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Minutes of the Board of Governors of the Federal Reserve System

on Friday, January 30, 1959. The Board met in the Board Room at 10:00 a.m.

PRESENT: Mr. Martin, Chairman

Mr. Balderston, Vice Chairman

Mt. Szymczak
Mr. Mills
Mr. Robertson

Mr. Shepardson

Mr. Sherman, Secretary

Mr. Kenyon, Assistant Secretary

Mr. Johnson, Director, Division of Personnel

Administration

Mr. Hackley, General Counsel

Mr. Masters, Director, Division of Examinations

Mr. Farrell, Director, Division of Bank Operations

Mr. Solomon, Assistant General Counsel

Mr. Hostrup, Assistant Director, Division of

Examinations

Mr. Nelson, Assistant Director, Division of

Examinations

Mr. Smith, Assistant Director, Division of

Examinations

Mr. Kiley, Assistant Director, Division of Bank

Operations

Mr. Hill, Assistant to the Secretary

Discount rates. Unanimous approval was given to telegrams to

the 
Federal Reserve Banks of Minneapolis and Kansas City approving the

establishment without change by those Banks on January 29, 1959, of the

rates on discounts and advances in their existing schedules.

Items circulated or distributed to the Board. The following

items, which had been circulated or distributed to the Board and copies

which are attached to these minutes under the respective item
 numbers

indicated, were approved unanimously:

Letter to Wachovia Bank and Trust Company, Winston-Salem,iorth
31.. Carolina, approving the establishment of an additional

11,444ch in High Point. (For transmittal through the Federal

-serve Bank of Richmond).

Item No.

1
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Letter to the Federal Reserve Bank of Dallas

regarding the proposed organization of a corpo-

ration to handle short sales of unregistered

securities.

Notice of Tentative Decision and Tentative

Statement, prepared pursuant to the understanding
at the meeting on January 21, 1959, concerning
the application of First Security Corporation,
Salt Lake City, Utah, to acquire stock of the

Fillmore State Bank, Fillmore, Utah.

Item No.

2

3, 4

Mr. Nelson then withdrew and Mr. Sprecher, Assistant Director,

Division of Personnel Administration, entered the room.

Hospital-surgical-medical coverage (Item No. 5). On May 23,

1958, the Board advised the Presidents' Conference of its concurrence

in principle with a proposal whereby the Reserve Banks would absorb a

Portion of the cost of hospital-surgical-medical coverage for retired

employees and suggested that specific recommendations be prepared. At

its December 1958 meeting the Conference accepted a report on this

matter submitted by its Subcommittee on Personnel, and the subject

1.748 presented by the Presidents to the Board at the joint meeting on

December 16. There ban now been distributed to the Board a memorandum

clated January 15, 1959, from the Division of Personnel Administration

l'ecommending approval of the proposal, which contemplated that the Banks

14°111d Pay two-thirds of the cost of the coverage for service retired

elqloyees, special service retirees over 60 years of age with at least

25 Years of service, disability retirees, and the families of such

lietired employees.
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Following comments by Mr. Johnson concerning the proposal,

Governor Shepardson expressed concurrence in the favorable recommen-

dation of the Personnel Division.

Question then was raised by Governor Balderston with regard to

retired Board employees, and Mr. Johnson reported the recent completion

Of successful negotiations for providing group hospital-surgical-medical

coverage to employees who retired under the Civil Service Retirement

System. (Such coverage had previously been made available for those

retiring under the Federal Reserve Retirement System.) Mr. Johnson

indicated that it had been the intention of the Personnel Division, if

the proposal relating to Reserve Bank retirees were approved, to recommend

absorption by the Board of a part of the cost of coverage for its retired

employees. The Division had in mind absorption of one-third of the cost.

This would be the percentage of absorption for retirees holding major

Illedical insurance, and that in turn was related to the percentage of

absorption of group hospitalization cost for Federal Government employees

suggested in proposed legislation considered by the Congress last year.

The cost to the Board of such a program was estimated by the Personnel

Division at about $11750 per annum.

After some discussion of the disparity in the percentage of cost

that would be absorbed by the Board and the Reserve Banks during which

Governor Shepardson outlined reasons that might be given for differ-

entiating, absorption of a portion of the cost of hospital-surgical-

Illedical coverage for retired Board employees was approved.
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It was was then agreed unanimously to advise the Chairman of the

Presidents' Conference that the Board approved the proposal of the

Conference relating to retired employees of the Reserve Banks. A copy

Of the letter sent to Chairman Erickson pursuant to this action is

attached as Item No. 5.

Report on program of fellowship awards. In a letter dated

January 22, 1959, President Allen of the Federal Reserve Bank of Chicago

raised the question whether the Board would be interested in an oral

progress report on the Bank's program of fellowship awards to graduate

university students which, after Board approval on a three-year trial

basis, was inaugurated by the Bank in 1957. He suggested that the

report, if desired, be heard on the date of the February meeting of

the Federal Open Market Committee.

Following discussion, it was agreed to receive the report on

February 10, 1959, probably following lunch, and that the Reserve Bank

Presidents attending the meeting of the Open Market Commit
tee would be

invited to remain for the report on an "if interested" basis. 
In

addition, it was understood that appropriate members of the Board's

staff would be present.

Secretary's Note: The report was given by

Vice President Baughman of the Chicago Bank

at a meeting held on February 10 at 12:15 p.m.

A copy of a memorandum on the program of fel
low-

ship awards which was distributed by President

Allen at that time has been placed in the Board's

files.

Mr. Hostrup then withdrew from the meeting.
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Price Waterhouse report on examination procedures. There had

been distributed to the Board a memorandum from Mr. Masters
 dated

January 16, 1959, analyzing the 1958 study by Price Waterhouse and Co.

of techniques and procedures used in examinations of Fe
deral Reserve

Banks. The review by the accounting firm presented four topics for

consideration:

(1) Recommendation that the Board consider having departmen
tal

surveys and/or audits made at each Reserve Bank from
 time to

time during the year in lieu of the present custom of mak
ing

a complete audit examination of each Bank once each year;
 and

that the Board further consider having the work performed
 by

a decentralized examining staff, perhaps organized i
nto four

small groups, each of which would operate within a pres
cribed

geographical area.

(2) Criticism that the present method of conducting an
 examination

of Federal Reserve Banks represented too much duplica
tion of the

work of the internal auditing staff and put too little dependenc
e

on the internal auditing function and the Bank's internal controls.

(3) Criticism that surprise was not "an 
important characteristic"

Of the examinations of Federal Reserve Banks under t
he present

method of scheduling examinations.

(4) Comments concerning the work performance of the examining

staff and suggesting certain refinements in the paper 
work

related to an examination.

In its memorandum, the Division of Examinat
ions expressed doubt

tether the suggested surveys and audits would adeq
uately discharge the

mandate contained in section 21 of the Federal Rese
rve Act. The Division

also questioned the soundness of some of the 
observations and basic

assumptions of Price Waterhouse, including those regardin
g the nature

eala scope of examinations of Federal Reserve Banks, th
e alleged needless
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duplication of the work of the internal auditing staff by present

examination procedures, and the surprise element in Federal Reserv
e

Bank examinations. Decentralization of the examining staff would, it

was felt, increase rather than reduce the recruiting problem, while

too much dependence on the auditing staff and internal controls of a

Reserve Bank might give substance to criticism that the System was

"self-auditing." The Division suggested that repetitive visits by the

Board's examiners at frequent intervals might be resented by the Reserve

Banks and that the existence of regional groups of examiners would tend

to diminish independence of approach and attitude. While agreement was

expressed with the desirability of placing greater emphasis on operational

and management surveys, it was believed that this could be accomplishe
d

better within the framework of the present examination program
.

In summarizing the memorandum, Mr. Masters commented on t
he

four phases of the Price Waterhouse report in reverse ord
er. The

Division, he said, took no exception to the suggestio
ns regarding the

form of examination report, the use of questionnaires a
nd check-lists,

working Papers, and on-the-job training.
 However, there was serious

doubt as to the desirability or appropriateness of 
the other recommen-

dations for the reasons outlined in the memoran
dum. While he was in no

174Y arguing that the present examination procedures 
were perfect or

could not be improved, he felt that the Reserve Banks 
were satisfactorily

atidited and examined and that the Board need not be 
apologetic regarding
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the work done by the field examining force. 
Mr. Masters felt that it

was highly important to consider the Board's 
responsibility under the

Federal Reserve Act in evaluating the Price 
Waterhouse recommendations.

On the basis of Mr. Masters' comments,
 there ensued a rather

lengthy discussion of the implications of the
 Price Waterhouse

suggestions, particularly as they relate
d to placing greater dependence

cla internal audit procedures. Special attention was given to the

relationships, both legal and practical,
 of the Reserve Bank general

auditor to his board of directors, the 
Bank's chief executive officer,

and the Board and its staff, and it was n
oted that the Board had decided

recently that questions in this area w
ere to be discussed with both the

Presidents' Conference and the Chairmen'
s Conference.

Reference also was made to a study se
veral years ago by Mr.

Wayne, then Acting Director of the Division of E
xaminations, concerning

relationships between the examining 
and auditing functions. It was

noted that the study formed the basis of th
e Board's directive of

julY 31, 1951, to the Division of E
xaminations concerning the conduct

Of Reserve Bank examinations. The further statement was made that

manY of the suggestions in the Wayne s
tudy had been adopted and that

all of them had been given careful considerat
ion.

In connection with the surveys of
 operating procedures conducted

by the Division of Bank Operations, Mr. 
Farrell referred to what he

termed an inherent division of interest, t
he examiners and auditors
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being interested essentially in security factors 
while the Bank

Operations surveys were concerned primarily 
with efficiency of

Operations and, to a certain extent, costs. 
He felt that at present

the two functions were rather nicely balanced an
d that assumption by

the examining staff of full responsibilit
y for operational standards

might only create new problems. Mr. Farrell also suggested that it

did not appear necessary to make annual revi
ews of each Reserve Bank

operating area because the usual operatin
g function does not change

substantially from year to year. It was indicated, however, that

there had been conversations recently between
 the Divisions of

Examinations and Bank Operations w
ith a view to exploring whether

the respective functions might be bett
er coordinated.

At the conclusion of the discus
sion, Chairman Martin noted

that a meeting between the Board and 
representatives of Price

Waterhouse and Co. had been schedule
d for Wednesday, February 18,

following which the Board could give further 
consideration to the

questions raised by the Price Waterhou
se report.

All of the members of the staff 
except Messrs. Sherman and

Johnson then withdrew from the meeting.

Salaries of Reserve Bank officers
 (Item No. 6). Unanimous

aPproval was given to a letter to the 
Federal Reserve Batik of New York

l'egarding the payment of salary to M
essrs. Guy, Ringen and Sloane, a

copy of which is attached to these minutes 
as Item No. 6.

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



s--",

1/30/59 -9-

Carry-over of unused annual leave under unusual circumstances.

Pursuant to a discussion at the meeting on December 17, 1958, a memorandum

from Mr. Johnson, Director, Division of Personnel Administration, was dis-

tributed under date of December 18, 1958, regarding a proposed procedure

that would permit carry-over of unused annual leave under certain circum-

stances. The memorandum stated that for a period prior to 1953, Board

employees were permitted to accumulate annual leave to a maximum of 6o days,

as also were employees in other Government agencies. When an employee

separated, a lump-sum terminal leave payment was made to him for annual

leave accumulated to the date of separation. In July of 1953, Public

Law 102, 83d Congress, directed the heads of departments and agencies

to reduce accumulated annual leave in excess of thirty days. Although

Board Counsel ruled that Public Law 102 did not apply to Board employees,

the Board on September 14, 1953, approved modifications in its leave

Program corresponding to the amendments made in the Government's Annual

arid Sick Leave Act as a result of Public Law 102. This included placing

a ceiling on carry-over of unused annual leave of the amount existing on

December 31, 1952, or thirty days, whichever was greater, and it stipu-

lated that lump-sum payments for annual leave in the case of an employee

seParating from service would be limited to that ceiling. Mr. Johnson's

11°e1florandum presented information regarding the loss by some employees of

leave, noting an administrative problem in handling the matter at the end

c)f each year when division heads were faced with the need for completing
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the Board's work on the one hand and the loss of leav
e by certain

employees on the other. After reviewing the action of the Board in

approving the carry-over of leave by certain employee
s from the end

of 1956 into 1957, the memorandum recommended that employee
s of the

Board be permitted to carry over unused annual leave in un
usual

circumstances into the succeeding year with the 
understanding that

this leave would be used at the earliest possible 
time and not later

than April 1, and with the further understandings 
that any such leave

carried over would not raise leave ceilings und
er existing limitations

and that if an employee left the Board for any re
ason the leave carried

forward unaer this proposal would not be added to
 any other earned leave

for purposes of increasing the lump-sum paym
ent at time of termination.

Governor Shepardson said that he wishe
d to present this matter

on the basis of there being an administrative pr
oblem. A considerable

Part of it resulted because some employees wante
d to conserve some leave

until late in the year in the event of need or
 desire to be away at that

time. A few members of the staff because of 
unusual circumstances were

unable to take their leave during the year in 
which it was earned.

Governor Shepardson said that he felt there 
should be a degree of

f1exibi1ity that would permit the carry-
over of leave in appropriate

cases for a short period past the end of the year
. In checking with

division heads it appeared that there was a
 unanimous feeling that
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the administrative problem at the year-end would be facilitated if such

carry-over were permitted, the views as to a desirable carry-over

Period ranging from a period of one month to as much as eight months.

Governor Shepardson said that he originally thought it might be

desirable to permit such carry-over in unusual cases for a longer

Period but that he had come to the conclusion that a period of four

months would be sufficient to take care of the administrative problem

to which he referred. His specific recommendation was that the Board

approve a procedure that would permit the carry-over of leave in unusual

circumstances so that it could be used not later than April 30 of the

succeeding calendar year, with the understanding that the leave ceiling

established under the Board's action of September 1953 would not be

increased and that in no event would such leave carried over be added

to any other leave for the purpose of increasing the lump-sum payment

at the time of termination of an employee's service.

Governor Shepardson went on to say that if his recommendation

were adopted there was one point on which he would like to have further

aiscussion, namely the problem that arose because a considerable number

Of individuals wanted to conserve a day or so of leave until late in

the year. He did not feel that these cases were in the same category

as those where a person under the present limitations forfeited more

then a week of leave where that was the result of circumstances

relating to the Board's work over which neither the Board nor the
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individual had full control. He then called upon Mr. Johnson for an

analysis of leave forfeited as of December 31, 1958.

Mr. Johnson presented figures showing that 116 employees

forfeited leave at the end of 1958; of these, 55 forfeited less than

a day; 45 forfeited between one day and a week (mostly two or three

days); 16 forfeited more than one week; and 5 of these 16 forfeited

more than two weeks. In the first year after adoption of the present

leave ceiling in 1953, 10 per cent of employees forfeited some of their

leave, whereas during 1958 this had risen to 20 per cent. Mr. Johnson

thought the upward trend in leave forfeited since 1953 might be a

result of less administrative pressure on the part of the
 Board and

the division heads to have employees schedule their leave so t
hat it

could be taken before the close of the year. It might also reflect

in some cases increased pressure of work on the staff that ma
de it

difficult to take full leave time. In addition, employees on special

training assignments might not use their full leav
e. Mr. Johnson

Pointed out that several of those who forfeited substan
tial amounts

Of leave at the end of 1958 were members of the officia
l staff. His

feeling was that the problem was tending to increase 
and that it

vould be desirable to take some action that would as
sist in adminis-

tering the leave program so as to minimize the in
stances where leave

1/48 forfeited. This would assist both from the administrat
ive standpoint

and from the standpoint of the morale factor. In response to a question

from Governor Balderston as to whether most of the 16 
persons forfeiting
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more than a week of leave were in the Research Division, Mr. Johnson

said that this was not the case, that in fact the 16 included only

one person in the Research Division other than the director, in whose

case 8 days' leave was forfeited. The 16 members of the staff were

fairly well distributed among the several divisions.

Governor Shepardson said that he had concluded that the Board

Should not be much concerned about the person who forfeited l
ess than

a week of leave since Mr. Johnson's analysis of the figure
s indicated

that such forfeiture was almost entirely because the individual ha
d

chosen to save a little leave until near the end of the year.
 The

cases that concerned him were those where for a variety of rea
sons

individuals had not been able to get their leave a
nd in these cases

he felt that the Board should authorize a procedure along the lines

he had suggested earlier. He would be willing to have such authori-

zation apply in all cases where the Division of Pers
onnel Administration

was satisfied that the carry-over was justified and t
hat people were

not simply saving some leave to be taken in the fol
lowing year, but

if the Board felt there should be a blanket limitation
 he would

suggest that it authorize consideration only of person
s forfeiting

in excess of a week's leave (40 hours) for permission to carry ove
r

such leave on the basis he had proposed.
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Governor Balderston questioned whether the Division of Personnel

Administration should have the responsibility for authorizing such carry-

over. His preference would be that the Board give approval and that

such approval be sought in advance of the year-end.

Governor Mills suggested that on the other side the Board members

could not know all of the reasons why a person should be considered for

such action, and he Was inclined to think it might be better to have

the Director of Personnel Administration responsible for authorizing

such leave with the understanding that any division head who felt it

necessary to do so could take up with the Board a case not approved by

the Personnel Director.

Governor Robertson questioned whether it -would be desirable for

a division head to be in the position of going over the head of the

Director of Personnel to the Board. He would have all cases go through

the Director of Personnel to the Board member in charge of personnel

affairs. In general, he would not favor having any person carry over

his leave, and he believed it would be preferable if any justifiable

eases were brought to the Board's attention and approval secured in

e4vance. He also felt that every employee should be treated alike and

he suggested that of the 100 persons who forfeited leave at the end of

1958 it could be assumed that many were "little people".

On the latter point, Governor Shepardson commented that most

°f the cases where persons forfeited a fraction of a day or a little
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more of their leave at the end of 1958 were ones where the individual

had chosen to hold back some leave either for emergency purposes or

because he hoped to take some time off near the end of the year. Governor

Shepardson said that he could not feel much concern about providing

flexibility for such cases. On the question of who should authorize

the leave, Governor Shepardson said he would be inclined to lea
ve the

decision to the Director of Personnel with the understandin
g that he

vould submit a report to the Board of authorizationsto car
ry over leave,

but he had no objection to having the decision go to the
 Board or to

the Board member in charge of internal affairs if that w
as the wish of

the Board. In any event, it would be desirable for the Personn
el Division

to provide a report that would keep the Board informed of the 
amounts

Of leave that had not been used as well as the cases where individuals

might be authorized to carry over leave. Perhaps a report as of the

end of November would be useful as a means of indicating 
how much leave

remained to be taken in the last month of the year.

Chairman Martin stated that reports of this type 
would be desirable.

The real point, he said, was that the Board sh
ould put the emphasis on

setting up vacation schedules in a way that would en
force a leave program

for all employees.

Governor Mills commented that if this was 
the program the Board

(3 moving toward, there should be a clearing of th
e air before the end

Of the year which meant that the matter should be d
iscussed at the
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Supervisory level so that the supervisors would know what was expected

of them. Such discussions would be in their interests, in the interests

of the entire staff, and in the interests of the Board, so that the

greater part of the problem of forfeited leave would be eliminated.

Chairman Martin said that this was an excellent point and the

other members of the Board indicated agreement with the views expressed

by Governor Mills.

Governor Shepardson then inquired whether the Board agreed with

his suggestion that it should not be concerned with those persons who

forfeited small amounts of leave because in most cases they chose to

hold some back until near the end of the year. There was general

concurrence in the idea that the Board need take no action to provid
e

for carry-over of leave in such cases.

In response to Mr. Johnsonts inquiry, it was understood that

in the future a report would be prepared by the Division of Personnel

Administration shoving unused leave as of October 31 of each year and

that such report should be circulated among the members of the Board.

Governor Shepardson then inquired whether, if his suggestion

for a flexible procedure for carry-over of leave were appro
ved, it would

be understood that the same procedure would be applie
d to those who

forfeited leave in excess of a week at the end of 1958, and 
there was

40 indication of disagreement with this suggestion.
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Governor Mills commented that in adopting this program it should

be understood that the Board was breaking with the procedure established

in September 1953 and with the provision of the statute enacted in July

1953 regarding the taking of leave in the year in which it was earned.

His point was that the Board would be backtracking on the policy previously

decided upon to bring the Board's leave program into line with the

statutory program that was adopted by Civil Service for the Federal

establishment. He felt that the Board should do this with its eyes

Open in the event of need to explain the policy.

Governor Shepardson said that he questioned whether the Board

vas breaking with the intent of the statute to which Governor Mills

referred. His understanding of the 1953 legislation was that it set

a ceiling of 30 days on the amount of leave that could be carried over

and limited to that ceiling the amount of accumulated leave for which

an employee could be compensated upon termination of service. The

Procedure he was recommending did not change either of these provisions

in that the leave that might be carried over could not raise the present

ceiling of any employee and in no circumstances could the employee receive

compensation for such carried-over leave. The only purpose of his proposal

14as to permit an employee in an authorized case to use during the first

four months of a calendar year leave that he would have forfeited as

Of the preceding December 31 because the Board's work made it impracticable

for him to use such leave prior to December 31.
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Governor Robertson said that this was true but that it would

represent a departure from the procedure followed in Government generally.

Mr. Johnson said that the Board had been following a calendar year basis

in computing whether leave would have to be forfeited, whereas the

Federal establishment generally used a payroll period basis, meaning

that the latter group of employees had until the first payroll in the

new calendar year to use up their leave. Governor Robertson added the

comment that his understanding was that aside from permitting the use

during the first four months of the year of leave that would have been

forfeited at the end of December, Governor Shepardsonts proposal did

not deviate from Government generally. With that comment he would approve

the proposal except that he would not favor making it retroactive.

Hospital-surgical-medical coverage. Governor Mills referred

to the action taken earlier at this meeting in approving absorption of

a portion of the cost of hospital-surgical-medical coverage for retired

employees of the Board, stating that this was breaching the principle

Of the budget procedure in that there had been no provision so far as

he knew for such an expenditure on the part of the Board in approving

the budget for 1959.

Chairman Martin suggested that under the circumstances it would

be desirable that the action be held in suspense until there had been

an opportunity to discuss the matter further at a later meeting of the

Board.
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Thereupon the meeting adjourned.

Secretary's Note: Pursuant to recommendations

contained in memoranda from appropriate indi-

viduals concerned, Governor Shepardson today

approved on behalf of the Board the requests

of the following persons on the Board's staff

to accept part-time positions as indicated:

Sylvia I. Clements, Secretary, Division of Personnel Administration,

as usherette at the National Theater on Monday, 'Wednesday, and Friday

evenings, with compensation at about $1.00 an hour.

Georgine Winslett, Clerk-Typist, Division of Research and Statistics,

as riding instructor at the Rock Creek Stables, Inc., all day Saturdays

and Sundays, with compensation at the rate of $10 per day.
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BOARD OF GOVERNORS
OF THE

FEDERAL RESERVE SYSTEM
WASHINGTON 25, D. C.

Board of Directors,
Wachovia Bank and Trust Company,

Winston-Salem 1, North Carolina.

Gentlemen:

Item No. 1
1/30/59

ADORERS orriciAL CORRESPONDENCE

TO THE HOARD

January 30, 1959.

Pursuant to your request submitted through the

Federal Reserve Bank of Richmond, the Boar
d of Governors

of the Federal Reserve System approves the establi
shment

of a branch by Wachovia Bank and Trust Company on t
he

northeast corner of North Main and East State Stre
ets,

High Point, North Carolina, provided the branch is
 es-

tablished within six months from the date of this le
tter.

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.

a et4'

Mr. L. G. Pondrom, Vice President,
Federal Reserve Dank of Dallas,
Dallas 2, Texas.

Dear Mr. Pondrom:

Item No. 2
1/30/59

ADDRESS OFFICIAL CORRESPONDENCE

TO TNE BOARD

January 30, 1959.

In your letter of November 24, 1958, you asked for the

Board's views on a question raised by a representative of the

Southwestern Securities Company, Dallas, Texas, as to whether the

proposed organization of a corporation to handle short sales of

unregistered securities, i.e., securities not traded on an exchange,

would be in violation of any of the rules of Regulation T, particu-

larly section 6(h).

The organizers of the proposed corporation had concluded,

after making a survey, that there was a substantial demand for a

source of unregistered securities which could be borrowed for the

Purpose of making delivery in the case of short sales. The corpo-

ration would acquire an inventory and would also from time to time

borrow unregistered securities to be reloaned for this purpose.

Securities would be loaned to qualified brokers or dealers.

The corporation would make no cash deposit when it bor-

rowed securities, and would require no cash deposit from the bor-

rower to whom it loaned securities, but would charge an advance fee

of five per cent of the value of securities loaned, and would pay

a smaller fee when it borrowed securities. Securities would be

loaned on a ninety-day basis, and the proposed charter contains

various provisions for such matters as renewals, and for replacing

at the expense of the borrower securities which were not returned

within the agreed period.

As you were advised informally by the Legal Division of

the Board's staff, this question raises some novel and difficult

Problems. After giving the matter careful study, the Board is in

some doubt whether the proposed method of operation would not

violate the provisions of Regulation T, and particularly section 6(h).

The Board agrees with your view that the proposed corpo-

ration would have to be regarded as a dealer, transacting business

through the medium of members of national securities exchanges.
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SOARD OF GOVERNORS OF THE FEDE
RAL RESERVE SYSTEM

Mr. L. G. Pondrom -2-

If this View is correct, then the corpora
tion may not extend credit

to customers except in accordance with the 
provisions of Regulation T.

Indeed, the prospectus of the corporation 
recites that borrowers

shall execute a form stating that the secur
ities in question are

being borrowed "only and solely as authorized 
under Section 6 sub-

paragraph (h) of Regulation T, of the Federal 
Reserve Board."

Section 6(h) provides that:

"Without regard to the other provisions of 
this regula-

tion, a creditor (1) may make a bona fide d
eposit of

cash in order to borrow securities (whether
 registered

or unregistered) for the purpose of making de
livery of

such securities in the case of short sales .
 . . and

(2) may lend securities for such purpose again
st such

a deposit."

Regulation T contains no other provision
 covering loans of unregis-

tered securities for the purpose of carr
ying out short transactions.

It mould seem, then, that such securities may
 not be loaned for this

purpose except as permitted by section 6
(h), and that section 6(h)

requires that a bona fide cash deposit b
e made against loans of this

kind. Since the proposed corporation would nei
ther require nor give

a cash deposit, the corporationts activitie
s would appear to be in

violation of the section.

Before reaching a definite conclusion o
n this point, the

Board would like to have the benefit of add
itional views on the

subject. For this reason, the Board is asking th
e Securities and

Exchange Commission to comment on the prop
osal, and would also be

glad to receive any comments you or hr. Br
adford of the Southwestern

Securities Company may wish to make. It would also be helpful if

you could obtain additional information fr
om Er. Bradford as to the

manner in which the proposed corporation 
would propose to secure

itself against the hazards of a substantia
l decline in its inventory

or substantial defaults by those to whom it
 had loaned securities,

which might make it difficult to honor out
standing commitments.

Very truly yours,

(Signed) Merritt Sherman

Merritt Sherman,
Secretary.
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BOARD OF GOVERNORS

OF THE

FEDERAL RESERVE SYSTEM

NOTICE OF TENTATIVE DECISION ON APPLICATION FOR PRIOR
APPROVAL OF ACQUISITION BY A BANK HOLDING COMPANY

OF VOTING SHARES OF A BANK

Item No. 3
1/30/59

Notice is hereby given that, pursuant to section 3(a)

of the Bank Holding Company Act of 1956, First Security Corporation,

Salt Lake City, Utah, ("Applicant"), has applied for the Board's

prior approval of action whereby Applicant would acquire all

(3,000 shares) of the outstanding common stock of Fillmore State

Bank, Fillmore, Utah. Information contained in the application

and other information relied upon by the Board in making its tentative

decision are summarized in the Board's Tentative Statement of this

date, which is attached hereto and made a part hereof, and is on

file with the Federal Register Division and available for inspection

at the office of the Board's Secretary and at the Federal Reserve

Banks.

The record in this proceeding to date consists of the

aPpli cati on, the Board' s letter to the Bank Commissioner for the State

of Utah inviting his views and recommendations on the application,

the reply to the Board's letter, this Notice of Tentative Decision,

and the facts set forth in the Board's Tentative Statement.
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Notice is further given that any interested person may,

not later than fifteen (15) days after the publication of this

notice in the Federal Register, file with the Board in writing any

comments on or objections to the Board's proposed action, stating

the nature of his interest, the reasons for such comments or objec-

tions, and the issues of fact arlaw, if any, presented by said

application which he desires to controvert. Such statement should

be addressed: Secretary, Board of Governors of the Federal Reserve

System, Washington 25, D.C.

Following expiration of the said 15-day period, the Board's

tentative decision will be made final by order to that effect,

unless for good cause shown other action is deemed appropriate by

the Board and is so ordered.

Dated at Washington, D. C. this 30th day of January, 1959.

By the Board of Governors.

/Signed/ Merritt Sherman

_
Merritt Sherman,
Secretary.

( SEAL )
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BOARD OF GOVERNORS

OF THE

FEDERAL RESERVE SYSTEM

Item No. 4
1/30/59

APPLICATION BY FIRST SECURITY CORPORATION, SALT LAKE CITY, UTAH,

FOR APPROVAL OF ACQUISITION OF VOTING SHARES OF

FILLMORE STATE BANK, FILLMORE, UTAH

TENTATIVE STATEMENT

First Security Corporation, a bank holding company, has

applied, pursuant to section 3(a)(2) of the Bank Holding Company Act

of 1956 ("the Act"), for this Board's prior approval of the acquisi-

tion of all of the outstanding common stock (3,000 shares) of Fill-

more State Bank, Fillmore, Utah.

Pursuant to section 3(b) of the Act, the Bank Commissioner

for the State of Utah was asked for his views and recommendations.

His office replied that the Department interposed no objection to the

granting of the requested approval.

Statutory factors. - Section 3(c) of the Act requires the

Board to take into consideration the following five factors: (1) the

financial history and condition of the holding company and bank con-

cerned; (2) their prospects; (3) the character of their management;

(4) the convenience, needs, and welfare of the communities and the

area concerned; and (5) whether or not the effect of the acquisition

would be to expand the size or extent of the bank holding company system

involved beyond limits consistent with adequate and sound banking, the
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public interest, and the preservation of competition in the field

of banking.

Discussion. - The Applicant, First Security Corporation, is

a bank holding company with its principal office in Salt Lake City,

Utah. It owns a large majority of the stock of 4 banks in Utah,

Wyoming, and Idaho. Those subsidiary banks have total deposits of

about $453 million, representing about 26 per cent of the total of

$1,725 million deposits in the three States. They have 71 banking

offices, which represent 26 per cent of the 271 offices in those

States. The respective percentages of deposits and banking offices

held by these banks in each of the three States are: Utah - 32 per

cent and 35 per cent; Wyoming - 1 per cent and 2 per cent; Idaho -

33 per cent and 29 per cent.

The town of Fillmore is the county seat of Millard County.

It is the center of a relatively sparsely populated agricultural and

retail trade area which does not have as ready access to other areas

as is usually found in other sections of the country. Millard County

extends about 100 miles east and west and approximately 65 miles

north and south. High mountains outline its eastern boundary from

which the county extends westward to the State of Nevada. Fillmore

is located in the eastern part of Millard County and Fillmore State

Bank draws substantially all of its business from about 4,000 people

in that part of the County. Geographic conditions tend to discourage

those people from trading or banking elsewhere. The only other bank-

ing office in the County is located at Delta, about 37 miles away.
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Other banking 'offices in the surrounding areas are at distances

ranging from about 52 to more than 90 miles. The - deposits

of Fillmore State Bank are about $2 million and the deposits at each

of the banking offices in these surrounding areas range from about

$1 million to about $6 million.

The financial history and condition of both First Security

Corporation and Fillmore State Bank are satisfactory. The prospects

of both the holding company and the Bank are favorable, except to

the extent that the prospects of the Bank might be adversely af-

fected by problems of management discussed hereafter.

The management of First Security Corporation is capable and

experienced. There appears to be some basis for Applicant's assertion

that suitable continuing management for Fillmore Bank is not avail-

able within the Bank's present staff, that it would be difficult to

secure management from outside the Bank, and that if First Security

Corporation acquires control it would facilitate the providing of

suitable management for the Bank.

The Bank appears to have been serving the convenience,

needs, and welfare of its community and area in a satisfaAory manner,

but acquisition of control by First Se,..turity Corporation probably

would result in the Bank's furnishing somewhat better and more com-

plete banking services to its customers.
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The most most difficult problem here, as in many other cases under

the Bank Holding Company Act, arises under the fifth factor stated in

section 3(c), which requires the Board to consider whether the effect

of the acquisition "would be to expand the size or extent of the bank

holding company system involved beyond limits consistent with adequate

and sound banking, the public interest, and the preservation of compe-

tition in the field of banking."

Since there is only one bank in Fillmore there can be no

question of reducing competition with another bank in that community.

However, the banking office in Delta, the only other banking office

in Millard County, is a branch of First Security Bank of Utah, N. A.,

a subsidiary of First Security Corporation. This branch has deposits

of about $2-712 million. The fact that acquisition of Fillmore State

Bank by First Security Corporation would give that Corporation control

of both the banking offices in Millard County is an adverse considera-

tion. It is also an adverse feature that the only banking office in

Nephi, about 6o miles from Fillmore, is a branch of First Security

Bank of Utah, N. A. First Security Corporation thus controls 2 of

the 7 banking offices that appear to be most accessible to the area

served by Fillmore State Bank, and the Corporation would control

3 of the 7 if it acquires that Bank.
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The adverse adverse elements are mitigated by the fact that

there does not appear to be extensive trade or traffic between

Fillmore and Delta or much overlap of banking business between them;

neither of these small banking offices has more than about 3 per cent

of its deposits from the primary market area of the other. The

general geographic and economic characteristics of Fillmore, Millard

County, and the surrounding counties tend to make the circumstances

relating to competition somewhat different from those in many other

areas. The adverse features are also offset to some extent by the

improved management and expanded service to the community that

probably would result, as indicated above, from acquisition of

control of Fillmore Bank by First Security Corporation.

Conclusion. - Viewing the relevant facts in the light of

the factors specified in section 3(c) of the Act and the general

purposes of the Act, it is the judgment of the Board that in the

particular circumstances of this case the proposed acquisition

would be consistent with the applicable standards and purposes, and

that the application should be approved.
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BOARD OF GOVERNORS
OF THE

FEDERAL RESERVE SYSTEM

WASHINGTON 25. D. C.

Mr. J. A. Erickson,

Chairman, Conference of Presidents,

Federal Reserve Bank of Boston,

Boston 6, Massachusetts.

Dear Mr. Erickson:

Item No. 5
1/30/59

ADDRESS OFFICIAL CORRESPONDENCE

TO THE °DARE/

January 30, 1959

The Board of Governors has reviewe
d the recommendations of the

Conference of Presidents as set forth
 in the report of November 6, 19580 of

its Subcommittee on Personnel concerni
ng hospital-surgical-medical coverage

for retirees of the Federal Reserve Ba
nks.

The Board approves the recomm
endations of the Conference of

Presidents, as detailed in the Sub
committeets report, that the Federal

Reserve Banks provide hospital-surgi
cal-medical coverage for the foll

owing

classifications of retired employees 
and their families by paying

two-thirds of the cost of this cov
erage:

A. Service retired employees,

B. Special service retlrees (over 60
 years of

age and pith 25 years or more of 
service), and

C. Disability retirees.

A letter incorporating the subst
ance of the Boards approval

 is

being sent to the President of ea
ch Federal Reserve Bank toda

y.

Very truly yours,

(Signed) Merritt Sherman

Merritt Sherman,
Secretary.
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BOARD OF GOVERNORS
OF THE

FEDERAL RESERVE SYSTEM
WASHINGTON 25. D. C.

CONFIDENTIAL (FR) 

Mr. Alfred Hayes, Preident,
Federal Reserve Bank of New York,

New York 45, New York.

Dear Mr. Hayes:

Item No. 6
1/30/59

ADDRESS OFFICIAL CORRESPONDENCE

TO THE BOARD

January 30, 1959.

The Board of Governors approves the payment of salaries

to the following officers of the Federal Reserve Bank of New York

for the period January 15, 1959 through December 31, 1959, at the
rates indicated, which are the rates fixed by your Board of Directors

as reported in your letter of January 20, 1959:

Annual

Name Title Jalaa

Edward G. Guy Assistant General Counsel W.),000

John P. Ringrn Manager 114,500

Thomas C. Sloane Assistant Counsel 12,000

The Board has noted the chanze in assinments of Assistant

Vice Presidents Waage and 'llackenbush and of ManaL:er Piderit.

Very truly yours,

(Signed) Merritt Sherman

Merritt Sherman,
Secretary.
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