If the litigants had raised

the question of whether the code was correet, the judge would have
one to the statutes; decided whether or no® this provision was exist=

g law, and the ]mlgo would have found it was not a valid statute.

Mr. Berrs, I know the gentleman wants to be fair and I under-
stood when the chairman mentioned this, You denied it.

Mr. Parman. I denied that the court paqsed lo the validity of the
statute.

Mr. Berrs. It did, beeause it said it was in effect, and I just wanted
to read it into the record. !

Mr. Parman. Is the gentleman a lawyer?

Mr. Burrs. Yes. ‘
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Mr. Parman. You know that a code is prima facie evidence,
The section was erroncously in the code at that time, and the judge
accepted it as prima facie evidence of the law, because no one raised a
question to cause him to go to the umlellymg statutes, which are the
final authority on what is law.
~ Now, if either side had raised a question about it and said, “Altlmug]l
the code is prima facie evidenee, it is not a valid part of the code,”
then the judge would have taken up that question and passed on the
quesl.lmn on the basis of the statutes. But that question was not -
raised

The gentleman won’t even contend it was raised.

.. Berrs. But the point I make is, if the Supreme Court of Vir-

%!nm fr.ll; it was the law, I do not think it is fair for the gentleman from
exas to imply to these witnesses here that they were unfair holding it
was the law. _

Mr. Parman. Let us take the gentleman’s argument. Lef us send
back here and get the code of 1952, and you will find it is not in the
code of 1952, Therefore the prt,sumpmou is, it is not the law. That
being the case, the gentlemen who put this forward as being the law
have the burdén of showing that the code is wrong, and that they
cannot do, because the statute of 1918 is just as plain as can be—the
insurance provision was repealed in 1918,

You see, the codification carries with it prima facie evuh,nco of
validity, and this 1952 code which the chairman says—it is shocking
to me to hear him say the staff knew this and did not tell us about it—
that is the most shocking thing I have heard on Capitol Hill in 30

ears.
A The Cuarrman. What did you say was so shocking?

Mr. Parman. The fact that you said that the statf knew l.hn.t this
was not in the code and did not tell us about it, as members of the
committee.

Now, it is not in the code; it was left out, becausa it was repealed
40 years ago, and here we are.

he Crateman. They made a complete memorandum and told
why' it was not in there.

Mr. Parman. You mean after the question was raised?

The CuairmaN. Your sensibilities must be quite strong to ‘be
shocked by that.

Didn’t you say that since they did not report this the way you
believed it to be, it was shocking and impugned the honor of the
Senate and the House and the committee of the House?

People have differences of opinion, you know. They should not
be shocked because somebody else has a difference of opinion.

This opinion, I am sure, was made by the staff in good faith. They
had no interest in it.

Mr. Parman. 1 just cannot believe that the staff knew it and did
not call our attention to it.

Now, Mr. Vanik said the other day that he felt, as a Member of
Congress, that he had the right to rely on these rcports and compara-
tive punta of the bills.

Now, the report of the Sonate said that this language pertaining to
insurance continues a provision in the code.

Now, of course, that is not correct, because it is not in the mda——-

- the 1952 code, which is the latest oodo And the code says it is not,

the law. That is the last expression of the law we have in the law
‘offices of the Nation for the gentlemen to be governed b

The CuarrmMan. You may think you have found a hv{?:*ogen bomb,
but I think it is a dud. T do not think it amounts to anything. Ido
not think it is so important.

Mr. Parman. If you want the banks to write life insurance and
other things, it is not important?
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Tlie Cuamman. Tt has nothing to do with that' question, in my
mind. I do not express any favor of the bank’s writing insurance,
I do not believe the banks ought to write insurance. . That is not the
question inyolved here, The question is a question of law.

Mr, Parman. Like it is uow, it is not the law.

"The ‘chairman of the Judiciary Commitiee made an argument on
that yesterday and I do not think it can possibly be answered. It is
not the law. '

Now, then, if we put this in an enacting clause like it is here and
enact it, it will be the law. - '

The reason that the national banks have never used the erroncous
authority shown in the code prior to 1952 is because they have smart
lawyers. Their lawyers looked into it and say, “T'hat is not the law.
You'd better stay out of that business.” '

Therefore, only 77 banks in ‘the entire Nation are now operating
under that old code, according to the Comptroller of the Currency.

The Cratrman. Tlhat is not a very material matter because we are
free to deal with it as we please, - Ly

/ Mr. Parman. It goes to the integrity of this committee, too, and

the integrity of Congress..

The Cuairman. We are free to deal with it as we please.

Are there any further questions?

You may stand aside, Mr. Patman, and you imay insert your
amendments into the recond that you intend to introduce.

Mr: Parman. I hope you will read what I put in the Congressional:
Record yesterday, on the question of who owns the Federal Reserve
System. The private banks do not; the Federal Reserve System is
owned by the Government.

I put in documentary proof on that. I cited such witnesses ns
Mr. Eceles, Mr. Martin, Mr. Goldenweiser, Mr. Allen Wiggins, and

“Mr. Folsom. .

DETAILS OF SELEETED ITEMS OF EXPENSE REPORTED FOR THE 12 FEDERAL
RESERVE BANKS .

Mr. Chairman, on August 6 of last year Chairman Martin of tle
Federal Reserve Board was before this committee testifying bn this
financial institution bill. On that occasion.I made a suggestion for
shortening the time of Mr. Martin’s appearance, and also for saving
the committee’s time, which was to hand to Chairman Martin some
of the questions I had written out to ask him. You expressed yourself,
Mr. Chairman, as being agreeable to my suggestion, as did Chairman
Martin. So I handed him, at that time, a{fisl, of 44 questions.

To date—although more than 6 months have! passed—I have not
received the answers to the first 27 questions on that list. I have been
advised from time to time that the answers would be forthcoming
shortly, the last such advice being contained in a letter from Chairman
Martin dated January 23, 1958. But I still do'not have the answers.
Yet each and every one of these 27 questions pertain to matters
authorized or proposed to be fmul.hurim-:;] by title IT of this financial
insfitulions biﬁ). which is the Federal Reserve Act portion of the bill.
Furthermore these 27 questions do not have a mere shadowy perti-
nence to title 11 of the bill, they go—at least to my mind—to the
very heart of the most important matters involved in this legislation.

Now I should like to insert at this point in the record the entire
44 questions, after-which T will review the status of the remaining
questions,
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QuesTions ror M, MarTIN

1. My, Murtin, in vour prepared statement you suggest that the bill be amended
to provide specific authority for the repurchase agreements,  You further say-in
_\'?url|n't-mt|‘cd statement that the repurchase agreement has some of the attributes
of u loan,

Does the repurebase ngreement have the attributes of anything else other than
a Joan, and if so what?

Last week T obtained from the Board a list of the names of all of the dealers
who do husiness with the Open Market Committee, T note that there are 15
dealers on the list; 5lare ealled bank denlers, and the other 10 are firms of another
i,llml\wilr—I suppose Lhey \mu!d be ealled securities brokers, or investment
Ninkers

Are these all of the finns the U}mu Market Committee does business with—you
gell Government sceuritivs to no one else and you buy from no one else?

3. Huas this list of names éver been made publie; and does the Open Market
Committee regulurly publish the names of the dealers it does business with?

4. Whal are the requirements that o dealer or a bank must meet in order to
trade with the Open Market Committee? :

5. What is the nature of the general agreement that a dealer must sign, if this
I3 still o requirement, before he ean trade with the Open Market Committee?

G. Why 12 it that the Open Market Committee does not buy and sell United
States Govermment securities directly from or to the member bhanks?

7. What are the cireumstunces under which the open market desk buvs securi-
ties from a dealer under a repurebase agreement and what is the rationale insofur
as the member banks or the publie interest is concerned, for a pract ice w hieh is,
in effect, a*practice of making louns to dealers in Government secnrities?

8 What has been the total dollar volume of purcluses undur w[mrclmm-
ugreements in the 12 months ended June 30, 19577

9, Please supply for the record a deser |ptmu of each of the 15 dealers and
bank dealers now trading with the open market desk, giving for each the finaneial
condition, the eapitalization, the average value of United States Government
securities held for the dealer’s own account in the last 12 months, the average
and the maximum amount of securities held for each under rt'|mulnw Eree-
ments, and the dealer’s £ross profits, in the past year, from dealing in Lml{‘d
States Government securifies

10. To the dealers and bank dealers trade with the:open market desk both s
prineipals and commission brokers? Tf so, who decides whether in purticular
trades the dealer is to act as agent or principal; what are the controlling eircinm-
stances; where s commission is paid, what is the amount of the commission; and,
if eqmumissions are paid, what was the total value of gecurities traded with cach
of the 15 dealers in the past 12 months (a) where the dealer acted as broker and
(b) \'Vh('l'l. the dealer acted as principal?

What is the ummnnm amount of Govermmeunt seeurities a dealer is required
1o lmld fur his own aceount?

12, Does the Open Market Committee receive wgnlur formal reports on the
amount of Govermment securities each dealer i= holding fur his own gecount?

13. How does the Open Market Committee transact its sules and purchases—

-is this an auetion market, or are prices negotinted with the dealers, or what?

14. Are the prices which the Open Market Commitlee pays or reccives for
United States Government securities promptly made public—that is, can the
banks read guotations in the new. :-p.\ptr-s and know what prices the Open Market
Committee i= reeeiving und payving?

15. What section of the law provides for the Open Market Committes to buy
and sell Government securities to denlers, rather than to member banks?

16. Is it the Board's position that 15 dealers are enough to insure i competitive
market, and that there is no serious risk that the Open Market Committee may
atb times be up against o “rigged” market, or a market influeneed by other im-
portant noneompetitive factors?

17. Can you name any other organized mirket, where there are trading rules
and penalties for violating trading rules, where the traders are as few as 157

18. Are there trading rules for dealers trading with the open market desk? I
s0, please supply a coip_v_: of the rules,

19, In case some o the 15 dealers who deal with the Open Market Committee
ghould trv to “rig'" the market, what Nn the penalties? : .

20. Under present orgammhon and procedures, is there any dangor of informa-
tional leaks, or any danger that dealers who trade with the open market desk will
receive information, in advance of the banking community generally, that the
Open Market Committee has decided to support the market for Government
securities?

21. Have regulations been issued on the snbjeet of emplovees of the Reserve
System owning or trading in Government securities? If so, please supply a copy
of the regnlations,

22. Are there speeial regulations applicable fo members of the Open Market
Committee or to the manager of the open market acecount?

23. What steps have been taken, if anyy to encourage trading with the open
market desk by larger numbers of dealers and banks?
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21, The reportrof the Open Market Ad Hoe Subecommittee (1952) states that
before the market opens each day, meetings are held with-the recognized dealers
at which there is an exehange of information,  This report further states that the
Heomments of the Committee’s representatives in attendanee are very guarded.”
Whaut sufeguards are there to assure the Board that the Committee's representa-
tives speak so guardedly that the dealers obtain no advantages from these: pre-
market conferences? 2

25. What wre the saleguards which assure that the reports given representatives
of the Open Market Comnittee by the dealers are aceurate and not self-serying?

26. If the Board of Governors were to become the Open Market Committee,
what disadvantages could be expected to flow from this change in jurisdietional
responsibility  over open market operations? : i

27. What changes in present methods of operation would be neecessary to
induce, say, 50 commercial banks to enter actively into the trading with the
open market desk? :

28. Please supply, if possible, the number and amount of applications for
louns, discounts, and advances which the Federal Reserve banks received last
year but turned down.  Also, if the banks make any tabulation as to the reason
for denying a request, T would like to know the number and amount of the
upplications denied for each of the different reasons. If it is not possible to
supply exaet information as to the number and amount of applications which
were denied, then there should be a statement from the President of each Reserve
bank stating whether or not any request.of member bunks was turned down,
giving his impression as Lo the approximate number and amount of sueh requests.

29. Mr, J\’}urt-iu, with reference to the record of the transaetions of the operi
market from the date of the Treasury-Federal Reserve accord, in 1952, which
record 1 requested lust Friday, in order to avail the possibility that you will
work up surplus information, my request is stated more precisely, as follows:

What is wanted is a day-by-day record of open-market transactions, showing
the kind of sceurity traded, the name of the dealer to whom it was sold, or from
whom it was purchased, the amount sold or purchased, and the price paid or re-
ceived.  In addition, with reference to repurchase agrecments, the record should
show the name of the dealer, the name of the seeurity, the unit price, the dollnr
valte, the interest rate, and of course, the record for cach date should show
whether the transaction was a repurchase or a “sale” under a repurehise agreement,

Furthermore, sinee some time may be required to copy the information deseribed
above, it will be apprecinted if you will supply promptly certain brief informution
necessary to bring up to date the table which vou supplied the Joint Eeonomie
Committee several vears ago.  This will require, simply, the total volume of re-
purchase agreements,  The table should show both, but separately, the volumae
of repurehase agreements entered into ard the volume closed out in the month.

30. Does the new langunge appearing in seetion 35 (a) of the bill, amending the

‘usury provisions of the National Bank Aet, change the law as held by the Supreme

Court in National Bank v. Johnson (104 U. 8. 271)? If so; in what way will the
new language change the law as held in that deeision.

31, Does the new Iangunge appearing in scetion 35 (u) of the bill ehange the
law as held by the United States Court of Appeals for the Fifth Circuit in Daniel
v. First National Bank of Birmingham-(227 Fed, 2d 353, 5th C. C, A)?

32. Is it true that to the extent national banks comply with present law they
may not purchase, in any State, conditioml sales contraets which eall for the
original borrower to pay usurious interest charges?

33, Is it true that under seetion 35 (n) of the bill, nationul banks conld legilly
purchase conditional sales contracts without respeet to the rate of interest which
the borrowers named in those controets have contracted to pay—exeept and
unless the law of the State in which the national bank is loeated is deemed to
prohibit State banks from purchasing such eontraets? )

34. With reference to the so-called eonditional sales eontract, does the Board
have any information as to the nmount of sueh paper the member bunks now
hold? If so, please submit for the record the figure you may have on that; and

“algo any information yvou may have as to the range of interest rates which this

paper carries.  (By “interest rate” it is meant, of ecourse, effective per annum
rates, computed to include all finaneing charges,)

35. The Federal Reserve Bulletin frequently reports average interest rates
currently being charges on business loans and the interest rates rarely go above
5 or 5% percent, even for the smallest loans.  What instruetions have been given
to the member banks for the preparation of the reports from which these statisties
are drawn; and, have verifications or snmple ehecks of the reports been made to
assure that interest rates reported are not in fact discount rates on amortized
loans, and to assure that the computed interest rates do not omit other factors
which properly should be considered in the rate computations?

36. 1 judge from vour previous testimony that vou feel the prineipal burden

. of combating the recent inflntionary trend has fallen on the Reserve System; and

I judge that vou think the monetary restraints you have imposed have worked
pretty well against inflation.  Asspming that you are right—although I don'f
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- necessurily agree with you—I want to ask you this: In ease a serious deflationary

trend should set in, or in case we have a recession, do you think monetary controls
will]l tl‘:‘eu be equally effective—in other words, ean you push a string as well as
ull it : 3
= 37. Title 1 of the bill increnses lending limits of national banks in a number of
ways. The general loan limit is increased. Then there are several increases in
limits on lending on what used to be called real estate; and there are increases
in its loan limits on consumer installment paper, on refrigerated or frozen foods,
and perhaps other things. -
Do you see any danger in these inereased loa limits, either singularly or collee-
tively? In other words, would the decreased liquidity of the national banks per-

~mitted by these changes be a significant factor in case of a recession?

38. Monetary controls have the effect of limiting bank eredit; do these controls
also significantly affect the amounts which the-insurance companies can lend; and
do Sl?ch ?cuutrals substantially affect the amount of money available in the eapital
markets :

39. When bank credit is tight, such as now, is it the Board’s position that the
rice of money alloeates the available supply—in other words, assuming that the
orrowers competing for the available bank credit offer equal risk, does the bank

then decide which borrower gets the credit on the basis of which borrower offers
the highest price for the hire of the money? :

40. Some of the recent statements of the American Bankers Association wowld
indicate that banks do not allocate eredit on the basis of either the price of the
money or the risk—just so long as the risk meets aceeptable standards—claiming
that the banks are favoring small business, in preference to big borrowers.

Has the Board made any study or collected any reports from the member banks
that inform the Board as to what the impact of its monetary restraint is, puar-
ticularly as to how small firms are moking out compared to big firms? ‘

41. With reference to title I1, seetion 7 (b) of the bill, would the Board have a
serious objection to making the franchise tax 95 percent instead of Y0 percent?

42. Briefly, what were the circumstances and considerations which prompted
the inclusion in the Federal Reserve Act of section 13 (b)? }

43. What evils or inconveniences are now resulting from section 13 (b)?

44. The Bouard has objected or recommended against a number of ¢langes in
substantive law now contained in the bill; yet despite the presence of these bbjee-
tionable features, the Board still favors the bill, on balanee, and recommends its
pussage. What are the prinecipal changes in the bill which the Board considers
of such merit as to outweigh all of the objectionable features?

Now as to the questions other than the first 27 which have not
been answered : . v

Replies to 16 of the 44 questions were transmitted by a letter from
Chairman Martin, dated Januapy 23, 1958—Iess than 1 month ago,
and almost 6 months aftér the {ay when the questions were handed
to Chairman Martin, These replies were to questions numbered 28
and 30 through 44, T offer these for the appendix of the record.

A reply to question 29 was transmitted on November 12, 1957,
more than 3 months after it was requested.  T'he veply to this question.
consists of photostatic copies—with certain deletions—of purchases
and sales of Government securitics made by the Open Market Account:

At this point, I might call the committee’s attention to the subse-
quent history of these documents submitted in reply to question 29.
The details appearing on these.documents are voluminous; they must
be tabulated and analyzed before they yield any information on a-
variety of pertinent questions, such as the extent to which the open
market account trades with the different dealers on the basis of the
most favorable price, and the extent to which the business is allocated
among these dealers without regard to price. Consequently, on
November 28, T wrote Chairman Martin asking that he arrange to
have made-certain tabulations which I outlined. On January 29, he
wrote me that he had put the question of having these tabulations
made before the Open Market Committee, and the Committee had |
refused my request. Similarly, after examining these records, it
appeared that they do not show prices actually bid or offered the
open market account by the individyal dealers on the occasions when
the account has made sales or purchases to these dealers; these data,

it turns out, are maintained on a separate record. Accordingly,

since a reasonably complete answer to the questions involved here
would require ru}crcnue to these bid and offered prices, I wrote
Chairman Martin on November 26, requesting these data. Chair~
man Martin’s letter of January 29 refused this request. .
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In addition to the foregoing items, I have sought to obtain-from
Chairman Martin a variety of other. information which is not only’
important to the cousideration of the financial institution bill, they |
are important for our consideration at all times. They involve matters
that are vital to a proper functioning of our whole economic system,
but they are secret, like the plans for ballistic missiles. - ;

One of these pieces of information I have already mentioned; it is
the part of the audit reports which Chairman Martin refused to let
us see. ;

The Board’s written instructions to the auditors call for them to

. separate out, and make separate reports on several matters that
would normally be covered by an auditor’s report. These matters
for which separate reports are prepared are:

(1): Management—General comments. ;
(2) Management—Comments on newly appointed members of the
official staff, - .
(3) Officers of the Federal Reserve agent—newly appointed members
of the Federal Reserve agent’s stafl.
{(4) Inattendance of directors. i 5 7
(5) Indebtedness, stock ownership in member banks, and outside
business connections of officers and employees. ;
(6) Schedule of above (item 5) for examiners, assistant examiners,
and officers supervising the examination function. :
(7) Apparent or possible violations of the eriminal provisions of the -
banking laws of the United States (involving officers or em-
ployees of State member banks). '
On September 26, 1957, I wrote Chairman Martin asking that these

" reports be sent to this committee, for the members’ inspection along
with the other parts of the audit reports. On October:7, Chairman
Martin wrote me refusing the reports, saying that they are prepared
for the confidential information of the Board. He made the point.
also that he feared that if these reports were not held in confidence
by the Board, the auditors would m the future feel less free to say
the things they have been saying. And I have no doubt this point
is correct; as long as the Board ﬁepends upon internal audits; it will
have to depend upon voluntary revelations of information by the
auditors. Chairman Martin's letter on this subject is inserted below.

Boarp oF GOVERNORE oF THE FEpERAL RESERVE SYSTEM,
Orrice or THE CHAIRMAN,
Washington, October 7, 1957.
Hon. WriGHT PATMAN,

House of Representatives,
! House Office Building, Washington 25, D. C.

Dear Mnu. Parman: This letter is in response to yours of September 26, 1957
requesting copies of memorandums prepared in connection with examinations 0}
the Federal Reserve banks in' accordance with instructions to the Board’s
examiners. .
~ These memorandums are for the purpose of making available to the Board
strictly for its own confidential infbrmation, ecertain information and views o
the chief Federal Reserve examiner. Throughout the history of the Federal
Reserve System, the Board has closely guarded the confidential character of the
memorandums to insure the freedom with which the Board's examiner necessarily.
must express his views, ; ¥,
..We believe you will agree that an effective discharge' of the Board's super-"
visory responsibilities requires that such information be obtained and made
available to the Board, Any departure from the prineciple of strict confidenti-
ality would tend to undermine the value and usefulness of the memorandums to
+the Board and would interfere with the orderly discharge of the responsibilities
placed upon the Board by the Fedoral Reserve Act. : }

In view of the above, it is the Board's belief that you will agree that the
smemorandums should not be furnished.

Sincerely yours, ; '
Wu. McC. MARTIN, Jr.
{
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I come now to a long list of other information which Chairman
Martin has refused to supply, concerning the $235-billion-a-year under-
the-counter trading in Government securities, with Government
money, by the so-called open market account with their little ¢lub
of so-called dealers. I offer for the record my letter of November 26,
describing  the information requested, together with Chairman
Martin’s reply of January 7, refusing the information requested.

) . Texarkana, Tex., November 26, 1957,
Hon, Wirtian MeC. Marrrx, Jr., .
Chairman, Board of Governors of the Federal Reserve System,
Washington, D. C.

Dear Mr. Marmin: This is with reference to vour letter of November 12
with which vou enclosed a letter to Hon. Breut Spence, coneerning the transmitial
of photostatic copies of certain of the records of transactions of the open market
account, which records are offered in response to my request to you of August 6.

While I am happy to receive these after so long a time, after looking them over
I find that they provide incomplete Information as to the subject matter in several
respeets which I hope vew will' correet. '

irst, in the case of sales to or purchases from dealers, the record shows only

the prices and quantities of & security actually bought or sold. I am informed,

however, that the open market account also has a record which shows the prices

bid or offered by ench dealer, for each security on which the open market account

solicited quotations on each day of trading. Furthermore, I understand from

- Messrs, Johnson and Clark, who looked over these records, that on this sheet a

- eirele in red pencil is made around each particular offer which the open market
. account accepted, .

I would, appreciate it if you would arrange to supply, under the same terms and
conditions, copies of this latter record for each day of trading, going back over Lhe
past 3 years. Frankly, these are the things I have in mind. = In-view of the small

i number of traders trading with the open market account, and the fact that trades
are transacted in a closed, nonpublic market, it is important to be reassured that
the dealers trading with the System account are not given to (a) all quoting
identical prices, or (b) systematicully rotating price quotations.

Second, the records which you have supplied are up to date only through the
end of 1956. I wote from your letter to Mr. Spence that the Open Market

+  Committee suthorized the furnishing of only “the requested information that was
noneurrent.” Furthermore, 1 fully appreciate the Committee's position in with-
holding information which may reveal either (a) the open market aceount's present
trading strategy, or (b) the precise nature of the Committee's credit poliey. It
seems to me, however, that there is a vast differenee between information which
would reveal these things and information coneerning the operations of the
aecount in recent historic periods.  Speeifically, I should like to ask if you cannot

‘supply both the records deseribed above, and the-records of the kind which you
have already transmitted, for the period up through June 30, 1957. I cannot
imagine that records up to that date could possibly reveal either the policy towurd
eredit ease or restraint, or the posture and trading strategy of the open market .
account as these things prevail today. '

Third, as explained in your letter to Mr. Spence, wherever the record shows
a trade with a foreign department aceount, the name of the account has been
deleted. As I understand it; it is no secret that the System open market account
trades with foreign central banks, acting at times as agent for sueh banks. No
explanation has been given, however, as to why transactions with foreign central
banks are more confidential thap trades with United States nationals, which
‘information you have held to be also confidential. )

I would appreciate it if you would give me your explanation and reasoning as to
why the names of foreign central banks with whom the account has traded in the
past should be withheld from the committec.

In view of the Bodrd's request for legislation to authorize repurchase agree-
ments, which are in effect loans to nonbank dealers for earrying Government
securities, it becomes especially important to obtain information which will at
lenst give a hint of the scope of the dealer operations and the extent to which
finaneing from Government and other sources is provided the dealers to carry
Government securities.  Consequently, I would like to request information in o
form which would be a substitute to the form of information which 1 understand
Mr. Johnson of my staff attempted to obtain at the New York bank early in
October. Specificallv, 1 would like to have tabulations of each item of informa-
tion submitted on the “‘daily report of dealer operations in United States Govern-
menft securities,” to cover each Monday and each Thursday in the 3 years pre-
ceding June 30, 1957, For the purposes’of these tabulations T am not requesting
individual dealer information, but aggregates of the information covering dealers
in groups of fours. In other words, the tabulation should show totals for the-
4 largest nonbank dealers, the second 4 largest nonibank dealers, ete., dnd the
bunk dealers should be similarly treated. For this purpose, it will be satisfactory’
ta determine which dealers are the largest on the basis of their total volume of -
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business in the last fiseal year, so that the report for ench Monday and encli
Thursday will elussify the dealers in the smme way. In addition, T would like
these tubulations, in the case of nonbank dealers, to set out separately the amounts
of repurchase ngreements outstunding on the duate specified.

Also, on the matter of financing, 1 should like to request two other pieces of
information: ;

(1) Tabulations of the reports on “borrowings by nonbank security dealers,””
showing the mmounts of borrowings on “collateral loans” in each tvpe of fund
and each source of eredit, and the amounts of “other financing' similarly broken
down and showing in each ense a separation between louus of 1 day and those
of over 1 day, and the rates of interest or equivalent paid for the financing.
These tubulations should cover each day for which the reports have been col-
lected, and should be in groups of four dealers corresponding to the same groupings
already deseribed with reference to the dealers position and volume rlaport.

(2) Similar tabulations for each group of four dealers, bank and noubank,
showing the amount of the dealers finaneing of their own customers to carry
Government securities, specifying clusses of customers.

Finally, 1 would appreciate receiving information coneerning the dealers bids
on the Monday Treasury bill nuction, and unless you feel that such information
for individual dealers is also secret, 1 would like to have this for each of the indi-
vidual dealers separately.  Speeifically, T would like to know for each anction
over the past 3 yvears (a) the average price received by the Treasury for all bills
sold on competitive bids submitted to the New York bank, (b) the amount of
bills purchased by each of the 17 dealers, {(¢) the average price bid by each of the
17 dealers, and (d) the average price paid by each of the 17 dealers on bids accepled’
by the Treasury,

While the foregoing deseription of information needed seems rather lengthy,
I think you must agree that the information requested is not only pertinent, but
essential for even a perfunctory appraisal of the question of whether there should
be legislution to authorize the open market account to finance nonbank dealers
to curry Government securities, 1 hope, therefore, that you can see your way
r.:lciu' to have the requested information supplied with reasonable promptuess.

am, "
Qiucem]y vours,
WriGHT Parman,

Boarp or Governoks or ruE Feperan Reserve Sysrem,
= UrFiceE oF THE CHAIRMAN,
Washington, January 7, 1958.
Hon. WriaaT PATMAN, )
House of Represenlalives, N
Washington, D. €.

Dear Mgr. PaTman: Your letter of November 26, 1957, asking for further
information relating to u!)t‘l’ill.il}llﬁ of the S‘vslt'm open market account and of
dealers in United States Government securities has been diseussed at meetings of
the Federal Open Market Committee. Some of the information you request is
not reported to the Federal Reserve and hence eannot be furnished by us,  Some
is given to the System account on a purely voluntary and strictly confidential
basis and hence it is not within our diseretion to transmit it. Some is available -
to the Federal Reserve System because it is fiseal agent of the United States, and
the Treasury, rather than the System, should be approached for suech dato.
Finally, one major portion of the data vou request could be made available in the
detail you wish only with immense effort,  In this case we suggest an alternative
which may serve your purpose equally well, To the extent practicable from.the
standpoint of the amount of work involved, and with proper consideration for the
confidential nature of some of the data, the committee desires, of course, that you
be furnished with information thut will be useful in your analysis of System
account operations. Your several requests are discussed in the order in which
your letter presented them.

1. Your request for ecopies of the record of the amounts of purchases and sales
of Treasury bills and the prices bid or offered by each dealer for each security on
which the System aecount solicited quotations on each day of trading over the
‘past 3 years would require an immense amount of work, edpecially since it would

necessary to acgompany such a record with memoranda explaining the back-
ground of 1}19 operations and the reasons for the actions taken, il you were to
obtain an understandi ng of the situation reflected by the data. Tt would appear,
however, that your purpose might be served by having the information (with the
accompanying explanatory ‘memoranda) for selected dates, rather than for the
entire 3-year period.  If thig sirike# you as practicable and you wish to select a
number of ‘days for each of the 3 yvears—say a dozen days a year—preceding
December 31, 1956, we would have the materipl prepared for you ag promptly as
possible,  You now have the photostatie eopies of the sheets. showing transae-
tions, so that you would be in a position to select days when the account was
active.

Federal Reserve Bank of St. Louis
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2. Your second request refers to the tabulations transmitted with my letter of
November 12, 1957, showing cuch transaction of the System open market secount
with eneh dealer in Government securities from the period of the Treasury-
Federal Reserve aceord in Mareh 1951 to the end of 1956. You now ask for
similur records of each transaetion of the System aecount for the period from the
end of 1956 through June 80, 1957.

Each year, pursuant to the requirements of the last paragraph of scetion 10
of the Federal Reserve Act, a record of policy actions taken by the Board of
Governors of the Federal Reserve Svstem nnd by the Federnl Open Market Com-
mitiee, together with the readons underlying those actions and the votes tuken
in each instance, is made publie in the Board's annual report to the Congress,
Until that record is made publie in the annual report, which is published in the
spring of each year, the policy directives of the Federal Open Market Committee
are regarded as eurrent and are handled in the strietest confidence, It is true
that weekly statisties showing the condition of the Federal Reserve banks are
published and that to a greater or lesser degree individuals make judgments on
the basis of those reports as to the poliey aetions taken by the Committee. My
jetter of September 10 stated that the Federal Open Market Committee felt that
it would not be proper to divulge information regarding Committee poliey deci-
sions and operations for the current ealendar year. It continues to be the judg-
ment of the Committee that disclosure of its policy decisions should come in the
manner that has been followed for many years in earrying out the provisions of
section 10 of the Federal Reserve Act, namely, in the annual report to the Congress
covering the vear most recently ended,  For this reagon, it believes that it would
not be desirable to furnish the information regarding operations of the System
account pursuant to the policy directives issued during any part of the year in
which the directives were issued. If, however, you so request, we will undertake
to prepare tabulations of the transactions not only for the first half of 1957 but
for the entire calendar vear, to be submitted at sybstantially the time the Board’s
annual report is pyblished. . :

3. You note that the names of foreign central banks were deleted from the
tabulations transmitted with my letter of November 12, and you ask why the
names of such banks with which the System account has traded in the past shoy)d
be withheld from the House Banking and Currency Committee, o

To be certain that the situation with respeet to the 1,700 odd pages of tabula-
tions sent with my November 12 lefter is correctly undersjood, I wish to empha-
size that there were very few deletions from those sheets and that all of the
names appearing on those schedules, werp names of deglers in United States
Government securities. In some instances, those dealers are also domestic
commercial. banks., However, the distinetion between deleting and retaining
names was a distinetion between investors in securities and dealers in securities,
and there was no intention of distinguishing between foreign and domestic banks

r §e, L 0
peTmnuaatian_a between the System account and dealers are in a different catego
from transactions between the System account and the Federal Reserve Ban
of New York, acting on behalf of and under instructions from its depositors,
In the first place, many central banks and international institutions maintain
accounts with the Federal Reserve Bank of New York.' Such centril bank

- mecounts are operated by the Federal Reserve Bank of New York on behalf of

all of the Reserve banks. Transactions for these accounts have traditionally
heen held in striet confidence for substantially the same reasons that, as a matter
of policy, banks in general hold in strict confidence transactions on behalf of any
of their depositors.  This confidential relationship between bankers and depositors
has heen considered to be especially necessary with respect to operations of
fareign central banks, whose deposits with the TFederal Reserve banks largely
represent monetary reserves of their countries. Disclosure of such operations
would be of interest to many persons who follow political and economic develop-
ments-in foreign countries, but such disclosure might well have serious repercus-
sbianﬁﬂ ‘and imperil the confidence that foreign countries place in the Reserve
anks. .

Secondly, you state that you understand that “it is no secret that the System
open market account trades with foreign central banks, acting at times as agent
for such banks."” Actually, this ir not strictly correct, and the relationship to
which you refer is not between the System account and the foreign banks. The
Federal Reserve Bank of New York aets ouly upon instruetions, specific or stand-
ing, from its foreign depositors in handling their accounts. Orders to buy and sell
securities are given by the depositors to the foreign department of the New York
Reserve Bank, which in Lturn transmits them to the securifies department of that

 bank for exeention. Such orders usually are executed by the Reserve bank in the

open market, but the foreign eustomers have been notified that they may be

-executed with the System account nt the discretion of the manager. They aré
‘earried out with the System open market aceonnt only when the manager of the . -

account so directs for the purpose of coordinating the foreign transactions with-



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

02 XQ
MONO. SECTION

current open market operutions thut are being executed pursuant to the direetives
of the Federal Open Market Committee.  The initintive in executing transactions
with the Svstem necount rather than iu the market in no manper lics with the
foreign correspondent.

4. With respeet to your request for data from the daily reports of operations
reeeived from United Stutes Government seenrities dealers, these reports nre fur-
nished by the dealers on o purely voluntary basis and in the strictest confidence.
1t would not be within the diseretion of the Federnl Open Market Committee or
thv Federal Reserve Bank of New York to disclose mformation in connection
with thesé reports.

5. You also request a tubulation of deanler borrowings, with a breakdown by
types, sources of credit, terms, and rate. Such data are not available to the
management of the System necount.

The answer to ydur next request is the same—we have no data showing

dealer finaneing of their own customers to enrry Government seeuaritics, By way
of comment, T might say that it seems highly doubtful that dealers do finanee their
customer huldmgb to any significint extent although there mu,!:i. he un veensional
transaction of that kind. The dealers have ditficulties enough in finuneing their
own portfolios of Government securitics without nssuming added burdens in
finaneing customer holdings,

7. Finally, vou request information coneerning dealer tenders for Treasury bills.

in the weekly auvctions, In handling tenders in the bill auetions, cach Federal
Reserve bank aets as fiseal agent for the Treasury Department. A request for
data relating to the tenders should, therefore, be direeted to the Treasury Depart-
ment,
Sineerely yours, )
W, MceC. Manniy, Jr.

Finally, T offer for the record a letter of August 28, 1957, from
Mzr. C. Canby Balderston, Vice. Chairman of the Federal Reserve

‘Board. This letter points out that the oflicers and employees of the

Federal Reserve banks are not employees of the United States, and
do not take the oath of office required of Government employees.
This makes a very interesting arrangement. Here we have non-
Government employees running these banks which are owned by the
Government and handling and qpemhng billions of dollars of Govern-
ment funds, and owing no allegiance to the Government.

Boarp or Govirxonrs or THE FepEral REseErve Sysrem,
Washington, August 28, 1957.
Hon, Wricur Parman,
House of Hcprwcntm‘wcs, Washington, D. C.

Drar Mgr. Parman: This is in response to vour letter of August 22, re [.,::rdmg
the status of officers and employees of the Federal Reserve System, other than
the members of the Board, as publie offieials.

The Federal Reserve banks are instrumentalities of the Government with
publie funetions. In that sense, the officers and employees of the Federal Reserve
bunks are engaged in the performance of publie service and hence ean be con-
sidered to be public officials. However, they are not oflicers or employees of
the United States Covernment and do not subseribe to the oath of uﬂlw taken
by officers and employees of the Federal Government. -

Bome of the officers and employees of the Federal Reserve System, other than
the Board and its staft, ean be considered as publie officinls of the United Stutes
Government. They are the members and alternate, members of the Federal

Open Market Committee, and the Federal Reserve ngents, and assistant Federal

Reserve agents at the various Federal Reserve banks.

The Federal Open Market Committee is, of course, a governmental body
created by the Federal Reserve Act. The Reserve bank presidents and first
vice presidents who are members or alternate members of the Committee serve
in a dual capaeity. As such members they subscribe to the constitutionul outh
of office prescribed by section 16 of title 5 of the United States Code. In their
capacity as officers of the Reserve banks, however, they have the different status
indicated in the second paragraph of this letter.

The Federal Reserve agent at each Federal Reserve bank, who is also chairman
of its board of directors, aets in his capacity ns Federal Reserve agent as an agent
and representative of the Bourd of Governors and us such takes the onth of
office preseribed by the above-mentioned prowswus of the United States Code.
TFor similar reasons, the Federal Reserve agent's amintnuts likewise subseribe
to the 7mtumr\ oath of office,

I tryst that this will supply the rﬁl‘o: mation’ you dmirn
Smcorolv vours,

C. Canny BanpERsTON,
Vice Chairman.

-
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On August 16, 1957, 1 wrote Chairman Martin, asking for a more
detailed breakdown of certain of the eategories of expenses shown in
the Board’s annual report for 1956, relating to the expenses of the 12
Federal Reserve banks. '

No specific details were requested by me, but rather 1 left this
matter up to Chairman Martin to supply what might be available
from already existing tabulations, or summary accounts in the
Reserve banks; without making new tabulations of individual expense
1tems. :

Following my request, the Board staff suggested a list of categories
in which the information might be supplied, indicating that this
would be the most detail that could be supplied without going to a
great deal of work to make new tabulations of individual expense
items.  Under the circumstances, this ‘breakdown scemed to me
acceptable, in that it would, in most instances, at least supply totuls
{frﬂeuch of several departments or broad functions of the Reserve

anks. .

In the ease of a $1.2 million telephione and telegraph expense, the
information was that this is not allocated to any separate depart-
ments or functions.

I will insert in the record at this point a letter of October 7, 1957,

from Chairman Martin, transmitting the report of expenses for 1956,
together with the severnl statistical tables comprising this report.

(The letter is us follows:)

Ocrorer 7, 1957.
Hon. Wrionr Parman, .
House of Representalives, Washington, D. C.

Dear Mgr. Parman: Pursuant to the request contanined in your letter of August
16, 1957, attached is a detuiled statement of each of severul items of expensge
shown in table 6 of the Board’s annual report for 1956.

Biucerely yours, - =
i Wa, McC. Marmin, Jr,
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Breakdown of traveling expenses of the Federal Reserve banks and branches for 1956—Continued
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Breakdown of traveling expenses of the Federal Reserve banks ana branches for 1958
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Breakdown of postage and expressage expenses of the Federal Reserve banks and branches for 1956—Continued -
e
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Breakdown of postage and expressage expenses of the Federal Reserve banks and branches for 1956
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Brealdown af printing, stalionery and supplies expenses of the Federal Reserve banks and branches for 1956—Continued
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= el ——— )]}
() )7 S ——————— i, 55t 284, 1654 45, 021 T, w2 Ky, 44 14, 208 TN M, 1 KU g K21, B S8
Debroll .o ooz oo T, 15id S, 495 5 67 28, 013 18, w2 b, 752 1, ) 17,215 0, 2 1434, ﬁl-lgl:iig
==r = = 8 St 131)
District total_ ... ... .. _ T, T AN, 58N 51, 507 TAL 105 105, 468 24, Wi T 110, 478 45,171 AWH, 15 l}):?ﬁﬂ
= A — — - e == )| M58
81, Louks_ S R e S e a2, 117 W, 318 10, 314 10, 111 34, 250 10, K49 20, Bl o, 220 21, 387 2T MG . ...
Litthe Ran : S B {1 T 3, WA5 i, 072 1, i 4] Gl Tm 4,207 A L P T
T ksv il - R, T2 S 447 10, 877 A, d1M 2,70 27 ERIEY] X, X A6, 49500
Memphis.. .. .. 2,345 7. 760 2 i, 20 2, itk 3.1 1n 4, 430 6, R 301400 .
e e T e N e W e T e e s e ey e e e e B
District total__ ... . . .. i, G2 AR, 134 12158 -ill 24: h.RT l“ 4.!-! -N m. R, tl:huq 25
Minmomobi i, sniess s 0,758 : S, RO 12, 641 35454 LR 34, 420 1, 728 ‘2.6 11K 0. -
10 R S - . P 1 2,005 KERE] | 11| R —— 451 'tlH'i PRI 2 31T -
———— e - - _ - - (11—
Dristriet totnl. . = 10, (20 8, |HJ‘ 14, Gl -H 420
—==x.== e e e A e ———— —
Kansas Oy e o ocene 040 36,09 is, 149 9,725 38, 970 .43 257,
b A S 4, w26 1, 420 154 5, 815 138 2,083 o128 di..lﬂ?lm -mie
Oklahonma U Ilv T R 1, 570 10, e 550 fi, 440 10 1,320 4, 5xiy w0250 .
ISR s s Bl p b e ko or mcmns 2, 574 we auy 3, B 1080 0 B e 1, 55 2z 24, %3499 ...
Bhtvict total.. ... o 58, 110 i, SRA 16, 300 26, Ri4 42, 444 f,m5 30, 238 - 38, 434 48, 074
DAlAS, oo eeeeeeaaenee 1,014 0,362 10, 546 18, T 22,010 8, 08 21, 325 32, 087 07
ElPaso. . aeiaa LR o aaaini sl 231 2,020 4, 292 2,082 2 2,781 4, 766
Honston......._. F 1 p - Ry, H2 4, 467 9 119 4. 365 o0 86507 1, 346
Han Allttinin_‘......-....-.... 4, 340 3, 603 1, 206 4, 137 7. 286 2,618 44 3,014 v 14, 745 4I IIM“..
THistrket tobd .. _____. 19, 280 * 64, 025 12, 165 4. 418 42, 707 16, 673 21, 388 41, 380 2, T Wl'l,ﬂl“lm ._
Sun Franeiseo. .. ... 11, 028 a0, 883 0,075 B0, 904 35, 953 4,154 17, 345 42, 406 s 2009000 .
Loz Angeles - 18, (67 27, 0m 4. 112 39, 080 21,270 B, 8 123 32, 105 18, 147 165, QG . ..
Portlund . ___ e A TH 'Il'l 420 250 6, 165 12, usn 1, 730 180 5, 806 4, 000 46, 4. ...
Salt Lake f‘ﬂ_y__ S 1. 812 7. ‘10 3,473 i, 421 2,054 h8 4, 52 7, Hu2 42, 0769Q. ...
LT O e M e 10, (4 11, 034 1070 13, 44 - 0,674 2,359 122 H, T 7, 40 A, B¥gu. ...
District total._____._._..__. 46, 721 86, 032 15, 547 113,121 85, 38 16, i85 17,828 83, 164 0, 220 525, m-qq':.':
Totaleoonnnn ST 612,687 1,208, (41 263, 949 708, 791 TIT, 245 - 24,742 578, 840 725, 185 524,330 5,674, umqq_.__
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#
Breakdown of insurance expenses of the Federal Reserve banks and branches for 1956—Continued

Hospital ind  Waorkmen's  Currency, Fire an e
. medicnl eompensa-  eoin, und Blanket ‘puhllvu Automoblle Other Total
sﬂ'r\'iiu' ton lsw:urlly i bomd luhi]ny ¥ lnsuranes  §—
gl S shi mnts ==
e s shipments
Breakdown of insurance expenses of the Federal Reserve banks and branches for 1956
= : . : .
. . Hospital and Workmen's urrency, Ire and - e
medienl ‘eompensa-  eoin, and Blanket publie Automobile - Other Total 8
wrvilce tian Bha;t'mril.y ’ bond lability insurange 8—
. reminms . yments 8
L ¥ x . 2 o
L B . e $3,339 $4,501 $2,18 $20 $74.804 —
oW Nk - o oo iR S e 125, 191 44,871 78 3, 450 57 3,440 3, 556 180, 363 —
Butilo . oo oo B, 620 R O L L Rin) e ey i s 1,952 =—
R Rl e e M BT | e 136, 811 46, 058 a78 3,456 G, 611 3645 4, 560 200, 815 —
e AT e W) S Ut S O 35,358 2,740 3,818 3,09 2, W10 1, 656 I8 8,176 ——
Cleveland. . o oooooeoeee PR R 49,873 847 306 3,276 4,44 1,483 12 70,200
Cineinnat] : ¥ i 14, 084 202 Zos T 2, 480 275 40 a1, i ——
Bithareh s e 17,404 2,055 80 1,248 (85 120 25, M2 --—
Distrdot total. ...l AT BT s 81, 261 14, 825 5,454 3,276 §, 002 2,443 178 104,400 —
mclghotrlld.& .................................................. 3, K0 2,176 12.% 3,101 3-;31?1 &m - 61 ?;}. ;7‘4 e
altim B 12, 847 2,007 R R o S esE R T —_
I s e e e %23; 853 S8 T 387 ol 70 18,427 —
Districttotal 53,970 5,125 19, 851 3,101 1,853 1,204 18 _‘_7-_5_"_’:? o
F U | e R o0, (A% 4,47 4, 820 4,084 2,45 i I 45,770 —
Birmingham__ A e 5,413 1,214 RIM) i 145 L] B2 -
N T T e 9,473 1, 700 1,085 X 250 T 15, G~
Nashville__ o] e 4,873 853 113 ™ e TN —
b T G i S e i e B, 440 BB o L AEIRIG T RAd IR 0, M5 -
3, e R B (SR R S 45,713 10, 487 8, 540 :s,nai i, 68 1, 400 it mayy —
Chicag e 109, 324 14, 521 5,058 3, 450 7.5 LT 4 . iblLmm ——
ro AL FL VMR Tl e VR 18, 622 —1, 146 A N e 2,422 243 45 215 ——
L) a7 4 O 127, 046 13,375 6, BU7 3,456 10, 047 1,510 o 1, 24—
B O e s R R A e S i e 2 40, 545 o, BiM 8, 522 w2 R 47, Mi'kl\l\
YAtsle Roek.. .o ocmereeoeee P N RN 1,319 468 140 10 7.-‘“(le'\.
Toumeiile. o e T 6, 704 A5 87 N 10, Ak K K
MEmPIIB. o e e e e e 3,950 1,185 388 192 an lll.ﬁ-"t:k
District total ..o e 45, 568- - 814 13, 884 2,014 4,325 1,434 w8 __?hfgtﬁllg
Minneapols.. SISO e 2500 1,010 1,232 2,622 : 1,32 77 2 A4, 1ank KK
Hele 310 26 24n '] 141 025 .5k K K
4,950 11, 613 818 TiGk k
6, 108 7,574 L064 K
1, 144 ' 1 K
1, 386 1,813 246 (K
O - SR L S e R e 0. T30k K K
v kKK
9, 480 6, 382 3,080 ", 776 1,414 . a3 7. lm!ﬁk
7.788 1,650 185 2 37,00k KK
40 {3 Secii A, 44k K
1,240 253 AR, 1) G 8, 102k K
755 1,062 H1 1, 664 ETﬂk‘.h.
L R e L a5 10, 547 3,085 1,508 1,666 00, 27k K
TN e e e e e N 24, 629 5, 514 1,371 | 1,204 223 30, 852k K
Los Angeles. .. 23, 020 4,305 " 436 DO iy = 2, 25k K
Portland _______ 7,643 2 (88 A12 O =S 5 11,419k K
8alt Lake City. e 6,207 2,012 500 001 Cocan i v, #iZk K
T S RN W D E— 7, 662 2,474 508 I LA “’m{:&
b 7] 0y 7 v (U W, 251 16, 3028 3. 140 4,270 3, h83 4,519 o '-mbﬁ
T s IS e R < T 163,801 . 75804 36, 890 75, 688 22,816 9, 741 :J=&4a§§

RARARRARRARAAAAR

P Represents cost of insuranee purehased (o cover shipments or (a) sw:uril ies, and (b) curreney and coln other than to and from member banks; the latter are covered by the

sharing ugreement of the Federal Heserve bunks.
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Breakdown of furniture and equipment purchases of the Federal Reserve banks and branches for 1956—Continued

SDD
Qeneral Provision General Currency Towl fur- SDD
overliead of space service and coin  Check collee- Fizeal ageney  Other fune-  niture and 8DD
function function function fungtion  tion function  [function ' tions equipment 8D1)
pwrchases XD
! sDD
S8DD

Breakdown of furnilure and equipment purchases of the Federal Reserve banks and branches for 1856
SDD
General Provision General Cuwrreney Total fur- SDD
overhead of space serviee anid eoin  Check collec- Fiscal agency mlmr Eum.- niture and  8DD
[unction function function function  tion function  [unction cquipment 8DID

purehases {‘;I)L‘I

ittt

Boston SR S R §1, 837 #4404 $25, 200 $6, 218 $3, 240 §ii, 848 $5, 4672

New York ... Vsl s 4,210 2,213 26, 560 7,131 1, 834 23,103 167,081
DLy A ) e—— G T S [ 458 370 7 S ,

District Jotal. ommeeoeeeen 4,210 2,241 27,027 7,510 2,43

Philadelphla. .- . - 1,456 16,457 16,871 18,834 7, 080 _

Cleveland .. 27,704 12,018 w7, 187 14, 220 " 364 T~ 1 eshD
Cincinnatl. ... - 1, 190 352 U, 931 7,470 §, 670 12,72 Jll 38D
Piftshuggh. .- 1,771 1,652 11, 848 B, 518 4,401 4,967 11, 648 45, BU."B;)E)

District (05l - -~ ceccsmamccanme s a e 30, B65 14, 422 5B, B30 31,708 B, 525 12, 314 7, hud 2854, ‘H‘Jﬂ. I:I:
8, 632 21, 567 31, 507 20, 587 3,188 1,349 144,250 13, 1E8SDD

16, 3, B5T 2,679 57 It 194 434, 46 54, ORGSR 1 1)

> - 10, 687 57,925 19, 501 53,272 16, 731 5, 48 444, i3 258, mlz{ ;

District total__..... e 45, 022 83, 340 53,777 " 83, 380 20, 500 10, 18 173,58 .- “ b

Atlanta. ... 2 439 19, 48 11, 550 0,30 0 10,8 106,800 w
Birmingham 44 667 3,377 4,431 1,674 s 52 110
Ju::gal villp. 1,875 500 1, 550 8, 750 2,375 400 1,441 115
N 1] I, 20 3, 321 &, 048 1,418 i, 7565 1, 045 asDID
New Orleans i 5 400 076 1, it 13, 638 200 1, Ut i H:

Disiyipt tofa). - 3,402 2,502 20, 288 42,428 17, 097 25, 425 “#5, 520 5 ’R
g e I 8D
-~ Chleago. ... Sk 53,975 8,776 18, 06 50,224 6, 168 17, 154 42, 42 W
Detroit. ... - 884 , 09 0, 83 41, 250 5, 184 Uiz 12,780 :E;
District total. . 54, 850 Y, K75 25, 132 07,474 11, 352 18, 126 45,722 )})
BpL = mn
4,002 10, 331 31, 525 3,910 55, 661 447,120 1k K
168 11,753 14, 581 © B AT 2, 532 egn0m0 78, 484k K
109 1,146 13, 253 Bl B 1,747 16, TITk K
.............. o i 17,782 a7 510 1,123 30, T&I:E
4, 309 30), 628 79, 141 13, 120 58, 776 125, (31 129, mgt:
08, 550 24,207 £, 180 3, 242 2,024 U 57, 17 R, AR K
8, 550 7,435 b ;. SR, 4,207 20, H?:t II::
68, 550 32,017 13, 615 4,07 2,024 61, K 184, MQ(EE
LR 19 731 76, 752 PRI
T 2,505 2,000 70 1, iMil T 220k K K
2, 458 523 3,121 4,752 11, 610k K K
8,743 M 3, 280 0, 320 20, MM: t E
13, gad 4,752 = T.a7 20,711 07, TNE ﬁK
8, 658 4,620 5,285 10,073 A6, Mgk K K
1,584 a8 T saariisiase e . BUTRkKK
20 2, 888 190 2, 849 0, 121k K K
35, 180 a1, 4 1,904 A 56, #20 153, HI'IEI’::E
......... 15, 365 18, 384 485, 711 30, 327 7, 050 70, 148, 2, ""Eﬁﬁ
Ban Franclsco._ . 3,210 8, 413 13,502 B, 750 2,801 $17, 790 B, 709k KK
Los Angeles 6, 997 19,279 7. 280 1,877 .20, T 06, 284k KK
Portland ~ 2,572 82 1, T80 o 108 1, 230 8 IRkKK
Balt Lake AL BRI 3, 403 137 <ol 463 0, TRIkKKK
Seattle.. ... b, 888 3,m4 1,022 047 2,812 l?.ﬁlﬂEEE
District total. - .o ceeeeannne - v 4,03 15, 194 25,500 a7, 377 20,81 6, 850 44,035 153, m:‘l‘i'z{; !
Total._........ 176, 026 241,372, 340, 124 477,183 146, 079 185, 706 707,074 2, 343, Mi EE
1 Ineludes £28, 105 for research, public informntion, and bank relations funetion, S Includes §45,020 for nccounting Mnetion,
1 Includes $16,065 for neconnting funetion, ¢ Includes purchasas for personmnel function ns follows: Little Rock, $11 ‘M. Minne-
2 Includes $15,085 for emergeney operat ions funetion, apolis, $50,241; San Antonio, $51,504; 8an Fruncisco, $6,086; Los At miu
T Includes $0.040 for ncmlmtlng function, and 96,177 for research, puﬁih: m{nmatlon,

1 Includes purchases for personnel functlon as follows; Baltimore, $18,310; Charlotte,

$77,810. and bunk relatlons function,
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Breakdown of furniture and equipmenlt-rentals of the Federal Reserve banks and branches for 1956—Continued

B8—
Research, BS—
Check ublle in- Flsecal Total furni- 85—
Personnel colleetion  Accounting  lormntion, ageney | Other ture and S9—
funetion function function aml bank function’ functions  equipment Bﬂr-
relations rentals
3, function . S
! 88—
i B8—
Breakdown of furniture and equipment-rentals of the Federal Reserve banks and branches for 1956
- BA—
BE—
; Check hlic I|1- Fiscal Total furnl- 88—
Personnel . eollectlon  Accounting roption, ageney Other* ture nnd  B8—
[unetion lunetion function nnd hank Tunection functions  equipment- 88—
relitlons roentals B8—
funetlon a8—
e
Boston. ...... e i e S e e B e S i s $3, 957 $205, THO $20, 554 $3, 050 - 41, 435 23, 69 $HRY, mga—-
N Yarkoo e et s 18, 454 405,081 48,165 4, 02 82, K14 12, 194 871, T0088—
R M S S M 760 A2, B4 [ UL 9, 762 2,217 7, 30788~
1] Y B N 0 S W A S 10, 204 457, 648 54, 230 4,002 02, 676 14,411 (3, D6TSE—
P HTIIDIR. e i e e i S R S e S o L 6,935 219, 580 43, 878 2,626 45,108 6, 614 314, mgg—-
Clovtland.. oo s e i e LS S e s AR R E 2,444 130, 546 R7R 1, 830 32, 935 7,220 176, 85388 —
Cinehmati.... 1,675 07, 246 ' SR 18, 820 5, 087 1, 24188—
e e e s e R e 1, 86 102, 216 RS a ety 20, 620 & 201 134, 13788—
s B T e e e e e e ] L e L Kt o G, 105 300, 008 2,300 1, B30 72, 390 . 20,508 404, 23188 —
Richmond oo 1,825 33,778 9. 408 171, 6R3SH—
Baltimore. . 140 0, 271 3,271 4, 488 —
Chﬂl‘lol-tl‘._...........-...................-.._ ............................. 173 8, i 2719 56, (M488—
R EIERY. ... . oot o e a S S e D A e s 1N 2,138 51,410 15, 458 302, 5T188—
WHEG TN ol Ll i3 I R LY ia 812 51, 671 2,300 03, 15188—
Birmingham._ 10, 418 MR 41, 12288 —
Jacksonville_ _ 12,744 005 74, D5588—
Nashville_____ 8,378 1, 582 ), BIASR—
Noew Orleans_ - _........ 11704 1,218 an, m:g—
District total.......... E R [ — 1,516 04, 915 7,06 265, MARS—
O o s e S e e S AP 12, 442 419, 673 11, 335 17,673 B1, 430 33,713 670, 27288—
G P R O T bt e £ S a0l L L Mgy L] oh, 7RR p AL 1, (T S 4, /10 0, 044 1322‘?3‘;&
3} 1, L S T S I S S 12,786 15, 401 12, 793 17,673 106, D55 43,777 708, Mngg-\—
8t. Louls o 1218 1,250 1,953 24,104 25, 632 185, 248N &8
Little Rock 13. 114 3,816 817 l'a‘, H2TNEA
Louisville_ . 47,215 7,040 an 45, 220N HS
e pne i, TR TR T ———— e LT T L T 106,044 8, 154 1,440 25, Mig::
35110 (L 1 L S 198,671 43, 04 28, 200 273, MANSH
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Minneapolis. .. ... e AR SRR SRR 6,126 . 155, G7ONBS
1lelena. . 244 2,2 “I2Q’§g
Distriet total...... 4, 370 175, MNSB
Kuansus City 12 920 135, (HTN S8
Denver. 264 36, SHINBS
Okluhoma City - 125 43, 430N 88
Omahy... ... .... 200 4s, M\gﬁ
District tolnl..... T 13, 577 208, l:!&}:;
111 R e USRS SR L 4,418 136, SN 8
El Viso 1, 140 10, KION S8
Huuston i 41, 120N 38
Sun Antonlo 1,142 41, mmgs
District total e T R 2, 84 174, 176 1, 200 50, 740 7, 2 Lz, u%ﬂ\\l:gg
San Franclsco. 104,734 12,324 26, 102 1, 581 151, 08N S8
Los Angele 2005, 4 1,638 . 44, 424 1,7 254, tugh
Portlund . 3,08 - e 4,440 128 47, 8TINRS
Sult Luke City..__ = 5 3, 780 308 5, 5t 42, TRINSS
Seattle. ... a3 A = 77, 838 388 6, 201 (it N5, w:!:[ %
DHAPIEE COBRN - . - e s b A A s R 3,247 400, 219 15, 426 2, 580 K, 135 4, 140 a8, a-m\ 58
e ,\
Total-..._. B8, 083 3, 887, 262 146, 410 47, 401 748, 344 101, 627 1, bs2, 017 ; gs

Breakdown of Federal Reserve currency expenses of the Federal Reserve banks for 19561

’ Cost of  |Totnl Federal
Original cost | redemption Reserve
eurreney
i1 ) R o v S T e e s e 416, 23 $42,004 | $340.827
New Yark. g LA T 114, N2 1, 520, a9
Philadelphi 85 34, g 201, 4y
Cleveland. . 198, 55 a8, 241 286, 760G
Richumond . 470, 408 40, 512 A, w20
Atlanta. A7h, THE a5, K70 411, 47
Chicne HT5, 84, Th1 11, 60
8t, Louis_ 20, 949 24, B3 245, 142
Minnenpw 18, 2092 7,422 25, (il4
Kansas City 2M, 115 19, 183 223, 28
B, 01t 15, 306 < 84, 406G
T14, 64l 61,757 TS 408
f, 007, 322 505, 854 b, 603, 176

1 These expenses are horme entirely by the head offices; therefore, the amount shown above for cach bank
s the total for the distriet, |

. | - .

QO
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BOARD OF GOVERNORS
OF THE

FEDERAL RESERVE SYSTEM

Office Correspondence Date_February 2, 1958

To Chairman Martin Subject:

Mr., Carpenter

CONFIDENTIAL (F.R.)

Attached is a copy of the letter addressed by Congressman
Patman to Chairman Spence under date of February 20 to which Chairman
Martin referred at the meeting of the Board this moming.

Attachment
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COPY
February 20, 1958

Hon, Brent Spence

Chairman

Committee on Banking and Currency
House of Representatives
Washington, D, C,

Dear Mr. Chairman:

Attached is a corrected copy of my testimony before the Committee
on Friday, February 7, 1958, in which I have inserted the remainder of the
exhibits to which I referred.

While I have put into this record some facts of a scandalous
nature, this is not because, as you previously suggested, I derive any en-
joyment from setting off "a hydrogen bomb"., Truth is that these facts, and
others of a like nature, are being whispered about, and have been for some
time, and our Committee could not long continue sweeping them under the rug,
even if we should wish te, Furthermore, I know from first-hand sources
that these matters are causing some acute embarrassment to a number of people
on the inside of the situation, including even the Wall Street insiders who
are actually profiting from it, as well as people in the Federal Reserve
System,

It is my suggestion that the Committee call the members of the Fed-
eral Reserve Board and the Presidents of the Federal Reserve Banks, or at
least those who are presently members of the Open Market Committee, and
place squarely on them the burden of making some suggestions for corrective
legislation,

Similarly, I would suggest that the Committee also call the Comp-
troller of the Currency, both for a further consideration of several points
about which Mr, Gidney seems to have been in error at the time he testified--
particularly on the question of whether there is any audit supervision over
the handling of Federal Reserve currency by his Office--and to invite Mr.
Gidney's suggestion for legislation to put this and other functions of his
office under audit supervision,

As for a recodification bill, if the Committee feels under com-
pulsion to report one, such a bill could readily be drafted without having
in it substantive changes in present law, In this event, it would be my
suggestion that we refer the matter to the Subcommittee on Revision and
Codification of the Statutes of the United States (of the Committee on the
Judiciary of the House) asking them to whip into shape such a recodifica-
tion bill, After all, this is the official committee for such work and it
is admirably equipped with expert assistance to do such a job., Furthermore,
by that Subcommittee's handling the matter, we might avoid causing that
Committee an unnecessary delay in getting out its new codifiecation whiech is
now nearing completion. As you know, the present Code of the United States
is now 6 years old and the new general codification, which is due by the
end of this session of Congress, is badly needed, and should not be dis=-
rupted or delayed,

http://fraser.stlouisfed.org
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Hon, Brent Spence =2
February 20, 1958

On the other hand, if the Committee is going to seriously cone
sider reporting a Financial Institutions bill which contains a number of
major changes in law such as those now in the bill, then I think we should
have an opportunity to question lir, Cravens and perhaps some of the other
members of the Advisory Committee which he headed. The present bill
would make a number of changes in existing law, the meanings of which I
still do not know, and I believe that we should have an opportunity to
learn from the people who drafted the bill what the purposes and intended
effects of these changes are.

Mr, Chairman, as I see it, all of the liembers of our Committee--
both majority and minority members--are placed in a most untenable position
by some of the conditions which have grown up in the Federal Reserve System
and in the other Federal agencies having supervisory responsibilities over
banks and banking, The fact that the Federal Reserve is carrying on under-
the-counter trading in Government securities with a small club of private
speculators, to the tune of .25 billion in Government funds annually, with-
out public reporting of even the prices at which these trades are made,
will be most repugnant to the American people. The people in my part of
the country will not even appreciate the fact that Federal Reserve banks
are having a free hand in the till of the United States Treasury. Since
these are matters which should concern each Member of the Committee, I am
sending a copy of this letter to each Member,

Sincerely yours,

/8/ Wright Patman
Wright Patman

Enclosure
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The Honorable Brent Spence

i
At
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(Signed) Wm. McC. Martin, Jr.

Wm, MeC, w' Jre
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COMMENTS BY BOARD OF GOVERNORS ON REPRESENTATIVE PATMAN'S
TESTIMONY OF FEBRUARY 7, 1958 BEFORE HOUSE BANKING & CURRENCY COMMITTEE

Section L of the Act provides that "every Federal reserve bank
shall be conducted under the supervision and control of a board of direc-
tors," and sets forth toth the composition and manner of election or ap-
pointment of such hoards. It further specifies that "the btoard of direc-
tors shall perform the duties usually appertaining to the office of
directors of banking associations and all such duties as are prescribed
by law."

Section 11 authorizes the Board to exercise general supervision
over the Federal Reserve Banks; other fundamental powers which the Act
confers on the Board include the authority to liquidate or reorganize a
Federal Reserve Bank (Section 11), and to readjust or create new districts--
not to exceed twelve in all (Section 2).

Congress provided for an accounting by the Board of Governors of
its stewardship over the Federal Reserve System by requiring (Section 10)
that the Board "shall annually make a full report of its operations to the
Speaker of the House of Representatives, who shall cause the same to be
printed for the information of the Congress."

The responsibilities placed upon the Boards of Directors of the
individual Reserve Banks, and the Board of Governors, must be taken into
account when considering expenditures and practices upon which Mr. Patman

has commented.
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Section 21 of the Federal Heserve Act provides that the Board
shall at least once a year order an examination of each Federal Reserve
Bank, With regard to the scope of the examinations, the Board's instruc-
tions to its examiners contain the following general provisions:

"The exami:ation of a Federal Reserve Bank shall determine

(a) its financial condition through appraisal of its assets
and verification of its assets and liabilities, including
liabilities as custodian, without undue duplication of
effective and acceptable verifications made through the
Reserve Bank's own audit procedure; (b) proper discharge
of its responsibilities as Fiscal Agent of the United
States; and (c) compliance by the management with appli-
cable provisions of law, regulations of the Board of
Governors, and any other applicable requirements. Also
the Board's examiners shall develop pertinent facts and
opinions which will enable the Board of Governors to ap=-
praise the condition, operations, and administration of
each Reserve Bank,"

Pursuant to these instructions, the examination reports contain--
along with detailed schedules of assets, liabilities, and reserves~-a
wide variety of information and comments. Some of these comments are of
a critical nature; others are in the form of suggestions as to operating
procedures; and still others pertain to matters which the examiners feel

may be of interest to the Board or should be made a matter of record,
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Upon the conclusion of each examination, the examiner presents
his report to the President, and the Chairman of the Board of Directors
of the Reserve Bar':, at which time the examiner's suggestions and
criticisms are fully discussed, The report is then reviewed by the
Board of Covernors, and advice is requested from the Bank concerning
matters that seem to warrant further attention, Copies of these reports
covering years as far back as 1949 have on previous occasions been fur-
nished to the House Banking and Currency Committee,

Last August lMr, Patman requested copies of the reports of examina-
tions made by the Board's examiners during the five-year period 1952-1956,
That portion of Mr, Patman's statement of February 7 which concerns ex-
penditures and operations of the Federal Reserve Banks was based cn

these reports,
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Insurance

On Page 1549 Mr, Patman stated that during the year 1956 the
Federal Reserve Banks spent $1,821,429 for insurance (as shown on Page 1666,
this total should be $1,128,L429), and asked: "Why should the Federal Reserve
banks buy insurance?" His statement continued: "This insurance is unneeded
s » o with all the money and resources of the Federal Reserve System, if it
can not carry the risk of its own insurance, then certainly there is no
private insurance company that can carry this risk,"

The Federal Reserve Banks have discontinued purchasing substantial
amounts of insurance. About 15 years ago the Banks, with the encouragement
of the Board, entered into a loss-sharing agreement under which they dis-
continued the purchase of registered mail insurance for their own account
and reduced the Bankers' Blanket Bond coverage at each Bank to $500,000.
Each year the Reserve Banks set aside a portion of their earnings (at the
rate of two cents per thousand dollars of value of shipments covered) as a
reserve for registered mail losses. At the end of 1956 this reserve totaled
approximately $10 million,

The question of purchased insurance has been considered from time
to time, particularly the possible desirability of extending the coverage
of the loss-sharing program of the Reserve Banks, For various reasons, ex-
tensions of this program to risks other than mentioned above were considered
undesirable or impracticable. For example, a program of loss-sharing in
lieu of Workmen's Compensation insurance would necessarily have to comply with
the laws of each of the States in which the Federal Reserve Banks have em-

ployees. Administration of such a program would require expert technical
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knowledge on personal injury and insurance matters, such as investigation
and settlement of claims, with respect to which Federal Reserve personnel
have had little or no experience.

A breskdown of the $1,128,429 which the Federal Reserve Banks
spent for insurance in 1956 is shown in the table on Pages 1665-1666. As
this table indicates, about $750,000 of the total represented the Banks'
portion of premiums paid for hospital and medical service insurance, and
about 150,000 was for Workmen's Compensation insurance.

"Unusual Expenses”

Mr. Patman's statement mentioned (pages 1562-158)) numerous items
under the heading "Unusual Expenses." These items include expenditures for
the following purposes: Personnel activities including training, recrea-
tion, loan funds, and employee insurance; lembership dues; Charitable ac-
tivities; lMeetings and entertainment; and Buildings and land.

Except for the "Buildings and land" category, all of the above
reflect operating policy decisions at the individual Reserve Banks. The
Board has taken the position that the responsibility for determining whether
expenditures of this nature are necessary expenses within the meaning of
Section 7 of the Federal Heserve Act rests primarily with the officers and
directors of the individual Banks. This position is consistent with the
provisions in Section l of the Federal Reserve Act that "every Federal
reserve bank shall be conducted under the supervision and control of a
beard of directors"™ and that the"directors shall perform the duties usually

appertaining to the office of directors of banking associations."
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The Board of Governors relies upon its examiners to
review all such expenditures and brin. those about which there
may be any question to the attention of the Bank's management
and to the attention of the Board.

More specific comments with regard to these matters
are given below:

Personnel activities

The fact that employees of the Federal Reserve Banks
are not Government employees is particularly important when con-
sidering personnel programs. The Reserve Banks must compete in
the local labor market and, if they are to compete successfully,
their personnel programs must be in line with those of the com-
nunity.

The Federal Reserve Clubs, which Mr., Fatman referred to
on several occasions, are employee organizations which sponsor social,
recreational, and educational programs. Allotments to them are part
of the per capita cost which the Reserve Banks budget for their per-
sonnel activities,

To a large extent the efficiency of the operations of a
Reserve Bank depends upon the experience and stability of its staff,
In this light, the real measure of personnel activities is their
effect on reduced turnover and greater efficiency, rather than

the direct cost of the various activities,
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Membership dues

Mr. Patman commented (page 156l) that the Federal Reserve Banks
"pay dues and assessments to the American Bankers Association, the
American Institute of Banking, the private clearing houses, the chambers
of commerce, and others, and pay officers' and employees' fees and ex-
penses for attending meetings of such organizations."

Among the organizations mentioned were, "private clearing houses."
Memberships in local Clearing House Associations greatly expedite the
presentation by the Federal Reserve Banks of checks drawn on local banks,
Membership dues are levied by these associations to pay their operating
and administrative expenses. In some cases, the Reserve Banks pay such
dues; in other cases they provide the Clearing House with operating space
in the Reserve Bank building and are accordingly relieved from the payment
of dues. One advantage of the latter arrangement is that it eliminates
the need to transport through the streets each day the great volume of
local checks received by the Reserve Banks.

Memberships in such organizations as the American Bankers Asso~-
ciation, chambers of commerce, etc., reflect--like personnel activities--
operating policy decisions at the individual Reserve Banks., The over-all
guiding principle in connection with such memberships is that they should

be confined to organizations falling within one or more of the following
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categories:

1, Organizations whose activities are directly

related to the work of the Reserve Bank, such as

national and State bankers! associations.

2. Organizations in which the Reserve Bank feels

it should be represented, such as chambers of commerce

and appropriate finaneial and agricultural associations,

3. Organizations in which membership is desirable in

order to obtain publications and other services, such

as economic and other professional associations,

llemberships in the first two categories permit regional soundings
and a blending of views that constitute one of the most important strengths of
the Federal Reserve System, They form a means of economic intelligence that
enables the Reserve Banks to obtain and transmit to appropriate authorities
in the System information concerning rapidly occurring changes in our economy,
and are directly relevant to the timely formulation of credit policy.

Although it feels that individual decisions with respect to mem-
berships should be determined at the local level, the Board has devoted
considerable attention over the years to the general question of expenditures
for membership dues., The most recent review of this matter, begun in the
latter part of 1956, resulted in discontinuance of certain memberships car-
ried at Bank expense,

Meetings and entertainment

In this category Mr., Patman cited from the examination reports com-
ments concerning the following matters:

Cleveland 1952

Expenditures of (295 for stateroom for two officers in

connection with annual lake cruise sponsored by the
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Cleveland Chamber of Commerce,

Expenses of 35,417 for joint meeting of Boards of

Directors of the main office and the Pittsburgh and

Cincinnati Branches at Cincinnati, including $165 for

favors, $184 for a river trip, and $190 for entertainers.
Boston 1953

Reimbursement of expenses ($158) incurred by officers

as a result of attendance of their wives at meetings of

State bani:ers associations.

Minneapolis 1953

Entertainment expenses of {50 in connection with Annual
Conference of Personnel Cfficers of Federal Heserve Banks;
and entertainment expenses of $150 in connection with a
conference of Ninth District Bank Examiners,

Kansas City 1953

Expenses totaling $1,773.70 incurred in connection with
a Conference of Bank Supervisors and Examiners, includ-
ing %325 for entertainers,

St. Louis 1954

Expenditure of {419.68 for 86 t-eater tickets purchased
for entertainment in connection with November 12, 1953
joint meeting of Boards of Directors of the head office
and the three branches,

Expenditures of $157.25 for 85 baseball tickets; and of
©99.75 for 57 theater tickets purchased for entertain-
ment in connection with June 10, 1954 joint meetings of
Boards of Directors of the head office and the three

branches,
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These tickets were for the use of the directors and officers

of the Reserve Bank and their wives,

Minneapolis 1955

Exrenses of (a) $100 for entertainers in connection with an
Examiners! Conference; (b) 62,40 for basketball tickets
and 60 for Ice Follies tickets purchased for entertainment
in connection with varicus sessions of the '"Short Course in
Central Barking" during the period January 1 - July 1, 1955;
(¢) %72 for dinner music entertainment for April 1955
"Directors and Officers Assembly"; and (d) §76.40 for 21
football tickets in connection with the October 1955
Directors! meeting,

Dallas 1956
Expenditure of %100 for entertainment during dinner
given to delegates from all Federal Reserve Banks-
attending National Convention of American Institute
of Banking.

The above expenditures were in connection with business meetings

of direct interest or benefit to the Reserve Banks, They were considered

by the management of the individual Bank concerned to be reasonable and

appropriate for te occasion., In each case, however, after the matter

was made a subject of comment in the examination report, the Bank reviewed

its policy and subsequently discontinued incurring expenses of the type

quaestioned,

Buildings and land
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are expressly forbidden to build or enter into any contract
to erect any building to cost in eXcess of ;250,000 without
coming to Congress for the authorization.,"

This statement is incorrect in two respects. First, the limitation
in the law applies to branch buildings, not to head office buildings.
Secondly, the limitation cited is that originally enacted June 3, 1922,
and ignores subsequent amendments.

The full text of the limitation is found in paragraph 9 of Section
10 of the Federal Reserve Act, which reads as follows:

"No Federal reserve bank shall have authority here-
after to enter into any contract or contracts for the
erection of any branch bank building of any kind or
character, or to authorize the erection of any such build-
ing, if the cost of the building proper, exclusive of the
cost of the vaults, permanent equipment, furnishings, and
fixtures, is in excess of {,250,000: Provided, That nothing
herein shall apply to any building under construction prior
to June 3, 1922: Provided further, That the cost as above
specified shall not be so limited as long as the aggregate
of such costs which are incurred by all Federal Heserve banks
for branch bank buildings with the approval of the Board of
Governors after the date of enactment of this proviso does
not exceed $30,000,000."

Mr, Patman's statement continued: "But the Federal Reserve
System has invented a new accounting system which seems to eliminate much
of the normal inconvenience of any restraint on capital outlays., By this
new system, they simply charge capital outlays to current expense,"

The examples cited with respect to the charge of construction
costs to current expense (page 1575) refer to repairs and alterations at
heed office buildings. The basic principle followed in such charges is
to capitalize those which add to the intrinsic value of the property, and
to charge to expenses the costs of repairé and alterations which keep
the properties in repair and make for efficient utilization of space and
operations but do not add new intrinsic values to the building, This is

in accordance with standard accounting practice.

St. Louis



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

12

Much of the material concerning Bank premises which is contained
in I, Patman's statement represents merely comments by the Board's exam-
iners with respect to the progress of building projects at various Federal
Reserve Banks and branches., Ilir, Patman cited several instances of parking
arrangements provided for Bank employees, These arrangements are similar
to those provided here in Washington for employees of Government departments,

Losses and Discrepancies

On page 1575, kr. Patman stated:

"Some of the losses and the discrepancies in the accounts

of the Federal neserve Banks are truly amazing. All of

these banks experience tremendous losses of registered

mail containing deposits, securities and other things

of value., Trey charge off or set up reserves amounting

to millions of dollars for such losses,"

The implied criticism of the practice of setting up reserves
against possible registered mail losses seems to conflict with the earlier
assertion (page 1549) that the Federal Reserve System should carry its own
insurance. As mentioned previously, the Federal Heserve Banks do have a
registered mail loss-sharing agreement, and--as part of this program--set
aside a portion of their earnings each year as a reserve against possible
losses,

The record does not support the assertion regarding losses and
discrepancies at the Reserve Banks, In the light of the tremendous wvolume
of money, checks and securities handled by the Reserve Banks--losses and
discrepancies have been exceedingly small and infrequent,

The following data indicating the volume of currency, checks and

securities which the Federal Leserve Banks handle in one year were taken

from the table on page 79 of the Board's 1956 Annual Report,

St. Louis
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Millions Billions
of pieces of dollars
1956 volume of--
Currency received and counted ;/ L,hé? 29
Checks handled~——
Government 539 114
All other 2,822 1,005
Issues, redemptions and exchanges
of U, S. Government securities 199 L22

1/ Does not include new money received from Washington.

In contrast to the above amounts which are in billions of dollars,

the following figures showing net losses at all Reserve Banks due to differ-

ences and registered mail losses, during the years covered by Mr, Patman's

statement, are in actual dollars.

Net Losses charged to

Profit and Loss-- Heserve for registered
Difference account mail losses

1952 16,239 #l,150

1953 11,907 1,140

1954 9,325 150

71955 9,097 965

1956 Tel)2 1C0

Note--The total of about 3,500 charged to the
fieserve for Hegistered lail Losses during the five
years 1952-56 resulted from the loss-sharing agree-
ment of the Federal Heserve Banks., It may be of
interest to mention that durins the same period this
agreement also resulted in a savings of more than #2
million in premiums that the Reserve Banks would have
paid if, in lieu of the loss-sharing program, they
had purchased insurance to cover their shipments of
currency, coin and securities,

In several cases, the losses which Mr, Patman cited were beyond

the responsibility of the Reserve Banks and were included in the examina-

tion report only as a matter of information, For instance, on page 1578,

lr. Patman commented on an {85,000 currency shipment by the Federal Re-

serve Bank of New York which was embezzled by a Post Office employee,
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The quotation from the examination report clearly indicates that the
embezzler was an employee of the Post Office Department, and that most
of the money was recovered. In the light of these facts it is obvious
that there was no negligence or culpability on the part of the Reserve
Bank in connection with the incident.

Moreover, certain of the larger items which Mr. Patman listed
under the general heading "Losses and Discrepancies™ do not belong in such
a category. They pertain to Deferred Accounts, Reserves for Contingencies,
and other such schedules which are necessary in the examination report
to show the detail of the Bank's assets, liabilities and reserves. They
do not represent, or indicate, losses or discrepancies.

For example, on page 1576 there is listed from the 1954 Examina-
tion Report of the Federal Reserve Bank of San Francisco an amount of
$51,883,221,62 which is shown under Deferred Accounts as "Uncollected cash
items--Due from member and nommember banks." This amount, of course,
represents checks and other cash items which the Reserve Bank forwarded for
collection and for which, in the normal course of business, payment had not
yet been received as of the date of the examination. It is in no sense a
loss or a discrepancy.

Cafeteria Subsidy

On page 1584, Mr. Patman's statement includes the following remarks:

"They make generous subsidies to the employees!
cafeterias and dining rooms. The Board has authorized the
banks to pay up to one-half of the costs. As previously
pointed out, the total cost of all the cafeterias
in 1956, according to the bank's method of computing
these costs, came to $2,549,099, and of this amount
the banks paid $1,196,81l, while the cafeterias re-
ceipts took care of $1.3 million. (See pt. I, p. 569,
of the hearings.)
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"T do not object to a fair subsidy for restaurants

and cafeterias in connection with a business, I think

it is pretty well accepted practice, But I think it

is very unusual for the Government to have to pay 50

per cent of such expenses, and even more. Further-

more, these audit reports disclose that even the

theoretical maximum of 50 per cent is an understate-

ment,"

He adds (on page 1585) that "it would appear that the cost of
overhead--bank space, lights, water, all the expensive eguipment and the
dining room furnishings and perhaps even the personnel--are furnished
free by the banks and are not counted against the 50 per cent subsidy
which the banks have been authorized to make to the cafeterias."

In most of the cities in which the Reserve Banks or branches are
located, it is well-established practice for business and industrial firms
to provide low-cost meal service. In some areas, many of the large banks
and insurance companies provide free meals to employees, Tris is a com~
petitive factor in local labor markets where the Heserve Banks must recruit
their employees., -~ first-class cafeteria serving low-cost, balanced meals
is an internal economy factor as it minimizes absenteeism, increases pro-
ductivity, and reduces turnover, The Reserve Banks' average cost of .67
per employee during the year 1957 for the subsidized food service is small
in comparison to the advantages derived,

The Board has authorized the absorption by a Reserve Bank of

up to one~-half of the cost of operating its cafeteria, based upon the

following expense items:
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Salaries and retirement contributions of
employees assigned to the cafeteria operation,

Cost of food, and cafeteria supplies (including
ordimary day-to-day replacements of small utensils,
dishes, glassware, etc.)

Cost of licenses, permits, and outside laundry
and cleaning..

As Mr, Patman notes, the cost of operating Federal Reserve Bank
cafeterias does not include allocations of overhead and space charges,
Exclusion of these items from cafeteria and dining room costs is in line
with commercial accounting practices,

Retirement System

On page 1535, Mr., Patman states: ", . . the Ketirement System
of the Federal Reserve is clear out of line with that of other Government
employees, I believe in a good liberal retirement system, but I don't
believe they should have a better system than the other Government employees
because they work for the Government,"

This statement with regard to the Federal Heserve Hetirement
System has been reviewed by the actuarial firm of Ceorge B. Buck. Ur,
Buck is the Actuary of the Retirement System of the Federal Reserve Banks
and is also Chairman of the Board of Actuaries of the Civil Service Retirement
System. Mr, Buck's firm noted that—-

1, Benefits to which employees of the Board of
Governors are entitled under the Federal Reserve Re-
tirement System are identical to those provided for

Civil Service employees other than Members of Congress,
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2. Under the Federal Reserve Retirement System,

a Federal Reserve Bank employee is not eligible for full
service retirement benefits until he has attained age 65
regardless of the nunber of years of his service; whereas,
under the Civil Service System an employee may become
eligible for full benefits at age 60 after 30 years of
service or at age 62 after 5 years of service.

3. The cost to the employer of the total benefits
(including Social Security) provided for Bank employees
versus Civil Service employees is quite close to being
the same.

The following figures compare the total service retirement bene-

fits under the Bank Plan and Civil Service Plan for employees having a

"final average salary" of $3,000 and $25,000 with 30 years of future service

rendered after the effective date of the changes in the Bank Plan on

September 1, 1957.

Retirement benefits as
a per cent of salary

Bank Plan Civil Service
(including Social Security) Plan
30 years service and "final o
average salary" of 3,000 55.8 58.3
30 years service and "final
average salary" of $25,000 56.3 56.25

While some benefits of the Bank Plan, when compared with the Civil

Service Plan, would be more favorable in certain cases and less favorable in

others, the figures given above as well as those that apply at other salary

levels show on the average closely comparable benefits between the plans. On

the twenty-two salaries that exceed $25,000, the maximum retirement benefits
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for 30 years' service would amount to 57.0 per cent of final average salary.
In this latter group there are only two salaries that exceed $35,000--one at
$50,000 and one at 60,000,

Deficiencies in Reserves

Mr. Patman stated (pages 1586-1587) that "there are all kinds of
irregularities about the use of bank reserves," and that "they assess or
waive penalties for deficiencies in member bank reserves on the basis of
erroneous computations, or without authority."

All member banks are required to submit reports of deposits for
reserve purposes--central reserve and reserve city banks on a weekly basis,
and country banks on a semi-monthly basis. These reports, numbering over
162,000 a year, are compared at the Reserve Bank offices with the member
banks' reserve accounts.,

The Board delegates to the Reserve Banks discretion as to whether
penalties are assessed or not in specified types of cases--for example, when
the penalty is less than a certain amount, and when the deficiency is less
than a stated percentage of required reserves and is offset by excess reserves
during the immediately following reserve computation period. In all other
cases, penalties incurred shall be assessed unless the Board, after a review
of the facts of the case and the recommendation of the Federal Reserve Bank,
authorizes the Reserve Bank not to make the assessment. Detailed instructions
regerding these waivers were furnished to Mr. Patman, at his request, with the
Board's letter of September L, 1957.

From October 10, 1949 through August 15, 1957, during which about
1.3 million reports were reviewed for reserve purposes, only 76 cases were
referred by the Reserve Banks to the Board, and in these cases the Banks were
authorized not to make the assessment. FExperience in this matter indicates

that member banks conscientiously attempt to maintain adequate reserves, and
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that deficiencies arise largely through inadvertence, clerical error, delay
in mail, and absence of key employees of the member banks,
The Board believes there is no justification for the charge that
there are all kinds of irregularities about the use of bank reserves,

Examination Procedures

In connection with the examinations of Federal Reserve Banks, which
are conducted by the Board's examiners pursuant to the requirement of Section
21 of the Federal Reserve Act, Mr. Patman made the following comments
(page 1588):

"The Federal Reserve System, as I have pointed out,

has never had a Govermment audit. It has never had any

audit by independent auditors from outside the system it-

self, There are internal audits, made by personnel of the

system, and even these audits--taking them for what they

are, internal audits--show on their face to be subject to

serious inadegquacies and limitations, The audit teams

are supposed to be made up so that the employees of one

bank audit another bank, but even this principle is rarely

followed 100 per cent. In practice the employees of a

particular bank are on the team to help audit their ouwn

banks,"

Since 1952 the Board has employed public accounting firms to audit
its accounts, The certifications submitted in connection with these audits
have been included in the Board's Annual Reports to Congress.

Beginning in 1953 the Board has also engaged the same public
accountants to accompany the Board's examiners on one examination of a Reserve
Bank each year for the purpose of obtaining an independent judgment as to the
adequacy of the examination procedures and as to whether the procedures are be-
ing carried out properly. The reports submitted to the Board in this connec-~
tion by the public accountants have consistently indicated the effectiveness of
examinations made by the Board's examiners; for example, in a report dated

June 13, 1957, the public accountants made the following statement:
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"7e believe that the examination conducted at the Federal

Reserve Bank of San Francisco, including its four branches,

conformed to the standards expected from an examination con-

ducted by independent public accountants. The detailed audit
procedures manuals set forth clearly an adequate examination
procedure related specifically to the operations of the Banks,

The audit assigmments were carried out by the examiners in

accordance with such audit procedures."

The Board's field staff of examiners ccmprises a group of approxi-
mately 35 examiners and assistant examiners who are employees of the Board.
They work throughoui the year under the active direction of the Chief
Federal Reserve Examiner, who is an officer of the Board's Division of
Examinations, responsible to the Director of that Division and through him
to the Board of Governors,

Within each Federal Reserve Bank there is a General Auditor who
has a staff which is engaged throughout the year in conducting internal
audits of the affairs of the Bank and any branches of that Bank, The
General Auditor and his staff are independent of the operating management
and operating staff of the Bank and do not participate in operations. The
General Auditor is responsible directly to the PBoard of Directors of the
Bank, and he reports the results of the internal audits to the Directors.

During the first part of each examination of a Federal Reserve
Bank conducted by the Board's field staff, there is necessity for veri-
fication of a very substantial volume of currency and securities which
must be accomplished quickly in order not to interfere unduly with the
Bank in the conduct of its day-to~day business, Moreover, in making
simultaneous entry into all offices of a Bank which has several Branches,
there is a temporary need for additional personnel to provide adequate
coverage. It would be wasteful for the Board to maintain a field staff

of examiners of sufficient size in itself to perform expeditiously all

.org
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the detailed work concerned with the opening phases of these examinations.
Therefore, the Board's field staff utilizes the temporary assistance of
men (a) from other Federal Reserve Banks-~-chiefly from the internal audit
staffs of the other Banks; and (b) from the internal audit staff of the
Bank under examination., The men borrowed temporarily from other Banks
and from the Bank under examination are not conducting the examination;
rather, they are assisting the Board's examiners and in so doing they are
at all times under the active supervision of members of the Board's field
examining staff. The temporary assistance received from within the Bank
under examination is restricted entirely to members of the internal audit
staff of the Bank who, as stated above, are independent of the operating
personnel of the Bank,

Member-bank examinations

Mr. Patman cited on Pages 1603-1608 a number of factual reports
by Poard's examiners concerning the frequency of member-bank examinations
made by the examining staffs of the Reserve Banks, He prefaced these
citations by stating:

"The Federal Reserve banks have set certain policies
with respect to member-bank examinations. However, they
make frequent exceptions to these policies throughout the
Federal Reserve System.

"As an example, at the San Francisco Bank it was the
policy to examine 4 of the 5 holding company affiliates
within the district biennially, and the fifth, Trans-
america Corp,, on a triennial basis. However, the bank
failed to make examinations of this holding company for
6 years. They make frequent exceptions to the policy
of examining banks once a year and to their policy of
making examinations jointly with State examiners,

"They do not always examine branches simultaneously
with head offices, nor do they examine the commercial
departments of banks concurrently with trust departments,
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"On many occasions they defer examinations when

mergers are pending, when banks are making alterations

on the premises, and when examining personnel is not

available, and fail to examine new banks,"

State member banks are subject to examinations made by direction
of the Board of Governors or of the Federal Reserve Banks by examiners
selected or approved by the Board, The established policy is to conduct
at least one regular examination of each State member bank, including its
trust department, during each calendar year, by examiners from the Federal
Reserve Bank of the district in which the member bank is situated, with
additional examinations if considered desirable,

In carrying out this policy, the Board has not required that all
examinations of trust departments or all examinations of branches of State
member banks be made simultaneously or concurrently with examinations of
their head offices, nor has the Board required that all examinations of
the commercial or trust departments of State member banks be made jointly
with State examiners,

The programs for examination of State member banks have been
substantially completed in all recent years. Deviations from the general
policy have been largely due to a shortage of qualified examiners, and
almost without exception have involved State member banks in sound condi-
tion and under capable management, A large majority of the banks not
examined in a specific calendar year were examined during the latter part
of the previous year and, as a general rule, during the early months of
the following year., In no case was there a deferment involving a bank

considered to be in unsatisfactory condition. During the period 1952-1956,

all newly organized banks were examined within one year by either the
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State banking department or the Federal Reserve Bank, and in a majority of
cases by both authorities.

The approach to the examination of branches of State member banks
is governed almost without exception by the aggregate number, size and
location of the branches of the institution under examination, At banks
with a small or medium number of branches, it is customary to examine all
offices simultaneously with the head office, but it is not possible to
follow this policy consistently when a large number of branches is involved.
However, in every case, statements of all branches are obtained as of the
date of examination of the head office and are reconciled to the books of
the head orfice as of that date,

Due to the specialized character of fiduciary activities and the
required separation from commercial banking activities of fiduciary responsi-
bilities and related functions, records and assets, it is the judgment of
supervisory authorities that the examination of the commercial and trust
departments of State member banks other than on a simultaneous basis does
not represent a departure from sound examination principles,

The examination of Transamerica Corporation which would ordinarily
have been made on a triennial basis in 1949 was omitted because of the
Clayton Act proceedings with respect to the Corporation which were in
process at that time. The Board's order in these proceedings was issued
March 27, 1952 and an examination of the Corporation was commenced on
April 21, 1952,

Verification and Destruction of Currency

With regard to the work which the Federal Reserve Banks are

performing in connection with the verification and destruction of unfit
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Treasury currency, Mr, Patman suggested (page 1591) that it is a disgrace
for Congress to permit "people to have complete control of United States
currency who do not consider themselves obligated to the Government, . ."
His statement continued:

"They have charge of destroying the worn and mutilated
currency. And, of all the irregularities and seemingly
dishonest dealings in connection with it, you will find
plenty of eye openers in these reports that even their own
auditors made about the irregularities in handling the
tremendous amount of money that is destroyed every year,
and the loose fashion in which it is handled,

"Up at Pittsburgh, a cyclone or a heavy wind hit the
City while currency was being destroyed in the lMunicipal
incinerator and scattered money all over Pittsburgh, Pa,

The only reason we found out about it through the news-

papers and they had to redeem a lot of that currency be-

cause it wasn't burned and under certain conditions it is

redeemable,"

Mr, Patman's statement then quoted certain criticisms and other
comments concerning individual Reserve Banks, as shown in the reports of
exaninations made by the Board!s examiners,

Under date of June 24, 1953, the Secretary of the Treasury
directed the Federzl Reserve Banks and branches as fiscal agents of the
United States, under the provisions of Section 15 of the Federal Reserve
Act, to verify and destroy unfit United States paper currency. The pro-
posed change in procedure was discussed by Treasury representatives with
appropriate Congressional committees during the hearings on the Treasury
appropriation for the fiscal year 1954. 1In this connection Secretary
Humphrey's letter of lay 22, 1953 to Chairman Canfield of the Treasury-
Post Office Subcommittee of the House Committee on Appropriations concluded:

"Since the net savings resulting from this change of procedure will be

substantial, it is assumed that your Committee would concur in the
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Department's proposal to proceed along the lines indicated."

From the time the Reserve Banks began this work on July 1, 1953,
it has been performed under regulations issued by the Treasury Department,

A copy of these regulations was forwarded to the House Banking and Currency
Committee with the Board's letter of December 16, 1957. As stated on

page 1801, the Treasury Department has advised the Board that it is their
practice to visit the Reserve Banks which destroy currency at least once a
year for the purpose of observing the verification and destruction opera-
tions. One purpose of these visits is to ascertain that the operation is
being conducted in a manner satisfactory to the Treasury.

Certain safeguards and other controls covering this operation are
described on pages 1742-1750 and 1780-1792. In many respects the safeguards
in effect at the Reserve Banks go beyond Treasury regulations. In some
cases the additional safeguards were the result of suggestions by the
Board's examiners, such as shown on pages 1592-1595 of Mr, Patman's state-
ment, However, in considering the matter of suggested additional precautions
over and above the requirements of the Treasury regulations, the Reserve
Banks must balance the added protection against its cost, and in this light
some of the examiners' suggestions were not deemed feasible,

The Pittsburgh incident mentioned by Mr. Patman on paze 1591 oc-
curred when an unknown quantity of cancelled currency escaped incineration
because of completely unforeseeable malfunctioning of the incineration
faecility of the City of Pittsburgh, The City incinerator was used in July
of 1953 to destroy the first batch of currency at the Pittsburgh Branch because
at that time the Branch had no facility of its own, This incinerator was

then also used by local offices of the United States District Court, the
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Federal Bureau of Investigation, the Internal Revenue and other departments
of the Federal Govermment to destroy confidential records. Before its use
for the destruction of currency, the facility was thoroughly tested, and its
use was approved by the Treasury Department. Nevertheless, before the can-
celled currency was completely destroyed an unknown amount passed through
the grates into the water tanks provided for receiving the ashes. A com-
plete account of this incident appears on pages 1794~1799.

When it occurred, the matter was reported immediately to the
Secret Service, the Federal Bureau of Investigation, the Pittsburgh Police
Department, the Treasury Department, and the Board. Contrary to the state-
ment on page 1591 that "they had to redeem a lot of that currency," all of
the money was cancelled and valueless before it was taken te the incinerator,
There has been no loss to the Treasury as a result of this incident or of any
of the others which have occurred (described on pages 1793-179L4 and 1799-1800.)
A1l of the cancelled money which has been presented to the Federal Reserve
Banks for redemption has been confiscated, and in all but a very few cases
the Reserve Banks have refused to give credit or value for it.

The exceptions to this last statement constitute three %5 bills
and five #1 bills which were accepted at face value and charged to profit
and loss by the Reserve Banks because of operating circumstances, such as
the fact that the no*es were partially burned and discovered to have been
cancelled too late in the sorting process at the Res2rve Bank to pemmit identi-
fying the bank which deposited them. From the time the Reserve Banks under-
took “he currency destruction work on July 1, 1953 to the present time, their

loss as a result of this operation has totaled $20,

W o3t %
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: @-Fﬁ'}}a%r;%; BOARD OF GOVERNORS

. OF THE
* FEDERAL RESERVE SYSTEM

WASHINGTON

OFFICE QF THE CHAIRMAN

February 21, 1958

The Honorable Brent Spence,

Chairman,

House Banking and Currency Committee,
House of Representatives,

Washington 25, D. C.

Dear Mr. Chairman:

As T understand the record of your Committee's hearings on
the pending Financial Institutions bills (H.R.7026 and S.1L451) may
soon be closed, I should appreciate it if you would advise your Com-
mittee that the Board would welcome an opportunity to submit written
comments on Mr. Patman's statement of February 7.

To do so properly, it will of course be necessary for us
first to examine in its entirety the material Mr. Patman said in
that statement he intended to place in your Committee's record. As
you will recall, the Board supplied to your Committee last August
and September reports of examinations and audits of the Federal Re-
serve Banks made in accordance with the long-standing requirements
of the Board. When the Committee record becomes available and we
know what Mr. Patman has excerpted from the reports we made avail-
able, we should like to furnish to the Committee in writing such in-
formation and comments a2s may be necessary to prevent any misunder-
standings with regard to the various items on which Mr. Patman has
commented.

Meanwhile, there is one matter which Mr. Patman referred to
several times in the course of his general statement which involves
at least an implied criticism of persons outside the Federal Reserve
System. Therefore, I would like to correct immediately, in justice
to them, misunderstandings indicated by Mr. Patman's remarks.

Mr. Patman states: "They had a symposium of two days on
consumer credit and they invited some speakers, and they paid certain
honorarium to these speakers. Two of them, they paid $2,000 each.
Four of them, they paid $1600 each. Two of them they paid 31500,
and one of them $500." Later Mr. Patman states: "That the Federal
Reserve System has the power to go out and hire speakers, have meet-
ings and pay an honorarium up to $2,000 if they want to. That has
been done clear across the board all over the country.®™ Again he
states: "They can pay $2,000 to a speaker if they want to."

Federal Reserve Bank of St. Louis
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The Honorable Brent Spence -2~

The expenditures to which Mr. Patman apparently refers were
payments to highly respected university professors for expert profes-
sional services over a period approximating nine months. These services
were rendered in connection with the study of instalment credit, under-
taken by the Board pursuant to a request made early in 1956 by the
Chairman of the Council of Economic Advisers, at the direction of the
President, for a comprehensive analysis of that subject. TYou will re-
call that interest in this study was also expressed by the Banking and
Currency Committees of the House and Senate and the Joint Economic Com-
mittee.

A major part of the instalment credit study consisted of
analyses by the university professors referred to above. The arrange-
ments for their services were mede through the auspices of the National
Bureau of Economic Research, an outstanding independent research organi-
zation. Attendance at the two-day conference referred to by Mr. Patman
was only a small part of the work undertaken by the participants in
consideration of the payments he mentions. In fact, the participants
prepared major papers on the subject, and the work involved occupied a
substantial part of their time in 1956.

The results of this work are published in Part II, Volumes 1
and 2, of the Bozrd's report on consumer instalment credit. It will be
evident from an examination of these volumes that the contribution of
the participating scholars was considerable, and was in accordance with
the proper objectives of independent research into a field of great
economic significance to the American people.

Sincerely yours,
(Signed) Wm. McC, Martin, Jr.

Wm. McC. Martin, Jr.

Federal Reserve Bank of St. Louis
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Y MESSENGER

You will recall that on February 21, 1958, I addressed a
letter to you with respect to lir, Patmen's statement of February 7
before your Comuittee during the on the pending Financial
Institutions Act (H.R, 7026 and 5, 1451). I stated then that, after
we had had an opportunity to examine in its entirety the material
which ¥r, Patman placed in your Committee's record, the Board would
like to furnish to the Committee in writing such information and

comnents as might be necessary to prevent misunderstandings,

Accordingly, mow that this meterial (appearing on pages
1535-1698 of Part 2 of youwr Committee hearings oa 5, 1451 and
HJR. 7026) has been reviewed, I am transmitting herewith 35 coples
of cur comments, The page mumbers appearing throughout the memo-
randum refer to Part 2 of the above-mentioned hearings, The
memorandum does not comsment on Mr. Patman's statements with respect
to Open Harket and other matters which have been the subject of dis-

on earlier occasions,

cussion

Nr, Patman's statement contains numerous excerpts or para-
phrases of excerpts taken from reports of examination of the Federal
Reserve Banks made by the Board's examiners over a period of five
years, HNumerous items of expenditure suthorized by the boards of
directors of the 12 Federal Reserve Banks and their 24 branches, as
well as instances of losses or diserepancies in the handling of
checks, currency, and similar items were cited,

The Board is satisfied that in all cases where judgnents
may differ as to the wisdom of certain expenditures, the Bank manage-
ments acted in good consecience,
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You will find enclosed a copy of my letter of February 21
and our additional comments concerning Mr, Patman's statement of
February 7. The Board believes that these explanations should serve
to prevent misunderstanding of the operating policies and practices
of the Federal Reserve Banks, and of the care and thoroughness with
which these operations are conducted,

If you desire further information, we shall undertake to

furnish it,
3inecerely yours,
(Signed) Wm. McC. Martin, JF¥
Wm, MeC. Martin, Jr,
Enclosures
JRF:ig
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FEDERAL RESERVE BANK OF CHICAGO

vil
1 e

2/17/s8

From C. E, ALLEN



This article is protected by copyright and has been removed.

Article Title: Inflationist at Work
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March 4, 1958

The Honorable Kenneth B, Keating
House of Representatives
Washington, D, C.

Dear Ken:

In answer to your letter of February 26, with which you enclosed a
memeorandum relating to expenses of Federal Reserve banks, there is
enclosed a copy of my letter to Chairman Spence, of the House Banking
and Currency Committee, which contains a statement of the Board's
approach to the matter. As indicated in the first paragraph of the
attached letter, the expense items referred to were mentioned in a
statement which Congressman Patman made before the House Banking
and Currency Committee in connection with the pending Financial
Institutions Act on February 7.

The Federal Reserve Act provides that Federal Reserve banks shall
be conducted under the supervision and control of a board of directors.
As you know, there are twelve reserve banks, each with a board of
nine directors, who are performing a nonsalaried public service.

They are men of good repute and standing, and I am sure that they have
welcomed the opportunity to comment on such items as the five cited by
your constituents. I shall be glad to pass along to you, if you wish,
their comments and those of the Board as soon as available,

Standing alone, isolated instances of expenditures may be misunder-
stood, particularly if it is assumed that they were paid out of appro-
priated funds, which is not the case. In conducting the affairs of
Reserve banks over the past forty-four years, the directors and officers
of the banks have felt that it was in the interest of their banks to hold
various meetings from time to time with member bankers and other
interested groups, and to authorize expenses for incidental entertainment
and other purposes that seemed to them to be warranted by the circum-
stances in their districts.

Sincerely yours,

(Signed) Wm. McC. Martin, Jr,

'm' mc. m. :'I
Enclosure
SRC:ET:nbk
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