
Minutes for August 31, 1961

To: Members of the Board

From: Office of the Secretary

Attached is a copy of the minutes of the

Board of Governors of the Federal Reserve System on

the above date.

It is not proposed to include a statement

with respect to any of the entries in this set of

minutes in the record of policy actions required to

be maintained pursuant to section 10 of the Federal
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Should you have any question with regard to
the minutes, it will be appreciated if you will advise
the Secretary's Office. Otherwise, please initial

below. If you were present at the meeting, your
initials will indicate approval of the minutes. If
you were not present, your initials will indicate
only that you have seen the minutes.

Ohm. Martin

Gov. Mills

Gov. Robertson

Gov. Balderston

Gov. Shepardson

Gov. King
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Minutes of the Board of Governors of the Federal Reserve System on

Thursday, August 31, 1961. The Board met in the Board Room at 10:00 a.m.

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

Mr. Kenyon, Assistant Secretary
Miss Carmichael, Assistant Secretary
Mr. Shay, Legislative Counsel
Mr. Noyes, Director, Division of Research

and Statistics
Mr. Farrell, Director, Division of Bank

Operations
Mr. Solomon, Director, Division of Examinations
Mr. Hexter, Assistant General Counsel
Mr. Kiley, Assistant Director, Division of Bank

Operations
Nr. Hostrup, Assistant Director, Division of

Examinations

Mr. Leavitt, Assistant Director, Division of
Exsminations

Mr. Sprecher, Assistant Director, Division of
Personnel Administration

Mr. Young, Assistant Counsel

Items circulated or distributed to the Board. The following items,

1411,ich had been circulated or distributed to the Board and copies of which

are attached to these minutes under the respective item numbers indicated,

/Iere approved unanimously:

Letter to the Federal Reserve Bank of New York
liegarding the bank holding company status of

Illinois Shares Corporation, New York, New York.

Letter to The Fort Dodge National Bank, Fort
Dodge, Iowa, approving its supplemental appli-
cation for fiduciary powers.

Letter to Union Bank and Trust Company, Grand
liaPtas, Michigan, approving the establishmentOf a branch at 3730 Eastern Avenue, S. E.,
hris Township.

Item No. 

1

2

3
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8/31/61 -2-

Item No. 

Letter to the Federal Reserve Bank of Dallas 4
regarding the bank holding company status of

Texas Bank & Trust Company, Dallas, Texas.

Letter to the Comptroller of the Currency 5
recommending unfavorably with respect to an

application to organize a national bank at

Northeast Fort Worth, Texas.

Letter to Farmers and Merchants Bank of Long 6

Beach, Long Beach, California, approving the

establishment of a branch on the south side
Of Artesia Street between Obispo and Indiana

Avenues.

Letter to the Federal Reserve Bank of Richmond

aPProving certain revisions in the hospital and

medical-surgical insurance coverage for officers

and employees of the Baltimore Branch and the

absorption by the Branch of two-thirds of the

premium cost.

Letter to the Federal Reserve Bank of Chicago

approving the payment of salaries to the Bank's

engineers and firemen at certain rates.

Letter to Chairman Dawson of the House Committee

on Government Operations reporting on H. R. 8248,
a bill providing for study of the relocation and

decentralization of Government agencies.

Letter to Chairman Dawson of the House Committee

On Government Operations reporting on H. R. 8209,

a bill relating to the retention of consultants
and experts by the departments and establishments
Of the Government. 1/

Letter to Chairman McClellan of the Senate Committee

°11 Government Operations reporting on S. 2323, a bill

t° establish an Office of Consumer Counsel in the

xecutive Office of the President.

7

8

9

10

11

1/ The approved letter contained a final paragraph that had been suggested

by the Legal Division as an alternative in presenting a proposed reply

for the Board's consideration.
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8/31/61 _3_

Messrs. Hostrup and Leavitt then withdrew from the meeting.

ort to Bureau of the Bu et on ested State le islation

SItem No. 12)., At the Board meeting on August 28, 1961, there was discussion

Of a draft of report to the Bureau of the Budget in response to a request for

the Board's views on proposed State legislation suggested by the Advisory

Commission on Intergovernmental Relations for consideration by the Council

Of State Governments. The proposal, if adopted by the States, would authorize

local governmental units or political subdivisions to invest idle funds in

interest-bearing accounts or investments. Under the terms of the proposal,

local governmental units would be specifically authorized to invest idle

funds in (1) obligations of the United States, (2) bonds or certificates of

Indebtedness of the particular State and of its agencies and instrumentalities,

and (3) shares of building and loan associations insured by the Government of

the United States up to the amount so insured. Provision would also be made

for individual States to augment the list of authorized investments, and the

Proposed bill would specify that its provisions did not impair the power of

a local unit of government to hold funds in deposit accounts with banking

institutions as otherwise authorized by law.

Pursuant to the understanding at the August 28 meeting, there had

been prepared and distributed to the members of the Board an alternative

draft of reply stating that, while the Board would have no objection to a

l'acommendation that would permit local governmental units to invest their

idle funds in obligations of the United States or in bonds or certificates
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of indebtedness of the particular State and of its agencies and instrumen-

talities, and that would also authorize individual States to augment the

list of approved investments, the Board believed it would be unnecessary

and undesirable to recommend legislation specifying that shares of building

and loan associations were eligible for such investment. The reply would

state that, since local government funds are often highly volatile, it

would be unsound financial policy to encourage their investment in shares

of building and loan associations, which invest their funds almost entirely

In long-term real estate mortgages. The draft reply would further indicate

that the proposed general authority for States to augment their lists of

investments would provide auple flexibility for those situations in which

Particular States might consider it appropriate for certain types of local

governmental funds to be invested in shares of building and loan associations.

There was a general discussion as to whether it would be preferable

to reply to the Bureau of the Budget along such lines or in terms of the

original draft of letter, discussed at the August 28 meeting, which would

simply indicate that the Board had no objection to the proposed legislation.

Governor Mills, who recommended reverting to the type of letter

cwiginally proposed, suggested that the alternative draft would offer

Provocation and appear to reflect an attitude that commercial banks were

the only appropriate financial vehicle for the investment of public funds.

While the record of the savings and loan associations had not been good at

ties in the past, he noted that the same thing could be said of the
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commercial banks. The alternative draft would invite criticism on the part

Of types of financial institutions not falling under the general supervision

of the banking authorities, and he brought out that shares of savings and

loan associations are eligible investments for the funds of many types of

supervised financial institutions. To illustrate, the report of the credit

union located in the Board's building showed, as of the end of 1960, a sub-

stantial investment in savings and loan shares.

Governor Balderston agreed with the comments of Governor Mills to

the extent that he felt that it might be advisable, in any letter sent to

the Budget Bureau, not to appear to single out the savings and loan

associations for criticism. On the other hand, the originally proposed

reply indicated specifically that the Board would have no objection to the

Proposed State legislation, whereas he (Governor Balderston) did have an

Objection. Although he might, for other reasons, agree not to interpose

an objection, he questioned whether a central bank should advocate at any

time the placing of volatile funds in any frozen form of investment.

Governor Shepardson indicated that he would prefer to say that the

Board  would "interpose" no objection rather than that the Board "had" no

objection. He was concerned about the question of tempering real feelings

because of a desire notto offend various parties or types of financial

institutions. He shared some of the feeling that Governor Balderston had

eXpressed, but there was the question of how far to go.
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Chairman Martin suggested that unless the Board wanted to take a

definite adverse position, it would seem rather difficult to comment

critically on permissive legislation that would merely authorize local

governmental units to invest funds at their discretion. In this instance,

the terms of the proposed legislation would not be mandatory; they would

merely give local governmental units the discretion to invest idle funds

in certain manners. That, to him, was where the difficulty came in making

comments on such a proposal.

There followed further discussion concerning the nature of the pro-

posed legislation, the circumstances under which the comments of the Board

were being requested, and the reasons why some of those present at the Board

and staff levels would have reservations about legislation specifically

authorizing the investment of idle funds of local governmental units in

savings and loan shares. A number of suggestions were made with respect

to language that might be incorporated in the letter to the Budget Bureau,

but none of the suggestions was fully accepted. It was pointed out that in

any event it was hardly likely that caveats expressed by the Board in such a

letter would reach through the procedural chain to the point that they would

e°me to the attention of local authorities charged with the responsibility

for investing funds.

The previous suggestion that the originally proposed letter be

Changed to indicate that the Board would "interpose" no objection was then
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mentioned again and, it being understood that the reservations of Governors

Balderston and Shepardson would be reflected in the minutes, it was agreed

to reply to the Budget Bureau on that basis. A copy of the letter sent to

the Bureau pursuant to this understanding is attached as Item No. 12.

Mr. Shay then withdrew from the meeting.

Regulations relating to nondiscrimination. There had been distributed

to the members of the Board a memorandum from Miss Carmichael, Deputy Employ-

ment Policy Officer, dated August 14, 1961, with respect to regulations

Pertaining to the nondiscrimination policy for the Federal Government that

had been adopted on July 12, 1961, by The President's Committee on Equal

Employment opportunity. Section 401.3(a) of these regulations provided

that "each executive department or agency may prescribe, subject to the

prior approval of the (Committee's) Executive Vice Chairman, regulations

not inconsistent with those . . . " adopted by the Committee. In a

communication from the Committee dated July 17, 1961, all Government

Agencies were asked to prescribe such regulations as promptly as possible.

As pointed out in the memorandum, the Board's regulations relating

to fair employment, as approved July 25, 1955, and amended February 7, 1958,

had now been reviewed and revised to conform with those of the President's

Committee. A draft of the revised regulations was submitted with the

AllgUSt 14 memorandum.

Following comments by Governor Shepardson and Miss Carmichael, the

Board's regulations, as revised, were approved for transmittal to the
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8/31/61 -8-

Executive Vice Chairman of The President's Committee on Equal Employment

OPPortunity in accordance with the procedure contemplated by section

401.3(a) of the Committee's regulations.

The meeting then adjourned.

Secretary's Vote: Governor Shepardson today

approved on behalf of the Board a letter to

the Presidents of all Federal Reserve Banks

(attached Item No. 13) transmitting forms to

be used by State member banks and their

affiliates in submitting reports as of the

next call date.

y 
Assistant Secretary
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BOARD OF GOVERNORS
OF THE

FEDERAL RESERVE SYSTEM Item No. 1
8/31/61WASHINGTON 25. D. C.

Mr. Howard D. Crosse, Vice President,
Federal Reserve Bank of New York,
New York 45, New York.

Dear Mr. Crosse:

ADDRESS OFFICIAL CORRESPONDENCE

TO THE BOARD

August 31, 1961

This refers to your 'letter of February 27, 1961, with
its enclosure, regarding the bank holding company status of

Illinois Shares Corporation, New York, New York.

On the basis of Illinois Shares Corporation's letter,

dated February 10, 1961, it is the Board's understanding that the

Corporation divested itself of enough shares of Pullman Trust &

Savings Bank, Chicago, Illinois, in 1961 to reduce its interest in

that bank to less than 25 per cent of the bank's outstanding shares;

that it now owns or controls, directly or indirectly, 25 per cent
or more of the shares of only one bank, Standard State Bank, Chicago,

Illinois; and that no relationships presently exist between the

Corporation and banks as to make the Corporation a bank holding

company pursuant to section 2 of the Bank Holding Company Act of

1956. On the basis of such understandings, it is the opinion of

the Board that Illinois Shares Corporation has ceased to be a bank

holding company within the meaning of the Bank Holding Company Act
of 1956.

It will be appreciated if you will advise Illinois Shares

Corporation of the substance of this letter.

Very truly yours,

(Signed) Elizabeth L. Carmichael

Elizabeth L. Carmichael,
Assistant Secretary.
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BOARD OF GOVERNORS
OF THE

FEDERAL RESERVE SYSTEM Item No. 2
WASHINGTON 25. D. C. 8/31/61

ADDRESS OFFICIAL CORRESPONDENCE

TO THE BOARD

August 31, 1961

Board of Directors,
The Fort Dodge National Bank,
Fort Dodge, Iowa.

Gentlemen:

The Board of Governors of the Federal Reserve System
has given consideration to your supplemental application for
fiduciary powers and grants you authority to act, when not in
contravention of State or local law, in any other fiduciary
capacity in which State banks, trust companies, or other corpo-
rations which come into competition with national banks are per-
mitted to act under the laws of the State of Iowa. The exercise
of such rights shall be subject to the provisions of Section 11(k)
of the Federal Reserve Act and Regulation F of the Board of
Governors of the Federal Reserve System.

In addition to the fiduciary powers herein authorized,
the bank was granted authority, on August 14, 1923, to act as
trustee, executor, administrator, registrar of stocks and bonds,
guardian of estates, assignee, receiver, and committee of estates
of lunatics.

A formal certificate indicating the fiduciary powers
that your bank is now authorized to exercise will be forwarded
in due course.

Very truly yours,

(Signed) Elizabeth L. Carmichael

Elizabeth L. Carmichael,
Assistant Secretary.
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13 O/OR E) OF GOVERNORS
OF THE

FEDERAL RESERVE SYSTEM Item No. 3
6/31/61WASHINGTON 25, D C.

ADDRESS OFFICIAL CORRESPONDENCE0
0 

TO THE 80ARD

August 31, 1961

Board of Directors,
Union Bank and Trust Company,
Grand Rapids, Michigan.

Gentlemen:

Pursuant to your request submitted
through the Federal Reserve Bank of Chicago,
the Board of Governors of the Federal Reserve
System approves the establishment of a branch
at 3730 Eastern Avenue, S. E., Paris Township,
Kent County, Michigan, by Union Bank and Trust
Company, provided the branch is established
within six months from the date of this letter.

Very truly yours,

(Signed) Elizabeth L. Carmichael

Elizabeth L. Carmichael,
Assistant Secretary.
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BOARD OF GOVER
OF THE

FEDERAL RESERVE

NORS

SYSTEM
WASHINGTON 25, D. C.

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

Dear Mr. Pondrom:

Item No. 4
8/31/61

ADDRESS OFFICIAL CORRESPONDENCE

TO THE SOARD

August 31, 1961

This refers to your letter of August 21, 1961, with
its enclosures, regarding the bank holding company status of
Texas Bank & Trust Company, Dallas, Texas.

On the basis of Mr. StigallTs letters to you of March 27
and August 15, 1961, and in the light of the information contained
in your letter, it is the Board's understanding that Texas Bank
& Trust Company has divested itself of any direct or indirect
ownership or control of stock of First National Bank in Richland,

Richland, Texas; The First State Bank, Eustace, Texas; Powell
State Bank, Powell, Texas; and West National Bank, West, Texas.
It is therefore the opinion of the Board that Texas Bank & Trust
Company has ceased to be a bank holding company within the mean-
ing of the Bank Holding Company Act of 1956.

As requested in Mr. PetersonTs letter to you of

August 18, 1961, the Board has extended the time for divestment

by Texas Fiduciary Corporation of stock of First Bank and Trust

Company of Richardson, Richardson, Texas, until three months

from August 22, 1961.

It will be appreciated if you will advise Texas Bank

& Trust Company of the substance 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 Item No. 5

WASHINGTON 25, D. C. 
8/31/61

ADDRESS OFFICIAL CORRESPONDENCE

TO THE BOARD

August 31, 1961

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

Attention Mr. G. W. Garwood,
Deputy Comptroller of the Currency.

Dear Mr. Comptroller:

Reference is made to a letter received from your office
dated March 31, 1961, enclosing copies of an application to organizea national bank at Northeast Fort Worth, Texas, and requesting a
recommendation as to whether or not the application should be
approved.

A report of investigation of the application made by an
examiner for the Federal Reserve Bank of Dallas indicates that the
proponents expect to provide a minimum capital structure of $625,000for the bank instead of $500,000 as shown in the application. Thisproposed capital structure would appear to be adequate. Future
earnings prospects are considered fair, and proposed management is
regarded as reasonably satisfactory when considered with the proposedClose association with Continental National Bank of Fort Worth.
Although the proposed bank would provide convenient banking facilitiesfor a number of persons and business establishments in the proposed
trade area, existing banking facilities within a relatively short
distance appear to be serving the present needs of the community.There is now pending an application for a State chartered bank inthe same general area. Regardless of the action taken on the pending
State application, there does not appear to be sufficient need to
warrant the establishment of proposed national bank at this time.
Accordingly, the Board of Governors does not feel justified in recom-
mending approval of the proposal.

Very truly yours,

(Signed) Elizabeth L. Carmichael

Elizabeth L. Carmichael,
Assistant Secretary.
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BOARD OF GOVERNORS
OF THE

FEDERAL RESERVE SYSTEM Item No. 6
WASHINGTON 25. D. C. 

8/31/61

ADDRESS OFFICIAL CORIVIESPONDIENCE

TO THE 00A.10

August 31, 1961

Board of Directors,
Farmers and Merchants Bank of Long Beach,
Long Beach, California.

Gentlemen:

The Board of Governors of the Federal Reserve
System approves the establishment of an in-town branch
on the south side of Artesia Street between Obispo
and Indiana Avenues by Farmers and Merchants Bank of
Long Beachprovided the branch is established within
one year from the date of this letter.

Very truly yours,

(Signed) Elizabeth L. Carmichael

Elizabeth L. Carmichael,
Assistant Secretary.
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BOARD OF GOVERNORS
OF THE

FEDERAL RESERVE SYSTEM Item No. 7
WASHINGTON 25. D. C. 8/31/61

4 1,1

t7:4 alL V,AtSV

Mr. Raymond E. Sanders, Jr.,
Assistant Vice President,
Federal Reserve Bank
of Richmond,

Richmond 13, Virginia.

Dear Mr. Sanders:

ADDRESS OFFICIAL CORRESPONDENCE

TO THE BOARD

August 31, 1961

Reference is made to your letters of May 15, 1961,
and June 30, 1961, advising of revisions in the hospital and
medical-surgical insurance coverage for officers and employees
of the Baltimore Branch underwritten by the Blue Cross-Blue
Shield Association.

The Board of Governors approves the program of
increased benefits under the new contract, and the absorption
by the Branch of two-thirds of the premium cost in connection
therewith.

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.

CONFIDENTIAL (FR) 

Mr. H. J. Newman, Vice President,
Federal Reserve Bank of Chicago,
Chicago 90, Illinois.

Dear Mr. Newman:

Item No. 8
8/31/61

ADDRESS OFFICIAL CORRESPONDENCE

TO THE BOARD

August 31, 1961

The Board of Governors approves the payment of
salaries by the Federal Reserve Bank of Chicago to the
incumbents of the positions shown below at the rates
indicated, effective July 3, 1961, in accordance with
the request contained in your letter of August 23:

Title Annual Salary 

Engineers $7,155.20

Firemen 62344.00

Very truly yours,

(Signed) Kenneth A. Kenyon

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

FEDERAL RESERVE SYSTEM
WAS

The Honorable William L. Dawson,
Chairman, Committee on Government
Operations,

United States House of Representatives,
Washington 25, D. C.

Dear Mr. Chairman:

Item No. 9
8/31/61

OFFICE OF THE CHAIRMAN

September 1, 1961

This is in response to your request of July 24, 19610 for
a report on the bill, H. R. 8248, "To amend the Federal Property
and Administrative Services Act of 1949 to provide an orderly program
of decentralization and relocation of facilities and personnel of
executive agencies."

The bill declares that a firm Goverrunent—wide policy of
relocation and decentralization is required in order to counteract
unnecessary concentration of Federal facilities and personnel in the
Washington metropolitan area. To carry out this policy, there wouldbe established in the Office of the President a Director of Relocation
and Decentralization Planning whose function would be to coordinate
the planning of both present and future Governmental facilities and
Within one year to report to Congress a specific plan for both exist—
ing and future agencies.

The congestion in the Washington metropolitan area with its
attendant pressures on transportation facilities, schools, and other
community services, is a matter of serious public concern, and
certainly will become more severe unless steps are taken not only to
alleviate present conditions but also to provide some orderly program
for the future. The Board, therefore, subscribes to the purposes ofH. R. 8248 and recommends that the many complex problems with which
the bill is concerned be fully explored.

Sincerely yours,

(Signed) Wm. McC. Martin, Jr.

Wm, McC. Martin, Jr.
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BOARD OF GOVERNORS
OF THE

FEDERAL RESERVE SYSTEM
WAS

The Honorable William L. Dawson,
Chairman,
Committee on Government Operations,
United States House of Representatives,
Washington 25, D. C.

Dear Mr. Chairman:

Item No. 10
8/31/61

OFFICE OF THE CHAIRMAN

September 1, 1961

This is in response to your letter of July 21, 1961, requesting
the views of the Board on a bill, H.R. 8209, "To amend section 15 of the
Administrative Expenses Act of 1946, relating to contracts by the depart-
ments and establishments of the Government for the services of experts
and consultants."

The bill authorizes any department of the Government to procure
the services of "experts or consultants or organizations thereof, includ-
ing stenographic reporting services, as independent contractors." Contracts
for such services could not be entered into unless it is determined in
writing by the head of the department concerned that (1) the services are
necessary; (2) the services cannot be performed by regular employees of
the Government; (3) the organization or individual contractor is qualified;
(4) proposals were solicited by other qualified organizations or individuals,
to the extent practicable, and the proposed contract rates and maximum cost
are reasonable and comparable with those charged to other Government and
non-Governmental clients.

Payments under contracts for the type of services covered by
the bill would. be calculated upon the basis of payments to individuals
not exceeding the amounts authorized to be paid to Government employees
to perform the same or similar work. Exceptions to this limitation would
be permitted in necessary cases under rules prescribed by the President,
although payments for personal services in no event could exceed the rate
of $100 per day.

The use of consultants by the Board has for the most part been
limited to services considered necessary in connection with research pro-
jects directly related to the Board's statutory responsibilities, the Board's
employee training and development program, and the maintenv.nce of the Board's
building. While contracts for these services probably could be brought
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The Honorable William L. Dawson

within the general framework of the bill, it would appear to be desirable
that the bill be clarified in order to indicate more precisely the scope
of the bill's coverage.

For example, the Board's employee training and development pro-
gram, which is patterned along the lines of training programs authorized
for other Government agencies under the Employee Training Act of July 7,
1958, includes courses at the Graduate School of Banking, reading
improvement and technical writing courses, executive development courses
at colleges and universities, and certain management training courses.
The cost of this program, including tuition or fees, is paid by the
Board, and, if the limitation on payments provided in the bill applies,
the cost in a few situations might exceed the permissible amount. In any
event it would be difficult to apply the requirements of the bill to these
arrangements if such is the intention.

The Board also occasionally engages the services of management
advisory firms, research organizations, and engineering or architectural
firms. The question arises as to whether such contracts would be subject
to the limitations contained in section 1(c) of the bill relating to the
amount Which may be paid by the Government. In other words, do those
limitations apply only to contracts with individuals for personal services
or do they also apply to contracts with firms and organizations for
Performance of work which is of a personal nature? If they apply to the
latter, then in some instances the maximum rate of $100 per day may be too
restrictive, especially where the contracting organization uses a number of
its employees to perform the contract or where it is customary within the
trade or profession to contract on a fixed price basis rather than at a
rate per day.

While there may be a need for legislation to control the Govern-
ment's use of experts and consultants, in the absence of a clearer
statement in the bill as to its intended scope and application, the Board
has no further comments to offer at this time.

Sincerely yours,

(signed) Wm. McC. Martin, Jr.

11414 McC. Martin, Jr.
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BOARD OF GOVERNORS
OF THE

FEDERAL RESERVE SYSTEM
WASHINGTON

The Honorable John L. McClellan,
Chairman,
Committee on Government Operations,
United States Senate)
Washington 25, D. C.

Dear Mr. Chairman:

Item No. 11
8/31/61

OFFICE OF,THE CHAIRMAN

September 1, 1961

This is in response to your letter of August 7)
1961, requesting the views of the Board on S. 2323) a bill,
"To establish in the Executive Office of the President the
Office of the Consumer Counsel, and for other purposes."

While the Board is sympathetic with efforts to
protect the economic interests of consumers) it questions
whether the proposed new office of Consumer Counsel would
be desirable or effective for this purpose. Existing public
agencies Should be guided in their decisions by due con-
sideration of consumers as well as other interests, all
included under the general welfare. To the extent that any
serious problems may exist in the consumer field, the Board
believes that it would be preferable to consider legislation
addressed directly to these specific problems rather than to
the creation of a new Government agency whose statutory
responsibilities might be difficult to define.

Sincerely yours,

(Signed) Wm. McC. Martin, Jr.

McC. Martin, Jr.
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BOARD OF GOVERNORS
OF THE

FEDERAL RESERVE SYSTEM
WASHINGTON 25, D. C.

Item No. 12
8/31/61

ADDRESS OFFICIAL CORRESPONDENCE

TO THE BOARD

August 31, 1961

Mr. William D. Carey,
Executive Assistant Director,
Bureau of the Budget,
Washington 25, D. C.

Dear Mr. Carey:

This is in response to your communication of August 18,
1961, in which you request the views of the Board on proposed
State legislation suggested by the Advisory Commission on Inter-

Relations for consideration by the Council of State
Governments. The proposal, if adopted by the States, would
authorize local governmental units or political subdivisions to
invest idle funds in interest bearing accounts or investments.

Under the terms of the proposal, local governmental
units would be specifically authorized to invest idle funds in(1) obligations of the United States, (2) bonds or certificatesOf indebtedness of the particular State and of its agencies and
instrumentalities, and (3) shares of building and loan associations
insured by the Government of the United States up to the amount so
insured.

to the 
This is to advise that the Board interposes no objection

proposed State legislation.

Very truly yours,

(Signed) Kenneth A. Kenyon

Kenneth A. Kenyon,
Assistant Secretary.
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Dear Sirz

Item No. 13
8/31/61

Z-5320 (On office
FEDERAL RESERVE SYSTEM copies only)

WASHINGTON 25. D. C.

, a 4

ADDRESS OFFICIAL CORRESPONDENCE

TO THE BOARD

September 5, 1961

The indicated number of copies of the following forms are being
forwarded to your Bank under separate cover for use of State member banks
and their affiliates in submitting reports as of the next call date. A
copy of each form is attached.

Number of

Form F.R. 105 (Call No. 161), Report of condition of
State member banks.

Form F.R. 105e (Revised February 1961), Publisher's
copy of report of condition of State member banks.

Form F.R. 105e-1 (Revised February 1961), Publisher's
copy of report of condition of State member banks.

Form F.R. 105e-2 (Revised November 1955), Publisher's
copy supplement.

Form F.R. 220 (Revised March 1952), Report of affiliate
or holding company affiliate.

Form F.R. 220a (Revised March 1952), Publisher's copy
of report of affiliate or holding company affiliate.

All of the forms are the same as those used on June 30, 1961.

In reviewing the April 12 and June 30, 1961 reports of conditionit was found that many banks neglected to show an amount or the word "None"for the inset or the parenthetical portion of some of the following items%
”curities of Federal agencies and corporations not guaranteed by the U. S.,nset item 4 of "Assets"; Treasury notes maturing within one year, inset
3;tem 3 of Schedule B; and deposits of mutual savings banks, inset of items6 of Schedule E and 8 of Schedule F.
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Questions have arisen at some banks as to the definition of
"dealers' reserves" as set forth in the Instructions for the Preparation
of Reports of Condition and the distinction between such reserves (which
are deposits) and "differential accounts" (which are not deposits). It
was intended that dealers' reserves should be reported as deposits on
reports of condition of all insured commercial banks, and that the differ-
ential accounts should not be reported as deposits for any purpose but
should be deducted from the face amount of the loans. It has been noted
that some banks have reported these differential accounts as other lia-
bilities.

The Board has published conclusions for determining whether
so-called dealers' reserves and differential accounts are deposits for
Purposes of determining member bank reserve requirements (pp. 265-266 of
the March 1960 Federal Reserve Bulletin). These conclusions apply to the
reporting of deposits in reports of condition since the definition of
deposits is the same for both purposes. The published conclusions included
the following examples:

When a dealer is credited with the full purchase price or the
outstanding balance of the paper, but a certain percentage thereof is
designated as a reserve account and can not be withdrawn except under
stated conditions, the entire credit, including the percentage of the pur-
chase price withheld, constitutes a deposit. The determining factor is
that the reserve is created out of the proceeds of the full purchase price
of the paper.

In contrast, a differential account (not a deposit) is the dif-
ference between the purchase price of the paper and the face amount or
outstanding balance thereof. This difference merely constitutes a poten-
tial margin of safety for the purchaser of the paper. When collections
are received on such purchased paper, any portion thereof that is credited
against the purchase price is not a deposit but a reduction in the loans.
However, any portion of such collections that is not applied against the
loans or credited or paid to the dealer, constitutes a deposit. In some
Plans, the contract provides that the entire collections are held by the
bank for a period of time and, periodically, a portion is offset againstthe purchase price; until these collections are either paid over to the
customer (dealer) or applied against the loans, they constitute deposits.

When collections on instalment or similar paper exceed the pur-
chase price plus interest, discount, and the like, which are not applied
against the loans or otherwise paid over to the dealer, they are depositsregardless of how this excess is reflected on the books of the bank.

Enclosures

Very truly yours,

;7272 -S7r-x7
Kenneth A. Kenyon,
Assistant Secretary.

TO THE PRESIDENTS OF ALL FEDERAL RESERVE BANKS

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




