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Minutes of the Board of Governors of the Federal Reserve System

on Friday, July 15, 1960. The Board met in the Board Room at 10:00 a.m.

PRESENT: Mr.
Mr.
Mr.
Mr.
Mr.

Martin, Chairman
Balderston, Vice Chairman
Mills
Robertson 1/
Shepardson

Mr. Sherman, Secretary
Mr. Kenyon, Assistant Secretary
Mr. Hackley, General Counsel
Mr. Farrell, Director, Division
Mr. Solomon, Director, Division
Mr. Nelson, Assistant Director,

Examinations
Mr. Langham, Chief, Call Report

of Bank Operations

of Bank Operations
of Examinations
Division of

Section, Division

Discount rates. The establishment without change by the Federal

19eserve Banks of New York, Cleveland, Richmond, St. Louis, Minneapolis,

414 Dalla5 on July 14, 1960, of the rates on discounts and advances in

thetr existing schedules was approved unanimously, with the understanding

t4" appropriate advice would be sent to those Banks.

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

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

e'tlhed to these minutes under the respective item numbers indicated,

Vey..
2TEToved unanimously:

tettpe er to the Kane Bank and Trust Company, Kane,
brillleYivania, approving the establishment of a

allch at 2 Birch Street.

, wit 
hdrew from meeting at point indicated in minutes.

Item No.

1
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Letter to the Oklahoma State Bank, Ada, Oklahoma,
aPProving an extension of time to establish a branch
260 feet from its main office.

Letter to the Wells Fargo Bank American Trust
.C241PanY, San Francisco, California, approving an
,=x tension of time to establish a branch in Stockton.

Letter to the Comptroller of the Currency recommending
11PProva1 of the application of The Farmers State Savings

trik) Delta, Ohio, to convert into a national bankingass
ociation.

Item No.

2

3

14.

In connection with Item No. 4, there was a brief discussion, at

the instance of Governor Balderston, concerning the possible reasons

clerlYing applications by State banks to convert to national bank status,

EL114 it was understood that a memorandum setting forth information with

l'esPect to the number of such conversions in recent months would be

submitted for the Board's information by the Division of Bank Operations.

Report on competitive factors (Cincinnati-Elmwood Place, Ohio). 

The 
Comptroller of the Currency had requested a report on the competitive

f4etors involved in a proposed purchase of assets and assumption of

llabilities of The First National Bank of Elmwood Place, Elmwood Place,
°1110
) by The First National Bank of Cincinnati, Cincinnati, Ohio. The

tlle °a the matter, which had been circulated to the Board, submitted a

3°sed report in which the conclusions were stated as follows:

The proposed purchase of assets and assumption of liabilities
combine the smallest and largest banks in the Cincinnati

area and it would eliminate present and potential competition of
he small national bank.
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At the suggestion of Governor Robertson it was agreed to eliminate

the words "of the small national bank" at the end of the sentence, and

the report was then approved unanimously for transmittal to the Comptroller

Of the Currency.

Report on competitive factors (Abbeville-Greenwood South

The Federal Deposit Insurance Corporation had requested a

report on the competitive factors involved in the proposed merger of The

13ank of Abbeville, Abbeville, South Carolina, with and into State Bank

114(1 Trust Company, Greenwood, South Carolina. The file on the matter,

l'ihich had been circulated to the Board, submitted a proposed report to

the Corporation which contained the following conclusion:

The two banks involved in this merger are not known to have
been competitive to any appreciable degree. The merger and continu-
ation of the offices of The Bank of Abbeville as branches would not
appear to change the local competitive situation, nor would the
Proposal have any significant effect on the competitive position
Of the continuing bank in areas served outside Abbeville County.

At the request of Governor Mills, who stated that he did not

disagree with the conclusion but regarded this as a rather important case,

tAr.
Nelson reviewed in some detail the facts involved in the proposed

el‘ger, his comments being based on a memorandum prepared by the Federal

-"re Bank of Richmond and on other documents contained in the file

ng to the application.

Governor Mills noted that this proposal reflected, although to

lesser degree, the trend in the State of North Carolina toward a small
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number Of of large banking institutions serving all or substantial parts

Of the State. He repeated that he did not disagree with the conclusion

stated in the proposed report to the Federal Deposit Insurance Corporation.

Re Pointed out, however, that the services of the Greenwood bank extended

beyond the Greenwood-Abbeville area to certain of the more wealthy and

P°Pulous areas of the State of South Carolina, and also that accomplishment

Of the proposed merger would give the bank almost exclusive control of

tanking in Abbeville County.

Thereupon, the proposed report was approved unanimously for

tl'anamittal to the Federal Deposit Insurance Corporation.

Report on competitive factors (Rye-White Plains, New York). The

-4vtroller of the Currency had requested a report from the Board on the

competitive 
factors involved in the proposed consolidation of The Rye

i\l'ational Bank, Rye, New York, and the National Bank of Westchester, White

13lairle, White Plains, New York. A memorandum from the Division of

4ern1nations dated July 7, 1960, copies of which had been distributed to

the Board, submitted a proposed report to the Comptroller which contained

the 
- "-allowing conclusion:

The proposed consolidation will combine a relatively small 
bank operating in a limited area with a much larger one with
county-wide operations. Present competition between the two
tanks is negligible and it appears that the proposed consolidation
Mould enhance competition in the trade area now served by The Rye
National Bank but would have little effect on competition through-
out the remaining portion of Westchester County.
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At the suggestion of Governor Mills, it was agreed to omit, as

superfluous for purposes of this report, a sentence contained in a

Preceding section of the proposed report which indicated that in time the

continuing bank might alter competition in the trade area, since with its

larger lending limit and expanded resources it might be in a position to

serve those customers who could not now be accommodated by The Rye National

13ank and who therefore had done business with the larger banks in West-

chester County or those in New York City.

In making his suggestion, Governor Mills commented that this

anguage might be regarded as an indication that the Board was recommending

to the Comptroller that he approve the merger. Also, it would forecast

the effects of the merger at a later date. The reporting requirements

of the present legislation would, in his opinion, be fulfilled by the

154ragraph setting forth the Board's conclusions.

The proposed report was then approved unanimously for transmittal

to the Comptroller of the Currency, subject to deletion of the language

14entioned by Governor Mills.

Merger application: Petersburg-Colonial Heights, Virginia

There had been circulated to the Board a file relating

to the application of the Petersburg Savings and American Trust Company,

Peter'sburg, Virginia, to merge with The Bank of Colonial Heights, Colonial

ileihts, Virginia, and to establish branches at locations of the present

Orri
ees of The Bank of Colonial Heights. The recommendations of the
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Federal Reserve Bank of Richmond and the Division of Examinations were

favorable, and the views of the Comptroller of the Currency, the Federal

DePosit Insurance Corporation, and the Department of Justice on the

competitive aspects of the proposal were set forth in reports included

in the file.

Agreement being expressed with the recommendations of the Reserve

Bank
and the Division of Examinations, unanimous approval was given to

the letter to the Petersburg Savings and American Trust Company of which

a.
eoPY is attached as Item No. 5.

Mr. Nelson then withdrew.

Single issue of Federal Reserve notes. In a letter dated July 13,

1960) the Under Secretary of the Treasury advised that the Treasury had

been asked by the Subcommittee on Foreign Operations and Monetary Affairs

the House Committee on Government Operations for its views and comments

Its to the advisability and practicability of a single issue of Federal

Reserve notes. Attached to the letter was a copy of the Treasury's

131'°Posed reply with a request for comments or suggestions. The proposed

l'elplY of the Treasury would indicate that the Treasury knew of no reason

1'111Y the use of a single issue of Federal Reserve notes would not be

Dracticable, but it would then point out that the issuance of Federal

Reserve notes is a function of the Federal Reserve System, and that the

4clvisability of introducing a single issue of such notes would be a

katter of primary concern to the System. Copies of the Under Secretary's
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letter and the proposed reply to the Subcommittee had been distributed

tO the Board with a draft of letter

state that the Board had received a

making a rather comprehensive study

Board eventually might take was not

to the Under Secretary which would

similar inquiry, that its staff was

of the matter, that the position the

yet known, but that no reason was

seen why the proposed reply of the Treasury should not go forward at this

time.

Mr. Farrell distributed at this meeting copies of an additional

sentence for possible inclusion in the reply to the Under Secretary which

If°1111- suggest that the Treasury might want to consider the point that a

single issue of Federal Reserve notes would make detection of counterfeits

scilnewhat more difficult.

In commenting, Mr. Farrell said he had discussed the question of

the detection of counterfeits with the Fiscal Assistant Secretary of the

Treaa
urY, who had indicated that this phase of the matter would be taken

14P th the Secret Service in considering the Treasury's reply to the

11(311se Subcommittee. Mr. Farrell went on to say that the study to date

brig--'4u Board's staff of the question of a single issue of Federal Reserve

notes
suggested that if the Board should decide to take an unfavorable

P°siti-On) that position might have to be based principally on the ground
that

8. single issue of notes would not be compatible with the regional

4sPects of the Federal Reserve System. The Treasury, of course, would

not 
be expected to comment on that phase of the matter, and in the
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circumstances Mr. Farrell felt that the Treasury's proposed reply would

not be objectionable.

There followed discussion regarding the possible inclusion of an

additional sentence in the reply to the Under Secretary with respect to

the detection of counterfeiting, and it was the feeling of the Board that

It would be appropriate to bring this phase of the matter to the Treasury's

attention.

With regard to other portions of the Treasury's proposed reply

to the SUbcammittee, Governor Mills suggested the possibility of inquiring

illether the Treasury would be willing to phrase its reply in terms that

the issuance of Federal Reserve notes is a function of the Federal Reserve

SYstem, that the advisability of such a procedure (a single issue of

l'ederal Reserve notes) would be of primary concern to the System, and that

this was a matter that the System would best be able to judge.

In the discussion that ensued, Mr. Farrell commented that accounting

1)1'°151ems posed by a single issue of Federal Reserve notes apparently could

be u
"an/lied satisfactorily and that some savings apparently would be

Therefore, a question that would have to be decided by the

toarc' 
was whether the advantage of cost-saving would be sufficient to

cAltv •
elgh the disadvantages that might be seen in such a change of

prOceaure.

The suggestion then was made that the Board might inquire whether

the T
reasury would be willing to delete the sentence contained in its
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Proposed letter to the Subcommittee which would state that the Treasury

knew of no reason why the issuance of a single issue of Federal Reserve

aotes would not be practicable.

In this connection, Governor Shepardson called attention to a

statement in the proposed Treasury letter which indicated that expenses

incurred in printing, holding, and redeeming Federal Reserve notes are

'Passed on to, and are borne by, the Federal Reserve Banks, and to a

811beequent statement that the use of a single issue of notes would enable

the Treasury to reduce its annual expense by approximately 4377,000. It

vas
agreed that clarification of the second of these statements to bring

out that the expenses of the Treasury referred to in the proposed letter

41"e reiMbursable from the Federal Reserve Banks should be suggested to

the 
Treasury.

At the conclusion of the discussion, the suggestion was made that

4° Igritten reply be made to the Under Secretary'

tht the points developed at this meeting be

telephone. There was unanimous agreement

it was

of the

letter of July 13 and

passed along to the Treasury

with this suggestion, and

understood that Mr. Farrell would get in touch with a representative

Treasury.

Secretary's Note: The results of his subsequent
conversation with a representative of the Treasury
were set forth by Mr. Farrell in a memorandum dated
July 15 which was circulated to the members of the
Board for their information.
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At this point Mr. O'Connell, Assistant General Counsel, and

Miss Hart, Assistant Counsel, joined the meeting along with Messrs.

Benner, Assistant Director, and Leavitt, Supervisory Review Examiner,

kvision of Examinations.

Procedure for handling Reserve Bank budgets. There had been

distributed to the Board copies of a memorandum from Mr. Farrell dated

alllY 13, 1960, submitting a proposed procedure for handling the analysis

4/4 consideration of the 1961 budgets of the Federal Reserve Banks. The

rec
ommended procedure was similar to that followed in the handling of

the 1960 budgets.

In the course of commenting on the matter, Mr. Farrell verified,

ill re 131Y to a question by Governor Mills,that in addition to a general

8 
1411MarY of the budgets, a reference volume containing a detailed analysis

thereof would be made available upon request to any member of the Board.

Thereupon, the recommended procedure was approved unanimously.

Compilation of banking data for Chicago study (Item No. 6). There

been circulated to the Board a memorandum from the Division of Bank

°Perations dated July 6, 1960, submitting a proposed letter to Mr. Irving

Schweiger, Associate Professor of Marketing, University of Chicago, which

14°111'1 offer to make available various data to be used in a banking study

tc)li the Graduate School of Business of the University of Chicago, as

nally requested by Mr. Schweiger's associate, Professor John McGee,

CtIl4cliscussed further in a letter from Mr. Schweiger to Governor Robertson
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dated June 29, 1960. The proposed reply would state that the Board would

be Pleased to make these data available provided the compilation could

be processed in an orderly manner to fit into the existing workload. It

1'146 anticipated that all of the data processing would be completed by

the end of September and that some of the data might be completed by a

date (August 5, 1960 which had been referred to by Messrs. McGee and

Sohwelger

Governor Robertson said he wished to make it clear that the fact

that Mr. Schweiger's letter was addressed to him did not indicate that

he (Governor Robertson) was acquainted with Professor McGee prior to the

time
tnx. McGee visited Governor Robertson's office in company with Mr.

Sehlieiger about June 15, 1960, after having communicated with the Board's

tart- Governor Robertson added that he had no strong feeling one way

°I' the other with respect to the question of complying with the request.

Mr. Farrell said it was the feeling of the Division of Bank

°Perations that this was a worthwhile project, one in an area that perhaps

1.1(3111-1d have been the subject of study by the Board's staff. On this basis

it Ilas thought that compliance with the request would be appropriate,

14%°1114ed the compilation of the data could be handled in an orderly manner

tO 
1 

P4 .

4':t into the existing workload of data processing.

Thereupon, the letter to Professor Schweiger, of which a copy

la A„
-'6ached as Item No. 6, was approved unanimously, with the understanding

that
the requested data would be furnished without charge.
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Technical assistance for Venezuela (Item No. 7). In accordance

With the favorable recommendation contained in a memorandum from Mr.

Marget, Director, Division of International Finance, dated July 13,

1960, copies of which had been distributed to the Board, unanimous

aPProval was given to a letter to the Federal Reserve Bank of New York

indicating that the Board would have no objection to arrangements approved

by the Reserve Bank's directors for making the services of Messrs.

11°14a-rd D. Crosse and Francis H. Schott, and possibly those of Mr. William

E. Marple, available to Banco Central de Venezuela for assistance in

connection with the formulation and implementation of rediscount policy

81141 Possible reorganization of Banco Central's Department of Financial

4.4a Credit Research. A copy of the letter is attached as Item No. 7.

Governor Robertson then withdrew from the meeting.

Continental Bank and Trust Company (Items 8 and 9). Pursuant

to the understanding at the meeting on July 14, 1960, there had been

cil8tributed to the members of the Board a revised draft of statement that

flig
be issued by the Board in connection with its order, the substance

°r /thich was agreed upon on July 7, 1960, that The Continental Bank and

T11-18t Company, Salt Lake City, Utah, increase its net capital and surplus

by at least 4,500,000, through the sale of additional common stock
tor

cash) within a period of six months from the date of such order.
The

Portion of the revised statement furnished by members of the legal

stexf
represented a substantial condensation from the draft considered
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by the Board on July 14, while the portion of the revised statement

submitted by members of the examining staff reflected various comments

arld suggestions by members of the Board at the July 14 meeting but was

sub
stantially comparable in scope to the previous draft.

Mr. Hackley said that the legal staff had considered the

P°ssibility of dispensing entirely with any statement in connection with

the issuance of the Board's order but had concluded that this would not

be desirable. The legal portion of the statement that had now been

distributed was revised with two principal objectives in mind. The first

Ilas to shorten the statement and to make it somewhat less legal sounding

14 nature. It had been possible to cut this portion of the statement

Proximately 50 per cent, but there had been no attempt to cut down the

b4ekground discussion substantially. The second objective was to put

less emphasis on the necessity for a further hearing, although the members

°f the Legal Division who had worked on the matter still felt that there

44 as yet been no charge of violation against Continental, that, as

inclicated in the revised statement, a prerequisite to forfeiture of

Illealtership would be a finding that Continental had violated provisions

°t the statute and the Board's regulations, and that a hearing must then

be held regarding Continental's apparent failure to comply with the order

or the Board.

Governor Mills said he would accept the legal portion of the

tElterflent in the revised form in which it had been distributed. Should
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there be a charge of noncompliance, he would cross that bridge when

tlecessary. He was still troubled, however, by some of the statements

in the portion of the proposed statement that had been submitted by the

examining staff.

Mr. Solomon then commented on that portion of the statement in

its revised form, indicating that there were certain respects in which

the examining staff would suggest condensation and that further condensation

be possible in the Board's discretion.

In response to a request by Governor Shepardson for clarification

l'..rding the purpose of another hearing in the event of failure of

Continental to comply with the Board's order, Mr. Hackley stated that this

11°111c1 afford Continental, in accordance with due process of law, an

°13Portunity to present its case--to have its day in court, so to speak--

before any action was taken to forfeit the bank's membership in the

Pfiti

"ul Reserve System. Thus it would be possible for the bank to appear,

e°htest the validity of the Board's order, and defend noncompliance on

the ground that the Board had no valid basis for issuing the order or

that the order was not reasonable. The bank might state that although

It had not increased its capital by selling stock, its capital situation

been improved by asset changes, retained earnings, or some other means.

Q4/ the basis of such a hearing, the Board might, of course, modify its

1)°Bition.
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There followed discussion to clarify a technical point in the

revised statement in the light of a question by Governor Shepardson,

following which Governor Mills inquired whether it was correct to say

that if the Board issued an order and Continental did not comply with

it) the hearing then held would really be intended for the benefit of

Continental. He also asked whether it was correct to assume, in the

light of the history of the case, that Continental might reject the

P°ssibility of a further hearing and take the matter into court

Limlediately•

In his reply, Mr. Hackley said it was entirely possible that

Continental, perhaps in as short a time as a week, would proceed by way

or
Judicial action of some kind to contest the Board's authority to

Issue the order to increase capital without waiting for the period of

8t4 months to expire. Mr. O'Connell commented that a court quite

13°88itlY would dismiss such action as premature, for Continental 'would

113t have been injured before the six-month period expired and the Board

took other steps.

Governor Shepardson then stated that he considered the portion

or the revised statement submitted by the legal staff a distinct improve-

Governor Balderston commented to the same effect and suggested

changes at certain points in the interest of clarification and

her improvement of the presentation. He then reviewed his thoughts
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Pro and con regarding the use of the rather lengthy factual presentation

developed by the examining staff.

At this point Mr. Hackley indicated that he and other members of

the staff had endeavored to prepare a draft, in rather rough form, of an

alternative and shorter version of the factual part of the statement in

order that the Board might have such an alternative available for its

con
sideration.

At the Board's request, Mr. Hackley then read the alternative

cirltft. During the reading thereof, certain suggestions were made by

le.tabers of the Board, and at the conclusion of the presentation Mr.

8°444011 indicated that he would be favorable to such a statement if in

the 
,) 
1.1
oard's judgment it would be appropriate.

Mr. Hackley commented that if Continental should go to court

ediately and challenge the validity of the Board's order, or if the

Itia'tter should go to litigation at a later date, the questions involved

'4°414 be related to the Board's legal authority and the reasonableness

01 the Board's factusl determination. Therefore, it was felt that all

that
essential at this time was a reasonable indication of the basis

'4hich the Board had reached its determination. In the event of

.4(41illistrative proceedings, the material in the revised statement probably
1,70104

have to be expanded substantially so as to include all of the

414terlal in the statement as originally drafted and perhaps additional
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Governor Balderston then made comments in which he indicated that

the Points he had had in mind with regard to what should be covered in

the factual portion of the statement would be met by a statement along

the lines Mr. Hackley had read. Accordingly, he suggested that the order

44a accompanying statement be issued as promptly as possible.

Governor Mills expressed agreement with Governor Balderston that

the Board could reasonably proceed to issue a statement in such form,

Subject to such minor additions and corrections as the staff might find

tiecessary in the light of today's discussion and its awn further study.

Further discussion indicated that it would appear feasible to

he the order and statement available for issuance next Monday afternoon,

July 18.

In this connection, agreement was expressed with a suggestion

by
. Solomon that it be made clear in the statement that in the Board's

°Pillion at least $1,500,000 of new capital through the sale of additional

ecliallnon stock was called for on the basis of the bank's condition at the

1)1'esent time, thus indicating clearly that if conditions should change

the 13°ard's position as to the extent of the need of additional capital

1111*It also be subject to change.

It was then agreed unanimously to issue on the afternoon of

July 18, if possible, an Order reflecting the decision of the

Board.
on July 7, 1960, with an accompanying Statement in the general form

(31' the revised draft presented for the Board's consideration this morning.
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action was taken with the understanding that the staff would proceed

with the editing of the statement and that the statement need not be

tl'ought back to the Board for further consideration. It was also under-

• that shortly before the hour of release of the Order and Statement,

e°unsel for Continental Bank and Trust Company in Salt Lake City and in

We'shington would be advised of the Order and Statement and that copies

et those documents would be made available to representatives of

Con
tinental at the Board's offices at the time of release. It was further

rderstood that after the hour of release copies of the Order and Statement

14°111ft be sent to Continental Bank and Trust Company, its Counsel, each

f its directors, and each Federal Reserve Bank, as well as certain other

iaterested parties, and that the Order and Statement would be published

14 the Federal Register and the Federal Reserve Bulletin.

Secretary's Note: Copies of the Order and

Statement as released at 4:30 p.m. EDT, on

July 18, 1960, are attached as Items 8 and 9,
respectively.

All of the members of the staff except Mt. Hackley then withdrew

f1.0121 the meeting.

Services of Special Counsel (Item No. 10). The Secretary later

• 14formed that consideration was given to the status of the services

c3t MI% Bolling R. Powell, Jr., as Special Counsel to the Board in the

ra'..tter of The Continental Bank and Trust Company, Salt Lake City, Utah,

t°11a4ing which it was agreed that Governor Balderston would discuss the

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



7/15/60 -19-

matter with Mr. Powell in the light of the understanding reached at

t(441Y'8 meeting and that an appropriate letter would subsequently be

sent to Mr. Powell.

Secretary's Note: Governor Balderston having
met with Mr. Powell, the letter of which a
copy is attached as Item No. 10 was sent to Mr.
Powell under date of July 21, 1960.

Mt. Hackley then withdrew.

Delegations of authority to Governor Shepardson. The Chairman

later informed the Secretary that the Board had vested in Governor

ShePardson for the year beginning August 1, 1960, the direction of its

ibiternal affairs that are of a managerial nature. This meant that the

airectors of divisions would continue to take up with him matters

Pertaining to Board personnel, budget, and housekeeping, and that the

4ra as a whole would continue to keep in touch with the operating

1:11‘(3bleirls of the staff and determine questions of policy. Governor

84e134-rdson's designation included authorization to approve travel requests

in accordance with the official travel regulations of the Board, as

41ended August 6, 1956. The action also continued the authorization

e°4terred by the Board on Governor Shepardson at its meeting on June 26,

1957) to approve on behalf of the Board (1) all proposed personnel

Iletl°n8 relating to members of the Board's staff other than the Advisers

to the Board, the Assistants to the Board, the Legislative Counsel, and
t4e 

airectors and assistant directors of the various divisions of the
Starr.

/ and (2) the proposed appointment of examiners, assistant examiners,
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and necial or special assistant examiners of the Federal Reserve Banks,

/11:Un the understanding that all such approvals would continue to be

enterea in the minutes as of the date of approval.

The meeting then adjourned.

r-,
\ ,•"-"t • 

Secretary
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BOARD OF GOVERNORS
OF THE

FEDERAL RESERVE SYSTEM
WASHINGTON 25. D. C.

Board of Directors,
tine Bank and Trust Company,
Xane, Pennsylvania.

Gentlemen:

Item No. 1
7/15/60

ADDRESS orricsAt CORRESPONDENCE
TO THE BOARD

July 15, 1960

Pursuant to your request submitted through the
Federal Reserve Bank of Philadelphia, the Board of Governors
of the Federal Reserve System approves the establishment of
an in-town branch at 2 Birch Street, Kane, Pennsylvania, by
tane Bank and Trust Company, provided the branch is established
uithin one year from the date of this letter.

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.

Board of Directors,
Oklahoma State Bank,
Ada, Oklahoma.

Gentlemen:

Item No. 2
7/15/6°

AOORESS OFFIC AL CORRESPONOENCE

TO THE BOAR°

uly 15, 1960

Pursuant to your request, the Board of
Governors extends to August 24, 1960, the time within
Which Oklahoma State Bank may establish a branch 260
feet from its main office as authorized in the Board's
letter of January 25, 1960.

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.

Board of Directors,
Wells Fargo Bank American
Trust Company,

San Francisco, California.

Gentlemen:

Item No. 3
7/15/60

AooRcas orrictm. COFIRCIIIPONOCNOC
TO THE BOARD

July 15, 1960

Pursuant to your request submitted through
The Federal Reserve Bank of San Francisco, the Board
of Governors of the Federal Reserve System extends
until February 13, 1961, the time within which Wells
Fargo Bank American Trust Company may establish a
branch in the vicinity of the intersection of Wilson
Way and Main Street, Stockton, California, under the
authorization contained in the Board's letter of
August 12, 1959.

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.

Comptroller of the Currency,
Treasury Department,
Washington 25, D. C.

Item No. L.
7/15/60

ADDRESS OFFICIAL CORRESPONOENCE

TO THE BOARD

July 15, 1960

Attention Mr. Reed Dolan,
Chief National Bank Examiner.

Dear Mr. Comptroller:

Reference is made to a letter from your office dated
June 27, 1960, enclosing copies of an application of The
Farmers State Savings Bank, Delta, Ohio, to convert into a
national banking association and requesting a recommendation
as to whether or not the application should be approved.

A field investigation of the application has not
been made, but the Federal Reserve Bank of Cleveland has
furnished us with a report on the application based upon the
examination of the bank as of February 16, 1960, and other
data available.

The Farmers State Savings Bank has been a member of
the Federal Reserve System since May 1, 1943. The present
capital structure of the bank, future earnings prospects, and
management are regarded as satisfactory. The bank has served
the community quite satisfactorily for many years. Accordingly,
the Board of Governors recommends approval of the application
of The Farmers State Savings Bank to convert into a national
banking association.

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

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.

Board of Directors,
Petersburg Savings and American
Trust Company,

Petersburg, Virginia.

Gentlemen:

1

Item No. 5
7/15/60

ADORES OFFICIAL CCIFINESPONDENCE

TO THE BOAk0

July 15, 1960

The Board of Governors of the Federal Reserve
System, after consideration of all factors setforth in
Section 18(c) of the Federal Deposit Insurance Act as
amended by the Act of May 13, 1960, and finding the trans-
action to be in the public interest, hereby consents to the
merger of The Bank of Colonial Heights, Colonial Heights,
Virginia, into the Petersburg Savings and American Trust
Company. The Board of Governors also approves the establish-
ment of branches by Petersburg Savings and American Trust
Company at the following locations of the present offices of
The Bank of Colonial Heights:

123 Pickwick Avenue) Colonial Heights, Virginia,
Intersection of Boulevard and Temple Avenue,

Colonial Heights, Virginia.

This approval is given provided the transactions
are consummated within six months from the date of this
letter.

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. Irving Schweiger,
Associate Professor of Marketing and
Editor, Journal of Business,

Graduate School of Business,
University of Chicago,
Chicago 37, Illinois.

IDsar Mr. Schweiger:

Item No. 6
7/15/60

ADDRESS OFFICIAL CORRESPONDENCE

TO THE BOARD

July 15, 1960

This refers to your letter of June 29 to Governor
Robertson with which you enclosed a series of specifications
11:1°1. special compilations of banking data to be used in your
/11.,tiking study for the Graduate School of Business at the

vers1ty of Chicago.

The study you have outlined is believed to be a desir-able 
one and, when completed, should make a significant con-

tjiblItion to the field of banking. However, in view of the
cl,11°asrous and comprehensive compilations requested and the Board's
:Puter schedule for a substantial amount of overtime in July,
t commitment can be made for completing the compilations withinhe time limitations stated in your letter. The Board will be
;rased to make these data available for your use, provided
in! compilations can be processed in an orderly manner to fit
13;0 the existing workload. It is anticipated that all data
80c)esssing would be completed by the end of September and
Me of the data might be completed by your August 5 deadline.

Please inform the Division of Bank Operations whether,ttacier
to such a schedule, the compilations would still be of value
EtirY°11- Incidentally, programming of some of the data has

eadY been started on this basis.

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.

Item No. 7
7/15/60

ADDRESS OFFICIAL CORRESPONDENCE

TO THE BOARD

July is, 1960

Mr. Robert 1/1. Stone,
Assistant Secretary,
Federal Reserve Bank of New York,
Nov York 45, New York.

bear Mr. Stone:

This letter is in reply to your letter of July 8
regarding the provision of the services of Fessrs. Crosse
?:nd Schott and possibly those of kir. Marple to the Banco
Central de Venezuela for an assignment in connection with
the formulation and implementation of rediscount policy
and the possible reorganization of the Bancols Department
Of Financial and Credit Research.

to
The Board of Governors interposes no objection

the 
The

outlined in your letter.

Very truly yours,

_

('
\

Merritt Sherman,
Secretary)
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Item No. 8
7/15/60

UNITED STATES OF AMERICA

BEFORE THE BOARD OF GOVERNORS OF THE FEDERAL RESERVE SYSTEM

In the Matter of

THE CONTINENTAL BANK
AND TRUST COMPANY

Salt Lake City, Utah

ORDER TO INCREASE CAPITAL

There has come before the Board of Governors, pursuant

to notice of institution of a proceeding with formal hearing

dated June 29, 1.956, the matter of the adequacy or inadequacy of

the net capital and surplus funds of The Continental Bank and

Trust
Company, Salt Lake City, Utah (hereafter called "the Bank"),

in relation to the character and condition of its assets and its
Clep0 

Q
es

4 
t

1, liabilities and other corporate responsibilities. During

the collrse of the aforesaid hearing, testimony and documentary
e __e vide

uo were introduced on behalf of the Bank and the Board,
roll

3wing which Counsel for the Bank and Special Counsel to the

13Oard submitted proposed findings and conclusions with briefs
the r

eon and replies thereto; the Trial Examiner filed with the

/3°ard his Report and Recommended Decision; Special Counsel to the
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Board filed exceptions, with supporting brief, and Counsel for

the Bank filed a brief in opposition to such exceptions; and

the matter was argued orally before the Board.

The Board has considered the evidence of record to

the extent and in the degree set forth in the Statement accom-

PanYing this Order; the arguments of Counsel on the issues of

fact and law raised by motion and otherwise during this proceed-

ing; the Trial Examiner's Report and Recommended Decision; the

e celotions and briefs filed by Counsel; the oral arguments before

the Board; and information, equally available to the Bank, de-

11-ved before and after the date of such hearing from reports of

"amination of the Bank and from supervisory reports filed by

the Bank.

On the basis of such deliberation and consideration,

and for the reasons set forth in the Statement accompanying

this Order, it is the judgment of the Board, and the Board has

8° determined, that the net capital and surplus funds of the

13'1111 are inadequate in relation to the character and condition
Of

its assets and to its deposit liabilities and other cor-

P°rate responsibilities, and that such inadequacy in an amount

f not less than $1,500,000 shows no likelihood of being cor-

d within a reasonable time by retained earnings.
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Accordingly, IT IS HEREBY ORDERED that, within six

months from the date of this Order, the Bank shall, by the

sale of common stock for cash, effect an increase in its net

capital and surplus funds in the amount of not less than

$1,500,000.

Dated at Washington, D. C., this 18th day of July, 1960.

By order of the Board of Governors.

Voting for this action: Chairman Martin and Governors
Balderston, Szymczak, Mills, Shepardson, and King.

Governor Robertson took no part in the Board's con-
sideration of this matter or in the Board's action
of this date, having voluntarily withdrawn from par-
ticipation in the matter for the reasons set forth
in the Statement issued by him on June 30, 1959, and
made a part of the record in these proceedings.

(Signed) Merritt Sherman

Merritt Sherman,
Secretary.
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UNITED STATES OF AMERICA
Item NO. 9
7/15/60

BEFORE THE BOARD OF GOVERNORS OF THE FEDERAL RESERVE SYSTEM

In the Matter of

THE CONTINENTAL BANK )
AND TRUST COMPANY )

Salt Lake City, Utah )

STATEMENT OF THE BOARD 

IN CONNECTION WITH ORDER TO INCREASE CAPITAL 

I. BACKGROUND

Prior to February 1, 1952, Continental was a national

bank  Chartered under provisions of the National Bank Act. As of

that date it converted to a State charter under the law of the

State of Utah. As of the same date, the Bank was admitted to

membership in the Federal Reserve System by virtue of the Board's

approval of the Bank's application for such membership filed pur-

suant to provisions of the Federal Reserve Act. In thus voluntarily

becoming a member of the System, Continental became subject to all

Provisions of the Federal Reserve Act and other laws of Congress

aPPlicable to State member banks.

At the time of Continental's admission to membership,

8ecti0n 9 of the Federal Reserve Act reouired a State bank, in order

t° be eligible for membership, to have capital equal to the minimum

anl°11nt specified by the National Bank Act for the organization of a

Ilational bank in the place in which such State bank was located,
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and the amount so specified by the latter Act was arbitrarily

related to the population of the place of the bank's location.

Continental's capital met this requirement of the statute. It

was not until July 15, 1952, several months after Continental's

admission, that section 9 of the Federal Reserve Act (12 U.S.C. 329)

was amended to prohibit admission of a State bank to membership in

the Federal Reserve System unless it has "capital stock and surplus

Which, in the judgment of the Board of Governors of the Federal

Reserve System, are adequate in relation to the character and con-

dition of its assets and to its existing and prospective deposit

liabilities and other corporate responsibilities".

Although Continental met the minimum capital requirement

Prescribed by the Federal Reserve Act at the time of its admission

to membership, nevertheless, if in the judgment of the Board the

Bank lacked adequate capital, it was within the Board's statutory

discretion either to withhold approval of the Bank's application

for membership or to approve the Bank's application notwithstanding

its capital situation. An intermediate course was also open to the

kard. Under the first paragraph of section 9 of the Federal Reserve

Act (12 U.S.C. 321), the Board had authority to permit an applying

State bank to become a member of the System "subject to the provi-

stens of this Act and to such conditions as it may prescribe pursuant

th
ereto." Pursuant to this provision, the Board prescribed the fol-

io 
wing conditions of membership in approving Continental's applica-

ticn for membership:
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"1. Such bank at all times shall conduct its business
and exercise its powers with due regard to the
safety of its depositors, and, except with the per-
mission of the Board of Governors of the Federal
Reserve System, such bank shall not cause or permit
any change to be made in the general character of
its business or in the scope of the corporate
powers exercised by it at the time of admission to
membership.

"2. The net capital and surplus funds of such bank shall
be adequate in relation to the character and condi-
tion of its assets and to its deposit liabilities and
other corporate responsibilities, and its capital
shall not be reduced except with the permission of
the Board of Governors of the Federal Reserve System."

It was the second of these conditions, hereafter called

1Condition of Membership No. 2", that expressly related to the

Maintenance of adequate capital.

In accordance with its practice of prescribing special

conditions of membership when warranted by the circumstances of

Particular cases, the Board also prescribed two such special condi-

ti°ns in Continental's case. One required full payment within two

Years of the indebtedness to Continental of certain members of the

familY of Mr. Walter E. Cosgriff, President of Continental; the

Other provided that the Bank prior to membership should charge off

Or otherwise eliminate certain losses.

That the Board had reservations as to the adequacy of

Continental's capital and that Condition of Membership No. 2 was

Intended 
to be a continuing condition as to maintenance of adequate

caPital was clearly evidenced by the Board's letter of January 25,

19521 advising the Bank of the Board's approval of its application

l'or membership. In that letter, the Board stated:
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"In approving this application the Board of Governors
has considered and relied upon the assurances given by
Mr. Cosgriff that his indebtedness and that of his im-
mediate family to the affiliated banks in which they
own a majority stock interest will be liquidated within
two years and that the dividends of The Continental Bank
and Trust Company will not exceed $1081000 per annum
until the capital funds of the bank have been increased
through retention of earnings by a substantial amount:
at least $6001000 to $7001000. The Board feels that the
a222Ellapitalization of the bank is low in relation to
its total assets and, particularly, in relation to the
amount of its risk assets (total assets less Cash and
Government securities). Therefore, the Board wishes to 
emphasize the fact that its •resent action in a..rovin

ication for membership_is not to be construed 
as a provin in any way the bank's ca ital osition or
as indica in• that the Board ma not hereafter insist on
an. increase in the bank's capital or on the correction
p_f__ any undesirable condition." (Exh. 52) (Underscoring

In compliance with the understanding stated in this letter

Vith respect to dividends, Continental did not increase its dividends

44ti1 after its capital funds had been increased by $7001000. Never-

theless, each examination of Continental subsequent to its admission

to Membership indicated that, because of changes in the risk quality

Of its assets, its capital structure was still low in relation to the

cha 
racter and condition of its assets and liabilities. On each such

c3ccasicn, corrective action was urged, but the Bank refused to take

arlY further steps to improve its capital situation.

By letter dated February 101 1956 the Federal Reserve

ilahk of San Francisco informed Continental that, after review of

.t8 capital situation the Board of Governors believed that correc-

t4e action was needed; and advice was requested within 60 days as

to what steps the Bank would take to provide not less than $115001000

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



- •

1,4(„ci

-5-

cf net additional capital funds by the sale of additional common

stock. Continental issued notice of a special stockholders' meeting

to consider an increase in capital; but the notice was accompanied

by a letter from Mr. Walter E. Cosgriff, President of Continental,

cPposing such action, and the stockholders rejected the request.

On June 29, 1956, the Board issued to Continental a

notice of institution of a proceeding with a formal hearing,

stating that, if reports of examination of Continental made by the

Federal Reserve Bank of San Francisco were correct, they indicated

that the capital and surplus funds of Continental were inadequate,

and that the hearing was being ordered to determine:

"(1) the adequacy or inadequacy of the net capital
stock and surplus of the Bank in relation to the char-
acter and condition of its assets and its present and
prospective deposit liabilities and other corporate re-
sponsibilities;

"(2) the additional amount of capital funds, if any,
needed by the Bank; and

11(3) what period of time would be reasonable to allow
the Bank to increase its capital funds to make them ade-
quate, before being required by the Board to surrender its
Federal Reserve Bank stock and forfeit its membership in
the System."

The Board of Governors, having no hearing examiner on its

staf-p4, requested the Civil Service Commission to select and assign,

accordance with section 11 of the Administrative Procedure Act

(5 u
1010), a hearing examiner to conduct the hearing ordered

bY the Board. From its list of qualified hearing examiners, the
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Civil Service Commission selected an examiner on the staff of the

Federal Power Commission to conduct the Board's hearing. In con-

nection with this matter, the Board retained a private attorney

to act as Special Counsel in representing the Board.

Commencement of the hearing for the purpose of taking

evidence was delayed by Continental's petition in the United

States District Court for the District of Utah to enjoin the con-

duct of the hearing by the Trial Examiner, on the ground that the

Board lacked authority to order the proceeding. The District

Court denied the Bank's petition and, on appeal to the United

States Court of Appeals for the Eighth Circuit, that Court affirmed

the judgment of dismissal. The Court held that, since the Board

Ilas authorized by statute to conduct the hearing and had lawfully

delegated such authority to the Trial Examiner, the Board was an

indisPensable party to the action, and that, inasmuch as the Board

had not been joined as a party defendant, the petition should be

dismissed. The Continental Bank and Trust Co. v. Woodall, 239

l''2d 707 (1957), cert. den. 353 U. S. 909.

In April 1957, the hearing began for the purpose of taking

eltidence and, with numerous adjournments, it continued until November

1958. In March 1959, the Trial Examiner filed his Report and Recom-

Mended Decision. He recommended that the proceeding be dismissed

tor (1) want of jurisdiction or lawful authority, (2) violation of

due 
process of lau, and (3) failure to sustain the burden of proof.
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Exceptions to the Trial Examiner's Report and Recommended

Decision, with a supporting brief, were filed by Special Counsel to

the Board, and Counsel for Continental filed a brief in opposition

thereto. Oral arguments by both Counsel were heard by the Board on

July 22, 1959.

The conclusions of the Trial Examiner may be briefly

summarized as follows: First, as to the Board's statutory authority,

he concluded that the Board has no authority under the law to pre-

scribe regulations requiring maintenance of adequate capital by a

State member bank; that, even if such authority maybe implied from

various provisions of the Federal Reserve Act, the law contains no

constitutionally adequate standards to guide the Board in exercising

such authority; that, in any event, the Board's regulation on the

subject is too vague and indefinite to be enforceable; that, even if

Condition of Membership No. 2 is enforceable as a condition precedent

to membership, it is invalid as applied subsequent to membership; and

that such condition is in derogation of the authority of the Federal

DePosit Insurance Corporation to terminate deposit insurance upon a

rind-trig of "unsafe and unsound" banking practices. Second, aside

risom the question of the Board's authority, the Trial Examiner con-

cluded that requirements of due process of law were not observed

during the 1956-1958 hearing because of the indefiniteness of the

114°.tioe of that hearing, the refusal of the Board to permit access by

CcAlnsel for Continental to certain material in the Board's files,

blas and prejudice on the part of certain witnesses called by Special
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Counsel to the Board, and because of certain other stated reasons.

Pinally, the Trial Examiner concluded that the evidence at that

hearing was not sufficient to establish a violation by Continental

Of Condition of Membership No. 2. On the basis of these con-

clusions, the Trial Examiner recommended that the proceeding be

dismissed.

II. LEGAL ASPECTS OF THE CASE

Forfeiture of a State member bank's membership in the

Psderal Reserve System is provided for by the ninth paragraph of

section 9 of the Federal Reserve Act (12 U.S.C. 327) which reads

as follows:

"If at any time it shall appear to the Board of
Governors of the Federal Reserve System that a member
bank has failed to comply with the provisions of this
section or the regulations of the Board of Governors of
the Federal Reserve System made pursuant thereto, or has
ceased to exercise banking functions without a receiver
or liquidating agent having been appointed therefor, it
Shall be within the power of the board after hearing to
require such bank to surrender its stock in the Federal
reserve bank and to forfeit all rights and privileges
of membership. The Board of Governors of the Federal
Reserve System may restore membership upon due proof of
compliance with the conditions imposed by this section."

In the present case there is no question of cessation of

b44king functions. Accordingly, the Board's authority to forfeit

membership for violation of Condition of Membership No. 2 must

depend upon (1) whether violation of a condition of membership con-

stitutes a failure to comply with the provisions of section 9 of
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the Federal Reserve Act or with regulations of the Board made

pursuant thereto; (2) whether Condition of Membership No. 2 is a

valid condition prescribed pursuant to the Act; and (3) whether,

in the event of noncompliance with such condition, any action taken

by the Board meets the reauirements prescribed by the ninth para-

graph of section 9 of the Federal Reserve Act and any other appli-

cable procedural requirements, including due process of law.

Violation of condition of membership as ground for

forfeiture of membershi . - It has been recognized by judicial

decision that the Board has authority, after hearing, to terminate

membership of a State member bank that fails to comply with a con-

dition of membership imposed by the Board and accepted by such bank,

if it is a valid condition prescribed pursuant to the Federal Reserve

Act. Peoples Bank v. Eccles, 161 F. 2d 636 (l947), reversed on other

grounds, 333 U. S. 426 (1948). Implicit in the Court's holding in

that case was the conclusion that violation of a validly prescribed

condition of membership constitutes a violation either of the pro-

visions of section 9 of the Federal Reserve Act or of some regulation

Prescribed by the Board pursuant thereto, or both. For the reasons

her 
indicated, it is the Board's opinion that violation of

slIch a condition constitutes a violation of both section 9 of the

Act and the present section 6(c) of the Board's Regulation H

(12 CPR 208.6(c)).

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



'

-10-

As has been noted, conditions of membership are authorized

by the first paragraph of section 9 of the Federal Reserve Act

(12 U.S.C. 321), relating to applications by State banks for member-

ship in the System. That paragraph provides in part:

11 . The Board of Governors of the Federal Reserve
System, subject to the provisions of this Act and to such

conditions as it may prescribe pursuant thereto may per-
mit the applying bank to become a stockholder of such

Federal reserve bank."

The legislative history of this provision, as reflected in amendments

made by Congress in 1917 and in 1927, clearly indicates that Congress

did not regard a condition of membership as itself constituting a

ttregulation". Although the so-called "standard" conditions of mem-

bership, including Condition of Membership No. 2, are contained in

section 7 of the Board's Regulation H (section 6 at the time of

Continental's admission), they are set forth there for the informa-

tion of State banks that may wish to become members of the System

and are not themselves of a regulatory nature.

Since Condition of Membership No. 2 is not itself a

egulation" as to capital adequacy, the Board finds it unnecessary

to consider the question posed by the Trial Examiner whether the

Board has statutory authority to prescribe regulations on this sub-

ject or whether the law prescribes adequate standards for such

regulations.

In the Board's opinion, the provision of the first

Paragraph of section 9, heretofore quoted, with respect to the

Board's authority to impose conditions of membership, must be

read as implicitly providing that any State bank voluntarily
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be om ing a member of the System shall comply with conditions of

membership imposed by the Board pursuant to the Act. Otherwise, the

Board's authority to prescribe such conditions would be meaningless.

Consequently, violation of such a condition constitutes a violation

of this provision of the Act.

In addition, noncompliance with a condition of membership

also constitutes a violation of section 6(c) of the Board's Regu-

lation H (section 7(c) at the time of Continental's admission) which

expressly provides:

"Every State bank while a member of the Federal
Reserve System -

"(c) Shall comply at all times with any and all
conditions of membership prescribed by the Board in
connection with the admission of such bank to member-
ship in the Federal Reserve System; . .0

Under section 11(i) of the Federal Reserve Act (12 U.S.C.

248(4NN
the Board is authorized to "make all rules and regulations

necessary to . . . perform the duties, functions, or services sped -

in this Act." One of the Board's statutory duties and functions

is the prescribing of conditions of membership. The Board cannot

effectively perform this duty and function without the power to

require compliance with conditions so prescribed. It is clear, there-

fore, that the Board has authority to prescribe by regulation that

State member banks shall comply with conditions of membership; other-

a State member bank, having voluntarily accepted such conditions,

e°111d disregard them after becoming a member and the purpose of the

law would be wholly nullified.
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A violation of a valid condition of membership is, there-

f°re, both a noncompliance with the first paragraph of section 9

the federal aeserve Act and with section 6(c) of the Board's

Regulation H issued pursuant thereto. It remains to be considered

whether Condition of Membership No. 2 is a valid condition of

membership.

Validity of Condition of Membership No. 2. - The fourth

Paragraph of section 9 of the Federal /eserve Act (12 U.S.C. 322)

the Board, in acting upon an application for membership,

to 
consider:

the financial condition of the applying bank,
the general character of its management, and whether or
not the corporate powers exercised are consistent with
the purposes of this Act."

Consideration of the "financial condition" of a bank applying

membership ana of the "general character of its management"

r'ale°nably justifies, and even requires, the imposition by the board

' condition regarding the capital adequacy of a bank admitted to

rsh1P. It is the Board's opinion, therefore, that such a con-

no .
- Is properly to be regarded as one prescribed "pursuant" to the

l'°L1rth- Paragraph of section 9 of the Federal eserve Act. At the same

' the language  found in that paragraph of the Act contains statutory

.gllicies which, in the Board's judgment, are at least as specific as

8ta„
"'lards that have been sustained by the United States Supreme Court

tor

time

St contentions of unconstitutional delegations of legislative powers.
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Moreover, it is the Board's opinion that the language of Condition

of Membership No. 2 itself, which relates capital adequacy to the

character and condition of a bank's assets and its deposit liabili-

ties and other corporate responsibilities, is sufficiently definite

to overcome charges of vagueness made by Continental and by the

Trial Examiner to the same effect.

The Board disagrees with the conclusion of the Trial

Examiner that, even if the Board has authority to prescribe Condition

Of Membership No. 2 as a condition precedent to membership,

it has no authority to prescribe it as a condition subsequent to

Membership. Silch a position would mean that a bank could be

required to have adequate capital in order to be admitted to member-

Ship, but that, once a member, it could freely allow its capital

situation to deteriorate without regard to the safety of its deposi-

tors or the general desirability of maintaining a sound banking

sYstem.

Similarly untenable, in the Poard's opinion, is the Trial

.Naminer's conclusion that termination of a State bank's membership

in the Federal Reserve System for capital inadequacy would be in

dero gation of the authority of the Federal Deposit Insurance

CorPoration to terminate such bank's deposit insurance for unsafe

Or unsound banking nractices. The Federal Reserve Act and the

Federal Deposit Insurance Act are separate statutes conferring
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separate authority. The Federal Deposit Insurance Act itself

rec ognizes that the Federal Deposit Insurance Corporation does not

have "exclusive" authority to issue and terminate deposit insurance

as to banks that are members of the System. Under the provisions of

that Act, State banks that are admitted to the Federal Reserve System

are insured without application to the Federal Deposit Insurance Cor-

Poration, and State banks whose membership in the System is terminated

by the Board automatically lose deposit insurance.

Procedural requirements. - Under the ninth paragraph of

section 9 of the Federal Reserve Act, heretofore quoted, membership

a State member bank may not be forfeited (1) until after it shall

It

appear" to the Board that the bank "has failed to comply" with sec-

ti°n 9 of the Act or regulations pursuant thereto, and (2) until after

4 hearing held with respect to such noncompliance.

Although, as has been noted, the Board in February 1956

had expressed the view that Continental should increase its capital

by at least $1,500,000, no final determination as to whether Conti-

nental's capital was inadequate or, if so, the amount of such made-

had been made by the Board at the time of the institution of

the 1956-1958 hearing. That hearing was ordered for the purpose of

eceiving evidence upon which the Board might base a determination of

the adequacy of the Bank's capital. The notice of that hearing did

riot charge the Bank with having failed to comply with Condition of

Membership No. 2 or with section 9 of the Federal Reserve Act and
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regulations pursuant thereto; such a charge would be appropriate only

in the event of failure of the Bank to comply with the Board's Order

of today's date. Consequently, arguments made by Counsel for

Continental as to the failure of the Board in the 1956-1958 hearing

to sustain its "burden" of proving a violation of law or regulation

are irrelevant and the Trial Examiner's conclusions in this respect

are therefore rejected.

Counsel for Continental asserted, and the Trial Examiner

concluded, that the 1956-1958 hearing failed to comply in certain

respects with requirements of due process of law. Without passing

uPon the validity of these assertions and conclusions, but in order

t° avoid any questions in this respect, the Board has excluded from

consideration any evidence which in its judgment might reason-

ablY be regarded as inconsistent with principles of due process and

fair play in respect to the 1956-1958 hearing and the Board's Order

of 
today's date. For this reason only and without impugning their

good faith or passing upon the Trial Examiner's finding that their

testimony was biased, the Board has excluded from consideration

all testimony by Messrs. Holahan, Millard, Shaw and Walker. Also

a ccluded from consideration is the so-called "19-bank" study and

all evidence based thereon..

Despite the Trial Examiner's conclusion to the contrary,

the Board is of the opinion that the tender to Continental of the

e°11fidential portions of reports of examinations of that Bank,
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although made late in the hearing, was nevertheless sufficiently

tirrIelY to permit the Bank's use of them for every proper purpose.

The Board does not believe that such intonvenience to Continental

48 may have been occasioned by the late tender of these materials

constitutes denial of due process of law. However) in order again

to
avoid any question in this respect, the Board has excluded from

it'll consideration evidence adduced at the hearing that, in the Board's

jlIciPenty could reasonably be considered as based upon or influenced
by

information in such confidential sections of reports of examina-

tion.

To the extent that the Trial Examiner's conclusions as to

the Board's lack of statutory authority in this matter) failure to

848taln its burden of proof) and denial of due process of law, are

41"Ilaistent with the above-stated conclusions of the Board, the

T1140
zxaminer's conclusions and his recommendations based thereon

al'e hereby rejected for the reasons heretofore indicated. The Board

a18° rejects all other findings and conclusions of the Trial Examiner

including his findings and conclusions regarding the adequacy of

Nitinenta-,
l' 
.5

capital, to the extent that they are inconsistent with

the t.
.&lndings and conclusions of the Board as heretofore or hereafter

8et forth in this Statement.
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1110 CONTINENTAL'S CONTINENTAL'S CAPITAL NEEDS

A decision on the question whether a particular bank's "net

eaktal- and surplus funds" are "adequate in relation to the character

c°rIclition of its assets and to its deposit liabilities and other

c(311 te responsibilities" - the language of Condition of Membership
110. 2 - 

requi res the formation in each case of a reasonable judgmeni,

based °n all relevant factors and formed in the light of experience

41 this field.

The factual information considered in this case derives princi-

from Continental's own books and records, and is reflected largely

r Ports of examination of that Bank, copies of which were furnished

t° it, as weii
as in supervisory reports filed by the Bank. The Board

• C°118idered not only information to the date of the 1956-1958 hear-

but
u in order to be more currently realistic and to give

c)Iltillntal the benefit of any later net improvement in its capital
slt1

iatiOn3 subsequent information to the present time.

Recognizing that no single formula or mechanistic rule can show

citrittely 
whether a particular bank's capital is adequate and that this

ttoilmus
t depend upon consideration of all relevant circumstances, the

4" tilis case has taken into account all of the evidence adduced at
th 

1956_1958 hearing relating to the adequacy of Continental's capital
that

portion of the evidence heretofore excluded for the reasons

1."N*t was made clear during that hearing that it is the practice of

k7r't' in this field to consider certain initial or preliminary tests in

s1)1.'K1Ilg a bank! s capital situation, with subsequent adjustments for
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8Pecial factors not given effect fully in the initial tests, before

l'eaehing a final judgment as to whether a bank's capital is adequate or

irlaclequate. Among such initial or preliminary tests are (1) the ratio

°I caPital to total deposits; (2) the ratio of capital to total assets;

(3) the ratio of capital to so-called "primary risk" assets (total assets

0 cash assets and U. S. Government securities); (4) the ratio of

ellPital to so-called "secondary risk assets" (total assets less cash

488"8$ U0 S. Government securities, Government guaranteed assets, and

certai
-n other similar assets); (5) a test in the nature of a schedule of

diffe ,
rent capital requirements against different types of assets formu-

4te4 by the Federal Reserve Bank of New York; (6) a somewhat similar

schedule 
prepared for the Illinois Bankers Association; and (7) a some-

hat 
similar and more specific schedule developed by the staff of the

:141'c1 of Governors.

heart
rig 

applied one or more of these preliminary tests and then made

Expert witnesses* called on behalf of the Board during the

41,qeve
1,1feda 11,,exPert witnesses called by the Board testified as to the capital

bee 
°I Continental; however, as mentioned previously no consideration

Walkr,n given the testimony of Messrs. Holahan, Millard, Shaw, and
Ilese;u1'' Mr. Oeorge R. Wilkinson, Senior Examiner employed by the Federal
capit:.? Bank of Kansas City, expressed an opinion on the subject of
4tlitivu- adequacy only to the extent of stating the amount of additional
aas a)t-t needed to bring the ratio of capital to so-called "secondary risk
8(4trAs t° approximately 1 to 6. The six other witnesses called by the

4 Were:

Zr42,21.1,0., D. Emmert, President of the First National Bank of
6y_burg„ Pennsylvania, had served four years as Secretary of

of the Commonwealth of Pennsylvania and for four years
on'Ore that as a member of Congress during which time he served

the House Banking and Currency Committee.
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adjustments for special or additional factors before reaching their

Ultimate judgments as to Continental's capital situation. A summary of

their judgments on this basis is indicated by the following table:

Appraisals of Continental's Capital Inadequacy as
of October 16 1956

dollar amounts in thousands

Expert Witness 
Appraisal of
Inadequacy 

(B)
Brumbaugh $ 2,500
Crosse 3,500G
reensides 3,000
Jennings 2,240-2,500
Marshall 3,000S
utherland 3,600

Actual % of Actual Capital (C)
Capital to Capital Need (B plus C) 

(D)

$3,547 59
51
55

61-59 1/
55
So

1/ Witness testified Bank needed about $2,500,000 of additional capital.
As a recapitalization program he suggested sale of 140,000 shares of
common stock to yield, depending upon market conditions, about
312,240,000 to $2,520,000.

(cont'd)

crcsse, Howard D., now Vice President in Charge of Bank Examinations
for the Federal Reserve Bank of New York.

Greensides, Neil G., Chief, Division of Examination and Acting
Assistant to the Chairman of the Federal Deposit Insurance Corporation.

Jenni ngs Iltmlin A., First Deputy Comptroller of the Currency;
nefw Senior Vice President and Member of Executive Committee,
Republic National Bank, Dallas, Texas.

—.
.t1.21T:hall, Harold J / President of the National Bank of Westchester,
white Plains, New York, lecturer on bank capital at the Graduate
School of Banking conducted at Rutgers University by the American
Bankers Association, and formerly president of Manufacturers
National Bank of Troy, Troy, New York.

J., 
5

§..aIPerland, Allen J. employed by the Security Trust and Savings
'ank, San Diego, California, since 1928, had been president of the
bank since 1945.
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Witnesses* called by Continental during the hearing, and

also Continental's counsel, presented certain general arguments to

suPport their conclusion that Continental's capital was adequate.

First they contended that the Board must have found Continental's

caPital to be adequate when it was admitted to membership on

February 1, 1952, and that the Bank's capital position has remained

as good or better since that time. This argument ignores the facts,

heretofore mentioned, that when the Board admitted the Bank to member-

shin the Board specifically found the Bank's capital to be inadequate

by at least 1600,000 to 700,000, admitted it to membership only on

co
ndition that at least this much capital be added, and stated that

changed circumstances might require further additions of capital in

the future. The argument also relies solely on rough initial tests,

completely ignoring the essential process of applying experienced

judgment to other factors not fully reflected in the preliminary

tests.

n„1 Ilesses called by Continental who testified on the subject of capital
-,,equacy were:

C:„!griffp Walter E., President, member of Board of Directors,
controlling stockholder of Continental.

Xeri+
Raymond Po, Professor of Finance at the University ofre rIze.77-

Bo J-Lvan, Kenneth J., Executive Vice President and member of
ard 0 DIFeTE3Fi-of Continental.

/2V-ton Newell B., President, Tracy Collins Trust Company,
to 4

.," 
We-MI5-Utah. (Mr. Dayton's testimony was restricted

ve value of the bank premises occupied by Continental.)
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Continental further argued that the Board's request in February

1956 for $1,500,000 additional capital was inconsistent with subsequent

statements by Special Counsel for the Board and appraisals of the Board's

eXpert witnesses at the hearing. This argument fails to take into account

the fact that for the years 1951, 1952, 1953 and 1954 the Bank's records,

as reflected in various reports, had indicated capital deficiencies that

would be reasonably corrected by about $1,500,000 of new capital, and

that despite an indication in the latest reports that the deficiency

might be widening, the Board gave the Bank the benefit of the doubt as

t° the possible temporary nature of the worsening. Subsequent information

at the time of Special Counsel's statements, and particularly when the

exPert witnesses testified, dispelled doubts as to the nature of the

irlereased deficiency.

Continental argued that it is adequately capitalized because

it survived the 1929-1933 depression and is even stronger today. How-

eIrer, the Bank, then under different management, was according to Mr.

e°sgriff not only inadequately capitalized but in fact insolvent in

1929
• This argument would lead to the absurd conclusion that the

e3cPerience of one bank at one time, when it was inadequately capi-

talized and even insolvent, provides a reasonable test for capital

a4lecluacY of all banks.

Continental also argued that its capital is adequate because

°t the strengthening of the Federal Reserve System's lending powers,

the creation of the Federal Deposit Insurance Corporation, the
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development of various forms of Government guarantees for various

kinds of loans, and the addition to the economy of other built-in

stabilizers; that comparison with other banks is meaningless; and

that most other banks have excessive capital. Such arguments, if

accepted, would invite every bank to proceed on the theory that it

nia7 be imprudent and improvident in its affairs because the Govern-

ment will take care of it in time of stress. Moreover, such argu-

nlents fail to recognize that each bank would need substantially

M°re capital than it now has if it were not for the strength avail-

able in time of need from all other banks and from the Federal

Reserve System and the FDIC. When one bank provides considerably

less than its proportionate share of capital it abuses the composite

Protection provided by other banks and governmental action) and

decreases the protection available to other banks with a resulting

increase in the risk which they and the general public must bear.

The Board has carefully considered the arguments of

C°4t1nental as previously stated above, but, for the reasons indi-

cated, concludes that they cannot be given significant weight in

4PPraising the adequacy or inadequacy of Continental's capital.

In the present case the Board has considered the results

-bgested by the application of preliminary tests of the kind heretofore
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discussed, and it has also considered whether special circumstances

in this case require adjustments, either upward or downward in those

Preliminary indications of capital need. For example, the Board

has taken into account the Bank's investment in buildings and other

fixed assets, including the substantial proportion of bank capital

invested therein, nonbank income from the property, and testimony

to estimated value currently and in a depression; the nature of

Co
ntinental's management, including its relationships with a number

of smaller banks comprising in effect a "chain" of banks under

similar control; and significant trends in capital, various assets

and deposits of Continental.

On the basis of all of the circumstances heretofore indi-

cated, and after considering p11 arguments and relevant evidence in

thi8 matter, including the testimony of the witnesses heretofore

identified, the results of the application of preliminary tests,

fre44_
— taller factors in this case not fully given effect in those tests,

views
expressed by counsel, and the Report and Recommended Decision

or the Trial Examiner, the Board has concluded in its judgment that

48 °f October 16, 1956, Continental's net capital and surplus funds

Itelle inadequate in relation to the character and condition of its

188ete and to its deposit liabilities and other corporate responsi-

bilities by an amount of not less than $22200,000.
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Since October 162 19562 Continental has increased its

eaPital and surplus funds to some extent from retained earnings.

On the other hand, there have been substantial changes in the

nature and risk quality of its assets, with the result that its

°Vital needs have further increased and the reduction in capital

inadequacy has been less than the additions to capital. For

example, there has been a significant and substantial shift in

the Bank's investments in securities from those with relatively

short maturities to securities with much longer maturities.

While 
such a shift to longer maturities may in no way lessen

the certainty of the obligations being paid when they mature,

nevertheless, such a shift does increase the Bank's risks and

heed for capital. This is not only because securities with

-Ger maturities generally experience wider fluctuations in

Market prices, but also because a bank that has reduced its

h°14ing5
of shorter-term2 liquid assets which it might other-

Ilise be able to convert into cash in case of need is more

-e-LY to have to sell other assets such as the longer-term

°bligations.

For the reasons here indicated, it is the Board's judgment,

44c1 it so determines that Continentals net capital and surplus funds
arA
- now inadequate in relation to the character and condition of its

4s ets and to its deposit liabilities and other corporate responsibilities,

that such inadequacy in an amount of not less than $125002000 shows no
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likelihood of of being corrected within a reasonable time by retained earn-

ings and should in the public interest be corrected by the issuance of

additional common stock for cash. While the Board has carefully con-

sidered whether this necessary increase might be accomplished by some

Other means, the Board has concluded on the basis of all relevant in-

formation, and in the exercise of its judgment, that such an increase

8hould be effected by the sale of common stock for cash.

The Board has also concluded on the basis of the testimony and

after consideration of all circumstances of this case, that a period of

eiX months from the date of the accompanying Order would be an adequate

Period within which such an increase in capital should be effected by

Continental.

Since the present conclusions as to Continentalls capital

dequacy are based,

actual capital to its

w°111d require further

bY the Board.

By Order of

33's-tem.

jillY 18, 1960

as indicated above, on the relationship of its

appraised need, a substantial worsening in either

consideration and possibly further determinations

he Board of Governors of the Federal Reserve

(Signed) Merritt Sherman

Merritt Sherman,
Secretary.
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BOARD OF GOVERNORS

OF THE

FEDERAL RESERVE SYSTEM
WASHINGTON 25. D. C.

Mr. Bolling R. Powell, Jr.,
Powell, Dorsey, Blum et White,
Attorneys at Law,
1741 K Street, N. W.,
Washing ton 6, D. C.

ear Mr. Powell:

Item No. 10
7/15/60

ADDRESS OFFICIAL CORRESPONDENCE

TO THE BOARD

July 21, 1960.

This is to confirm the oral understanding reached between you
and Governor Balderston in your meeting on July 20, 1960, as to the

1,:l,!ture and extent of future services of your firm on behalf of the Board

'6" connection with proceedings regarding the capital adequacy of The

°fltinental Bank and Trust Company, Salt Lake City, Utah.

1960 • 
If the Bank should comply with the Board's Order of July 18,

, directing it to increase its capital, neither you nor your firm
oUld be needed any longer. If, however, the Bank should institute

'lgation against the Board as a result of that Order, the matter pre-
sumably 

would be handled by the Department of Justice.

1960 
In the light of the terms of the Board's Order of July 18,

41, 3 no further administrative proceedings will be necessary unless

ce  Bank fails to comply with that Order, in which event such pro-

f,edings would not be instituted until after expiration of six months
ii°171 the date of the Order. If such proceedings were instituted, or

th in therreantime the matter gave rise to litigation, the Board would
advise you whether it wished to retain your services in connec-

on therewith.

the For these reasons, it is understood that, without terminating
as l'etainer agreement contained in the Board's letter of May 25, 1956,

411a-mended January 1, 1959, in accordance with the Board's letter of

the Y 21, 1959, you or your firm will not perform any services on
r,e Board's  behalf pursuant to that agreement unless and until you are
zquested by the Board to do so.

The Board wishes to express its recognition and appreciation
of the skillful and careful manner in which you have handled this case,

i171;Q-cularly in the light of the complexity and novelty of the questions
elved and the magnitude of the work entailed.

Very truly yours,

(Signed) Merritt Sherman

Merritt Sherman,
Secretary.
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