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Minutes of actions taken by the Board of Governors of the

Federal Reserve System on Wednesday, June

PRESENT: Mr. Martin Chairman
Mr. Szymczak
Mr. Mills
Mr. Robertson

9, 1954.

Mr. Carpenter, Secretary
Mr. Sherman, Assistant Secretary

Mr. Kenyon, Assistant Secretary

Minutes of actions taken by the Board of Governors of the

Federal Reserve System on June 8, 1954, were approved unanimously.

Letter to the Board of Directors, Newton-Waltham Bank and

Trust Company, Waltham, Massachusetts, reading as follows:

Pursuant to your request submitted through the

Federal Reserve Bank of Boston, the Board of Governors

approves the establishment of three branches by your

institution, one at 148-150 or 244 Needham Street in

the Upper Falls section of Newton, Massachusetts; one

at the junction of Commonwealth Road and Main Street

in the Town of Wayland, Massachusetts; and one near the

junction of Trapelo Road and Lexington Street in the

North Waltham section of Waltham, Massachusetts. This

approval is given provided the branches are established

within six months from the date of this letter.

Approved unanimously, for

transmittal through the Federal

Reserve Bank of Boston.

Letter to Mr. Diercks, Vice President, Federal Reserve Bank

of Chicago, reading as follows:

Reference is made to your letter of June 1, 1954)

submitting request of City Bank, Detroit, Michigan, for

an extension, for a period of six months from June 10,

1954, of the time in which to establish a branch in the

vicinity of Gratiot Avenue and Eight Mile Road in Detroit,

Michigan. The establishment of this branch was approved
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by the Board of Governors on December 10, 1953, pro—

vided (a) that prior to opening of the branch the capital

structure of City Bank is increased by not less than

$750,000 through sale of additional capital stock, an
d

(b) the branch is established within six months aft
er

December 10, 1953.
In view of the fact that apparently no steps have

been taken by the bank to sell additional capita
l and

in view of the uncertainty as to when the branch m
ay be

placed in operation, the Board of Governors conc
urs in

your views and has concluded that approval of t
he bank's

request is not justified.

When and if steps are taken by the bank to provi
de

needed additional capital and it is possible to es
timate

with some degree of accuracy when the branch co
uld be

opened for business, the Board would be incli
ned to re—

consider the matter, if the bank so requested, i
n the

light of conditions existing at that time.

Approved unanimously.

Letter to Mr. Woodward, Chairman, Federal 
Reserve Bank of

Richmond, reading as follows:

At the completion of the examination of th
e Federal

Reserve Bank of Richmond, made as of January 25,
 1954,

by the Board's examiners, a copy of the repor
t of exam—

ination was left for your information and 
that of the

directors. A copy was also left for President Leach.

The Board will appreciate advice that the 
report has

been considered by the Board of Directors. 
Any comments

you may care to offer regarding discussions
 with respect

to the examination, or as to action taken 
or to be taken

as a result of the examination, will also be
 appreciated.

Approved unanimously.

Letter to the Comptroller of the Curren
cy, Treasury Depart—

ment, Washington, D. C., reading as foll
ows:

The Board recently considered a question raised by

a national bank concerning the frequency
 of trust depart—

ment audits as required by section 8, Regulation F, which
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contains the provision that a committee of directors

shall "at least once during each period of 12 months"

make or have made suitable audits of the trust depart—

ment of a national bank. In responding to this inquiry,

the Board restated the intent of this language and ex—

pressed its opinion that the correct interpretation is

that in each instance not more than 12 months shall

elapse without the required action being taken. This

ruling was published in the December 1953 BULLETIN at
page 1329, since which time the Board has received in—

quiries requesting a reconsideration of this matter

with a view to providing greater flexibility with respect

to audit frequency than is afforded by the rather rigid

requirements at present in effect.
The Board is impressed by the soundness of these

requests, particularly as they concern national banks

-which provide for suitable audits of their trust depart—

ments on a regular basis, usually once during each cal—

endar year, but under arrangements which necessarily do

not require such audits to fall within a period of 12

consecutive months. To meet existing frequency require—

ments, and at the same time to schedule audits in suc
h

manner as would avoid nearly anniversary date arrange
ments,

a continual shortening of the interval between audi
ts is

now necessary, with two audits within one calen
dar year

eventually unavoidable. This does not seem to be a

reasonable approach to an otherwise sound pri
nciple, as

the effect of the present requirement is to impose, u
pon

the trust department of a national bank, requiremen
ts

more severe than those customarily made on the basi
s of

accepted good practice with respect to audit of ban
king

activities. Nevertheless, the Board continues to be con—

vinced of the need to guard against a frequency requirement

so expressed that it would permit intervals of nearly
 two

years, under extreme circumstances, to elapse between the

dates of performance of the required audit activities.

This would be possible if the frequency requirement was

expressed solely in terms of a calendar year. In the

Board's view, a calendar year requirement coupled
 with a

provision that no more than 15 months may elapse between

audits would approach a fair compromise on these points

and would result in a frequency requirement more practical
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in its application while losing little, if any, of its
intended effect.

It has also become apparent with regard to section

8 of the Regulation that considerable confusion is oc-
casioned by the requirement in clauses (1) and (2) that

a committee of directors shall ascertain, by examination,

whether a review of the assets of each trust has been

made in accordance with the requirements of section 6(c)

of the Regulation and whether trust funds awaiting in-

vestment or distribution have been held unduly long. It

seems to the Board that there is no more reason for mak-

ing the provisions of section 6(c) a subject of special
review by the directors than there would be for requiring

the directors to inquire into several other administrative

provisions of the Regulation. With reference to the

determination concerning delay in investing or distribut-

ing available trust funds, required by clause (2) of sec-

tion 8, this concerns a fundamental principle of trustee-

ship which, from our observation, has produced neither

important basis for liability on the part of corporate

trustees nor problems of importance for supervisory

authorities. In addition, the Board assumes that careful

review is given, during the course of regular examinations

of the trust departments of national banks by your office,

to both aspects of trust administration covered in clauses

(1) and (2). For these reasons, the Board is considering

eliminating these requirements from section 8.
As the scope and procedures employed in the trust audit

function, to render it most effective, will vary considerably

depending upon the volume and character of the trust department

business of a particular bank and the nature of its organi-

zation and internal control procedures, the Board does not

consider it appropriate to define the nature and extent of

audits which would be "suitable" within the meaning of this

section. The Board feels that the type and scope of audits

appropriate in individual cases would best be determined on

the basis of information developed in the course of super-

visory examinations. Further in this same connection, it is

recognized that it may be impracticable to impose the customary

audit routines on all national banks exercising trust powers,

having in mind the preponderant number of such banks where

trust activities are in relatively minor volume. However,

it is the Board's understanding that, apart from the require-

ment for audit activities imposed by this section, your office
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requires the directors of a national bank to make an

annual examination of its affairs, including the trust

department, in discharge of their common law responsi-

bility to provide genera] supervision over all activi-

ties of the bank. Such examinations may, in some cases,

and in the discretion of your office, be deemed accept-

able in satisfaction of the audit requirement of this

section.
Notwithstanding the factors recited in the previous

paragraph, it is believed that a slight change in the

language of this section relating to audit scope would

be helpful, both in its interpretation by national banks

and its supervisory application. For this reason, it is

Proposed that the words "suitable audits" as now contained

in the Regulation be changed to "audit of the trust depart-

ment, suitable in scope to the volume and nature of the

business conducted." Several other minor changes in the

language of this section and its footnotes have been in-

corporated in the interest of clarity and to eliminat
e

confusion of the audit requirement with supervisory

examinations.
Before further action is taken on these three propos

ed

amendments of section 8, Regulation F, it would be a
ppreci-

ated if you would give the Board the benefit of your
 views.

There is enclosed a copy of the section in question inc
orpo-

rating the suggested revisions discussed herein.

Approved unanimously.
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