
Minutes for  September II, 1957

To: Members of the Board

From: Office of the Secretary

Attached is a copy of the minutes of the

Board of Governors of the Federal Reserve System on
the above date.

It is not proposed to include a statement

with respect to any of the entries in this set of

minutes in the record of policy actions required to
be maintained pursuant to section 10 of the Federal

Reserve Act.

Should you have any question with regard
to the minutes, it will be appreciated if you will
advise the Secretary's Office. Otherwise, if you

were present at the meeting, please initial in col-
umn A below to indicate that you approve the minutes.
If you were not present, please initial in column B
below to indicate that you have seen the minutes.

Chm. Martin

Gov. Szymczak

Gov. Vardaman

Gov. Mills

Gov. Robertson

Gov. Balderston

Gov. Shepardson

A

I\

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



2439

Minutes of actions taken by the Board of Governors of the

Federal Reserve System on Wednesday, September 4, 1957. The Board

met in the Board Room at 10:00 a.m.

PRESENT: Mr. Balderston, Vice Chairman
Mr. Szymczak
Mr. Vardaman
Mr. Robertson

Mr. Sherman, Assistant Secretary
Mr. Kenyon, Assistant Secretary
Mr. Thomas, Economic Adviser to the Board
Mr. Young, Director, Division of Research

and Statistics
Mr. Hackley, General Counsel
Mr. Masters, Director, Division of

Examinations
Mr. Cherry, Legislative Counsel

Mr. Molony, Special Assistant to the Board

Mr. Horbett, Associate Director, Division of

Bank Operations
Mr. Shay, Assistant General Counsel
Mr. Goodman, Assistant Director, Division of

Examinations

Inquiries from Congressman Patman (Items 1, 2, and 3). There

had been distributed to the members of the Board drafts of letters to

Congressman Patman (1) furnishing information on penalties for deficien-

cies
 in reserves of member banks, as requested in his letter of August

4' 1957, (2) transmitting certain documents on audit and examination

1)1'°8rallls, standards, procedures, and reports, as requested in his letter

c)r August 27, 1957, and (3) transmitting reports of Arthur Andersen &

Co* covering the review and appraisal of certain examinations of

Pedel'al Reserve Banks, as requested in his letter of August 30, 1957.

The proposed replies were discussed and each was approved in

the form submitted. Copies of the approved replies are attached to

these 
minutes as Items 1, 2, and 3. 
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With respect to the material to be transmitted in response

to Mr. Patmants letter of August 27, Governor Robertson pointed out

that there was no document in existence which would meet precisely

Mr* Patmants request for a statement of the standards and procedures

used in the examination of State member banks. In reply to a question

bY Mr. Cherry as to whether the staff of the House Banking and Currency

e°mmittee should be informed, Governor Robertson suggested that this

Imuld not seem to be necessary, since questions presumably would be

raised with the Board if the material transmitted was not considered

adequate.

There was also some discussion regarding the procedure which

Should be followed in transmitting the information and documents

l'equeated in the recent series of letters from Mr. Patman and reference

1/4/11 made to the understanding reached at the meeting of available

members of the Board on August 27, 1957, which was to the effect that

any documents such as reports of examination and audit should be sent

t° the House Banking and Currency Committee but that miscellaneous

mation requested by Mr. Patman should be sent direct to him, with

4 letter of advice to the Chairman of the Banking and Currency Committee.

It l'as agreed that it would be appropriate to continue to follow a

Procedu_ e
r of this kind.

Messrs. Cherry and Horbett then withdrew from the meeting.

Request for comment on proposed State legislation (Item No. 4).

Iltirsuarit to the understanding at yesterdayts meeting of the Board, there
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had. been distributed prior to this meeting a revised draft of letter

to the Bureau of the Budget commenting on a legislative suggestion

Proposed for consideration by State legislatures which would require

designation of the simple interest rate equivalent to the interest

rate provided for in loan agreements or the finance charge provided for

in agreements for the sale of goods on credit. The revised draft would

State that the Board was in accord with the objectives of this proposal

blit hoped that the language of any such legislation would be carefully

drafted in order to avoid the possibility of abuse of the statute by

b
orrowers and purchasers of goods on credit.

In response to a question, Mr. Hackley pointed out that for a

nnraber of years it had been the practice of the Council of State

G°1rernments to ask for suggestions and comments by appropriate Federal

agencies on legislation which might be submitted for consideration by

State legislatures. The task of coordinating the views of the Federal

agencies was at one time performed by the Department of Justice but

rtl°1"e recently had been assigned to the Bureau of the Budget. Therefore,

the request for the Board's comments in this instance was in accord

*with a
Procedure established over a period of years.

the

eetion was a last-minute suggestion, that the Council of State

G"ernments was meeting tomorrow and Friday to consider this and other

Mr. Hackley also said that in talking to a representative of

ll'udget Bureau yesterday, he learned that the legislative proposal

ta
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8uggestions, and that the Budget Bureau would like to have 100 copies

Of the Board's reply for distribution to the members of the Council.

In these circumstances, he suggested that the Board might wish to

refrain from making any statement which could be taken to mean that

the Board had alternative language to suggest which it considered pref-

erable.

Go rnor Robertson agreed and, after commenting on the long-

standing Practice for clearing the various proposals suggested for

c°nsideration by the State legislatures, said he did not think that a

siMPle statement to the effect that the Board saw no objection to the

anbmission of the proposal to State legislatures for their consideration

14 accordance with the usual procedure would be understood to mean

axlYthing more than an absence of objection to proceeding in the customary

14anner.

On the basis of Governor Robertson's statement, unanimous

'112.12S"al was given to a letter to the Bureau of the Budget in the form

attached hereto as Item No. 4. In this connection, it was noted that

the ,
minutes of yesterday's meeting of the Board reflected reasons why

Gcll'ernor Vardaman envisaged practical difficulties arising out of the

assage of any legislation of this kind and therefore would not favor

etdorsement of such legislation.

Messrs. Thomas and Young then withdrew from the meeting.

Operations of Bank of America (Item  No. 5). Pursuant to the

1411derstanding at the meeting of the Board yesterday, there were
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distributed at this meeting copies of a revised draft of letter to

the Chairman of the Board of Bank of America, New York, New York, with

respect to problems disclosed by the examination of the bank which

'was made as of December 11, 1956. There were also distributed copies

Of letters to the Chairman of the Board and the President of Bank of

America National Trust and Savings Association, San Francisco, California,

and to the Executive Vice President of Bank of America which would

transmit
Copies of the aforementioned letter.

The revised draft of letter was reviewed and changes in the

rthal paragraph were suggested and agreed upon. At the conclusion of

the discussion, unanimous approval was given to a letter in the form

attached as Item No. 5, and also to the transmittal letters mentioned

above- It was understood that copies of the principal letter would

be sent to the Federal Reserve Banks of New York and San Francisco for

their information.

Study of small business financing. Governor Balderston noted

l'aceiPt of a letter from Senator Clark of Pennsylvania and a copy of

4 
letter written to Senator Clark by Senator Robertson of Virginia

c°11cerning the contemplated study of small business financing. Senator

Clart expressed doubt as to the value of the study if the comprehensive

sillIreY of the recent borrowing experiences of small business concerns

and their financing practices could not be made available earlier than

14dicated in the Board's letter to Senator Fulbright dated August 22,
1957

) while Senator Robertson questioned the need for a study at this time.
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Copies of the two incoming letters had been distributed to the members

°f the Board and Governor Balderston suggested that thought be given

to what kind of reply would be appropriate.

Governor Vardaman reviewed his original objections to the

undertaking of a study of small business financing by the Board and

repeated that he thought any such study would be regarded in the

Congress as a "banker's report". However, he said, when the other

members of the Board decided that such a study should be made, he vent

41(Ing with that decision on the basis that it should be an all-out

affair".

The meeting then adjourned.

istan Seyetary
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BOARD OF GOVERNORS
OF THC

FEDERAL RESERVE SYSTEM
WASHINGTON

The Honorable ,,Tright Patman,
House of Representatives,
Washington 25, D. C.

Dear Nr, Patman:

Item No. 1

9/4/57

OFFICE OF THE VICE CHAIRMAN

S3ptember 4, 1957

In the Board's letter of August 28, which was in
reply to your letter of August 21 and earlier letters, it was
stated that it was hoped that the information requested in
paragraph 3 of your longer letter of August 14 could be
forwarded within the next week. The requested information
is contained in the attached memorandum on penalties for
deficiencies in reserves of member banks.

The names of member banks contained in the memoran-
dum are being sent with the understanding that they may be
made available in confidence to you and your staff as well
as to other members of the Congress and the staff of the
House Banking and Currency Committee. Vhile it is generally
known in the banking fraternity that banks on occasion do
incur penalties for deficiencies in reserves, the Board of
Governors does not believe any useful purpose would be
served by publicizing the names of the banks involved.

Sincerely yours,

(Signed) C. C. Balderston

C. Canby Balderston,
Vice Chairman.

Enclosure
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PENALTIES FOR DEFICIENCIES IN RESERVES
OF MEMBER BANKS

a. A statement giving the gist of the
Board's regulation or policy as to
the general rule for penalty assess-

......••••••••••••••••

Assessments of penalties for deficiencies in reserves

of member banks are made under the provisions of the ninth

Paragraph of Section 19 of the Federal Reserve Act, which reads

as follows:

The required balance carried by a member bank

With a Federal reserve bank may, under the regula-

tions and subject to such penalties as may be pre-

scribed by the Board of Governors of the Federal Re-

serve System, be checked against and withdrawn by
such member bank for the purpose of meeting exist-
ing liabilities.

The determination whether or not a member bank has a

deficiency in reserves and the assessment of penalties for defi-

ciencies is governed by the following provisions of Section 3

of Regulation D of the Board of Governors

System:

(a) Computation of deficiencies.

of the Federal Reserve

(1) Deficiencies in reserve balances of member

banks in central reserve cities and in reserve cities

shall be computed on the basis of average daily net

deposit balances covering weekly periods. Deficiencies

in reserve balances of other member banks shall be com-

puted on the basis of average daily net deposit balances
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covering semimonthly periods.-
8/

(2) In computing such deficiencies the re-
quired reserve balance of each member bank at the
Close of business each day shall be based upon its
net deposit balances at the opening of business on
the same day; and the weekly and semimonthly periods

referred to in paragraph (1) hereof shall end at the
Close of business on days to be fixed by the Federal
Reserve banks with the approval of the Board of Gov-
ernors of the Federal Reserve System.

(b) Penalties.

(1) Penalties for such deficiencies will be
assessed monthly on the basis of average daily defi-
ciencies during each of the reserve computation
periods ending in the preceding calendar month.

(2) Such penalties will be assessed at a rate
of two per cent per annum above the Federal Reserve
bank rate applicable to discounts of ninety day com-
mercial paper for member banks, in effect on the first
day of the calendar month in which the deficiencies

occurred.

V Deficiencies in reserve balances of member banks
in outlying sections of central reserve and reserve
cities which have been authorized by the Board of
Governors of the Federal Reserve System, under the

provisions of subsection (a) of section 2 of this
regulation, to maintain seven per cent reserves
against demand deposits, will also be computed on the
basis of average daily net derosit balances covering

semimonthly periods.

A st atement as to the procedures and

landards whereby "special authority"

" beengranted to waive yenalties.

Board action is based on a letter from the Federal

Reserve Bank which, in addition to the Federal Reserve Bank's
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recommendation, describes the situation and circumstances that

gave rise to the deficiency in reserves, gives the amounts of

deficiency and penalty, and reviews the member bank's general

Performance in recent years in the maintenance of reserves.

The Federal Reserve Bank's letter is presented to the Board

for consideration, accompanied by a draft of a letter to the

Federal Reserve Bank, prepared by the staff member conversant

With the subject matter, setting forth briefly how the defici-

ency came about and the basis for the action proposed in the

Board's letter.

No specific standards have been prescribed for the

Board's authorization of the waiver of penalties for specific

deficiencies in member bank reserves. Action in these cases

is based on the general principle stated in the Board's letter

Of October 10, 1949 (a copy of which has been furnished the

C°mmittee), that "the law contemplates that member banks should

'flake reasonable efforts to hold and maintain the prescribed

reserve balances from day to day, making allowance for unfore-

seen fluctuations in deposits and reserves." In general, banks

make conscientious efforts to maintain the required reserves and

to avoid deficiencies. Accordingly, the Board has felt justified

in waiving penalties when (1) the member bank has made reasonable

efforts to maintain the prescribed reserve balances, and (2)

When the deficiency in reserves resulted from an abnormal or
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unusual situation or from circumstances that could not reason-

ably be foreseen.

List of all grants of "special authority"
made since October 10, 1949, giving the
name of the bank, the amount of the
Penalty which would have been assessed
under the prevailing rule, and the reason
119zwaiving the penalty  

Since October 10, 1949 the Board has made 76 special

authorizations, distributed as follows:

1949 (From October 10) 2
1950 8
1951 9
1952 16
1953 15
1954 6
1955 8
1956 7
1957 (To August 15) 5

76

The desired list is attached hereto. The circumstances that

gave rise to the reserve deficiency or the waiver of the

Penalty are shown on the attached list; these circumstances,

apart from the member ban's reserve record, constitute the

reasons underlying the waiver of the penalty.
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BOARD OF GOVERNORS
OF T1-4E

FEDERAL RESERVE SYSTEM
VVASHIN OTON

Item No. 2

9/4/57

OFFICE OF THE VICE CHAIRMAN

September 4, 1957.

The Honorable Wight Patman,
House of Representatives,
Washingt on, D. C.

Dear Mr. Patman:

Pursuant to the request contained in your letter of August 27,1957 
regarding audit and examination programs, standards, procedures,

0,d reports, we are sending today under separate cover to the offices

(
l,
 
the Committee on Banking and Currency the documents described below

nuMbers relate to those shown in your letter):

1.

2.

3.

Copy of the Audit Frequency Schedule - Federal Reserve
Banks and Branches (1956 Revision) adopted by the Con-
ference of General Auditors of the Federal Reserve Banks
effective January 1, 1956, as amended in March 1957.

Copies of reports of audit made by the Auditing Depart-
ments of the Federal Reserve Bank of New York and the
Federal Reserve Bank of Dallas for the year 1956.

Copies of documents relating to the Board's directive
to its Division of Examinations and the minimum scope
and content of reports of examinations of Federal Re-
serve Banks by the Board's examiners; also, copies of
the questionnaires used by the Board's field staff of
examiners in conducting the examinations of the Federal
Reserve Banks and branches.

Copy of the form of report of examination used by the
examiners for the Federal Reser7e Banks in their exam-
inations of State member banks.

These documents are being sent to the Committee on Banking andCurr-
tirle'neY with the understanding that they may be made available in con-

4?,cse to you and your staff, as well as to other members of Congress
tial'ine staff of such Committee. Since the documents contain confiden-

4- information, including information as to the procedures followed
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The Honorable It:fright Patman -2- SepteMber 4, 1957.

by the
in auditors and examiners, and the audit reports are the only copies
,-- °lir files, it will be appreciated if all of the material described
'°ve is returned to the Board as soon as it has served your purpose.

Sincerely yours,

C. Canby Balderston,
Vice Chairman.
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BOARD OF GOVERNORS
orlHE

FEDERAL RESERVE SYSTEM
WASHING TON

The Honorable Wright Patman,
House of Representatives,
Nashington, D. C.

Dear Mr, Patman:

Item No. 3
9/4/57

OFFICE OF THE VICE CHAIRMAN

September 4, 1957*

In compliance with the request contained in your
letter of August 30, 1957, MB are sending today under sepa-
!ate cover to the offices of the Committee on Banking and

rrrency, copies of the reports rendered by Arthur Andersen
„ C(4, Public accountants engaged by the Board to review and
:PPraise procedures followed by the Board's examiners in the
"amination of one Federal Reserve Bank during each of the
tears 1953 - 1957, inclusive. For your information, the Board

rs retained Price Waterhouse & Co. to make such a review and
,PPraisal of the examination of one of the Federal Reserve
'34111ks by the Board's field staff of examiners during the year
1958.

As requested in your letter, copies of the five
ePorts are being sent to the Committee on Banking and Currency
accordance with the usual procedure and with the same under-

, anding that has been worked out for other information which
have requested. It will be appreciated if the reports arere 
have

to the Board when they have served your purpose.

Sincerely yours,

7/3
. Canby Balderston,

Vice Chairman*
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BOARD OF GOVERNORS
OF THE

FEDERAL RESERVE SYSTEM

WASHINGTON

Mr. Robert E. Merriam,
Assistant Director,
Bureau of the Budget,
Washington 25/ D. C.

Dear Mr. Merriam:

Item No. 4
9/4/57

OFFICE OF THE VICE CHAIRMAN

September 4, 19.57

This is in response to your letter of August 271

1957, submitting for comment a legislative proposal for con-

sideration by State legislatures, referred to your office by
the Council of State Governments, which would require
desi gnation of the simple interest rate equivalent to the

interest rate provided for in loan agreements or the finance
Charge provided for in agreements for the sale of goods on

credit.

The Board sees no objection to the submission of
the proposal to State legislatures for their consideration
in accordance with the established procedure.

Sincerely yours,

(Signed) C. C. Balderston

C. Canby Balderston,
Vice Chairman.
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BOARD OF GOVERNORS

OF THE

FEDERAL RESERVE SYSTEM
WASHINGTON 25, D. C.

Item No. 5
9/4/57

AOORESS OFF-ICIAL CONRESPONUENCE

TO THE BOARD

September 4, 1957

Mr. Jesse W. Tapp,Chairman of the Board of Directors,
Bank of America,
40 Wall Street,
New York 15, New York.

Dear mr. Tapp:

This refers to Executive Vice President Russell G. Smith's
letter of July 19, 1957, regarding the report of examination of Bank
2;i. America, New York, made as of December 11, 1956, by examiners for
he Board of Governors.

It has been noted that the report was presented to the

Board of Directors at a meeting on June 17, 1957, that it has been

!arefullY reviewed by your Auditing and Examining Committee and by

.7_xe?utive offiers, and that consideration was given especially to the
::4_.'rlous comments, recommendations, and suggestions of the examiner,
3 enumerated on pages 1-3; Examiner's Comments, pages 13-14; SummaryOf

Controls 
Classifications, page 15; and Records, Systems, and

, page 131. The Board has noted the various actions taken or

ec)ntemplated with respect to the comments, recommendations, and sug-
gestions of the examiner.

Pol iel• 
The comments regarding the examiner's remarks that the credit

es of the bank in general are very liberal have been noted. With

LTect to the large concentrations of credit to clients in Germany,

Venezuela, and Israel, it is assumed that these large lines

continue to have the careiul attention of management.

debt b With respect to the 60-40 plan of liquidation of Colombia's

acklog, it is noted that you received $5,265,842.27 in cash and
notes of the "Government of Colombia/Banco de la Republica" in the

ajtIc'unt
as 

°‘of 93 510 562 172 payable in thirty monthly 
installments, which

P  •
4' July 5, 1957, had been reduced to $3,311,743.
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Mr, Jesse W. Tapp - 2 -

With regard to the Israeli concentration, you state that
?ual obligations have the constant attention of management, and it
ls assumed you will give especially close consideration to the
granting of additional credits in this area.

Your letter reported developments since the examination
regarding Past Due Loans and Loans Subject to Classification and com-
mented on Other Loans Specially Mentioned.

Nonconforming Loans.- With reference to Nonconforming Loans
listed by the examiner, you reported that certain loans had been paid
and that you are undertaking or will undertake to obtain appropriate
doc

umentation concerning other loan accounts as suggested in the third
Paragraph of the Board's letter of June 7. However, the information
1_1,1rnished concerning the following loans would not warrant the con-
elusion that such loans conform to the requirements of Regulation K:

A. J. Armstrong Co., Inc.
J. Ballay & Co., Inc.
Continental Grain Co.
Daiichi Bussan Kaisha Ltd.
E. F. Drew & Co., Inc.
East Asiatic Co., Inc.
Gosho (Josho) Trading Co., Inc.
C. Itoh & Co. (America) Inc.
Jaguar Cars North American Corporation
Jethmal & Sons Ltd.
Overseas Discount Corporation

M°d 
As outlined by your letter, it is doubtful that loan accom-

ationJ. 3 may properly be granted to A. J. Armstrong Co., Inc. and

Co., Inc., both factors and financing companies, eventhou 
the proceeds, in turn, would be used to finance export and im-

tr7t transactions of their clients. In fact, loans and advances in
(4und dollar amounts to domestic borrowers would raise a presumption

doubt as to conformity with the regulation unless each individual
loan and advance transaction is accompanied by detailed documentation

slIggested in the third paragraph of the Board's letter of June 7.

visir„ In discussing various advances you have referred to the pro-

"got 
-4sof Section 6(c)(2) of Regulation K. However, the terms "accept,
'wer late, present, discount, purchase, or pay 'qualifying drafts'"

tha! not intended to include the granting of advances. It is assumed

anY authority to make such advances more appropriately should be

1/1,.'"-ed from Section 6(c)(6) which relates to specific goods regardingWhich 
detailed documentation is required.
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Mr. Jesse W. Tapp - 3 -

With respect to the unsecured advances to Overseas Discount
Corporation, a Panamanian corporation, you suggest that these advances
fall within Section 6(c)(l)(v) of Regulation K. This subsection of the
regulation relates to letter of credit financing and contemplates the
drawing of "qualifying drafts". Accordingly, if this corporation could

as one whose transactions are permitted, refinancing of such
T/1.:1412rmight conform to subsection (c)(5) of Section 6. However, there
is nothing to indicate that the principal office of the corporation is
not in New York. If the principal office is in New York, it should be
treated as a domestic concern and any advances would have to conform to
Section 6(c)(6) and be related to specific goods.

It would appear that some of these loans can be brought into
confo
Ments,

rmity with the Regulation through careful adherence to its require-
while others are of such nature that they cannot be made by a

nking Corporation operating under the provisions of Section 25(a).
Accordingly, please advise with respect to each loan above as to the
.LtelDs you are taking to bring into conformity with the Regulation or
-t.0 el iminate from your portfolio.

Willys Overland Export Corporation Financing Arrangements.-
The Board appreciates the information furnished in response to the re-
quest for your views as to why pre-export financing under letters of
credit issued or confirmed by other banks for Willys Overland Export
Corporation should be regarded as conforming to the provisions of
6ecti0n 6(c)(6)(1) of Regulation K. It is noted from your letter that

rur customer has sent to its distributors a letter suggesting that
letters of credit be opened through your bank. Where such transactions
are handled under letters of credit issued by your bank covering the
nport of commodities, no question is raised. However, it is the view
Of the Board that the provisions of Section 6(c)(6)(i) of Regulation K
would not permit you to handle the domestic phase of transactions being
exported under letters of credit opened by other banks.

n Nonconforming Deposit Accounts.- With reference to the noncon-fo
ri, lng deposit accounts listed on pages 103-108 of the report of exam-

4-nation, it is noted that a number of the accounts have been closed,
certain other depositors have been requested to close their accounts,
and that you are undertaking or will undertake to require certain other
rpositors to conduct their deposit operations so as to conform to
Regulation K. However, the information furnished by you concerning the

011°wing deposit accounts classified as nonconforming is not of such
nature as to warrant the conclusion that such deposit accounts conform
Lo the requirements of Regulation K:

American International Underwriters Corp.

American Israeli Shipping Co., Inc.
Arrow Navigation Corp.
Arrow Steamship Co., Inc.
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Bel Paese Sales Co., Inc.
Duff & Co., Inc.
Equipment & Supply Corp., S. A.
General Conference of Seventh-Day Adventists

George J. Meyer Manufacturing Co.
Norton Lilly & Co.
Republic Commercial Corp.
Servofide,Inc. (Fiat Motor Co., Inc.)
Unital Steamship Corp.
Walston & Company, Inc.
Banco Central de Venezuela, S. A. (Time)

Danmarks National Bank (Time)
Banco Nacional de Panama (Time)
Flota Mercante Grand Colombiana (Time)

Your letter comments on the procedure followed concerning

trit accounts from United States clients. However, it would appear

your bank has not been restricting the activities of your de-

Pcsitors in conformity with the regulation. As you know, Edge Banks
MaY not conduct a general deposit business in the United States and,
:xcept for such deposits as are incidental to the conduct of its loan
nd discount, foreign collection, foreign exchange, and remittance

?perations, an Edge Bank should refrain from deposit activities. Upon

re conclusion of Joan and discount, collection, exchange, and remit-

nee operations for a client, any deposit balance remaining should be

:Ahdrawn or transferred to other institutions within a reasonable

1_441e. With this thought in mind, it would seem difficult to justify

maintenance of a deposit account for a client for whom lines of
edit have established if, in fact, no loan accommodations are0 

abo 
Advice is requested, with regard to each deposit account

ve named as to the steps you are taking to bring the accounts into
co
nformity With the regulation or to terminate the deposit relationship.

mm 
Aggregate Liabilities.- With reference to the examiner's

Co ent that the aggregate liauilities of the bank were in excess of the
imitation imposed by Section 10 of Regulation K, and had been for several

°flthel you stated that it had been recognized for some time that the ag
-

P:egate liabilities had at times been in excess of ten times the amount
°r the corporation' s capital and surplus and that your directors had

IT-Ithorized the increase of capital by $10,000,000. Executive Vice

_resident Smith advised in a letter dated August 20, 1957, that your
r.Pital stock had been increased from 4,13,000,0W to $23,000,000, pursuant

!° Permission granted by the Board of Governors. This, together with your

ituPlus account as of June 30, would give you total capital and surplu
s of

9,000,000. It is requested that your bank initiate procedures which 
will

Z°id letting aggregate liabilities on a global basis exceed permitted

°unts in the future. Your assurance in this regard will be appreciated.
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The Board has noted your reply and recognizes that,
from the standpoint of the over-all operations of the parent
institution, the arrangement under which you have been oper-
ating may be more satisfactory to your parent bank. However,
the Board feels strongly that Bank of America, New York, should
be operated at al1 times as an independent institution, separate
and apart from the parent bank. Your parent institution, to
the greatest practicable extent, should avoid creating any
Impression in the minds of the public that Bank of America,
New York, is a branch operation of Bank of America NT&SA. By
the same token, it is felt that your interrelations should be
SO conducted both at the Home Office and in relation to the
branches of Bank of America, New York, as to preserve the
separateness or the parent and the subsidiary institutions.

The Board recognizes that your parent would desire to
det ermine important policy directives, but so far as the actual
Operation or Bank of America, New York, is concerned, it is
desirable that administrative and operating instructions to
branches and communications to customers emanate from New York.
One difficulty encountered by the Boardts examiners in examining
Bank or America, New York, is that the important policy decisions
are not made by the officers in New York but rather by persons

San Francisco; and, in order to have conferences and discus-
sions with the senior executives, it would be necessary for the
examiner to visit San Francisco. This obviously would be an
undesirable arrangement. It is believed essential that steps
be taken to afford maximum autonomy to the Home Office in
New York. The Board recognizes that increased responsibility
-las been accorded to the senior management residing in New York
but feels that there is much yet to be done in this respect.

With reference to branch operations, it is incumbent
upon your institution to maintain appropriate information in
New York concerning the activities at branches, and it is felt
that instructions regarding credits, as well as other operations,at branches should be dispatched from New York and corporate
lations maintained with the foreign branches by the Home Office

tx? New York, even if this necessitates duplication of informa-
'dlon available at New York and San Francisco.

The Board appreciates that the recent promulgation of
the 

The
Regulation K will necessitate considerable mutual

.0operation in order to achieve conformity with its provisions.
(if course, the Board must insist on compliance with the provisions
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SOAR() OF GOVERNORS OF THE FEDERAL RESERVE SYSTEM

Hr. Jesse W. Tapp 7 -

OX the regulation and, since there are apparently some basic
differences in your understanding of Regulation K and the Board's
Interpretation of it, it might be helpful for your Directors
to discuss these differences with the Board. A conference will
be arranged if you deem it appropriate.

Very truly yours,

(Signed) Merritt Sherman

Merritt Sherman
Assistant Secretary.
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