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Minutes of the Board of Governors of the Federal Reserve System on

Wedne8daY, August 24, 1960. The Board met in the Board Room at 10:00 a.m.

PRESENT: Mr. Balderston, Vice Chairman
Mr. Szymczak
Mr. Robertson 1/
Mr. Shepardson

Mr. Kenyon, Assistant Secretary
Miss Carmichael, Assistant Secretary
Mr. Young, Adviser to the Board
Mr. Molony, Assistant to the Board
Mr. Fauver, Assistant to the Board
Mr. Hackley, General Counsel
Mr. Farrell, Director, Division of Bank

Operations
Mr. Solomon, Director, Division of

Examinations
Mr. Masters, Associate Director, Division

of Examinations
Mr. Hostrup, Assistant Director, Division

of Examinations
Mr. Nelson, Assistant Director Division of

Examinations
Mr. Goodman, Assistant Director, Division of

Examinations
Mr. Hooff, Assistant Counsel
Mr. McClelland, Supervisory Review Examiner,

Division of Examinations
Mr. Poundstone, Federal Reserve Examiner,

Division of Examinations
Mr. Potter, Legal Assistant
Mr. Smith, Legal Assistant

Announcements regarding bank mergers. With reference to the

(118e1188i°11 at the Board meeting on August 11, 1960, Mr. Molony raised a

gileSti°13, as to the procedure to be followed in announcing Board actions
illv0

1ving proposed bank mergers. He indicated that consideration had been

lVe
to furnishing this type of information as a supplement to the weekly

rele

"e on changes in the banking structure (K.3). It had been planned

ithdrew from meeting at point indicated in minutes.
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that the first such supplement would be issued yesterday and that it

li°Uld contain information on all decisions of the Board through the

end of last week under the new bank merger legislation. However,

because of the Boardts review on that day of the action taken the

/eek before in disapproving the application of Citizens Fidelity Bank

alld Trust Company to merge with the Bank of Louisville, the release had

been held up.

A lengthy discussion followed with regard to the timing of press

l'elesses covering Board actions, during which Mr. Molony pointed out that

if 
there had been a Press release yesterday that included advice of the

"tion on the application of Citizens Fidelity, some of the morning papers

raight have carried the story. This would not have provided time for the

4Plicant to receive a letter indicating that the Board had not changed

Ute decision made on August 18.

Question was raised whether the meeting yesterday with the Chairman

or 
Board of Citizens Fidelity would be considered a rehearing in the

le8a1 sense, and Mr. Hackley replied in the negative. An opportunity had

been afforded Mr. Miller to present his views to the Board, but the official

ti n was taken an August 18. If a different decision had been made on

AUglIst- 23, there would have been two official actions.

Governor Robertson expressed the opinion that it would be appropriate

the release, including the decision on the Louisville merger, to be

18BUed tomorrow, which would provide an opportunity for Mr. Miller to receive
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"vice that the Boards decision of August 18 had not been Changed. He

felt that releases containing advice of Board actions should be timed in

411ch a way as to assure the most equitable treatment to the various seg-

tnenta of the press. Also, he was of the opinion that every action taken

°11 mergers should be included in a press release. In the Citizens Fidelity

case, action was taken on August 18, and the information released to the

Pl'ess should so indicate. Then, if the Board had decided to reverse its

decision, that information should also have been released so as to provide

a complete record.

Governor Balderston commented that, while applying banks must

PlIblicize their intention to merge, it might be convenient for financial

biters if the K.3 release also covered the receipt of applications at

the Board.

During a discussion of this point, question was raised as to

Ithether there was not a possibility that announcement of the receipt of

a4 application might be released on some occasions before the applicant

baillr' had published its notice of intention to merge, and it appeared that

might occur under certain circumstances. It was pointed out that at

011e time the Federal Deposit Insurance Corporation had encouraged applicants

11°t to announce a proposed merger transaction until after the Corporation

had had an opportunity to review the application, the thought being to avoid

8Pcculation in the shares of the banks involved. It was also pointed out

that vhen
the Board decided to announce actions on mergers, that decision
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14U made in light of the fact that the Federal Deposit Insurance

C°213oration and the Comptroller of the Currency had indicated their

illUntion to follow such a procedure. There might be some reason, it

14r" 8UggeSted, to check with those agencies in order to determine whether

81111°11neement by the Board of the receipt of merger applications would in

any tp--nov be of concern to them.

Governor Robertson then suggested that Mr. Solomon advise the

C°111Ptrollerls Office and the Federal Deposit Insurance Corporation that

the Board planned to announce receipt of applications to merge and that

billag the matter back to the Board if those agencies should make a

"I'Qtg ease against following such a procedure.

No objection to Governor Robertson's suggestion was indicated by

the other members of the Board.

At this point Mr. Molony inquired whether it was the wish of the

'u that the initial announcement of Board actions under the new merger

lett 16-ation be issued tomorrow as a supplement to the K.3 release, with

"tltional releases on a regular basis, and the response was in the

affi
rmative.

In further discussion, however, Governor Shepardson pointed out

that +1, X.3 release is a statistical release, issued weekly, and that

'utation contained therein would have lost much of its value from a

standpoint. To the extent that merger actions might be taken that

Of 
/*ere

general news interest, he questioned whether a routine statistical

l'°13(11't "would be an appropriate vehicle for announcing them.
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Additional comments then were made regarding the nature of the

IC.3 release, following which Mr. Molony commented that the release,

"narily issued in the early part of the week, would carry information

ae of the end of the preceding week, and there would be time to advise

laMicants of any actions taken before the announcement was made. Generally,

he said, actions of this type are of interest principally to the banking

14'ofession, but if special circumstances should be involved the matter

"lad be brought to the Board's attention. Likewise, if an inquiry should

be received by the staff regarding a particular transaction, that could be

-,Aght to the Board"s attention.

Governor Robertson then suggested that a policy be adopted providing

that 'When the Board has taken an action and sufficient time has elapsed for

the sPIllicant to be advised, the staff would be free to handle any inquiry

ih itS discretion without bringing the matter to the Board's attention,

e/Pen though the periodic release covering the action in question had not

'et bean issued. As to inquiries regarding the receipt of merger appli-

4.ti
he referred to his earlier suggestion that Mr. Solomon advise the

thel' Federal bank supervisory agencies of the Board's intent to announce

the
receipt of such applications, with the understanding that the matter

11°141(1 be brought back to the Board if any strong objection to such a pro-

ecillte Vas expressed.

Governor Balderston supplemented Governor Robertson's comments by

11'/Ing that the Board was not spelling out at this time the exact details
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(3f the procedure to be followed and that those details were being left

to the staff to work out.

Governor Shepardson then made a further comment concerning the

distinction in news value between notice of the receipt of applications,

14lich he felt could appropriately be handled on a weekly basis, and advice

Or actions taken on bank merger applications.

After further discussion of this point, Governor Robertson commented

that "that the Board was doing today was to prescribe a general operation

without endeavoring to lay down an absolute rule. The staff should come

back to the Board with any suggestions, but in the meantime, once the

8°ard had taken action on a merger application the staff could consider

th" action as public information and could act in its discretion without

c()Illing back to the Board.

There was no indication of dissent from the statement made by

Gc3vernor Robertson.

Messrs. Young and Molony then withdrew from the meeting.

Investment in bank premises (Item No. 1). Pursuant to the favorable

tart recommendation contained in a file that had been circulated to the

t0a,sz
unanimous approval was given to a letter to Farmerst State Bank of

Yorl,
'wale, Yorkville, Illinois, approving an investment in bank premises.

A er,-
--PY is attached as Item No. 1.

Report on competitive factors (Chicago,  Illinois). A draft of

l'ell°11 to the Comptroller of the Currency on the competitive factors
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illvcaved in the proposed merger of Central National Bank in Chicago,

Calioago, Illinois, and Kaspar-American State Bank, Chicago, Illinois,

had
been circulated to the members of the Board. The report concluded

RS 
follows:

The proposed merger will eliminate a small bank with

declining business in a depressed area. It is reported to
be an unaggressive competitor and the lessening of compe-
tition would not materially affect the area.

No objection being indicated, the report was approved unanimously

rcr transmittal to the Comptroller.

Report on competitive factors (Hollidaysburg-Altoona,Pennsylvania). 

A draft of report to the Comptroller of the Currency on the competitive

rliet°rs involved in the proposed merger of The Citizens National Bank of

4°111%sburg, Hollidaysburg, Pennsylvania, into and with The First National

liajak
Of Altoona, Altoona, Pennsylvania, had been distributed under date of

NUst 15, 1960. The report concluded as follows:

rOr

While the proposed transaction would eliminate one small

competitor in the area, it appears that competition would be

somewhat intensified in Hollidaysburg. It would not seem to

materially affect the competitive situation in Altoona.

No objection being indicated, the report was approved unanimously

transmittal to the Comptroller.

Shares of nonbanking organizations held by National Shawmut

(Item 7„
There had been distributed a memorandum dated August 19,

1960
' from the Legal Division presenting a question as to whether The

atio 
nal Shawmut Bank of Boston was required to divest itself of shares
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o 
LoYel Protective Life Insurance Company and Nevada-Massachusetts

COthr.
7valokY in accordance with the provisions of section 4 of the Bank

4°1(11.11g Company Act of 1956. The bank, also a registered bank holding

conw,
-14111Y, owned shares in these two companies at the time the Bank

4°14ing Company Act was enacted, the shares having been acquired in

4118faction of debts previously contracted. It had applied annually

41'11" 1958 for extensions of the period referred to in section 4(a)(2)

tol' divestment of shares of nonbanking organizations, but at no time

(1141 the bank mention the possible application of either section 4(c)(4)

°I' section 4(c)(2), which specify circumstances in which the prohibitions

°t section 4 against ownership of shares of nonbanking organizations by

bellk holding company shall not apply. Since the period for divestment

" shares in nonbanking organizations cannot, under the statute, be ex-

tellded beyond May 9, 1961, the Legal Division was currently reviewing

411 nonbanking interests of registered bank holding companies, and the

11°'11-elr of the situation in respect to The National Shawmut Bank led to
the

c°nclusion that the correct application of section 4 was as follows:

Section 4(c)(2) applies only to shares acquired in
satisfaction of debts previously contracted after
May 9, 1956, and therefore does not apply to the
shares in question.

The shares in question were lawfully acquired prior to
May 9, 1956, by a bank which is also a bank holding
company, so that the shares are exempted from the general
prohibitions of section 4 by the terms of section 4(c)(4).
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It was recommended in the memorandum that, since National

Shawmut Bank had already begun to dispose of the shares in question

Iluld presumably was attempting to dispose of the balance in excess of

the amount permitted to be retained under section 4(c)(5), the bank

be notified that in the opinion of the Board the shares of the two

c°111Panies, acquired prior to May 9, 1956, were exempt from the

eneral prohibitions of section 4 of the Bank Holding Company Act

Under the terms of section 4(c)(4). A draft of letter to the Federal

Reserve Bank of Boston was attached to the memorandum.

After Mr. Hackley had commented on the memorandum, Governor

Robertson noted that although the law does not require a bank to dis-

11°8e of stock acquired in satisfaction of debts previously contracted,

it 113 a well-established supervisory principle that such shares must

be disposed of within a reasonable time. This raised a question as to

the Possible reaction of the Comptroller of the Currency to the position

taken 
in the proposed letter to the Federal Reserve Bank of Boston. If

the Board were to take a position that National Shawmut could hold the

ebares in question indefinitely, the Comptrollerts Office might be put

th a difficult position if it should wish to press for disposition of

the shares.

In order to take care of this point, Mr. Hackley suggested that

It alight be desirable to add a statement to the letter to the effect that,

"hough section 4 of the Bank Holding Company Act would not apply to the
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Eitc3ch owned by National Shaymut Bank in the two companies, this did not

Ineart that the bank was relieved of any requirement the supervisory

allthorities might make for disposition of the shares.

Governor Robertson then suggested that the proposed letter, as

80
amended, be discussed with the Office of the Comptroller of the

ClIsl'encY before it was sent. Agreement was expressed with this suggestion,

arid it was understood that, unless there was objection on the part of the

C°4!Ptroller of the Currency, the letter to the Federal Reserve Bank of

8°8ton would be sent.

Secretaryts Note: Discussion with the Office of

the Comptroller of the Currency having disclosed

that there would be no objection to the sending

of a letter to the Federal Reserve Bank of Boston

in the form contemplated, the letter was sent.

A copy is attached as Item No. 2.

During the foregoing discussion Mr. Sammons, Associate Adviser,

IDilrision of International Finance, entered the room and Mr. Fauver withdrew.

At its conclusion Messrs. Hostrup and Smith withdrew.

Proposed amendment of Regulation F (Item No. 3). The Trust

ti\rision of the American Bankers Association in a letter dated April 28,

1960 
expressed an interest

tIle Internal Revenue Code

the Code so as to include

in proposing an amendment to section 584 of

in order to broaden the capacities specified in

accounts for which a bank is acting as agent for

4 charitable, educational, religious, or similar organization exempt from

ille°me tax under Federal law. Identical specification as to capacities
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f or common trust fund participation is contained in section 17

of the Board's Regulation F, Trust Powers of National Banks.

In a memorandum dated July 21, 1960, which had been circulated,

141'• Masters pointed out that the Trust Division vas of the opinion that

the Internal Revenue Service would attach considerable weight to the

8uPervisory and regulatory experience of the Board in the field of common

tIllet fund administration. Therefore, prior to approaching the Internal

Revenue Service, the Trust Division was asking an expression from the

11411 as to whether it would or would not regard favorably the liberalizing

teatlare proposed.

After a review of the legislative history of the common trust fund

statute and Regulation F, the special and restrictive purposes of common

tillst funds, and their applicability in practice, it was recommended in

the memorandum that the Trust Division be advised that the Board would

4"e no objection to appropriate amendment of section 17(a) of Regulation

If and when relevant provisions of the tax laws were amended so as to

lermit the inclusion of certain agency funds without destroying the tax

eillPtion of common trust funds in which they participate. A draft of

letter reflecting this recommendation was submitted with the memorandum.

In commenting on the proposal, Mr. Masters concluded with the

8tateMent that in the opinion of the Division of Examinations the suggested

bl'44en1ng of types of accounts permitted to participate in a common trust

1\1" 'you'd be consistent with the purposes of Regulation F.
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During the discussion that followed, question was raised whether

the Comptroller of the Currency would have any objection to the proposed

alliendment. Accordingly, Governor Robertson suggested that Mr. Masters

get in touch with the Comptroller's Office and discuss the reply the

board planned to send to the American Bankers Association.

The proposed letter was then approved unanimously, subject to the

114derstanding that it would be sent unless some objection should be indicated

bY the Comptroller of the Currency.

Secretary's Note: Mr. Masters having ascertained

that there would be no objection on the part of

the Comptroller's Office, the letter was sent. A

copy is attached as Item No. 3.

Report on foreign economic activities. Pursuant to the provisions of

8ect10n 604 of the Mutual Security Act of 1960, the Bureau of the Budget was

raaking a complete survey of the foreign economic activities of the respective

'agencies of the Government. In that connection, a report had been requested

tr(3n1 the Board, and copies of a draft of such a report had been distributed

1111-Or to this meeting.

Following comments by Mr. Sammons, the report was approved unanimously

transmittal to the Bureau of the Budget.

Foreign assignment of Reserve Bank examiner (Item No. 4). There had

been distributed a memorandum dated August 23, 1960, from the Division of Inter-

Finance regarding a request expected to be received by the New York

Re"I've Bank for the services of Harvey Fleetwood, Senior Examiner, to
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assist a special commission composed of representatives of the Central

Bank of Venezuela and the Superintendency of Banks in evaluating the

assets of certain banks in Venezuela. The Board of Directors of the

Nev York Reserve Bank had approved arrangements for making Mr. Fleetwood

available for this assignment under the same financial arrangements

applicable in other recent cases where assistance had been provided to

the Central Bank of Venezuela.

A draft letter that would indicate that the Board interposed

11° objection to the proposed assignment for Mr. Fleetwood was submi
tted

vith the memorandum.

Following comments by Mr. Sammons on the nature of the proposed

assignment, Governor Robertson observed that Mr. Fleetwood, a special
ist

tri the examination of Edge Act corporations, was now engaged in an exami-

nation of Bank of America, New York. If that examination was not completed

by the time Mr. Fleetwood had to leave for Venezuela, he assumed the

Reserve Bank would arrange to have some other examiner take over for Mr.

?leetwood until the examination had been completed. This raised the

Tlestion whether an adequate replacement would be available, and he

811ggested that Mr. Goodman talk with Vice President Crosse regarding this

asPect of the matter.

The letter to the New York Reserve Bank interposing no objection

t0 the proposed assignment of Mr. Fleetwood was then approved unanimously,

'with the understanding that Mr. Goodman would satisfy himself that
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aPPr°Priate arrangements could be made for completion of the examination

°I' Bank of America.

Secretary's Note: Mr. Goodman having ascertained

from the New York Bank that appropriate arrange-

ments could be made, the letter was sent. A copy

is attached as Item No. 4.

Mr. Noyes, Director, Division of Research and Statistics, and Mr.

as 
Assistant Controller, entered the room at this point, and Mr. Young

returned to the meeting.

Forms for use in merger a  plications (Item No. 5). There had been

distributed copies of a memorandum dated August 22, 1960, from Mr. Solomon

134bMitting revised forms of (1) application and (2) notice of intent to

effect a merger or other transaction pursuant to section 18(c) of the

?ederal 'Deposit Insurance Act. As pointed out in the memorandum, the

l'ensed form of application (F.R. 70) had been developed through a series

or 
and extensive negotiations involving representatives of the

134-rd, the Comptroller of the Currency, the Federal Deposit Insurance

C°rPoration, and the Department of Justice. This form embodied many

sun
-rAestions received from the Federal Reserve Banks in response to the

11°ardi8 letter of May 11, 1960, as well as material suggested by the

riel/ertment of Justice in its letter of June 1, 1960.

It was noted in the memorandum that a high degree of uniformity,

both
vith respect to form and substance, had been attained in the application

f°11's to be used by the Board, the Comptroller of the Currency, and the
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l'ederal Deposit Insurance Corporation. As a primary chartering authority,

4°14ever, the Comptroller of the Currency would use one form of application

fc)r a merger or consolidation and another for a purchase of assets or

assumption of deposit liabilities, and in both cases would include several

sUPPlementary pages considered essential to the discharge of his responsi-

bilities under the National Banking Act.

The form of notice of intent, required to be published pursuant

to section 18(c) of the Federal Deposit Insurance Act, had also been

revised

revised

Reserve

following negotiations with the other bank supervisory agencies.

The memorandum indicated that upon approval by the Board the

application and notice forms would be forwarded to the Federal

Banks for immediate use by applicant banks, and that the appli-

cation form would be submitted to the Bureau of the Budget for clearance.

C°Oies of proposed letters that would transmit the forms to the Reserve

138111% and the Bureau of the Budget were attached to the memorandum.

In commenting on the proposed forms, Mr. Solomon pointed out that

°Ile portion of the notice of intent to merge was not uniform so far as the

Ihl'ee supervisory agencies were concerned. The form tentatively adopted

by
the Board on May 11, 1960, included a sentence which in effect invited

the submission of comments on the proposed transaction from interested

13rs°ns within five days after the final date of publication of the notice;

the forms which the Comptroller of the Currency and the Federal Deposit

Thinlrance Corporation planned to use would not include such an invitation,
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it being the feeling of those offices that an invitation was implied and

that the inclusion of language inviting anyone to submit comments would

stl'ess the point unduly. In view of the fact that the other bank super-

agencies planned to omit this reference, and since no very important

qUestion of substance was involved, Mr. Solomon suggested that the Board

light 'wish to consider deleting the language in question from the Federal

Reserve form in the interest of uniformity.

Governor Balderston inquired why the Board should ask for clearance

of the application form from the Bureau of the Budget, and Mr. Solomon

stated his understanding that as a matter of policy the clearance of forms

had been requested because the objectives of the Office of Statistical

8tazdards, including consistency of approach to the use of reporting forms,

Igete considered desirable and merited cooperation.

Governor Robertson then suggested that the final sentence of the

ttalasinittal letter be changed to read: "We will appreciate hearing from

YoUr Bureau at your earliest convenience."

Mr. Hackley commented that, as Mr. Solomon had said, the only

citlestiort of substance with respect to the proposed forms involved the

Iltterence in one part of the notice of intent to merge. While it was not

ee8eatial, as far as the requirements of the statute were concerned, to

41°14de an invitation to submit comments, there were at least two reasons

to
including such language: (1) While an invitation might be implied in

the Publication of the notice of intent, it was quite likely that many
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Persons reading such a notice would not realize that they were entitled

to submit comments; (2) inclusion of an invitation to comment would pro-

vide protection to the supervisory agency by making it clear that the

agencY might act on the proposed merger after a five-day period following

the final publication date without waiting for additional comments.

Governor Robertson expressed his approval of the proposed Federal

Reserve forms, with inclusion in the notice of intent of the language

regarding the submission of comments. The question of the forms to be

118ed had been the subject of discussion at a meeting of the Standing

I11termgency Committee, he said, and he had argued for including that

sentence because the whole purpose of the requirement for publication

//as to give public notice of intention to merge and thus afford an oppor-

t"itY to interested parties to express their views. It was important,

he thought, to have a cut-off date for filing comments. It seemed unlikely

that the Board would act upon any application in five days after the end

or the thirty-day publication period. Therefore, by including in the

notice of intent a reference to a five-day period after date of final

11/1b1ioation, interested parties would be given a stipulated period

'41thin which to file their views, and there would be no interference

With the prompt dispatch of the Boardts work. He would not want to go

-46 With something less than the best procedure merely for the sake of

Uniformity, and he did not feel that the deviation that would be involved

11" aUffiCient to warrant departing from what he considered the right position.

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



3,,

8/24/60 -18-

There followed a discussion during which questions were raised

144ich suggested that complications might be involved in endeavoring to

sPecifY in the notice of intent a cut-off date for the submission of

canments that would set forth the requirement clearly and yet not

Pl'°1°ng unduly the period that would have to elapse before action

could be taken on a merger application. Therefore, although they

rec°gnized the cogency of the reasoning expressed by Governor Robertson,

the other members of the Board concluded in favor of deleting the language

l'elating to the submission of comments.

With this deletion, the proposed forms were approved, Governor

11"ertson dissenting to the extent indicated for the reasons he had

stated.
It was understood that the proposed letter to the Presidents of

the Federal Reserve Banks (attached Item No. 5) would be sent and that the

Villication form (F.R. 70) would be sent to the Bureau of the Budget with

a t ransmittal letter the last sentence of which would be revised in accord-

with the suggestion made earlier by Governor Robertson.

Messrs. Nelson, Hooff, and McClelland then withdrew from the

eetirlg and Mr. Fauver returned to the room.

Survey of consumer buying intentions. There had been distributed

—emorandum from Mr. Noyes dated Pugust 19, 1960, recommending (1) execution

r a contract with the Bureau of the Census for $130,000 to continue the

QUerterly Survey of Consumer Buying Intentions during 1961, and (2) authority

to aPend up to $5,000 additional in 1961 for related projects not covered
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the regular survey contract, such as obtaining duplicate sets of punch

calls, computations of sampling errors, and special tabulations associated

with an analysis of variance. It was also recommended that, in order to

itsure the availability of data on a continuing basis and to take advantage

°t earlier planning, both the questionnaire and the tabulation plans be

continued without change in 1961.

It was pointed out in the memorandum that the proposed expenditure

°I' $135,000 for 1961 would compare with a total of $155,000 in 1960, when

it was necessary to meet planning and programming costs for the survey.

The 1960 budget included an appropriation of $20,000 for preliminary

1)1811fling associated with the 1961 survey; however, in view of the plan

to Maintain the survey unchanged, this expenditure would be unnecessary.

Mr. Noyes commented that the Bureau of the Census was hopeful that

1\11148 might be included in its budget for the fiscal year 1962 for conduct-

ing the Quarterly Survey of Consumer Buying Intentions. This would mean

that there might be funds available in the last half of calendar 1961 to

tirlance the survey. However, in view of the uncertainties both as to

timing and amount, it was thought preferable to provide for financing the

BUI'veY through the entire year on a contingent basis.

After discussion of the Census Bureau survey techniques and the

148" Planned to be made of the survey data, Governor Shepardson expressed

the view that the proposals set forth in the memorandum were reasonable.

light of the uncertainty as to whether the Bureau of the Census would
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appropriation for this purpose in fiscal 1962, he felt that

Pr°vision for financing the survey for the entire calendar year 1961

Could properly be included in the Boardls 1961 budget, with the under-

that if the Census Bureau should obtain funds for the second

half of the calendar year, the Boardts contribution would be reduced

Proportionately.

The recommendations contained in the memorandum from Mr. Noyes

then approved unanimously.

During the foregoing discussion, Mr. Smith, Assistant Director,

47ision of Examinations, entered the room, and at its conclusion Messrs.

1.°114g, Noyes, and Bass withdrew.

Examination of International Banking Corporation (Items 6, 7,

alic There had been distributed two memoranda dated August 12, 1960,

tr(31m the Division of Examinations regarding the following violations dis-

elied in the report of the examination of International Banking Corporation,

Nev York, New York, made as of October 5, 1959:

(1) Investment in stock of County Trust Company, White

Plains, New York, which had been the subject of

previous consideration. A proposed. letter to the

Corporation would request that the Board be informed

within 60 days as to the Corporationts plans for the

disposition of all shares held of County Trust Company.

(2) Participations aggregating $4,000,000 held by The

Bank of Monrovia in four unsecured loans (sold by

The First National City Bank of New York), each in

excess of $700,000, which appcared to be in violation

of section 10(a) of Regulation K. International

Banking Corporation had requested that the Board

resolve by ruling that, nctwithstanding stock owner-

ship of The Bank of Monrovia and The First National

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



ljtr,:s '1̀ 1
4"

8/24/60 -21-

City Bank of New York (South Africa) Ltd., by Inter-

national Banking Corporation, these foreign corpo-

rations "are to be governed, in the conduct of their

lending operations abroad, by the applicable foreign

laws and customs." The proposed letter would deny

the request of International Banking Corporation and

ask that International Banking Corporation arrange to

have The Bank of Monrovia reduce each excess loan to

within the limits of $700,000, or otherwise eliminate

the violations, and inform the Board within 60 days as

to the actions taken.

Also submitted with the memoranda were proposed letters to The Chase

M8Ilhattan Bank and Bank of America, New York, replying to their inquiries

l'egarding the applicability to an overseas subsidiary of the limitation

(10 per cent of capital and surplus) placed on loans of banking corpo-

4:tions organized under section 25(a) of the Federal Reserve Act.

With respect to the first violation disclosed by the examination

°I* International Banking Corporation, Mr. Goodman noted that in a letter

clated January 19, 1960, the Corporation had reaffirmed its intention to

°11410se of the County Trust Company stock, but as yet this had not been

aeccImPlished.

After discussion, during which it was noted that under the New York

°I11-11.18 Banking Law enacted earlier this year it might be possible to form

a bank holding company to acquire the stock of County Trust Company,the

1111allimous view was expressed that International Banking Corporation should

be requested to advise the Board within 60 days of its plans for disposition

or the County Trust Company shares.
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With respect to the second item, Mr. Goodman commented that it

involved a question much larger than the specific violations noted in

the examination report. As to the actual cases, the Bank of Monrovia,

located in Liberia and a subsidiary of International Banking Corporation,

14h°se capital and surplus amounted to $7,000,000, had participations

aggregating $4,000,000 in four loans (sold to it by The First National

City Bank of New York) each in excess of $700,000, and therefore in

violation of section 10(a) of Regulation K to the extent of the excess.

Irlternational Banking Corporation had requested, in a letter dated Decem-

7) 1959, that the Board take the position that foreign banking subsidiaries

of Edge Act corporations be permitted to be governed in the conduct of their

lending operations by applicable lays and customs of the country where located,

arld The Chase Manhattan Bank and Bank of America, New York, had supported

this argument. However, after consideration of the information and views

811braitted and discussion with representatives of International Banking

°°rPoration, it was recommended that the Board maintain its present position,

Bet forth in section 10(a) of Regulation K.

Governor Szymczak agreed that under the provisions of the Regulation,

48 they now stood, the Board was required to take the position that the

ecess loans of Bank of Monrovia, and other such excess loans, were in

violation of the Regulation. He felt that it was quite certain that the

qUestion would be coming back to the Board for further consideration. In

this connection, he pointed out that Bank of Monrovia was conducting business
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iii various parts of the world and that the excess loans now under

consideration were made to borrowers outside of Liberia. Accordingly,

the economy of Liberia was in no way affected by these particular

loans.

Governor Robertson referred to a memorandum dated April 29,

1960: from Mr. Furth, Associate Adviser, Division of International

?I'llance, regarding the problem involved in the excess loans of Bank of

onrovia and said that he regarded the reasoning therein as unanswerable.

Ma proposed letter to International Banking Corporation was consistent

vith the reasoning in Mr. Furthta memorandum, and he would support the

P°81tion taken in it.

Governor Shepardson commented that at the moment this was perhaps

the oaly course open to the Board. Nevertheless, he felt that there were

Veald arguments on the other side. One might wonder why, in the turmoil

°t the world today, American firms would went to expose their funds in

certain foreign areas. Aside from that, however, it seemed to him that

the major concern, as far as foreign development programs were concerned,

11°111d be along the lines of facilitating the operations of American firms,

to the extent that they deemed it appropriate to take the risks involved,

to the end of putting much of the foreign development program on a sound

e()Inniercial basis. Ways should be sought, with whatever safeguards might

a deemed necessary, to promote the interest of American private enter-

1)118a in carrying on foreign development projects on a commercial basis;
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certainly, at least, any unnecessary impediments should be avoided.

Governor Szymczak, he noted, had said that the problem of loan limitations

Probably would be coming back to the Board. If it did, he felt that the

Board would be in a poor position if it were simply to sit back and say

"this is the regulation". Instead, the problem should be studied carefully.

Governor Szymczak then commented regarding the interest of those

engaged in foreign financing in safeguarding their funds, which raised the

question why the Federal Reserve should set up restrictions that the parties

c0r1cerned did not consider justified, particularly in view of the general

13(3licY of the Government favoring participation in foreign development

PINects by private enterprise to the fullest possible extent. On the other

Ilahd, there was the question of how far to go in liberalizing the present

regulations, and whether there should be exceptions in individual cases or

general exceptions.

In reply to questions by Governor Shepardson concerning the funda-

41e4tal Purpose of the present limitations, Mr. Goodman commented that

"lough there is no provision in section 25(a) of the Federal Reserve Act

regiliring a loan limitation, it is implicit in that section that the Board

will 
exercise powers of regulation. Further, section 10 of Regulation K

14'°Yides a number of exceptions to the general loan limitation of 10 per

"" Of capital and surplus; in some cases loans can be made far in excess

or
the 10 per cent limitation.
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Mr. Goodman also referred to administrative controls exercised

bY Pirst National City Bank over the limits within which officers of

the organization are authorized to make loans. It was his conclusion

that although International Banking Corporation might have a point in

1111-no1ple, in practice there were not many occasions where the loan

liMitations of Regulation K would be seriously restrictive.

During further discussion, relating to the circumstances sur-

Mitiding the loans of Bank of Monrovia that had been criticized, Governor

Ileshertson withdrew from the meeting. Before leaving, he indicated that

he vould approve sending the proposed letter to International Banking

Corporation, and also the proposed letters to The Chase Manhattan Bank

and Bank of America.

After additional discussion of the loans in question, Governor

ahePardson commented that in view of the facts that had been brought out

l'egarding those loans he would not take exception to the proposed letter

to International Banking Corporation. However, there had been enough

74eetion8 raised about impediments to foreign financing that he felt

the Board should be certain that it was not imposing too many impediments.

114 his opinion, the Board should try to find ways to facilitate rather

tha11
 impede this type of operation.

Governor Balderston stated that he would favor sending the pro-

letter to International Banking Corporation, but that he thought

it %lee possible to get wedded to regulations and that such a tendency

ahould be watched carefully.
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Thereupon, the proposed letter to International Banking Corpo-

l'atIon was approved unanimously, along with the proposed letters to

The Chase Manhattan Bank and to Bank of America, New York. Copies of

the letters are attached as Items 6, 7, and 8, respectively.

The meeting then adjourned.

Secretary's Notes: Pursuant to the Board's out-

standing authorization, a telegram was sent on

August 24, 1960, to the Federal Reserve Bank of

Atlanta approving the establishment without change

on August 23, 1960, of the rates on discounts and

advances in its existing schedules.

Governor Shepardson today approved on behalf of

the Board the following items:

n. Memorandum from Roland I. Robinson, Adviser, Division of Res
earch and

?tatistics, dated August 23, 1960, requesting permission to teach 
a course

Money and Banking at a Pentagon class organized by the Universit
y of

TrYland on Monday evenings beginning September 26, 1960, and ending

.6'llaary 30, 1961.

Letter to the Federal Reserve Bank of New York (attached Ite
m No. 9)

spy,
t'roving the appointment of David E. Bannister as assistant examiner.

ecretary,
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BOARD OF GOVERNORS
OF THE

FEDERAL RESERVE SYSTEM
WASHINGTON 25, D. C.

Board of Directors,
Farmers' State Bank of Yorkville,
Yorkville, Illinois.

Gentlemen:

Item No. 1
8/24/60

ADDRESS OFFICIAL CORRESPONDENCE

TO THE BOARD

August 24, 1960

Pursuant to your request submitted through

the Federal Reserve Bank of Chicago, the Board of

Governors of the Federal Reserve System approves,
under the provisions of Section 24A of the Federal
Reserve Act, an additional investment in bank prem-

ises by Farmers' State Bank of Yorkville of not to
exceed $650000 for the purpose of reconstructing and

enlarging the present banking quarters.

Very truly yours,

(Signed) KennethA. Kenyon

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

FEDERAL RESERVE SYSTEM
WASHINGTON 25, D. C.

Benjamin F. Groot, Vice President,
Federal Reserve Bank of Boston,
Boston 6, Massachusetts.

Dear Mr, Groot:

Item No. 2
8/24/60

ADDRESS OFFICIAL CORRESPONDENCE

TO THE BOARD

August 24, 1960

19 
In connection with the forthcoming final deadline of May 9,

61 for divestment of nonbanking interests under section 4 of the
4,Jaak Holding Company Act of 1956, the nonbanking interests of regis-
irred bank holding companies are currently being reviewed. The

Shawmut Bank of Boston has applied for and received, under

irtion 4(a) of the Act, extensions of time through May 9, 1961, for

c"e divestment of shares of stock of Loyal Protective Life Insurance

8°T4PanY and Nevada-Massachusetts Company acquired by the Bank in
atisfaction of debts previously contracted, to the extent that such

Act 
shares exceed the five per cent limitations of section 4(c)(5) of the

tha+ 
Current consideration of this matter has led to the conclusion

u, inasmuch as the shares appear to have been lawfully acquired

rYior to the date of enactment of the Bank Holding Company Act of 1956s  a bank which is a bank holding company, within the exemption of

A"tion 4(c)(4), the general prohibitions of section 4 do not apply.-.c cordingly, it is the opinion of the Board of Governors that The
Nat.lonal Shawmut Bank of Boston is not required by section 4 of the

'allk Holding Company Act of 1956 to divest itself of the shares in

?Illeetion. This interpretation of the Bank Holding Company Act does

1,°t mean, of course, that the Bank is relieved of compliance with any
tequirement that may be imposed by the Comptroller of the Currency as

° the disposition of such shares of stock.

It will be appreciated if you will advise the Shawmut Bank
Or the Board's opinion in this matter.

Very truly yours,

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

FEDERAL RESERVE SYSTEM
WASHINGTON 25, D. C.

Mr. Hollis B. Pease, Chairman,
Committee on Common Trust Funds,
Trust Division)
American Bankers Association,
The Hanover Bank,
Ilew York 5, New York.

Dear Mr. Pease:

Item No. 3
8/24/60

ADDRESS OFFICIAL CORRESPONDENCE

TO THE BOARD

August 24, 1960

Reference is made to your letter and its memorandum
enclosure dated April 28, in which you report the interest of

Kolar Committee in seeking amendment of Section 584, Internal
,evenue Code. The amendment that would be proposed would
Qroaden the capacities specified in the Code so as to include

"counts for which a bank was acting as agent for a charitable,
:ducational, religious or similar organization exempt from income
'ax under Federal law. Identical specification as to capacities

?,ligible for common trust fund participation is contained in
°,.sction 17 of Regulation F promulgated by this Board by reference
4-rem the provisions of Section 584.

It is understood that this proposal has not yet been
di
scussed with the Internal Revenue Service and that before taking

8uch action it is the desire of your Committee to obtain advance

nsideration of the proposal by the Board of Governors so that

m e views, as they relate to its regulatory authority in this area,
"laY be known.

In considering the contemplated amendment to the statute

ZIld its relevancy to and effect upon present provisions of Regula-
c On F) a review has been made of the legislative history of the

trust fund statute and Regulation, the special and restricted

'i,mrPoses of common trust funds, and their applicability in practice

such purposes. Consideration has also been given to the special

lnd restricted type of agency account specified in the proposal, itsjeal form, the purposes typical of its creation and use, the rela-

'cnship of a trust institution to principals of agency accounts so
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Mr. Hollis B. Pease -2-

treated, the normal duties an responsibilities d responsibities of a trust institu-

d 
lon acting as such an agent, and possible problems concerned with
elegation to trust institutions of powers ordinarily lodged with
1!Idependent fiduciaries. Recognition also has been given to the

n.ew expressed in the memorandum enclosed with your letter that

Lae amendment proposal would not "let down the bars to agencies
Fenerally," and to the expressed opposition of your Committee "to

l'ha inclusion in common trust funds of agencies or other types of

accounts devoid of a true fiduciary relationship."

After careful review of these various factors, the Board

has concluded that accounts in which a bank would act as agent for
a charitable, educational, religious or other similar organization

exempt from income tax under Federal law, involve such a close
1:ela4ionship to the type of fiduciary accounts already authorized

1O1 participation in common trust funds that authorization of
agency ac counts of the specified type for investment in common
'zust funds would not be inconsistent with the intended purpose
and use of such funds. For these reasons, the Board would inter-

1:°80  no objection to appropriate amendments of Section 17 of its

"egulation F if and when applicable provisions of the statute were

amended so as to permit the inclusion of certain agency funds with-

°IA destroying the tax exemption of common trust funds in which

1.11eY participate.

Very truly. yours,

(Signed) KennethA. Kenyon

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

FEDERAL RESERVE SYSTEM
WASHINGTON 25. D. C.

Mr, William H. Braun, Jr.,

Secretary,
Federal Reserve Bank of New York,

New York 45, New York.

Dear Mr. Braun:

Item No. 4
8/24/6o

ADORCBEI OFFICIAL CORRCBPONDICNCIC

TO THE BOARD

August 25, 1960.

This is in reply to your letter of August 
19,

1960, in which you stated that the Board of 
Directors

Of the Federal Reserve Bank of New York had appr
oved

arrangements for making the services of Harve
y Fleetwood

available to assist a Venezuelan commissi
on in the

evaluation of assets of certain Venezuelan 
banks. It is

understood that you expect such assistance 
to be requested

by the Central Bank of Venezuela.

This matter has been brought to the attenti
on

of the Board of Governors, which interposes
 no objection

to the arrangements outlined in your 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.

Dear sir:

Item No. 5
8/24/6o

ADDRESS OFFICIAL CORRESPONDENCE

TO THE BOARD

August 24, 1960.

Enclosed are two copies of a new form FR 70 which has been

a.PProved by the Board for use as an application for prior written

plsent to effect a merger or other transaction pursuant to section

,8(c) of the Federal Deposit Insurance Act, and, incident thereto,
r establish a branch or branches under Section 9 of the Federal
rserve Act. A supply of the forms will be sent to your Reserve Bank

within a few days.

Form FR 70 is the end-product of a series of meetings and
)ctensive negotiations between representatives of the Board,
'°Mptroller of the Currency, Federal Deposit Insurance Corporation,
,nd Department of Justice. It embodies material suggested for
Incorporation by the Office of the Attorney General, as well as sug-

ilestions received from the Federal Reserve Banks in response to the

°ard i s letter of May 11, 1960.

A high degree of uniformity both with respect to form and

/71bstance has been attained in the applications to be used by the

c ard, Comptroller of the Currency, and Federal Deposit Insurance

rPoration. However, as a primary chartering authority, the

rmptroller will use one form of application for a merger or consol-
ation and another for a purchase of assets or assumption of deposit

'abilities, and in both cases will include several supplementary

,I ges deemed essential to the discharge of his responsibilities under
'fle National Banking Act.

All those participating in the preparation of the applica-tio
n recognized that it was impossible to draw up a form which would

ideally suited to each individual case. It is believed, however,

anat the attached form will be adequate in the high majority of cases,
irtl,c1 that, with the assistance of the respective supervisory agencies,

a 
Can be adapted to the special circumstances of other situations

s they arise.
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It will be noted that Applicants are requested to furnishan
rlginal and eleven copies of the application to the Federal

XerVe Bank. The Reserve Bank will retain three copies, one of
t iCh will be furnished to the State banking authorities, and forward
14,original and eight copies to the Board to be distributed as
t°4-1°148: Board--original and one copy; Comptroller of the Currency--
Dill° copies; Federal Deposit Insurance Corporation--two copies; and
bePartment of Justice--three copies° It is anticipated that the
'eserve Banks will be called upon in many cases for advice and assist-

ties in the preparation of required schedules, exhibits, and maps.
Vhis connection, it may be necessary also for the Reserve Banks to
as er APPlicants the services of their duplicating facilities to
tnlieure expeditious and reasonably uniform preparation of the required

tiPle copies of the application°

The form of notice of intent to merge and establish brancheswhich
Be must be published pursuant to section 18(c) of the Federal
1,8120sit Insurance Act also has been revised following negotiations
;;(3n the other bank supervisory agencies° Two copies of the revised
'lee also are enclosed°

Very truly yours,

AZ-70

Kenneth A„ Kenyon,
Assistant Secretary.

1osures 4

TO THE PRESIDENTS OF ALL OF THE FEDERAL RESERVE BANKS
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BOARD OF GOVERNORS
OF THE

FEDERAL RESERVE SYSTEM
WASHINGTON 25, D. C.

Mr. James S. Rockefeller,
Chairman of the Board,
International Banking Corporation,
55 Wall Street,
New York 15, New York.

(4)

Rockefeller:

Reference is made to the following:

Item No. 6
8/24/6o

ADDRESS OFFICIAL CORRESPONDENCE

TO THE BOARD

August 24, 1960

Report of examination of International Banking

Corporation (IBC), New York, made as of October 5,

1959 by an examiner for the Board of Governors;

Letter dated December 17, 1959 addressed to IBC

by Chief Examiner John F. Pierce of the Federal

Reserve Bank of Mew York, transmitting the report;

Your letter of January 19, 1960 advising that the

Examiner's comments in the report were brought to

the attention of the directors at a meeting on

January 19, 1960, advising as to corrective action

taken, reaffirming intention to dispose of stock

of County Trust Company, and advising that the

directors took note of the fact that, on December 7,
IEC had applied for a ruling regarding loans of The

Bank of Monrovia;

Letter dated December 7, 1959 from Vice President
Walter B. Wristen reouesting that the Board resolve

by ruling that, notwithstanding stock ownership of

The Bank of Monrovia and The First National City

Bank of New York (South Africa) Ltd., by IBC, these

foreign corporations "are to be governed, in the

conduct of their lending operations abroad, by the

applicable foreign laws and customs," and advising

that a memorandum Was being prepared with respect

to the problem.
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(5) Letter dated January 15, 1960 from Shearman &
Sterling &Wright, attorneys for IBC, forwarding
copies of a memorandum in support of the above
request.

In Examiner's Comments on page 2 of the report, reference
was made to the purchase by IBC of 54,625 shares of stock of County
Trust Company without the approval of the Board of Governors during
the period April 21, 1955 through November 18, 1955 and the acqui-
!ition of 11,770 additional shares as a result of stock dividends,
Qotal 66,395 shares. The examiner commented that "Management
indicated to the examiner that the stock would be disposed of in
21- before June, 1960." Your letter of January 19, 1960 to Chief

miner Pierce of the Federal Reserve 3a11% of New York commented,
th respect to the investment in stock of County Trust Company,
the Board le Directors reaffirmed its intention to dispose of the

.toelc, or through alternative procedures previously outlined to the

.00ard to meet the Board's objection to its retention, as promptly
!!" flay be without detriment to the interests of the Corporation."
Ins report of condition of IBC as of June 30, 1960 discloses that
6hese holdings now total 69,714 shares--an increase of 3,319 shares
°r 5 per cent, which it is assumed were acquired as a result of a
.T., 0elc dividend paid by County Trust Company on February 19, 1960.

is requested that you inform the Board of Governors, through the
ederal Reserve Bank of New York, within 60 days as to your plansL
or the disposition of all shares held of County Trust Company.

On pages 2 and 3 of Examiner's Comments, it was reported
that on September 23, 1959 Bank of honrovia held participations
;Cgregating 4,000,000 in four unsecured loans (sold by The First
ational City Bank of New York), each in excess of 700,000 which
atopeared to be in violation of Section 10(a) of Regulation K. Re-
Carding these holdings, the examiner commented:

'Bank management expressed the opinion that the intention
of the Board of Governors was not to impose loan limita-
tions or restrictions on banks organized abroad because
the activities of such institutions would be guided by
the laws of foreign countries. Management further stated
that the attorney for the International Banking Corpora-
tion will contact the Board of Governors of the Federal
Reserve System about the matter in the near future."

kbsequently, Henry Harfield of Shearman & Sterlin(7, &
2- terneys for IBC, discussed the question with representatives of

gs%at.r.d in Washington, with Federal Reserve Examiner Fleetwood
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In a letter dated December 7, 1959 Vice President Wriston
requested that the Board resolve by ruling that, notwithstanding
stock ownership of Bank of Monrovia and The First National City
Bank of New York (South Africa) Ltd., by IBC, these foreign cor-
porations are to be governed, in the conduct of their lending
operations abroad, by the applicable foreign laws and customs."
H? stated a memorandum with respect to the problem would be sub-
matted to the Board and opportunity to be heard in support of your
vlews was requested.

In a letter dated January 15, 1960 Shearman & Sterling &
Wright transmitted, through the Federal Reserve Bank of New York,
copies of a memorandum of the same date in support of the application.
()!I June 1, Messrs. Wriston and Harfield discussed their views further
lath representatives of the Board in Washington, and in his letter
of June 8 Er. Wriston outlined in brief the points discussed.

In view of the activities of IBC and its parent, The
First National City Bank of New York, in the international field,YOU are aware of the extended consideration given by the Board
of Governors and the Federal Reserve Banks, with the helpful

rsistance of many bank officers with broad experience in the
4°re1gn field, to the revision of Regulation K that became effec-
'No January 15, 1957. Section 11 of Regulation K was added to
Ilake Corporations with agreements under Section 25 of the Federal
4eserve Act subject, in many respects, to the same provisions as
e're applicable to Edge Corporations organized under the provisions
of Section 25(a).

Foreign Banking and Foreign Financing Corporations may
11?t Purdhase or hold any stock in any other corporation, except141th the approval of the Board of Governors. It has been the
Posltion of the Board that, without further approval of the Board,
such Corporations shall not continue to hold any such stock if such
nner corporation transacts or engages in any business in the
,I .ted States or takes any action or undertakes any operation which
14;3 not permissible to the Corporation under Regulation K. As you
),11°17, the agreement with IBC, as amended December 6, 1955, provides

sPecific percentage limitation on loans to one person. However,14-3/1 a letter dated September 15, 1955, relating to the establishmentY IBC of a Liberian subsidiary which would acquire the business
ellci Property of the then operating Bank of Ebnrovial Inc. (a
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Corporation.,  formed under the laws of the State of New Mexico),
-LIJO was informed that the Board proposed to amend fand subse-
quently did among the regulations contained in the agreement
lath IBC to make it entirely clear and specific that, without
the prior consent of the Board, IBC may not purchase or hold any
stock in any other corporation; and that, without such prior con-
Tent, no corporation in which IBC owns or holds any stock shall
la'ansact or engage in any business in the United States or take
allY action or undertake any operation which is not permissible
to IBC under its agreement. Accordingly, the position taken by
the Board's examiner in the examination of IBC regarding loans in
excess of 3700,000 to any one person was consistent with the in-
tention of the Board at the time it authorized IBC to acquire the
Stook of The Bank of Monrovia, a Liberian corporation.

Section 10 of Regulation K provides "General Limitations
"nd Restrictions" applicable to such Corporations and subsection
ka) therein relates to "Liabilities of one borrower." There are
a number of exceptions to the stated limitation of 10 per cent
!PPlicable to a Banking Corporation. In particular, your atten-
6ion is invited to exception numbered (8) which exempts "other
lasses of transactions at a branch or agency of a Corporation
111 a foreign country as the Board of Governors may, upon applica-
61on of the Corporation, exclude from the limitations of this
.1?aragraph due to special circumstances surrounding such transactions
441 such country."

1
No serious consideration has been given to requiring the

°an limitation of 10 per cent to be based upon the combined capital
a4C1 surplus of the indigenous institution, although this would be
°141° Possibility. However, it is felt that the subsidiary institu-
non should not be permitted to exceed the limitations applicable
60 the supervised institution. For example in your case, IBC owns
,111 the stock of The Bank of Monrovia, Monrovia, Liberia. On
tune 30, 1960 IBC had capital of $3,500,000 and surplus of $3,500,000,
cYtal $7,000,000. Accordingly, unless permitted by exceptions
anted in Section 10(a), neither IBC, nor The Bank of Monrovia,

flor the two institutions combined, should have aggregate loans to
allY one person in excess of $700,000.

Should it be desired to extend credit in greater amounts,it •, Is assumed, of course, that your parent bank would be able to
varticipate in the arrangement. Regarding this point, Mr. Wriston,
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-' point numbered 4 in his letter of June 8, states: "From a

Practical point of view, this does not offer a solution to the
Problem as we do not have any foreign currency in New York to
..end. If we were to create the foreign currency by purchasing
it with dollars, the bank would then take an exchange risk which
we do not wish to assume . . . ." In this connection, your at-
tention is directed to the fact that the four participations
held by The Bank of 1,bnrovia each in excess of the :300,000
limitation were in loans to I:,exican, Canadian, Austrian, and
South African borrowers, denominated in United States dollars,
and presumably payable in New York. Hence, it would a7pcar that
Your subsidiary has not been restricted in serving the Liberian
economy because of the requirements of Regulation K and your
Agreement.

While the Board recognizes, of course, that in other
situations and conditions you might wish to make loans to indigenous
borrowers in amounts in excess of the ::,700,000 limitation, it is
the Board's understanding that in few of the overseas branches of
Your parent bank are there actually loans to individual borrowers
ln excess of amounts permitted by Regulation K to Foreign Banking
Corporations.

In its administration of Sections 25 and 25(a) and Regula-

tion K, the Board has sought to make them useful instruments to
enable United States banks, either directly or through subsidiary
institutions, to contribute effectively to the development of inter-
national finance and trade. Accordingly, the Board is pleased to

note 1.b:. Wriston's comment that he knows "that it is the intent of
the Board of Governors to assist American banks in developing their
f°reign activities and feel sure that the Board wants our subsidi-
aries to be as effective instruments of American banking abroad
ea are our branches."

The Board has recently given consideration to what changes,

if any, in law or regulation appear warranted in order that the
provisions of Section 25(a) and Regulation K may not unduly inhibit
i'ereign Banking and Foreign Financing Cornorations from effectively
dascharging their responsibilities. As you know, there have been
rjlatively few institutions chartered under the provisions of Sec-

-?Il 25(a) since its enactment in 1919, and the experience heretofore
e'lned under the 1957 revision of Regulation K is limited. In the
clrcumstanccs, the Board has felt that it would not be desirable to
rmr,14ke general revision of the Regulation at this time. However,
"Ciliation K is under continuous review and the Board is prepared
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3..t any ti to consider suggestions by supervised institutions as4 
modificrtions and clarifications which, they feel, would enable

ulera to carry out their functions more effectively.

Although careful consideration has been given by the Board
t° 1h% Wriston's request of December 7 and the views expressed by
OUI attorneys in the memorandum dated January 15, 1960, the Board

4°01s that the position taken by its examiner in the examination of
OUr bank as of October 5, 1959, is consistent with the intent of
eCulation K and the Agreement with your Corporation as revised
jecenber 6, 1955. Accordingly, the Board does not feel that it
"fould be warranted in acceding to Li-. Uristonis proposal, and it
lc requested that you arrange to have The Dank of Nonrovia reduce
each excess loan to within the limits of ;i700,000, or otherwise
211minate the violations, and inform the Board, through the Federal
'teserve Bank of New York, within 60 days, as to the actions taken.

As contemplated by exception numbered (8) to Section 10(a)
K, the Board will give prompt consideration to any

!oquest for exclusions from the limitations of any classes of
ansactions in individual coun',:ries Which you feel warrant special

consideration.

Very truly yours,

(Signed) Kenneth A. Kenyon

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

FEDERAL RESERVE SYSTEM
WASHINGTON 25, D. C.

Item No. 7
8/24/60

ADDRESS OFFICIAL CORRESPONDENCE

TO THE BOARD

August 24, 1960

Vir. Charles Cain, Jr., Executive Vice President,
The Chase Eanhattan Dank,
18 Pine Street,
Nell York 15, Neu York.

Bear "1-. Cain:

Reference is made to your letter of February 3, 1960,
transmitted throuch the Federal Reserve Dank of New York, advising
that The First National City Dank of New York had sent you a copy
of a memorandum dated January 15, 1960, filed by their counsel
vIth the Board of Governors of the Federal Reserve System regarding
Imans outside the United States by foreign banks in which Agreement
Corporations or Edge Act Corporations have a stock interest.

You indicate your understanding that a suggestion was made
ln the course of an examination of International Banking Corporation
°d its foreign subsidiaries that such subsidiaries may not lend to

sIngle borrower more than the dollar amount which International
zanking Corporation might lend to a single borrower." Your under-
”ondine: is correct. As you know, International Banking Corporation
‘IT-1C) is a wholly owned subsidiary of The First National City Dank
Of New York which furnished you the memorandum.

The Board's reply to your letter has been delayed pending
a review of the memorandum, conference with representatives of IBC,
flci subsequent consideration.

In view of the activities of your bank and its subsidiaries
in the international field, you are aware of the extended consideration
5.ven by the Doard ot Govrnore and the Federal Reserve Banks, with
he helpful assistance of many benk officers with broad experience

ln the foreign field, to the. revision of Reguletion K that became
?ffecLivo January 15, 1c57. Section 11 of Regulation K was added

make Corporations with agreements under Section 25 of the Federal
'tor-larva Act subject, in many respects, to the same provisions as are
anDlicable to Edge Corporations organized under the provisions of
Section 25(a).
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Foreign l'enking and Foreign Financing Corporations may

not purchase or hold any stock in any other corporation, except
wa.th the approval of the Board of Governors. It has been the

Poeition of tho Board that, without further approval of the Board,
such Corporations shall not continue to hold any such stooh if such

OLsher corporation treasacts or engaos in any business in the United

btates or takes any action or undertakes any operation which is not

per.lissible to tho Corporation under Regulation K. Section 10 of
110zulation K provides "General Limitations and Reotrictions" applicable
to such Corporations and subsection (a) therein relates to "Liabilities
of one borrower." There are a number of exceptions to the stated

imitation of 10 per cent applicable to a -13anking Corporation. In

Particular, your attention is invited to exception numbered (8)
aeich exempts "other classes of transactions at a branch or agency
of a Corporation in a foreign country as the Board of Governors may,

1113°n application of the Corporation, exclude frolu the limitations of
this paragraph due to special circumstanccs. surrounding such trans-
actions in such country."

No serious consideration has been civon to requiring the
1°an limitation of 10 per cent to be based upon the combined capital
and surplus of the indi-onous institution, although this woeld be
°Ile possibility. Hower, it is felt that the subsidiary institution
should not be permitted to exceed the limitations a:Tlical)le to the

auPorvised institution. For re;caeiple in your case, The Chase Manhattan
'ank owns all the stock of Chase 1anhattan Overseas Corporation (CIDC),
a corporation organized under the laws of the State of New York and
°derating under agreement with the Poard of Governors, which in turn
°17ns substantially all the stock of The Chase Manhattan Bank (South

pica) Ltd., a corporation organized under the laws of South Africa.
2.srecardine the current deficit on Dec:caber 31, 1959 CflOC had
caPiLal of .,;3001000 and surplus of 1,200,000, total J1500,000.
AccordinF,ly„ unless permitted by exceptions ,:ranted in Jection 10(a),
neither MCC, nor the South African bank, nor the two institutions
901/ribined, should have aggro,ate loans to any one person in excess of
',a,o0,000. Should it be desired to extend credit in greater amounts,
-Lt ie aesumed„ of course, that Chase licalhattan rank would be able to
parLicipate in the arran,:ement.

In its administration of Sections 25 and 25(a) and Regula-
ton 1 1 the 13oard has sought to make them useful instruments to enable

:iited States banks, either directly or throuo;h subsidiary institutions,
O conduct operations abroad so that they nay contribute, as you put it
°4 Your letter, to bringing about "abetter climate in the world for
colviunication and trade."
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The Loard has recently given consideration to what changes,
ix any, in law or regulation appear warranted in order that the
Provisions of Section 25(a) and Regulation K may not unduly inhibit
,oreign Bankinc. and A)reign 1Financin: Corporations from effectively
dischargii s. their responsibilities. As you know, there have been
relatively few institutions r;hartered under the provisions of
oection 25(a) since its enactment in 1919, and the experience here-
tofore gained under the 1957 revision of Regulation K is limited.
In the circumstances, the Board has felt that it would not be
desirable to make general revision of the Regulation at this time.
Ilcrwever, Regulation K is under continuous review and the Board is
Prepared at any time to consider suggestions by supervised institu-
tions as to modifications and clarifications which, they feel, would
enable them to carry out their functons more effectively. Accord-

1y, the Board appreciates having the benefit of your views regarding
the request made by International Banking Corporation.

Very truly yours,

7,0,77ç(:,< ;An5'/07

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

FEDERAL RESERVE SYSTEM
WASHINGTON 25. D. C.

Item No. 8
8/24/60

ADDRESS OFFICIAL CORRESPONDENCE

TO THE BOARD

August 24, 1960

Tom B. Coughran,
11;:ecutive Vice President,
Pank of America,

Broad Street,
liew York 15, New York.

Bear Rr. Coughran:

Reference is made to your letter of March 30, 1960, trans-
Plitted through the Federal Reserve Bank of New York, advising that
it had come to your attention that "the Board of Governors may apply
the 10% loan limit which is applicable to Banking Corporations
organized under Section 25(a) of the Federal Reserve Act to the
Overseas subsidiaries of such banks . . ." In that connection, you
state that The First National City Bank of New York had shown you a
i'.1el1erandum dated January 150 1960 prepared by Shearman & Sterling &
dricht, Counsel for International Banking Corporation, respecting
loans outside the United States by foreign banks in which Agreement
Corp orations or Edge Act Corporations have a stock interest.

The Board's reply to your letter has been delayed pending
a review of the memorandum, conference with representatives of Inter-
!lational Banking Corporation (a wholly owned subsidiary of The First
'rational City Bank of New York) and subsequent consideration.

In view of the activities of your bank and its parent, Bank
Of Allerica Nr4SA, in the international field, you are aware of the
ftended consideration given by the Board of Govrnors and the Federal
ecerve Banks, with the helpful assistance of many bank officers with

fFoad experience in the foreign field, to the revision of Regulation K
64at became effective January 15, 1957. Section 11 of Regulation K
l'ras added to make Corporations with agreements under Section 25 of the
ederal Reserve Act subject, in many respects, to the same provisions

Q'43 are applicable to Edge Corporations organized under the provisions
Of Section 25(a).

Foreign Banking and Foreign Financing Corporations may not
'Purchase or hold any stock in any other corporation, except with the
q'Proval of the Board of Governors. It has been the position of the
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Deard that, without further approval of the Board, such Corporations

shall not continue to hold any such stock if such other corporation

transacts or engages in any business in the United States or takes

°IV" action or undertakes any operation which is not permissible to
the Corporation under Regulation K. Section 10 of Regulation K pro-

vides "General Limitations and Restrictions" applicable to such
Corporations and subsection (a) therein relates to "Liabilities of
one borrower." There are a number of exceptions to the stated limita-
tion of 10 per cent applicable to a Banking Corporation. In particular,
Your attention is invited to exception numbered (8) which exempts
"other classes of transactions at a branch or agency of a Corporation
in a foreign country as the Board of Governors may, upon application
of the Corporation, exclude from the limitations of this paragraph
due to special circumstances surrounding such transactions in such

country."

No serious consideration has been given to requiring the
loan limitation of 10 per cent to be based upon the combined capital
and surplus of the indigenous institution, although this would be one
Possibility. However, it is felt that the subsidiary institution
Should not be permitted to exceed the limitations applicable to the
supervised institution. For example in your case, Dank of America
otins substantially all the stock of Banca d'America e d'Italia (DAI),
i1an, Italy. On June 30, 1960, Dank of America had capital of
v311,000,000 and surplus of 6,800,000, total C;40,800,000. Accordingly,
unless permitted by exceptions granted in Section 10(a), neither Bank
of America, nor BAI, nor the two institutions combined, should have
aggregate loans to any one person in excess of 4,000,000. Should it
be desired to extend credits in greater mounts, it is assumed, of
course, that your parent bank would be able to participate in the ar-
rangement.

In its adirinistration of Sections 25 and 25(a) and Regulation K,
the Board has sought to make them useful instruments to enable United
otates banks, either directly or through subsidiary institutions, to
contribute effectively to the development of international finance and
trade.

The Board has recently given consideration to what changes,
if any, in law or regulation appear warranted in order that the pro-
/.1siens of Section 25(a) and Regulation K may not unduly inhibit
4'oreign JJanking and Foreign Financing Corporations from effectively
discharging their responsibilities. As you know, there hr- been
relatively few institutions chartered under the provisions of Sec-
tIon 25(a) since its enactment in 1919, and the experience heretofore
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cained under the 19,57 revision of Regulation K is limited. In the

circumstances, the Board has felt that it would not be desirable to

/lake general revision of the Regulation at this time. However,

Regulation K is under continuous review and the Board is prepared at

arrY time to consider sugLestions by supervised institutions as to

modifications and clarifications which, they feel, would enable them

to carry out their functions more effectively. Accordingly, the Board

appreciates having the benefit of your views regazding the request

made by International LailkinE: Corporation.

Very truly yours,

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

FEDERAL RESERVE SYSTEM
WASHINGTON 25, D. C.

Ni. H. A. Bilby, Vice President,
Federal Reserve Bank of New York,
New York 45, New York.

Dear Mr. Bilby:

Item No. 9
8/24/6o

ADDRESS OFFICIAL CORRESPONDENCE

TO THE BOARD

August 24, 1960

.In accordance with the request contained in your

letter of August 22, 1960, the Board approves the appoint-

ment of David E. Bannister as an assistant examiner for the

Federal Reserve Bank of New York. Please advise as to the

effective date of the appointment.

Very truly yours,

(Signed) Kenneth A. Kenyon

Kenneth A. Kenyon,
Assistant Secretary.
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