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Minutes of the Board of Governors of the Federal Reserve System

on Friday, September 19, 1958. The Board met in the Special Library at

10:00 a.m.

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

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

Mr. Kenyon, Assistant Secretary

Mt. Fauver, Assistant Secretary

Mt. Riefler, Assistant to the Chairman

Mr. Hackley, General Counsel

Mt. Solomon, Assistant General Counsel

Mr. Hostrup, Assistant Director, Division of

Examinations
Mr. Poundstone, Federal Reserve Examiner, Division

of Examinations

Items circulated to the Board. The following items, which had

been circulated to the members of the Board and copies of which are

4ttached to these minutes under the respective item numbers indicated,

ere ap roved unanimously:

Letter to Bank of America, New York, New York,
,PProving the establishment of a branch in
'Iona Kong. (For transmittal through the Federal
Reserve Bank of New York)

Letter to the Federal Reserve Bank of Dallas!x
pressing the view that the Bank need not pursue

;',Irther the matter of the failure of River OaksSt ate 
Bank, Houston, Texas, to publish a statement

'r American Health Studios, Inc.

Itttter to the Secretary of the Retirement System of
the Federal Reserve Banks interposing no objection to

p,e incorporation of two minor changes into the Board
4-an of the Retirement System.

Item No.

1

2

3
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At this point Messrs. Thomas, Economic Adviser to the Board,

and Sprecher, Assistant Director, Division of Personnel Administration,

joined the meeting and Mr. Poundstone withdrew.

Letter to Department of justice involving the Trust Company of

Georgia (Item No. 4). On June 25, 1958, the Department of justice

requested the Board to furnish "any additional pertinent fac
ts or

circumstances" relating to a possible violation of 
the Bank Holding

Comparw Act involving the Trust Company of Georgia and Tru
st Company of

Georgia Associates about which the Board hnd addressed 
a letter to the

Department of Justice on June 3, 1958. The letter from the Department

Of Justice also asked for comments on legal points 
raised by a letter

dated June 12 which the Department of Justice had 
received from Mr.

'Nan A. Sibley, Chairman of the Board, Trust Company of 
Georgia. While

the Department of justice quoted from Mr. Sibley's 
letter, it did not

enclose the text of that letter.

A proposed reply had been circulated to the 
members of the Board

Prior to the meeting and at Governor Balderston's sug
gestion an alternative

areft was distributed for the Board's consideration. 
Governor Balderston

said he had the feeling that the initial draft int
roduced a number of

inconsequential points, that the Board's reply 
should avoid any semblance

Of "buck passing", and that the letter should point u
p more clearly the

Board's responsibility in this matter. Therefore, he had asked Mr.

Rsekley to prepare the alternative draft which had b
een distributed.
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At Governor Balderston's request, Mr. Hackley then explained

the principal distinctions between the original proposed reply and the

alternative draft. He said the revised version was intended to set

forth the legal issues more directly and to make more definite the

comments on the legal questions raised in Mr. Sibley's letter to the

Department of Justice. Also, in the final paragraph, it made clear that

although, as the agency charged by Congress with administration of the

Bank Holding Company Act the Board is called upon to interpret the

language of the Act, its interpretations are not final. The letter

also noted that the statute provides criminal penalties for violations;

end. if the transaction in question violated the Act, the matter was

'Within the jurisdiction of the Department of Justice. Thus, the Board

recognized that final determination of any question of interpretation

like the one here involved rested with the Department 9.ne the courts,

and the Board therefore h0 considered it desirable to refer the matter

fOZ such action as the Department might deem appropriate.

Governor Vardaman suggested a clear reference to the fact that

the Board had not had an opportunity to see the text of Nt. Sibley's

letter. He also inquired about what follow-up there would be in regard

tO this matter. While he did not feel the Board should engage in a
tie
rUsade for prosecution", the examiners would in due course be returning

to 
this institution and might find the situation unchanged. He expressed

the view that at least until some word bad been received from the Department
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of Justice as to its disposition of the matter, the Board might be under

alization to continue reporting the possible violation of law to the

Department of justice.

Thereupon it was unanimously agreed to send the reply to the

DePartment of justice in the form attached to these minutes as Item No. 4,

with the understanding that the question raised by Governor Vardaman

'ould be borne in mind.

At this point Mr. Hostrup withdrew from the meeting.

Proposed date for Open Market Committee meeting. The Chairman

e• ntioned that if the meetings of the Federal Open Market Committee

continued on a three-week schedule, a meeting would fall on Tuesday,

November 11, 1958, which would be a legal holiday. He said the suggestion

had been made that the meeting therefore be held either on Monday or on

Wednesday of that week. Governor Vardaman pointed out that a meeting on

M°144Y would intervene between a week end and the holiday, and that a

e• "1.11/3 either on Wednesday or Thursday of that week therefore might be

114)re convenient to some of those involved. Mr. Riefler pointed out that

• 4uMber of Reserve Banks have meetings of their boards of directors on

M1114144Y, which might present a conflict for that day.

Following the discussion, it was agreed that either Wednesday

(4% ThUrsday, November 12 or 132 would be agreeable to the members of the

1/°ard and Mr. Riefler was asked to determine the preference of the Reserve

13/4111k Presidents as between those two dates.
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Possible revision of the Retirement System of the Federal Reserve 

Governor Mills inquired whether consideration was currently being

given by the staff to a revision of the Retirement System of the Federal

Reserve Banks which would take into account the recent amendments to the

Social Security Act raising the maximum amount on which Social Security

deductions would be made and increasing benefits attainable under the

Social Security program. He was concerned about the effect of integrating

these changes with the Bank Plan of the Retirement System. After recalling

that when a similar integration of benefits was worked out in 1_954, such

changes were made on a basis that contemplated the possibility of further

rev1310n3 in maximum contributions by the Congress, he suggested that the

%vision of Personnel Administration make an exhaustive study of the effects

°f integrating these recent Social Security changes with the Retirement

SYstem, especially from the standpoint of the cost to the Federal Reserve

Ilatiks. As he recalled it, on the previous occasion it had been suggested

that the integration would bring about a reduction in the total expense to

the Reserve Banks but that it was his impression that the actual results

hM been to the contrary.

Mr. Sprecher commented that the Retirement Committee was looking

into this matter at the present time and that a meeting was to be held in

1)a11a8 Within the next two weeks, which he would be attending, to consider

the 
presentation of alternative plans to the Reserve Bank Presidents.

°lice they had acted, he pointed out, the matter would, of course, come

before the Board for conoideration.
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At the conclusion of the discussion, it was mderstood that the

Division of Personnel Administration would undertake a complete study

such as proposed by Governor Mills in order that the Board might be

adequately informed.

Following this discussion all of the staff withdrew except

Messrs. Hackley and Fauver.

Appointment of director at Pittsburgh Branch. The Chairman

illformed the members of the Board that a resignation had been received

fr°111 Mr. Ben Moreell, formerly Chairman of the Board, Jones & Laughi  in

Steel Corporation, as a director of the Pittsburgh Branch of the Federal

Reserve Bank of Cleveland. He noted the information contained in a

Inemcrandum from Mr. Fauver, Assistant Secretary, dated September 17,

1958, copies of which had been sent to the members of the Board, in

'which a suggestion for a replacement for Mr. Moreell had been offered.

Chairman pointed out that Chairman Van Buskirk of the Cleveland Bank

had made preliminary inquiries and determined that Mr. john T. Ryan, Jr.,

Pl'esident of the Mine Safety Appliances Company, Pittsburgh, would be

eligible for pnd would accept, if tendered, appointment WI a director

or the Pittsburgh Branch.

Following discussion, it was voted unanimously to appoint Mr.

114ha as a director of the Pittsburgh Branch for the unexpired portion

or the term ending December 31, 1959, with the understanding that the

Secro.+
--'-arYis Office would be authorized to send the usual appointment

telegram.
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Consideration of designation of Chairman at Federal Reserve 

Bank of Kansas City. Prior to the meeting there had been circulated to

the members of the Board a memorandum dated September 18, 1958, from Ir.

Fauver which raised a question concerning an apparent conflict between

the rotation policy of the Board adopted effective January 1, 1954, and

the provisions of the proposed Financial Institutions Act now pending

before the Congress. The memorandum pointed out that the applicable

Provisions of the two documents were as follows:

the

1. Existing rotation policy:
"Effective with appointments beginning January 1,

1954, the Board of Governors will follow a policy of

rotation under which Class C directors will not be re-

appointed if they have served two full terms of three

years each except that if a director, who has served

more than three years as a Class A, B, or C director,

is then designated by the Board as Chairman and Federal

Reserve Agent, he may serve not to exceed one full three-

year term as Chairman and Federal Reserve Agent for a

total of not to exceed three full terms as a director."

2. Relevant section of proposed Financial Institutions Act:
. . . but no director of a Federal Reserve bank

who has served two full consecutive terms of three years

each shall be eligible to serve again as a director
pursuant to a new election or new appointment until
after an intervening period of not less than three
years, except that a director designated as chairman

of the board of directors of such bank may serve three

full consecutive three-year terms without such an inter-

vening period."

The memorandum pointed out the application of the two plans in

case of Chairman Hall at the Federal Reserve Bank of Kansas City

e°111d be interpreted as having contrary results. Mr. Hal]  's service as
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a director is presently scheduled to expire on December 31, 1958.

Under the existing rotation policy it appeared that Mr. Hall would

aot be eligible for reappointment, having served six years as Chairman

and Federal Reserve Agent. On the other hand, had the Financial

Institutions Act become law, apparently it would have been possible

for Mr. Hall to serve an additional term as Chairman or a total of

nine years in all as a director and as a Chairman.

Chairman Martin said this question had been raised by Chairman

Rail himself when he (Chairman Martin) and Governor Shepardson attended

meeting of the directors of the Kansas City Bank. Mr. Hall, being

familiar with the provisions of the Financial Institutions Act and

assuming that they had the approval of the Board as a matter of policy,

felt that he was eligible for reappointment and was quite concerned

when the Chairman raised the subject of possible successors. The

Chairman said Mr. Hall had been contemplating certain changes in personal

l'esPonsibilities and was anxious to know the Board's position regarding

his eligibility for reappointment.

At the Chairman's request, Mr. Hackley reviewed some of the

legislative history in connection with the Financial Institutions Act

Etr141 read from the recommendations of the Board transmitted to Senator

Rober+
--son on September 28, 1956. Among these recommendations was a

P'r°Posed amendment which would prohibit directors of Federal Reserve

Ilank s from serving more than two consecutive terms of three years each,

ther than the chairman of the board of directors. In explaining this
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Proposed amendment, the Board had stated that "in connection with the

aPpointment of Class C directors of the Federal Reserve Banks, the Board

as R matter of policy does not reappoint any such director who has served

two full terms of three years each, except that the Class C director who

is designated by the Board as chairman and Federal Reserve agent may serve

a total of not to exceed three full terms." The proposed amendment

would limit the terms of service of all directors, Class A and Class B

as well as Class C directors, but would continue to permit an exception

84 to the chairman. Mr. Hackley said that as the matter stood now, it

not a legal question but purely a matter of policy. He thought the

1(14rd might make an exception in the case of Mr. H/111 from the policy as

614°Pted effective January 1, 1954, or it might want to consider a revision

ill that policy. So far as the language of the Financial Institutions Act

14" concerned, he emphasized that much hinged on the interpretation of the

1Ihr4se "may serve". It was his belief that this was a permissive phrase

'alla should not be interpreted as providing automatically three terms for

411 chairmen.

Chairman Martin said he felt that there were many factors to be

e°11sidered in this instance and that all policy questions ought to be

e°48idered in the light of how the decisions might affect the individual

6-46. the Bank concerned. In this instance, he was certain that Mr. Hall 

had v.-"ached his conclusion as to eligibility for reappointment in good

fe'ith and that Mr. Hall was anxious to be of assistance to the System

44(1 to serve it to the best of his ability. He recognized that the
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question of management succession at the Kansas City Bank would be a

crucial one within the next three years and that it might be difficult

to get a successor for Mr. Hall. Therefore, it was his belief that

rigid adherence to the rotation policy in this instance would be un-

desirable. He said he would favor the reappointment of Mr. Fall and

hiS redesignation as Chairman of the Kansas City Bank.

Governor Vardaman felt that the Board's position of promoting

rotation of service among the directors of the Federal Reserve Banks

17" completely justifiable and stated that in his opinion nine years of

service was too long for any man to serve as a director and as chairman

Uader almost any conceivable circumstances.

Governor Robertson said he would like very much to see Mr. Hall

Stay
on as Chairman from a personal point of view, but he questioned

Whether 
that personal preference was as important as the principle of

ro
tation and he was concerned lest deviation from it would create ad-

problems for the Board in consideration of later appointments.

It /148 his view that the policy was explicit and that the legislative

48'6%7 of the Financial Institutions Act was consistent with the policy

°t the Board adopted in 1954. He pointed out that the language of the

15roPosed Financial Institutions Act was purely permissive in that a

chairman of the board of directors "maY'serve three full consecutive

thl'ee-Year terms.

Governor Shepardson's concern centered on the possibility of a

elluine misunderstanding of the Board's rotation policy as it applied
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to chairmen because of the apparent conflict of the language of the

Financial Institutions Act with the existing policy. He felt that,

re gardless of how the Board resolved the problem in Mr. Hall's case)

it was important that there be a supplemental letter to the Reserve

Banks reconciling the language of the Act with the existing policy

to forestall any further misunderstandings.

Governor Mills commented that without question the language

of the proposed Financial Institutions Act had confused the picture.

Fla felt that the provisions of the Act would be a major step forward,

eaPeoial4 as they applied to Class A and B directors, and that the

Board should consider the language of the Act as the basis for a change

14 its policy rather than treating Mr. Hall's case as an exception.

Governor Balderston said his view was somewhat the same as

that of Governor Mills. Rightly or wrongly, be said, the Board had

goae before the Congress with a statement of policy in this regard and

PerhaPa the audience most interested in reading it would have consisted

Of 
the System's own directors. From the laypen's point of view he could

aot agree, be said, with Governor Robertson's interpretation that the

angllage in the proposed Act was consistent with the existing policy.

Therefore, he felt that since the Board was on record publicly in

suPPort of the Financial Institutions Act, it was under obligation to

abide by that language in the case of Mr. Hal 1.
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At this point Governor Robertson said that it seemed clear the

consensus was in favor of continuing Mr. Hall as Chairman and he suggested

that the Board proceed on this basis, with Chairman Martin authorized to

tell Mr. Hall informally that the Board had reached an understanaing that

it would reappoint him as a director and redesignate him as Chairman when

such Year-end appointments were formally considered.

Thereupon it was agreed to follow Governor Robertson's suggestion.

Further consideration of director appointments. Governor

Shepardson mentioned the situation at the Omaha Branch where replacement

Of Mr. Kendrick would be necessary at the end of the year under the

rotation policy. This question related to whether it would be desirable

as a matter of policy to maintain a balance of relationship in the repre-

sentation from both Nebraska and Wyoming on this branch board.

It appeared that the Board favored consideration of all qualified

eandidates for appointment to fill such a vacancy and that the qualifications

I'ather than residence should be the dominating factor in the choice, but

that if two candidates were equally qualified, then consideration should

be given to a balanced geographical representation on the board of

di
rectors.

Tentative date for Chairmen's Conference. At this point the

Chairrnan raised the question of an appropriate and convmient date for

the allnual Chairmen's Conference which had usually been held during the

first week in December. It was pointed out that in conformity with last
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Year's plan the corresponding dates this year would be Thursday and

Friday, December 4 and 5. There was concurrence in the appropriateness

Of these dates and it was understood that the Secretary's Office would

contact Mr. Rall as Chairman of the Executive Committee of the Chairmen's

Conference and ask that he ascertain whether these dates would be

acceptable to the Reserve Bank Chairmen.

Thereupon the meeting adjourned.

Secretary's Notes: Pursuant to recommendations

contained in memoranda fram appropriate indi-

viduals concerned, Governor Shepardson approved

on behalf of the Board on September 18, 1958,
increases in the basic annual salaries of the

following persons on the Board's staff in the

amounts indicated, effective September 21) 1958:

title Division

Research and Statistics 

Basic annual salary
From To

Richard S. Landry, Economist $6,585 $6,735
SYlvia D. Louderback, Clerk-Stenographer 3,850 3,945
Jo A--4.4 L. Murray, Secretary 4,190 4,340

International Finance 

Raert P. Gemmill, Economist 8)570 8,010

Reed J. Irvine, Chief) Far Eastern Section 21 8,570 9,890

Bank Operations 

tea444 C. Shunk, Statistical Clerk 3,495 3,590

Examinations 

Nemm--Luck L. Neitzey, Secretary 4,790 4)940

--------------

'V Change in title from Economist to Chief, Far Eastern Section.
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salary increases effective September 21, 1958 (continued)

./21. 111a_and title
Basic annual salary

DivisionFrom To
0............ _

Personnel Administration

Robert B. Hamilton, Personnel Technician $4,980 ep'5,130

Defense Planning

P
atricia L. Gannon, Secretary 4,490 4,64o

Pursuant to the recommendation contained in a
memorandum dated September 15, 1958, from Mr.
Masters, Director, Division of Examinations,
Governor Shepardson today approved acceptance
of the resignation of H. Lloyd Lufkin, Assistant
Federal Reserve Examiner in that Division, ef-
fective September 14, 1958.

Pursuant to the recommendation contained in a
memorandum from the Division of Personnel
Administration dated September 18, 1958,
Governor Shepardson also approved today on
behalf of the Board the new Printing Grade Pay
Schedule recommended by the Inter-departmental
Lithographic Wage Board, as shown in the attached
Item No. 5, and increases in the amounts indicated
in the annual salary rates of the following persons
in the Division of Administrative Services, effective
September 21, 1958:

Nable .
tle

Th-c7.1-3.4 Taylor, Supervisor
IllaS v. KolIfman

'
anAssistt Supervisor

kfl W. Constable, Photographer (Offset)
J. Ls Moffett, Operator (Offset Press)

s
Jo L'°13ert surguy„ Clerk (Composition)

ePh w. Wright Photographer (Offset)
Nel 

Johnso torOffse(
s, rne n, Operael'b° '  t Press)

Rn1,.._41 S. Dyson, Bindery Worker
Sherrod, Photographer (Offset) 

rard Cross, Operator Offset Press (multilith).vicen 
Barnes, Bindery Helper and Operator (Mimeograph)

Annual salary rate 
From To

•••••••

$7,010 $7,405
6,386 6,718
57914-9 6,214.0
5,914.9 6,214.0
5,914.9 6,214.0
5,914.9 6,214.0
5,658 5,914.9
5,512 5,782
5,366 5,658
4,222 4,410
4,222 4,410
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Salary increases effective September  21  1958 (continued)

Name and title

Benjamin D. Berry, Foreman Operator (Mimeograph)
Herbert W. Bundy, Operator (Duplicating Devices)
Levernon Wood, Operator (Duplicating Devices)
Abner Thompson, Xerox Operator
Edward L. Hargett, Operator (Mimeograph)
Daniel F. Lane, Operator (Mimeograph)

and

Annual 

From

222

3,994
3,994
3,806
3,786
3,736

Pursuant to the procedure approved by the

Board on September 17, 1958, the Secretary's

Office on September 18 advised the Federal

Reserve Bank of Philadelphia of approval of
the following rates established by the di-

rectors of that Bank, effective September 19:

Salary Rate
To

$4,410
4,181
4,181
3,973
3,931
3,931

On discounts for and advances to member banks under Section313

13a of the Federal Reserve Act--2 per cent;
On advances to member banks under Section 10(b)--2-1/2 per cent;
On advances to individuals, partnerships, and corporations other

than member banks under the last paragraph of Section 13--4 per cent;

On advances direct to industrial and commercial businesses under

Section 13b, including advances made in participation with financing
lnstitutions--a range of 4 to 6 per cent;

The remaining rates in the Bank's existing schedule without

change.

All Federal Reserve Banks and branches were
notified by telegram, a press statement was

issued in the ususl form, and arrangements

were made for publication of a notice in the

Federal Register.

In accordance with the procedure authorized by

the Board on January 24, 1958, the Secretary's

Office advised the Federal Reserve Banks of New

York and Chicago on September 18, 1958, of approval

of the establishment without change by those Banks

on that date of the rates on discounts and advances

in their existing schedules.
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BOARD OF GOVERNORS
OF THE

FEDERAL RESERVE SYSTEM
WASHINGTON 25, D. C.

sank of America,
110 Wall Street,
New York, New York.

G
entlemen:

Item No. 1
9/19/58

ADDRESS OFFICIAL CORRESPONDENCE

TO THE BOARD

September 192 1958

The Board of Governors of the Federal Reserve System
authorizes Bank of America, New York, New York, pursuant to the

trovisions of Section 25(a) of the Federal Reserve Act and the
coardts Regulation K, to establish a branch in the British Crown

,clonY of Hong Kong, and to operate and maintain such branch
QubJect to the provisions of such Section and regulation; upon
condition that, unless the branch is actually established and
°Poned for business on or before Sope,ber 1, 1959, all rights

hereby shall be deemed to have been abandoned and the
taority hereby granted shall automatically terminate on such
j

V 

te. The authorization is made with the understanding that
1,1e approval of the appropriate authorities in Hong Kong will
'e obtained prior to the establishment of the branch.

the Please advise the Board of Governors in writing, throughF ,
, ecteral Reserve Bank of New York, (1) when the establishment

:L,Ihe branch has been approved by the authorities in Hong Kong,
(2) when the branch is established and opened for business,

/1.1'T:shiny, information as to the exact location of the branch.
th -Ls understood that no change will be made in the location of
Boe branch after establishment without the prior approval of the
ard of Governors.

Very truly yours,

(Signed) Kenneth A. Kenyon

Kenneth A. Kenyon,
Assistant Secretary.
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BOARD OF GOVERNORS
OF THE

FEDERAL RESERVE SYSTEM
WASHINGTON 25. D. C.

Item No. 2
9/19/58

ADDRESS OFFICIAL CORRESPONDENCE

TO THE BOARD

September 19, 1958

'1". L. G. Pondrom, Vice President,
Pederal Reserve Tank of Dallas,
'Jalias 2, Texas.

:')earr Pondrom:

This refers to your letter of August 28, 1958, with respect
t° Publication by River Oaks State Bank, Houston, Texas, of the
13 atement of its affiliate, American Health Studios, Inc. It is noted
canat the company is no longer a holding company affiliate of the bank,

aPparently does not intend to cooperate with the bank in furnishing
',he report.

The time for publication of this statement, which was extended
:t.he Board to August 18, 1958, has expired and, therefore, the member

c 11F' is subject to a penalty of *100 for each day the violation of law
12rItinues, which by direction of the .:.oard, may he collected by the
leral Reserve  Tank. As the affiliate relationship has ceased to exist,

ZT the bank apparently has no means of exertinc- influence upon the company
ori furnish the report, the assessment of the penalty would be a hardship
of the bank but of no concern to the Studios. Accordingly, the Board is
44.t,lie opinion that your iteserve Bank need not pursue the matter of

4-4ure to publish the report or assess a penalty for the violationOf lam.

Very truly yours,

(Signed) Kenneth A. Kenyon

Kenneth A. Kenyon,
Assistant Secretary.
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BOARD OF GOVERNORS
OF THE

FEDERAL RESERVE SYSTEM
WASHINGTON 25. D. C.

Mrs. Valerie R. Frank, Secretary,
Retirement System of the
Federal Reserve Banks,

Federal Reserve Bank of New York,
New York 45, New York.

Dear Mrs. Frank:

Item No, 3
9/39/58

ADDRESS OrFICIAL CORRESPONDENCE

TO THE BOARD

September 19, 1958

As you know, two amendments were made to the Civil ServiceRetirement Act by the Second Session, 85th Congress. One of them
(abiPb -ie Law 85-661) permits the withdrawal of voluntary contributionski,Ir members, and the other (Public Law 85-772) permits survivoraanuitants of employees to make certain deposits or redeposits onand after March 1, 1958.

The Board interposes no objection to the incorporation ofeitherzei  of the two changes into the Board of Governors Plan of theRetirement System of the Federal Reserve Banks.

Very truly yours,

(Signed) Kenneth A. Kenyon

Kenneth A. Kenyon,
Assistant Secretary.
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BOARD OF GOVERNORS
OF THE

FEDERAL RESERVE SYSTEM
WASHINGTON 25, D. C.

Mr. Malcolm Anderson,
Assistant Attorney General, Criminal Division,
Department of Justice,
Washington 25, D. C.

Attention: MA:JFP:bcs
29-19-184

Item No. 4
9/19/58

ADDRESS OFFICIAL CORRESPONDENCE

TO THE BOARD

September 19, 1958

Re: Trust Company of Georgia and
Trust Company of Georgia Associates -

Bank Holding Company Act of 1956

Dear Mr. Anderson:

This is in reply to your letter of June 25 with respect to
the transactions mentioned in the Board's letter of June 3, relating
to Trust Company of Georgia and Trust Company of Georgia Associates.
You request the Board to furnish "any additional pertinent facts or
Circumstances" that it may have. You also refer to and quote from a

letter dated June 12, of which we do not have a copy, which you have

received from Mr. John A. Sibley, Chairman of the Board, Trust Company
of Georgia, and request the Board's views "on the legal points raised
bY his letter."

In response to the first request, certain additional facts
relating to the transactions appear in the enclosure, to which further
reference is made hereinafter. You are also informed that the trust
agreement involved in these transactions was signed on June 11, 1957;
and that on June 17, 1957, (a) the stock rights held by Trust Company
Of Georgia and Trust Company of Georgia Associates were transferred to
e trustees, (b) Trusco Finance Company advanced to the trustees
494,623d ( ), an c the trustees exercised the rights.

With respect to the "legal points" raised by Mr. Sibley's
letter to you, it appears from references in your letter that his
letter in effect stated:

(1) That with respect to those shares of Continental
Gin Company now held by Trust Company of Georgia and Trust
Company of Georgia Associates, the latter organizations
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are not violating the Bank Holding Company Act, and that

the language found in section 4(0(4) of the Act permits

the retention of these shares;

(2) That with respect to those shares of Continental

Gin Company now held for the subject companies by trustees,

there are no violations of the Bank Holding Company Act;

(3) That in view of certain facts stated to exist
by Mr. Sibley, "it is reasonable to conclude that the

Parties were seeking to protect a lawful right, not

intending to commit a willful violation of a statute."

bee 
With respect to (1), it may be noted that no question has

u n raised by the Board of Governors with respect to the continued
'folding of shares of Continental Gin Company which were held on the
gate of the Bank Holding Company Act by Trust Company of Georgia and
Ti.ust Company of Georgia Associates. Section 4(c)(4) of the Act
cl early permits retention of those shares.

Item (2) above appears to relate to the legal issue here

0-ved - whether the transactions in question caused the holding

:°mPanies to "acquire direct or indirect ownership or control" of stock
'Tt* a nonbanking company in violation of section 4(a)(1) of the Bank

401-ding Company Act. The holding companies contended (1) that the
:xercise of stock rights whereby they were able to maintain their
isting percentage of ownership of the Continental Gin's outstanding

14140k was not the acquisition of additional ownership, and (2) that

arrgement for exercise of the stock rights by trustees in effect
e0 

an
c4c the transaction outside the statute. The Board of Governors

+jl!Pressed the opinion that the transaction resulted in acquisition by
:Le holding companies of indirect ownership of the stock. The reasons

the Board's opinion, as well as the arguments presented by the

me-Lding companies, are indicated in the enclosed excerpt from a

orandum dated July 25, 1957, which was presented to the Board in
course of its consideration of this matter.

(3) 
abThe significance of Mr. Sibley's statement referred to in

ove is not entirely clear. If it is merely intended to em-

t_'_?.size the absence of any intent to commit a willful violation of the
it does not appear to present a legal question but may suggest a

"on why the violations, if any, do not warrant prosecution.

theAs the agency charged by Congress with administration of
Bank 

As
Company Act, the Board is called upon to interpret
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Malcolm Ands:rson

the language of the Act,. liever, the statute provides criminal
penalties for violation of its provisions; and if the transaction in
q8 ion violated the Act the matter is, of course, one within the
aul,isdicLion of your Department. IL is raco,,nized that the final
ut.)ruination of any quesdon of interpretation like that here in-

.v:aved rests with your Departme;nt and the courts. The Board, there-
'c)rey consid.,)red it desirable to refer the matter to the Department
of Justice Yor such action as it micht deem appropriate.

Very truly yours,

(Signed) Kenneth A. Kenyon

Kenneth A. Kenyon,
Assistant Secretary.
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[EXCERPT FROM INTRA-AGENCY IEMORANDUM DATED JULY 25, 1957,

RELATING TO ACQUISITION OF SHARES OF CONTINENTAL GIN COMPANY

BY TRUSTEES ON BEHALF OF TRUST CO. OF GEORGIA AND TRUST CO.

OF GEORGIA ASSOCIATES)

* * *

Both Trwit Company of Georgia and its wholly-owned subsidiary,

Trust Company of Georgia Associates, are registered bank holding companies.
Trust Company owns directly 6,346 shares (4.02%) and Associates owns

directly 10,114 shares (6.41%) of Continental's 157,702 outstanding
 voting

Shares. Continental has issued to its stockholders rights to purchase

?ne additional share for each share presently held. Trust Company and

Associates wish to have their rights exercised on their behalf, because,
they allege, they will otherwiee suffer substantial loss, as the rights

selling for less than their inherent value. Although such loss would

oe regrettable, this circumstance alone would not, of course, justify

action that would be contrary to law.

The Holding Couaniest Contentions 

1. However, the holding companies, by implication, contend that
l'he above-quoted prohibition of section 4(a) does not apply to their plan
. 011tlined hereinafter) for two reasons. In the first place, they allege

effect that acquiring additional shares in an amount that is just

"ufficient to maintain a holding company's percentage ownership of the

4_1:Itstanding stock of another corporation is merely the continuance of exist-.
'g ownership rather than acquisition of additional ownership, ana therefore

44,11rIne(col)837 the prohinl on of section 4(a) by the provisions of

which permits the retention of

"shares lawfully acquired and owned prior to the date

of enactment of this Act by a bank which is a bank

holding company, or by any of its wholly-owned sub-

sidiaries."

In my opinion this contention is not tenable. Ownership of
dh 
area of corporate stock is not only "a fixed percentage of ownership of

:he whole", as the holding companies intimate; it is also an ownership of

i2ertain aggregate interest in a corporation, measurable by dollars

;sted, present market value, or otherwise. If additional thousands
44ehares of Continental stock were purchased by these holding companies,

-""all would constitute, in my opinions acquisition of ownership of nonbank
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chares in violation of section 4(a). To accept the holding companies'

argument on this point would mean that if a holding compa
ny owned, let

n3 saY, 20 per cent of the stock of a publicly-owned 
corporation, and

that corporation doubled its outstanding stock by a 
public sale, the hold,.

compe4y could thereafter go into the market and dou
ble its aggregate

investment in the corporation in order to mai
ntain its percentage 

ot
linership. This would seem to be directly contrary to the 

language and

° the purpose of section 14(a)(1).

In connection with this phase of the matter, it 
is also to be

;Icpted that the holding companies rely on a broad in
terpretation of the

tast clause of section 4(c)(4) of the Holding Company 
Act. That clause

!?hfers upon these two holding companies a special 
exemption from one of

basic provisions of the statute, and it is a general 
rule of statutory

.4,11terpretati01 (particularly applicable in these 
circumstances) that

oeptions to remedial statutes should be narrowly c
onstrued and doubts

uu uld be resolved in favor of the general provision ra
ther than the

ex 
citedception. 82 C.J.S. 891 et seq. ("Statutes" §382c), an

d authorities there

2. Although the holding companies by implica
tion make the

l'Ore

i„goeng argument, it appears that they do not wish to 
rely on it solely.

01:81'ead of directly exercising their rights to acquire 
additional shares

Continenral, the holding companies have developed a 
plan under which

the rights will be exercised by trustees, who will b
orrow the money for

purpose from Trusco Finance Company, a wholly-own
ed subsidiary of

c:sociates. The ultimate beneficial interest in the sto
ck and the pro-

eds thereof, after the loan to Trusco is paid off, 
will be in "Trustco

orrriPanY and Associates t respectively, in the same 
proportion as the number

rights transferred Lto the trustees] by both".

The proposed trust agreement contains a number 
of other pro-

laionsto P such as a provision that neither holding co
mpany shall be liable

t,_trusco with respect to Truscors loan to the trustees,
 and that the

1;L6t!tees must sell their Shares of Continental stock 
before January 1,

in,4 and "deliver the proceeds to Trust Company and 
Associates, as their

berests appear herein".

the In my opinion, this intricate trust arrange
ment does not nullify

aPplication of section 4(a) to the situation. The holding companies

11°111c1 bthat e acquiring indirect ownership of shares of 
Continental stock (1)

the ,vere purchased by the trustees (a) with rights 
transferred to them by

1410141101ding companies and (b) with funds furnished by
 the holding companies*

the j'Y'-°14ned subsidiary, and (2) that would be
 held by the trustees for

sole ultimate benefit of the holding companies. 
To accept such a trust

14-70:-,ngement as removing the situation from the purvi
ew of section 4(a)

„:44.01 provide bank holding companies with a large 
loophole for the avoid-

-4e° cr trnai__ he prohibitions of section 4(a), which e
mbody one of the two

"r Purposes of the Bank Holding Company Act.

* * *
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BOARD OF GOVERNORS OF THE FEDERAL RESERVE SYSTEM

PRINTING GRADE BASIC PAY SCHEDULE *

Basic Annual Pay Rates by Grade - Effective September 21, 1958

Note: This schedule applies to those positions in the Duplicating and Mail
Section that perform the following kinds of lithographic work:
Offset Printing, Offset Photography, Offset Composition, Photostat
Operation, Mimeograph Operation, Bindery Operation, and to the
immediate supervisor of those positions.

Step 2 Step 3

$2,642 $2,766

2,870 3,016

3,099 3,245
3,307 3,474

5 3,370 3,536 3,723
6 3,557 3,744 3,931
7 3,765 3,973 4,181
8 

3,994 4,202 4,410
9 4,181 4,410 4,638
10 

4,410 4,638 4,867
11 

4,597 4,846 5,096
12 4,826 5,075 5,325

Grade Step 1

1 $2,517

2 2,725

3 2,954

3,141

Item No. 5
9/19/58

13 
5,034 5,304 5,574

14 5,242 5,512 5,782
15

5,450 5,741 6,032

6124016 
5,658 5,949

6,490
17 

5,866
18

6,094 

6,178

19 
6,406 6,718

6,282 6,614 6,947
20 

6,510 6,843 7,176
21

6,698 7,051
(This 

schedule supersedes the pay scale effective September 8, 195 7
* _

-Lu

foo5

cumbents of positions subject to this pay schedule are eligible r
Progr 

T 

ess step increases within particular salary grades on the

7:4)

following  basis.

For 
advancement toStep 2, after 26 weeks (6 months) satisfactory

service in Step 1.
For advancement to Step 3, after 78 weeks (18 months) satisfactory

service in Step 2.
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