
Minutes of actions taken by the Board of Governors of the Fed-

eral Reserve System on Wednesday, June 22, 1955. The Board met in the

Board Room at 9:15 a.m.

of (1)

PRESENT: Mr. Martin, Chairman
Mr. Balderston, Vice Chairman

Mr. Vardaman
Mr. Mills
Mr. Robertson
Mr. Shepardson

Mr. Carpenter, Secretary

Mr. Sherman, Assistant Secretary

Mr. Kenyon, Assistant Secretary

Mr. Thurston, Assistant to the Board

Mr. Vest, General Counsel

Mr. Sloan, Director, Division of

Examinations
Mr. Cherry, Legislative Counsel

At the meeting on June 20, 1955, there was preliminary discussion

the proposed absorption of Commercial Bank, Patte
rson, California,

bY American Trust Company, San Francisco, California, a
nd (2) the pro-

Posed absorption of the Lewiston Trust Company, Lewiston, Main
e, by De-

Positors Trust Company, Augusta, Maine. It was agreed to defer action

°4 the two cases until the files with respect to them had 
been circulated

to the members of the Board. The file with respect to the American Trust

C°11113a4Y case included memoranda from Mr. Hexter, Assistant General Counsel,

dated June 16,

Of 
abSorption,

ab8
orption was

1955, relating to legal questions involved in the method

that is, through acquisition of stock. The same method of

contemplated in the Depositors Trust Company case.
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At this meeting, Governor Robertson reviewed various banking

aspects of the proposed absorptions and said that, although some ques-

tion might be raised regarding the stated reasons for the respective

transactions, he could see no basis on which unfavorable action would be

Justified in either instance. In the circumstances, he favored approval

by the Board despite any possible legal questions arising out of the

method of absorption. He felt, however, that neither the approval of

these transactions nor the approval of certain absorptions throu
gh stock

acquisition in the past should be construed as establishi
ng precedents

for action with respect to similar cases that might come 
before the Board

ta the future.

Governor Shepardson expressed concurrence in Gover
nor Robertson Ts

views with respect to the method of absorption. He said that he would not

want to see the Beard appear to countenance even a 
technical and temporary

violation of law. Inasmuch as the Federal income tax problem which gave

Ilse to the stock purchase technique apparently had been elimi
nated, he

sliggested that the Board call the matter to the attention 
of the Federal

Reserve Banks for their guidance in dealing with any cas
es in the future

Where absorption through stock acquisition was 
contemplated.

Thereupon, unanimous approval was

given to letters as follows, for trans-

mittal through the respective Federal 
Re-

serve Banks concerned, with the under-

standing that an appropriate letter de
al-

ing with absorption of banks through the

acquisition of stock would be drafted fo
r

the benefit of all Federal Reserve Banks:
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Letter to the Board of Directors, Depositors Trust Company, Augusta,
Maine

Pursuant to your request submitted through the Fed-

eral Reserve Bank of Boston, the Board of Governors hereby

gives its written consent under the provisions of Section

18(c) of the Federal Deposit Insurance Act to the absorption

of the Lewiston Trust Company, Lewiston, Maine, by the De-

positors Trust Company, Augusta, Maine, and approves the

establishment by the latter bank of branches at the present

locations of the four offices of the Lewiston Trust Company

in Lewiston, Freeport, Lisbon Falls, and Mechanic Falls,

all in the State of Maine, provided the absorption is car-

ried out substantially as proposed in the letter dated June

3, 1955, of Mr. Joseph B. Campbell, Counsel for the Depo
sitors

Trust Company, and further provided that (a) the banking

houses and furniture and fixtures acquired from the Lewiston

Trust Company are not placed on the books of the Depositors

Trust Company at an amount in excess of the depreciated

value computed for Federal income tax purposes for the Lewiston

Trust Company, (b) only investment securities which conform

to Section 5136, Revised Statutes be acquired from the Lewiston

Trust Company and that such securities be placed on the books

of Depositors Trust Company at no more than market value at

the time of acquisition, (c) real estate, other than banking

Premises, acquired in the transaction be disposed of within

six months from the date of acquisition, and (d) the trans-

action be consummated and the branches be established within

six months of the date of this letter.

Letter to the Board of Directors American Trust Company, San Francisco,

Californ'la 

Pursuant to your request submitted through the Fed-

eral Reserve Bank of San Francisco, the Board of Governors

hereby gives its written consent, under the provisions of

Section 18(c) of the Federal Deposit Insurance Act, to the

absorption of Commercial Bank, Patterson, California, by

American Trust Company and approves the establishment by the

latter bank of a branch at the present location of the Com-

mercial Bank, provided the absorption of that bank is carried
out substantially in accordance with the letter proposal

dated April 30, 1955, addressed to the Commercial Bank by

American Trust Company and the transaction, as well as the

establishment of the branch, is effected within six months

from the date of this letter.
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It is understood fixed assets acquired from the Patter-

son bank will not be placed on your books at an amount in

excess of their depreciated value for Federal income tax pur-

poses.

Secretary's Note: Since Depositors Trust

Company had advised the Federal Reserve

Bank of Boston that it wished to complete

the absorption of Lewiston Trust Company

today, a telegram was sent to Vice Presi-

dent Latham, of the Boston Reserve Bank,

informing him of the action taken by the

Board.

Pursuant to the request made by the Board at yesterday's meet-

ing, Messrs. Thurston and Vest had prepared a revised draft
 of letter to

the Comptroller General of the United States regarding the reque
st of the

Chairman of the House Committee on Government Operations 
that the General

Accounting Office undertake an audit of the Federal Reserve System.

C°Pies of the revised draft had been made available to the members of the

Board and certain further editorial changes were suggested by Governor

Balderston and Governor Vardaman. These changes were incorporated in a

draft of which copies were now distributed.

Governor Balderston, who previously had expres
sed preference for

44 alternative draft, said that he preferred the present dr
aft to any of

the others that had been considered by the Board.

Thereupon, the letter was approved

unanimously, with the understanding that

it would be sent later today if concurred

in by the Federal Open Market Committee at

its meeting this morning.

Secretary's Note: The Federal Open Market

Committee having concurred in the letter,
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as further revised in certain minor re-
spects at the Committee meeting, the let-
ter was sent today, over the signature of
Chairman Martin, to the Honorable Joseph
Campbell, Comptroller General of the United

States, with a copy to Chairman Dawson of
the House Committee on Government Opera-

tions. The letter read as follows:

This letter refers to our previous correspondence with

respect to the request you received from Chairman Dawson of
the House Committee on Government Operations that the Gen-
eral Accounting Office make an audit of the Board of Gov-

ernors, the Federal Open Market Committee, and the Federal

Reserve Banks and their branches for the period January 1,
1953 to December 31, 1954.

In my letter to you of April 20, I stated that since
the proposal represented an important departure from long

established practice, with far-reaching implications, We
would consult as promptly as possible with the Federal Open
Market Committee, which is a statutory entity, and with the
chairmen and presidents of the Federal Reserve Banks. In
the interim we have done so, and the Board has given further

consideration to this request. In addition, I have had two

meetings with Chairman Dawson regarding the matter.
At the outset I think it should be clearly understood

that the question before us is not whether the Board, the

Federal Open Market Committee, and the Reserve Banks should
be audited. They are audited in accordance with standard

Practices and exacting procedures, and reports of these

audits are available to the appropriate Committees of Con-
gress . For the past three years the Board has furnished
the reports of the audits made of its accounts to the House
and Senate Banking and Currency Committees. Last year the
Board also sent the reports of examination covering the five
years 1949-1953 of the 12 Federal Reserve Banks and branches,
as well as the reports of ludits of the Federal open market
account to the House Banking and Currency Committee where
they could be examined by members of the Congress who wished
to see them. The Board stands ready at all times to make
reports of audits of its own operations, as well as the re-
ports of examination of the Reserve Banks and the audits of
the Federal open market account, available to appropriate

Committees of Congress.
The matter of a separate audit by the Comptroller Gen-

eral presents a different question, and we believe that in
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the light of the statutes, legislative history, and ex-

plicit expressions of Congressional intent, the Board, in

the absence of an express directive from the Congress,

could not lawfully acquiesce in a separate audit made by

your office.
Chairman Dawson's request that you audit the Board,

the Federal Open Market Committee, and the Reserve Banks

is predicated upon section 53(b) of Title 31 of the Unite
d

States Code, which was enacted as a part of the origin
al

Budget and Accounting Act, dated June 10, 1921. This Act

provides in part that the Comptroller General "shall
 make

such investigations and reports as shall be ordered 
by

either House of Congress or by any committee of eith
er

House having jurisdiction over revenue, appropriations
, or

expenditures." The context of section 53 seems to us to
relate clearly to public funds appropriated by and

 ex-

pended in accordance with the directions of Congress.

When the General Accounting Office was establish
ed in

1921, no exception was made with respect to the F
ederal Re-

serve Board. Accordingly, the accounts of the Boa
rd, but

not those of the Reserve Banks and their branches, 
were

audited for a number of years by the Comptroller 
General.

However, in the Banking Act of 1933 Congress 
terminated the

authority of the Comptroller General in this 
respect. That

Act amended section 10 of the Federal Reserve A
ct to pro-

vide explicitly that funds of the Board, which 
are derived

from assessments on the Federal Reserve Banks, 
"shall not

be construed to be Government funds or appropriated
 moneys."

It provided further that "The Board shall d
etermine and

Prescribe the manner in which its obligations 
shall be in-

curred and its disbursements and expenses a
llowed and paid

..." The reports of the Senate and House Bank
ing and Cur-

rency Committees on this amendment stated tha
t its purpose

was to leave "to the Board the determination of 
its own in-

ternal management policies."
During the enactment of the Government 

Corporation Con-

trol Act, in 1945, Congress gave consideration
 as to whether

or not the Federal Reserve Banks should be 
brought within the

Purview of that Act, so as to be audited by 
the General Ac-

counting Office. Congress did not include th
e Federal Re-

serve Banks within that Act. At the hearings before the

Senate Committee on Banking and Currency on
 the bill S. 469,

which bgcame the Government Corporation 
Control Act, Mr.

Frank H. Weitzel, attorney for the General 
Accounting Office,
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testified on behalf of the Comptroller General to the ef-

fect that Federal Reserve Banks should not be made subject

to the bill for the reason that they were supervised very

closely by the Board.
As you know, there is a bill (H.R. 2643) pending in

the present Congress which would provide for an 
audit by

the Comptroller General of the Board, the Reserve 
Banks,

and the Open Market Committee. A similar bill was consid-

ered but not reported by the House Committee on Gov
ernment

Operations in the last Congress. These measures were pred-

icated, apparently, on the assumption that, if 
such an au-

dit is to be undertaken, it should be authorized 
by an Act

of Congress.
You may be assured of our desire to cooper

ate at all

times with your office, as well as with the 
Committees of

Congress, but in the light of the statutes an
d expressions

of legislative intent we feel we must adhere to 
the conclu-

sion stated above.
I have assured Chairman Dawson that, if it

 meets with

his approval, we would welcome an opportunity 
to appear be-

fore his Committee in order to present the 
important policy

considerations which are raised by this 
proposal beyond the

legal aspects of the matter dealt with in thi
s letter.

Minutes of actions taken by the Board of 
Governors of the Fed-

Reserve System on June 21, 1955, were appr
oved unanimously.

The meeting then adjourned.
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