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

eral Reserve System on Wednesday, October 3, 1956. The Board met in

the Board Room at 9:30 a.m, in executive session.

PRESENT: Mr. Martin, Chairman
Mr. Balderston, Vice Chairman
Mr. Szymczak
Mr. Vardaman
Mr. Mills
Mr. Shepardson

At 10:55 a.m. the following members of the staff were called

into the room:

Mr. Carpenter, Secretary
Mr. Kenyon, Assistant Secretary
Mr. Vest, General Counsel
Mr. Sloan, Director, Division of

Examinations
Mr. Hackley, Assistant General Counsel
Mr. Davis, member of the legal staff of

the Federal Reserve Bank of New York
currently assisting the Board in con-
nection with bank holding company
matters

The following matters, which had been circulated to the members

of the Board, were presented for consideration and the action taken in

each instance was as stated:

Letter to Mr. Mangels, President, Federal Reserve Bank of San
Francisco, reading as follows:

Thank you for your letter of September 17 and the
supplementary information provided with your wire of
September 25 relating to the appointment of Joe D. Pax-
ton as a director of the Los Angeles Branch of the Fed-
eral Reserve Bank of San Francisco.

From the information provided about the nonpoliti-
cal character of memberships on the school board of the
City of Santa Barbara, the Board has no objection to his
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holding this position and finds that it is not contrary
to the intent of the Board's resolution of December 23,
1915.

Thank you for enclosing with your letter Mr. Paxton's
oath of office and his biographical sketch. His listing
as a director in the Board's publications will be in ac-
cordance with his preference as indicated in your letter.

Approved unanimously.

Letter to Mr. Latham, First Vice President, Federal Reserve Bank
of Boston, reading as follows:

In view of the information submitted in your letter
of September 18, 1956, and the Reserve Bank's favorable
recommendation, the Board of Governors extends until
January 14, 1957, the time within which The Connecticut
Bank and Trust Company, Hartford, Connecticut, may es-
tablish a branch at the corner of Wintonbury Avenue and
Jerome Avenue in the Town of Bloomfield, Connecticut,
under the authorization contained in its letter of Octo-
ber 14, 1955.

Approved unanimously.

Letter to the Board of Directors, Bank of Huntington and Trust
Company, Huntington, New York, reading as follows:

Pursuant to your request submitted through the Fed-
eral Reserve Bank of New York, the Board of Governors
approves the establishment by Bank of Huntington and
Trust Company, Huntington, New York, of a branch at each
of the following locations in the Township of Huntington,
Suffolk County, New York:

Village of Huntington Station (unincorporated), and
Village of South Huntington (unincorporated)

in the quarters now occupied by the main and branch of-
fices of Huntington Station Bank, Huntington Station,
New York, provided that (a) the transaction is effected
substantially in accordance with the Plan and Agreement
of Merger dated August 6, 1956, as presented through
the Federal Reserve Bank of New York, (b) formal approval
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is obtained from the appropriate State authorities, and
(c) the merger and establishment of the branches are ac-
complished within six months from the date of this let-
ter.

It is understood that under the terms of the Plan
and Agreement of Merger the title of the Bank of Hunt-
ington and Trust Company will be changed to "Bank of
Huntington" on the effective date of the merger.

Approved unanimously/ for
transmittal through the Federal
Reserve Bank of New York.

Letter to Mr. Wiltse, Vice President, Federal Reserve Bank ofNew York/ reading as follows:

Reference is made to your letter of September 20,
1956/ regarding the request of The Northern New York
Trust Company/ Watertown, New York, for an extension
of time within which it may establish a branch in
Massena, New York. It is noted that the construction
of the branch building has been delayed because of a
serious defect in the title to the real estate on which
it is to be erected, but that the trust company is now
assured that the title can be cleared and it expects to
start construction at an early date.

After consideration of the information submitted/
the Board concurs in your recommendation and extends
to June 24, 1957, the time within which The Northern
New York Trust Company may establish the branch, pro-
vided the approval of State authorities is in effect
at the time of the establishment of the branch.

Approved unanimously.

Letter to Mr. Hill/ Vice President, Federal Reserve Bank of
Philadelphia, reading as follows:

Reference is made to your letter of September 26,
1956/ transmitting the request of Jenkintown Bank and
Trust Company, Jenkintown, Pennsylvania, for an exten-
sion of time within which to establish a branch in the
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Reading Railroad Station at Glenside and Greenwood Avenues,
Jenkintown, Pennsylvania.

In accordance with the recommendation contained in
your letter, the Board of Governors extends to November
5, 1956, the time within which the Jenkintown Bank and
Trust Company may establish the above branch.

Approved unanimously.

Letter to Mr. Armistead, Vice President, Federal Reserve Bank
of Richmond, reading as follows:

Reference is made to your letter of September 19,
1956, submitting the proposal of the board of directors
of Randallstown Bank, Randallstown, Maryland, to rec-
ommend to its stockholders at its annual meeting to be
held the first week in January 1957, that the bank's
capital stock be increased by the issuance of 12,500
shares of stock ($10 par value), 50 per cent of which
would represent the declaration of a stock dividend
while the remaining 6,250 shares will be sold at $25
per share to provide new money in the amount of
$156,250.

Fulfillment of the above program will be acceptable
to the Board in lieu of the provision contained in the
Board's approval of a branch at Woodmoor, Maryland, that
the bank introduce $50,000 in new capital within six months
of its establishment on December 12, 1955.

Approved unanimously.

Letter to the Board of Directors, Commerce Union Bank, Nash-
ville, Tennessee, reading as follows:

Pursuant to your request submitted through the Fed-
eral Reserve Bank of Atlanta, the Board of Governors of
the Federal Reserve System approves the establishment of
a branch by Commerce Union Bank, Nashville, Tennessee, in
the Madison Shopping Center in the immediate vicinity of
the unincorporated community of Madison, Tennessee, pro-
vided the branch is established within six months from
the date of this letter and the approval given by the
State banking authorities is effective as of the date
the branch is established.

Approved unanimously, for
transmittal through the Federal
Reserve Bank of Atlanta.
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Letter to Mr. Denmark, Vice President, Federal Reserve Bank of
Atlanta, reading as follows:

In accordance with the recommendation contained in
your letter of September 24, 1956, the Board of Governors
extends to April 1, 19571 the time within which Progressive
Bank and Trust Company, New Orleans, Louisiana, may estab-
lish a branch on Gentilly Road at Burma Road in the Gentilly
Section of New Orleans, under the approval given by the
Board in its letter of February 27, 1956. Please advise the
trust company accordingly.

Approved unanimously.

Letter to the Board of Directors, The Citizens State Bank of
Clare, Clare, Michigan, reading as follows:

Pursuant to your request submitted through the Fed-
eral Reserve Bank of Chicago, the Board of Governors ap-
proves the establishment of a branch in Rosebush, Michigan,
by The Citizens State Bank of Clare, in connection with a
proposed merger of The Citizens State Bank of Clare and
The Rosebush State Bank, Rosebush, Michigan. This approval
is given provided (a) the merger is effected in accordance
with the terms of the agreement submitted with the appli-
cation, (b) the branch is established within six months
from the date of this letter, and (c) approval of the
State banking department is in effect at the time the
branch is established.

Approved unanimously, for
transmittal through the Federal
Reserve Bank of Chicago.

Letters to the Comptroller of the Currency, Treasury Department,
Washington, D. C., reading as follows:

Reference is made to a letter from your office dated
June 27, 1956, enclosing photostatic copies of an appli-
cation to organize a national bank at Northwest 111th
Street and Northwest 7th Avenue, North Miami, Florida,
and requesting a recommendation as to whether or not the
application should be approved.

A report of investigation of the application made
by an examiner for the Federal Reserve Bank of Atlanta
indicates that the proposed capital structure of the
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bank would be adequate and that the prospects for earnings
of the institution would be fairly satisfactory. In view
of the lack of banking experience of the members of the
proposed board of directors and the fact that experienced
operating management has not been selected, the management
of the bank cannot be regarded favorably. On the basis
of the information available, it is questionable whether
sufficient need exists to justify the establishment of
the bank at this time. Under the circumstances, the
Board of Governors does not recommend approval of the ap-
plication.

The Board's Division of Examinations will be glad to
discuss any aspects of this case with representatives of
your office if you so desire.

Reference is made to a letter from your office dated
February 2, 1956, enclosing photostatic copies of an ap-
plication to organize a national bank at Des Plaines,
Illinois, and requesting a recommendation as to whether
or not the application should be approved.

Information contained in a report of investigation
of the application made by representatives of the Fed-
eral Reserve Bank of Chicago indicates favorable find-
ings with respect to the factors usually considered in
connection with such proposals except that the identity
and qualifications of the proposed executive officers
were not disclosed. The Board of Governors recommends
approval of the application provided arrangements are
made for operating management satisfactory to your of-
fice.

The Board's Division of Examinations will be glad
to discuss any aspects of this case with representatives
of your office if you so desire.

Approved unanimously, with
copies to the Federal Reserve Banks
of Atlanta and Chicago, respectively.
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Letter for the signature of Chairman Martin to The Honorable
Marion B. Folsom, Secretary of Health, Education, and Welfare, Washing-
ton, D. C., reading as follows:

Thank you for your letter of September 20, 1956,
inviting the Federal Reserve System to be represented
on an Interdepartmental Advisory Committee for the
National Health Survey Program. Additional informa-
tion has been obtained from your staff regarding the
nature and purpose of continuing surveys of sickness
in the United States under this Program.

You will undoubtedly recognize that the general
subject of these studies is somewhat remote from the
Board's responsibilities in the area of credit and
monetary policy. The Board believes it unlikely that
its staff would offer the kind of technical qualifi-
cations being sought for members of the proposed In-
terdepartmental Advisory Committee. It therefore
feels it probably should not be represented on the
Committee at this time.

The Board recognizes that much new and useful in-
formation about the prevalence and nature of sickness
in the United States can come out of continuing surveys
authorized under the National Health Survey Act. As
these surveys progress, it may be that the interests
of the Federal Reserve System will be more directly in-
volved than it now appears. Therefore, we would appre-
ciate being informed in a general way about the Program.

Approved unanimously.

Letter to Mr. Roger W. Jones, Assistant Director for Legislative
Reference, Bureau of the Budget, Washington, D. C., suggesting that the
Bureau, if it had not already done so, might wish to request the views
of the Secretary of the Treasury regarding a draft executive order pre-
pared by the Federal Home Loan Bank Board and relating to the protec-
tion of savings and loan associations during a national war emergency.

Approved unanimously.

There had been distributed to the members of the Board copies

of a memorandum from the Division of Examinations dated October 1) 1956,
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recommending that there be sent to Mr. Perrin, Federal Reserve Agent

at the Federal Reserve Bank of Minneapolis, a telegram authorizing him

to issue pursuant to the provisions of section 5144 of the Revised

Statutes, a limited voting permit to First Bank Stock Corporation,

Minneapolis, Minnesota, to vote the stock which it owns or controls

of First Southdale National Bank of Edina, Edina, Minnesota, at any

time prior to January 1, 1957, at a special meeting of shareholders

of such bank for the purpose of increasing the membership of the board

of directors from six to seven and electing an additional director for

the remainder of the ensuing year, subject to the following condition:

Permit authorized herein shall not be issued until
you have received from First Bank Stock Corporation an
application for a voting permit (Form P-1), in dupli-
cate, including Exhibits A, M, and 0, together with
assurances that applicant will furnish as soon as prac-
ticable two certified copies of a resolution of its
board of directors ratifying all action taken by its
officers in obtaining permit authorized herein.

Approved unanimously.

Prior to this meeting) the members of the Board had received

copies of a memorandum from Mr. Vest dated October 1) 1956) discussing

the following question:

The Bank Holding Company Act prohibits a bank hold-
ing company, after two years, from engaging in any busi-
ness other than "banking" or "managing or controlling
banks" or furnishing or performing services for banks
which it owns. The Citizens & Southern National Bank,
Atlanta, Georgia, is a bank holding company because
all of the shares of the Citizens & Southern Holding
Company are held in trust for the shareholders of the
Bank. The Company owns the stock of a number of other
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banks and is therefore also a bank holding company. The
Bank wishes to sell participations in dealer paper which
it has acquired to the Company, which in turn will borrow
on the security of such participations from insurance com-
panies. The question involved narrows down to whether the
national bank or the Company would be engaging in business
other than "banking" or "managing or controlling banks".

An attached memorandum from Mr. Davis dated September 251 1956, which

explained the facts of the matter and discussed its legal aspects in

some detail, took the position that the law would prohibit the trans-

action in question insofar as the Citizens & Southern Holding Company

was concerned. Mr. Vest's memorandum stated that there was no uni-

formity of opinion in the Legal Division on the question, the lawyers

being about evenly divided as to whether or not the transaction would

violate the law. In Mr. Vest's opinion, however, the transaction would

not constitute a violation of the statute, although he recognized that

the question was debatable. The reasons for Mr. Vest's opinion were

set forth in his memorandum, in which he also pointed out that his

memorandum and the one submitted by Mr. Davis related only to the legal

question and did not undertake to consider whether the transaction was

sound or otherwise desirable.

In commenting on the matter, Mr. Vest said that from a legal

standpoint it was simply a question whether Citizens & Southern Holding

Company would be engaging in a business "other than banking". The facts

were that the national bank (which is also a bank holding company) sells

its paper to the company, which is a subsidiary of the bank but is
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nevertheless a bank holding company with respect to other banks, and the

company uses this paper as security to borrow from insurance companies.

The transaction therefore constitutes a means by which the national bank

can sell its dealer paper and thereby obtain funds with which to obtain

more dealer paper. In his judgment, Mr. Vest said, while a close question

was involved the transaction was not in violation of the Bank Holding Com-

pany Act.

Chairman Martin noted that Mr. Vest's opinion was in accord with

the view of Counsel for the Federal Reserve Bank of Atlanta.

Governor Mills stated that he had written a memorandum to Mr. Vest

in which he took the position presented by Mr. Davis, although he recog-

nized that the question was very close. The main reason supporting his

view, however, was the System's responsibility in the field of bank

supervision, since the transaction in question would permit the national

bank to pyramid its activities in the instalment credit field beyond the

limits of its own deposit resources. If it were obliged to borrow from

another bank to refinance the paper, it would at least be under constant

review by the lending bank and there would of necessity be a very complete

disclosure of the additional liability. But where the bank used this de-

vice to sell its paper and the holding company turned to an insurance

company for financing, the original borrower, that is, the national bank,

would obtain the essential benefits of the procedure one or two steps re-

moved from the final lender. Also, the final lender probably would be
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less critical and in a poorer position to review the transaction than

some other source of direct credit. It was true that the proposal

fixed certain limits on the extent to which this device might be uti-

lized, but the very fact of those limits would suggest that if the

activity was beneficial from the standpoint of earnings the limit

would be raised and there would be a further pyramiding. As he under-

stood the transaction, there were provisions that would limit the li-

ability to the bank by precluding the insurance company from having

recourse beyond the dealer reserves that had been accumulated, but

that would still not remove the fact that if the dealer reserves were

exhausted there would be a moral or perhaps a direct liability at some

point which would rest first on the company and then on the national

bank. The ultimate result of that liability would be either that the

company would be under a shadow that would extend to its affiliated

banks or that the company would yield to the temptation to make good

the default by going to the resources of the affiliated banks. In

the interest of sound banking, therefore, and since the legal points

were so close, Governor Mills felt that the Board's responsibility should

fall on the side of an adverse ruling.

Mr. Vest commented that the approach of the Legal Division was

solely from the legal point of view and that there might well be con-

siderations relating to the desirability of the practice. If the Board

wanted to frown upon the practice, the question would be whether it

wanted to do so on a legal basis or simply as a supervisory matter.
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Following comments by Mr. Sloan in support of the views expressed

by Governor Mills and a statement by Mr. Davis regarding his position,

Chairman Martin suggested that Mr. Vest get in touch with Counsel for

the Federal Reserve Bank of Atlanta, advise him that there was some ques-

tion about the matter, indicate that the Board might possibly make an

adverse ruling, and ascertain whether the Reserve Bank wished to submit

any additional information or have its representatives meet with the

Board. He also suggested that copies of Governor Mills' memorandum be

made available to the other members of the Board.

After agreement had been expressed with the suggested procedure,

Mr. Hackley pointed out that the Board's consideration of the matter was

limited to the question raised under the Bank Holding Company Act and

that in any event the question of a legal violation would not arise

until two years after the date of enactment of that Act. However, if

the matter raised questions from the supervisory point of view, he felt

that it might be appropriate to consult with the Office of the Comptroller

of the Currency since a national bank was involved. There was agreement

that the Comptroller's Office should be consulted and it was understood

that Mr. Sloan would get in touch with that Office.

Messrs. Sloan, Hackley, and Davis then withdrew from the meeting.

Reference was made to the following draft of letter to the Chair-

men of all Federal Reserve Banks, copies of which had been distributed

to the members of the Board prior to this meeting:

At its meeting with the Board on September 18, 1956,
the Federal Advisory Council inquired whether it would be
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desirable for each Federal Reserve Bank at the time the
regular member of the Council is selected to set up an
arrangement so that an alternate can attend the meeting
of the Council whenever the regular member is unable to
be present. The Council felt that it would be helpful
if it could hear from each district at every meeting.

The Board is sympathetic to the suggestion that
each Federal Reserve District be represented at each
meeting of the Federal Advisory Council, and it believes
that the joint meetings of the Board and the Council
would be more effective if this were the case. The limi-
tations on service of an alternate would be the same as
indicated in the Board's letter of September 13, 19491
S-1122, F.R.L.S. 42521 and the alternate would attend
meetings only when the member was unable to do so. The
person who attended as an alternate would not be a legally
constituted member of the Council and would not have power
to vote on any recommendations or other matters coming
before the Council for consideration. He would, however,
be entitled to reimbursement for expenses for attending a
meeting, and the Board would have no objection to payment
to such person by the Reserve Bank of a fee within what-
ever limit is permitted for an Advisory Council member.

While the foregoing indicates the Board's present
views, it would appreciate receiving the comments of the
Reserve Banks on the proposal. It may be desirable to
discuss this topic at the forthcoming meeting of the Con-
ference of Chairmen to be held on December 5 and 6 in
order that any questions as to the suggestion of the Fed-
eral Advisory Council may be clarified.

The letter was approved unani-
mously, with the understanding that

copy would be sent to the President

of each Federal Reserve Bank.

Chairman Martin stated that, if agreeable to the members of the

Board, Mr. Howard C. Sheperd, Chairman of the Board of The First National

City Bank of New York, would meet with the Board at 10:00 a.m. on October

101 1956, to discuss a revised proposal for the disposition of shares of
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County Trust Trust Company, White Plains, New York, held by International Bank-

ing Corporation, an Edge corporation owned by the national bank. This

Amatter was previously discussed with Mr. Sheperd at a meeting of the

Board on May 25, 1956, and had been the subject of subsequent corres-

pondence.

It was agreed that the Board
would meet with Mr. Sheperd on the
date indicated.

With reference to the current proceeding against The Continental

Bank and Trust Company of Salt Lake City, Utah, under section 9 of the

Federal Reserve Act, Mr. Vest stated that yesterday afternoon the office

of Mr. Powell, Special Counsel for the Board, advised that a proceeding

had been instituted in the Federal District Court in Salt Lake City,

apparently against Mr. Emery J. Woodall, Hearing Examiner, and that a

temporary restraining order was issued against Mr. Woodall's conducting

the hearing which was scheduled to begin today. The matter was set down

for argument next Tuesday but it was understood that Mr. Powell was going

to try to have the date of argument advanced. Mr. Vest said that, as

reported, the basis of the restraining order was that to hold the hearing

and bring out matters of information detrimental to the bank would do ir-

retrievable damage. He presumed Mr. Powell would point out that the

hearing would have been private except for the demand of Respondent. If

it now developed that Respondent wanted to have the hearing private, he

presumed Mr. Powell might say that he would be disposed to recommend to

the Board that any such request be granted.
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The meeting then adjourned.

Secretary's Note: Pursuant to recom-
mendations contained in memoranda from
appropriate individuPls concerned, Gov-
ernor Shepardson today approved on be-
half of the Board the following matters
relating to the Board's staff:

Salary increases, effective October 7, 1956 

Name and title
Basic annual salary 

Division From To

Office of the Secretary

Jeanne Krieger Semia, General Assistant 6,115 6, 250

Administrative Services

James R. Carnahan, Guard 2,960
Philip D. Faber, Supply Clerk 3,47o
Bruce L. Rabbitt, Painter 3,915

Bank Operations

Doris V. Bubb, Statistical Clerk 3,840
John C. Franzoni, Technical Assistant 7,680
Edna K. Noyes, Statistical Clerk 3,500

Examinations

Doris S. Shanks, Secretary 3,670

Research and Statistics

Katherine G. Black, Clerk

Office of the Controller 

Sampson H. Bass, Chief, Fiscal Section
Wayne A. Pollard, Assistant Chief,

FiscIll Section

Personnel Administration

Ruth A. Westergren, Supervisor,
Personnel Records Unit

31045
3,555
4,025

3,925
8,000
3,585

4,080

3,925

9,205 9,420

8,000 8,215

5,335 5,605
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Salary increases, effective October 7, 1956 (continued)

Basic annual salary
Name and title Division From To

International Finance 

Yves Maroni, Economist
Anna I. Sansalone, Clerk
Thomas E. Summers, Economist

Advance of sick leave

0,215
3,045
6,390

3,175
6,605

W. D. Smith, Supervisory Review Examiner, Division of Examinations.
Advance of 57 days, 3-1/2 hours sick leave and waiver of reimbursement for
this advanced sick leave pursuant to Section 10.5 of the Board's Leave
Regulations.

Acceptance of resignations 

Office of the Secretary

Hannah W. Nielsen, Records Clerk, effective October 12, 1956.

Division of Bank Operations 

Grace E. Warren, Clerk-Stenographer, effective October 7, 1956.

Division of Research and Statistics 

Faye C. First, Clerk-Stenographer, effective September 28, 1956.
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