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Minutes of the Board of Governors of the Federal Reserve System

on Wednesday, April 11, 1962. The Board met in the Board Room at 10:00 a.m.

been

PRESENT: Mr. Martin, Chairman

Mr. Balderston, Vice Chairman

Mr. Mills
Mr. Robertson
Mr. Shepardson
Mr. King
Mr. Mitchell

Mr. Sherman, Secretary

Mr. Kenyon, Assistant Secretary

Mr. Molony, Assistant to the Board

Mr. Fauver, Assistant to the Board

Mr. Cardon, Legislative Counsel

Mr. Noyes, Director, Division of Research

and Statistics

Mr. Farrell, Director, Division of Bank

Operations
Mr. Solomon, Director, Division of Examinations

Mr. Johnson, Director, Division of Personnel

Administration

Mr. Hexter, Assistant General Counsel

Mr. Shay, Assistant General Counsel

Mr. Furth, Adviser, Division of International

Finance
Mr. Conkling, Assistant Director, Division of

Bank Operations

Mr. Kiley, Assistant Director, Division of

Bank Operations

Mr. Goodman, Assistant Director, Division of

Examinations
Mr. Leavitt, Assistant Director, Division of

Examinations
Mr. Landry, Assistant to the Secretary

Mr. Veret, Attorney, Legal Division

Item circulated to the Board. The following item, which had

circulated to the Board and a copy of which is attached as It
em

NO. 1
was unanimously approved:

Letter to Riverside Trust Company, Hartford,

Connecticut, approving the establishment of

a branch in Constitution Plaza at the corner

of State Street and American Row.



4/11/62 -2-

port on competitive factors (Kalamazoo-Plainwell, Michigan). 

CcPies had been distributed under date of April 4, 1962, of a proposed

rePort to the Comptroller of the Currency on the competitive factors

involved in a planned purchase of assets and assumption of liabilities

Of 
Plainwell Bank, Plainwell, Michigan, by The American National Bank

anci Trust Company of Kalamazoo, Kalamazoo, Michigan.

The report, which contained the following conclusion, was

P4Itkatt.A. unanimously for transmission to the Comptroller of the Currency:

Investigation reveals some competition between these

two banks which will be eliminated by the proposed trans-

action. The competitive effect on other area banks should

not be adverse.

Pro sal _for stationing an examiner in Puerto Rico (Item No. 2). 

At the meeting on March 28, 1962, consideration was given to a memorandum

fr(1)11 the Division of Examinations dated March 23, 1962, regarding a

letter of March 12 from the Federal Reserve Bank of New York that raised

the citlestion of stationing a resident examiner or representative of the

Reserve Bank in Puerto Rico should the major banks in that Commonwealth

beco
me members of the Federal Reserve System. In the course of the

cilsellssion of this matter at the earlier meeting, question was 
raised

48 to the acceptability for System membership of the Puerto 
Rican banks.

In t he absence of detailed information on this point, the Division of

Ex 
aulinations was requested to obtain further data, wit

h the understanding

that thereafter the proposal would be considered agai
n by the Board.
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Pursuant to this understanding, copies of a memorandum from the Division

Of Examinations dated April 3, 1962, had been distributed reporting the

results of a review of the exPmination reports of the seven local

insured banks in Puerto Rico. Based upon the review, it appeared that

the three smallest banks were in satisfactory condition; the other

small bank was in reasonably satisfactory condition; Banco de Ponce

(dePosits $71 million) was in quite satisfactory condition; the two

largest banks, Banco Credito y Ahorro Ponceno (deposits $117 million)

and Banco Popular de Puerto Rico (deposits $160 million) were in poorer

"ndition than any of the other banks so far mentioned; and Banco

Credit° was in the poorest condition of all. The memorandum noted that

84°11141 an examination of Banco Credito by the Federal Reserve Bank of

Nelf York reveal a situation about the same as indicated in the Federal

I3ePosit Insurance Corporation's examination report, the Division of

Examinations would probably recommend that the Board not approve the

ban6
for System membership. In summary, although the general condition

°r 81X of the seven Puerto Rican banks apparently was sufficiently good

t° Permit them to become System members, Banco Credito's condition was

8401 that it seemed doubtful that it should be admitted to membership,

although the Federal Reserve Bank of New York considered the general

"ndition of all the banks to be sufficiently good to qualify them for

illeathershiP• Mention was also made in the memorandum of the fact that

Sinee the three large Puerto Rican banks all operated mobile branches,
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the question of permitting the retention and operation of such branches

would arise Should the Board receive an application by these banks for

membership in the System.

Following comment by Mr. Leavitt on the memorandum of the

Division of Examinations, Governor Mills expressed the view that in

light of the information thus provided and the earlier discussion of

the question at the meeting on March 28, it would seem advisable for

the Board to express to the New York Reserve Bank the view that it would

not be desirable for the System to maintain a resident examiner in

Puerto Rico.

Governor Robertson agreed, adding that the proposal would appear

t° involve merely the substitution of a resident Federal Reserve Bank

exanliner for the resident examiner of the Federal Deposit Insurance

Ceqloration, as part of a bargaining procedure which he did not favor,

to 
induce Puerto Rican banks to become members of the Federal Reserve

4'81/e1a4 In any event, it appeared from the review of examination

l'aPorts that at least one of the large Puerto Rican banks might not be

eligible for System membership.

There being no contrary view expressed, it was agreed unanimously

t inform the Federal Reserve Bank of New York along the lines indicated

by 
the Board's discussion. A copy of the letter sent subsequently to

the Reserve Bank pursuant to this understanding is attached as Item No. 2. 
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Survey of of chain banking (Items 3 and 4). Pursuant to action

taken at the meeting on March 22, 1962, a letter had been sent to

Chairman Patman of the House Select Committee on Small Business outlining

Problems involved in a survey of chain banking such as he had requested

but expressing willingness to conduct the survey if desired. Mr. Patman

had replied by letter dated March 29, indicating that a survey of the

type contemplated would be of such value to the Small Business Committee

as to justify the expenditure of time and money indicated in the 
Board's

letter. Under date of April 6, 1962, copies had been distributed of a

memorandum from mi.. Conkling transmitting drafts of (a) a letter to the

ComAtroller of the Currency for use in the event the Board Should decide

to ask the cooperation of that Office in the proposed survey; (b) a

letter to the Bureau of the Budget requesting a Budget Bureau number to

ePPear on the schedule to be used to obtain the information requested

bY MI% Patman; (c) a letter to member banks (or to State member banks)

reqUesting completed schedules on accompanying forms; and (d) a letter

t° all domestic registered bank holding companies, and to holding

e°111NITY affiliates holding a general voting permit, requesting similar

illf°rmation. Mr. Conkling's memorandum noted that if the Board Should

Pl*efer to channel the request through the Reserve Banks, something like

the Proposed letters to member banks and to bank holding companies could

be forwarded for the use of the Reserve Banks in requesting the data.
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In a discussion, during which a modification of the letter to

the Comptroller of the Currency was suggested and agreed upon, Governor

Mitchell, who had not been present at the meeting on March 22, inquired

as to the role, if any, envisaged for the Federal Deposit Insurance

Corporation in the proposed survey. In reply, Mr. Conkling said that

although it was not known whether there had been official correspondence

between Mr. Patman and the Federal Deposit Insurance Corporation, it

waS known that Mr. Houghton of Mr. Patman's staff had talked informally

Irith Mr. Cramer of the Federal Deposit Insurance Corporation staff

regarding the matter and that when Mr. Patman's request of February 19,

1962 came to the Board, reference was made to a survey covering member

banks) with no reference to insured nonmember banks.

In further discussion, Governor Mitchell suggested that nonmember

14811red banks be surveyed as well as member banks and bank holding

e°111Panies in order to obtain information pertinent to understanding the

c1411ership and control of the banking system. It was his thought that

he Proposed survey was being tailored to comply with the specific

l'equirements of Congressman Patman's request, whereas the subject matter

seemed to him of such interest as to suggest that the study be expanded

(tor example, through inclusion of nonmember banks) so as to produce the

t4axi1un1 benefit. He suggested, also, that consultation with the Federal

lieserve Banks in devising and conducting the study might be valuable.
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After some exploration of the points raised by Governor Mitchell,

staff comment was made to the effect that the preparation and conduct

Of a comprehensive study would be time consuming, which might suggest

undue delay to Congressman Patman. In the circumstances, it appeared

that there was something to be said for attempting to produce data in

conformity with the Congressman's request as a first step, following

Ilbich an evaluation could be made to determine the feasibility and

desirability of a broader study, for which purpose consideration could

be given to the inclusion of nonmember banks. In other words, the

sUrveY proposed to be made in compliance with Congressman Patman's

request might be regarded as a kind of pilot operation.

Governor Robertson then proposed that in order to expedite the

Matter, the survey be carried forward as planned, without prejudice to

e°nsideration at a later date of Governor Mitchell's suggestion; and

there was agreement with this proposal.

Accordingly, as a first step the letters to the Comptroller of

the Currency and the Bureau of the Budget were unanimously approved.

C°Pies are attached as Items 3 and 4, respectively.

Mr. Thomas, Adviser to the Board, joined the meeting during

cliscUssion of the foregoing item and Mr. Leavitt withdrew at its

conclusion.

Federal Reserve Bank budget procedures (Item No. 5). Distri-

bUtion had been made under date of March 20, 1962, of a memorandum from
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Mr. Farrell prepared pursuant to the understanding at 
the meeting on

December 11, 1961, that a general review of the budget proce
dures of

the Reserve Banks would be made early in 1962. Attached to the

memorandum was a suggested simplified budget report form 
that might be

Used, by the Reserve Banks. The memorandum indicated that the review

of budget procedures, which resulted in the preparation of 
the proposed

revised form, had been directed toward the possibility of 
simplifying

the budget procedures in view of the time and effort put i
nto the

PreParation of the budgets and their consideration by the 
Board, which

it aPpeared might be more than necessary to satisfy the 
Board's

slVervisory responsibilities in this regard.

At the request of the Chairman, Mr. Farrell comm
ented on his

inellIcTandtml, noting that under present procedures each Fede
ral Reserve

134:4k was required to submit to the Board by Oc
tober 15 an annual budget

covering 
the next calendar year, and to accompany the b

udget with a

statement explaining any material differences between th
e budget and

estimated expenses for the current calendar yea
r, any significant new

itels included in the budget, and any important 
changes in operations.

Several separate statements were also required. Not only did this

1/r°cedure call for a long-range forecast of expen
ses but it also involved

the use of forms corresponding generally to the 
quarterly expense reports;

414 effective January 1, 1962, the expe
nse reports provided for a

l'ilxictional distribution of expenses 
other than salaries at each of the

Reserve Banks.
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Mr. Farrell then referred to the recommendation in his memorandum

that the Conference of Presidents be asked to comment on the desirability

Of revising the budget procedures to provide for:

1.

2.

Submission of budgets by departments rather than by

function.

Submission of two budgets each year, one covering the

period April 1 - September 30 and the other covering

the period October 1 - March 31.

3. Comparisons of budget estimates with actual expenses

for the same period one year ago, or (alternatively)
with the expenditure rate at the time the budgets

are prepared.

4. A budget report form showing by departments the num-
ber of employees and total expenses for the base

period and for the budget period, and the amount
and percentage change in expenses.

5. Limiting explanatory material accompanying the budgets
to the reasons for (a) significant developments

resulting in substantial gross increases or gross

decreases in departmental expenses; and (b) changes

in the number of officers and changes (other than

those due to reclassifications) in the number of

employees in Grade 12 and above.

In the discussion that followed, question was raised as to the

ariticiPated reaction of the Reserve Banks to the suggestion for

seilliannual budgets. In reply, Mr. Farrell said that although the

Reserve Banks might be rather reluctant to accept this aspect of the

111.°13°88-1, the use of departmental budgeting, as provided for in the

Op
should appeal strongly to the Banks.
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After further discussion, in the course of which each Board

member commented favorably regarding the proposal, (although with at

least one reservation expressed concerning the suggestion for semiannual

budget-‘,u) Mr. Farrell's recommendation that the views of the Reserve

Banks be requested was approved unanimously. A copy of the letter sent

Pnrsuant to this action to the Chairman of the Presidents' Conference

asking for the views of the Conference on the proposed revision of the

budget procedures is attached as Item No. 5.

Mr. Johnson then withdrew from the meeting.

American Electric Power System stock purchase plan (Item No. 6). 

Under date of February 23, 1962, a request had been received from the

law firm of Simpson Thacher & Bartlett, New York City, for review of a

determination made by the Board on the "Key Employee Stock Purchase

131an - 1959" of the American Electric Power System, as to which the

313ard had ruled in a letter of October 3, 1960, to the New York Reserve

13411k (S-1765). Copies of a memorandum from the Legal Division had been

distributed under date of April 9, 1962, with respect to the previous

11.111ng in this case, in which loans by Irving Trust Company, New York

eitY, were held to be subject to Regulation U, Loans by Banks for the

1)111"Pose of Purchasing or Carrying Registered Stocks. According to the

r4ets of the case, as described in 1960, loans were made jointly by

4ving Trust and another bank, under agreement with American Electric
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Power Company, to key employees of the company for the purpose of

Purchasing stock under employee stock option plans. The employees

made a down payment and the stock was pledged with the second bank to

secure loans in the maximum amount permitted under Regulation U. The

balance of the purchase price was supplied by Irving Trust on an

unsecured basis. Although the parties agreed that Irving would have

11° security interest in the pledged stock, the second bank was to hold

the stock until both the secured and unsecured loans had been paid.

The memorandum noted that counsel for applicant advanced two

additional factual circumstances believed not to have been given

c°nsideration in the Board's earlier determination: (1) the fact that

the "unsecured loans” by Irving Trust Company were backed by an

Utconditional guarantee of American Electric; and (2) that in the event

(Ila default the second bank actually would not hold the shares until

the Irving loans had been repaid, but instead was required to liquidate

the collateral immediately and remit any excess proceeds to the

b°1*r(nling employee. After discussion of the issues that appeared to

be raised by applicant's arguments, the memorandum went on to state

the Legal Division's conclusion that the Irving Trust loans were not

111 ract within the scope of the Regulation, as presently worded.

ktta'ched to the memorandum, for the Board's use should it concur in the

Di •
vlslon's recommendation, was a draft of letter stating that the loans

blr Irving Trust Company pursuant to the Key Employee Stock Purc
hase
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Plan - 1959 of the American Electric Power System were not indirectly

secured by stock and, therefore, not subject to Regulation U.

Following comment by Mr. Veret on the memorandum, Mr. Hexter

observed that an interpretation of the Board that appeared in 1961

Federal Reserve Bulletin 657 held, in effect, that a bank loan was

.
indlrectly secured" by stock if the borrower deposited stock with a

third party who agreed to hold the stock until the loan had been paid

• However, that interpretation was believed to be distinguishable

• several grounds from the Irving Trust case under consideration,

for reasons pointed out in the Legal Division's memorandum.

Governor Mills expressed agreement with the Division's conclusion

that/ on the basis of the facts in the instant case, the Irving Trust

C°13113anY loans at issue were not within the scope of the Regulation.

Re inquired, however, as to the possibility that there might be some

eircUmvention of this apparently proper procedure by other somewhat

eilailax procedures in such a way as to evade the Board's basic position

E438-inst exempting from Regulation U loans for the purpose of acquiring

seellrities under stock option plans.

Mr. Hexter replied that, since the American Electric stock was

• l'egistered security, the loans involved in the case at issue were

r,0Aur
-4, se loans. The question was whether they should be classified as

sectlred or unsecured loans. Any bank was, of course, at liberty to

414ke unsecured loans without regard to the provisions of Regulation U,
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the Board having decided to limit the application of Regulation U to

1°ans secured by stock registered on a national securities exchange.

It had seemed to the Legal Division that, in the circumstances

described, it would require a stretching of the provisions of the

RegUlation to construe these as stock-secured loans. The possibility

of amending the Regulation to cover loans not secured by stock involved

a question of policy.

In further discussion, it was brought out that the decision

made in 1936 not to bring within the Regulation extensions of credit

Other than those secured by listed stock apparently reflected a desire

to simplify the administration of the Regulation. The comment also was

'de that the Board's staff was aware of no evidences of abuse of the

Regulation through arrangements similar to those involved in the

Anierican Electric Power System case.

The letter to Simpson Thacher & Bartlett notifying that firm

that the Board had determined that the loans by Irving Trust Company

/lel'e not indirectly secured by stock, and therefore not subject to

U, was then approved unanimously. A copy of the letter is

(ittached as Item No. 6.

Messrs. Farrell, Conkling, Kiley, and Veret withdrew 
from the

14eet1ng at this point.

§Ip4y_2E_E2ElaLml.:. At its meeting on December 29, 1961,

the 80ard ordered a study of Regulation K, Corporations Doing Foreign
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Ba1king or Other Foreign Financing under the Federal Reserve Act, in

the _Light of experience since the revision of January 15, 1957. In

connection with this action, a letter was sent to foreign banking and

financing corporations inviting comments on the Regulation, and the

staff was requested to formulate a plan for the proposed study.

SUbsequently, a discussion was held at the meeting on January 11, 1962,

cla the resulting staff memorandum (dated January 8, 1962) and

Governor Mitchell was assigned responsibility for the proposed study,

/.11-th the understanding that he would report at a future date on the

8caPe of such study and procedures to be followed.

Copies of a memorandum from Governor Mitchell dated April 5,

1962) had been distributed in accordance with the foregoing understanding.

The memorandum stated that, based on a review of letters received to

clate from Edge and agreement corporations and certain background

illeterial that had been made available, together with discussions with

Mr
Goodman, it was Governor Mitchell's tentative view that the

814stantive issues were as follows:

1.

2.

3.

Operations of foreign banking corporations in New 'York;

Investments in stock of foreign companies, both by

banking and financing corporations; and

Operations abroad by subsidiary foreign banks and

by branches of U. S. banks.

After discussing salient issues grouped under these three heads,

the memorandum went on to recommend that (1) the substantive issues set
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forth above, along with any others that might be raised, be reviewed

before technical deficiencies in Regulation K were considered; (2) the

Procedure for doing this be to have the Divisions of Examinations and

International Finance prepare memoranda addressed to the substantive

issues, setting forth the relevant facts and inferences; and (3) the

Board consider at some juncture a series of conferences with

rePresentatives of Government agencies financing foreign trade to get

the benefit of their judgments on the role the Edge Act corporations

might play in international trade in the light of the current and

Prospective goals of United States foreign economic policy.

Following comment by Governor Mitchell on his memorandum, it

Ire's NZ2241. that the review of Regulation K should proceed along the

lines suggested by him.

112port on meeting regarding Federal credit programs. Mr. Noyes

IlePorted on an organizational meeting held recently in the Office of

Uncler Secretary of the Treasury Roosa by the interagency group named

the President to look into Federal credit programs. Mr. Noyes noted

that in addition to Mr. Roosa, chairman of the group, and himself,

th°se present at the organizational meeting included representatives

*(411 the Budget Bureau and the Council of Economic Advisers. He said

that the group expected to study the philosophy of Federal Government

clilieet lending and loan guarantee programs with a view to making

l'ec°111mendations as to the areas in which such programs were appropriate
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and how such programs could best be carried out. It appeared from the

meeting, Mr. Noyes said, that preliminary staff work would be done

largely by representatives of the Treasury and the Budget Bureau.

The meeting then adjourned.

Secretary's Note: Governor Shepardson

today approved on behalf of the Board

the following items:

N 
Letter to the Federal Reserve Bank of New York (attached Item

o. 7
approving the appointment of Edward W. Bjelke and Warren C. Straub

as examiners.

No Letter to the Federal Reserve Bank of Chicago (attached Item. 8\
approving the appointment of John P. Trinklein as assistant

exaziner.

Memoranda from appropriate individuals concerned recommending

reases in the basic annual salaries of the following persons on the

IlEtrd's staff, effective April 15, 1962:

N 
Basic annual salary

ame
Division From To

Office of the Secretary

Shil'leY R. Sherman, Secretary $5,005 $5,170

Bank Operations 

11,1:lamas G. Young,Aalyst 5,520 5,685
"41SY L. Condon, 

n 
Secretary5,005 5,170

Research and Statistics

Rilth
-nu Clarke, Editorial Clerk.4.koria

R. Hull, Jr.,Economist
"' A. Steiger, Statistical Clerk

4,675 4,84o
6,765 6,930
3,865 3,970
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gel 
April 

15 196211.

Division

cor

Administrative Services

'Elsie E. Anderson, Charwoman
Ruth Anna Brown, Telegraph Operator
Lola Buckley, Telephone Operator
James T. Fegan, Supply Clerk
14927E. Sanders General Assistant
Wilbert L. Stephens, Laborer

inued)

Basic annual salary
From To

$30290 $3,395
5,170 5,335
4,180 4,285
3,605 3,710
6,930 7,095
3,395 3,500
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BOARD OF GOVERNORS
OF THE

FEDERAL RESERVE SYSTEM
WASHINGTON 25. D. C.

Board of Directors,
Riverside Trust Company,
Hartford, Connecticut.

Gentlemen:

Item No. I
4111/62

AOORCIIIII °maw. CONOICSPONOCHOC
TO THC MOAN°

April 11, 1962

The Board of Governors of the Federal Reserve

System approves the establishment of an in-town branch by

Riverside Trust Company in Constitution Plaza at the corner

of State Street and American Row, provided the branch is

established by December 31, 1963.

Very truly yours,

(Signed) Kenneth A. Kenyon

Kenneth A. Kenyon,
Assistant Secretary



BOARD OF GOVERNORS
OF THE

FEDERAL RESERVE SYSTEM
WASHINGTON 25, D. C.

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

Dear mr, Crosse:

Item No. 2
4/11/62

ADDRESS orrsciAL CORRESPONDENCE
TO THE BOARD

April 13, 1962

Your letter of March 12, 1962, requested comments of
the Board as to the appropriateness of maintaining a resident
yexaminer or representative of the Federal Reserve Bank of New
bc'rk in Puerto Rico, should the major banks in that Commonwealth
"(me members of the Federal Reserve System.

The Board has given careful consideration to the in-
tormation supplied in your letter as well as to other available
tormation regarding Puerto Rican banks and the problems that

ba t gh be expected to arise in the event some or all of those
i hke were to become members of the aystem. On the basis of
tbs,review of this information, the Board is of the opinion

it would not be desirable for the System to maintain a
,Aceident examiner in Puerto Rico even though the major banks
-reated in the Commonwealth were to become members of the Fed.
51'41 Reserve System.

Very truly yours,

Merritt Sh
Secreta
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BOARD OF GOVERNORS
OF THE

FEDERAL RESERVE SYSTEM
WASHINGTON 25. D. C.

The Honorable James J. Saxon,
Comptroller of the Currency,
Washington 251 D. C.

Dear Nr• Saxon:

Item No. 3
4/11/62

ADDRESS OFFICIAL CORRESPONDENCE

TO THE BOARD

April _194 1.9.6

Enclosed are copies of an exchange of correspondence
with Congressman Wright Patman, Chairman of the Select Committee
on Small Business of the House of Representatives) requesting
a survey of the extent of chain banking through indirect controls

The requested survey is for data from all member banks.
Wollld your Office desire to join the Board in this project and
!end your own letter to all national banks as a part of the survey?

not, the Board will survey national and State member banks.
- inclosed is a draft of a letter that the Board is planning to use
ln forwarding the ouestionnaire.

Very truly yours,

(Signed) Merritt Sherman

Merritt Sherman,
Secretary.

Enclosure



BOARD OF GOVERNORS
OF THE

FEDERAL RESERVE SYSTEM
WASHINGTON 25. D. C.

David E. Cohn, Clearance Officer,
Office of Statistical Standards,
Bureau of the Budget,
Executive Office of the President,
Washington 25, D. C. 

DearMi. Cohn:

Item No. 4
4/11/62

ADDRESS OFFICIAL CORRESPONDENCE

TO THE BOARD

April 19, 1962

Enclosed are two copies of your form 83, and of a

draft of a schedule that is expected to obtain information

requested by the Chairman of the Select Committee on Small

Business of the House of Representatives.

A copy of the February 19 letter from the Committee
Chaiman and an earlier draft of the proposed schedule were
lurnished to Mr. Edward T. Crowder under date of March 20, 1962.

Very truly yours,

(Signed) Merritt Sherman

Merritt Sherman,
Secretary

ifInclosure



BOARD OF GOVERNORS
OF THE

FEDERAL RESERVE SYSTEM
WASHINGTON 25. O. C.

Mr. W. D. Fulton, Chairman,Conference of Presidents,
c/o Federal Reserve Bank of Cleveland,Cleveland 1, Ohio.

Dear Mr. Fulton:

Item No. 5
4/11/62

AI:MRCSS orncsat. COSIVICIIPONOCHOC

TO THE •OARO

April 16, 1962

Enclosed is a copy of a staff memorandum dated March 20,
962, discussing possibilities for simplifying and improving pro-
cedUree under which Federal Reserve Bank budgets are compiled for
submission to the Board. Five specific proposals are set forth on
Pasge 2 of the memorandum. The Board would like to have the views
°f the Conference of Presidents with regard to these suggestions
and any other related matters.

Since the changes made this year in the functional expenseace
'punting system will require some revision in the budget reporting

°1111s, it is hoped that any other changes to be made in the budget
Procedures could be agreed upon in time to be made effective for
1963 budgets.

Very truly yours,

(Signed) Merritt Sherman

Merritt Sherman,
Secretary.

n... •
1 'UP1e5 to each Reserve Bank President
col:7 to Secretary of Presidents' Conference.

tnclosure



BOARD OF GOVERNORS
OF THE

FEDERAL RESERVE SYSTEM
WASHINGTON 25. D. C.

Simpson Thacher & Bartlett,
120 

Broadway,
New York 5, New York.

Gerltlemen:

Item No. 6
4/11/62

ADDRESS OFFICIAL CORRESPONDENCE

TO THE BOARD

April 11, 1962

Attention: Richard M. Dicke, Esq.

1962 
The Board has received your application, dated February 23,

the 
for a ruling with respect to the status under Regulation U of
Key Employee Stock Purchase Plan - 1959" of American Electric

raP"er System. It is understood that under the Plan, loans have been
,ade jointly by Manufacturers Trust Company and Irving Trust Company,

Z
P
suant to agreement with American Electric Power Company, to key
1°Yees of American for the purpose of purchasing registered stock

g that company. Under the agreement, the employees made a down

elellt, and the stock was pledged with Manufacturers to secure loans

ththe maximum amount permitted under Regulation U. The balance of
e Purchase  price was advanced by Irving.

by. 
Amen 

Irvingls loans are guaranteed as to principal and interest
int Ican. The agreements state that Irving shall have no security
a-Wrest in the stock pledged to Manufacturers; however, under the
inteement, Manufacturers is to hold the Shares until the principal and

raterest on both loans have been paid. Payments are to be applied pro
-(z4 •E

-0 both loans, and payment in part will be through the application
mn,°1e proceeds from dividends paid in respect of the stock held by
e-eVfacturers. In the case of default, however, Manufacturers is to
seeLthe shares, apply the proceeds to the payment of Manufacturersi

,Lced loan,  and remit any surplus to the employee.

teel.„ The Board has indicated on several occasions that narrow or
wbe -Leal standards of interpretation are inappropriate in determining
Itin,i,ler loans for the purpose of purchasing registered securities are
ree'lrectly secured" by stock within the meaning of Regulation U. Most
itaell,t1Y, in 1961 Federal Reserve Bulletin 657, the Board reaffirmed
inteV)sition that if the effect of the arrangement is to protect the
steeicest of the bank, however indirectly, through restrictions upon
depo ! the Regulation is applicable. Thus, in cases where a borrower
the . -Lts stock with a third party who agrees to hold the stock until
'°an 13 paid off, the Regulation has been deemed applicable. The
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'"re fact that the stock is out of the borrower's control for theIluration of the loan" may constitute indirect security for the lending
:Ilk. Furthermore, the fact - as in this case - that, under certain
2ntiugencies, control over the stock by the third party may terminate

Tnor to the payment of the loan, does not necessarily mean that theder is not indirectly secured. The preservation intact of the
1.2rrower's stock asset over a period shorter than the period of
•vepayrient may, in certain circumstances, constitute indirect security.

Nevertheless, the Regulation does not require a finding of
ectindir, security in all cases wherein the stock is held outside of
corrower's control. For example, section 221.3( f) provides:

"A loan need not be treated as cellateralled by

securities which are held by the bank only in the capacity
of custodian, depositary or trustee, or under similar
circumstances, if the bank in good faith has not relied
Upon such securities as collateral in the making or
maintenance of the particular loan."

of se,—. This provision recognizes that banks, in providing a variety

elated, may be holding stock of a borrower for reasons clearly

the to loans made to the borrower for purchasing stock. Although
the on refers to the lending bank holding stock in its custody,

Par:arts Principle anplies even more forcibly to a case where a thirdY holds the stock.

Marlut In the instant case, it appears that the capacity in which
loansacturers holds the stock is essentially unrelated to the Irving
by ths The prima facie presumption that Irving is indirectly secured
that stock so held by Manufacturers is overcome by the circumstance
gliax,a:Tvirig appears to rely solely upon the security of American's

stocin'Y of the loans. Since the guarantor is also the issuer of the
that 42-3 to which the indirect security question arises, it appears
signi e guaranty makes Manufacturers' possession of the stock of no
tiartzlcance as far as Irving is concerned. This conclusion is
colijr suPported by the fact that upon liquidation of the stock

lia.rwrnal by Manufacturers, the excess proceeds (over the amount of

alip lIrers' loan) are to be remitted to the employee. It also

view of the unconditional nature of the guaranty and 

the1er Standing 
 

of American, that the guaranty arrangement is not

loan Yt21.1 indirect "conduit" device designed to protect Irving's
"'..cugh stock security.
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Under these circumstances, therefore, the Board has deter-
mined that the loans by Irving Trust Company pursuant to the Key
32?1,71ployee Stock Purchase Plan - 1959 of the American Electric Power
qstem are not indirectly secured by stock and therefore are not
sUbject to Regulation U.

Very truly yours,

(Signed) Merritt Sherman

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

Dear Mr. Crosse:

Item No. 7
4/11/62

ADDRESS OFFICIAL CORRESPONDENCE

TO THE BOARD

April 11, 1962

In accordance with the request contained in
Your letter of April 4, 1962, the Board approves the ap-
polntment of Edward W. Bjelke and Warren C. Straub, at

resent assistant examiners, as examiners for the Federal
serve Bank of New York, effective today.

It is noted that Mr. Straub is indebted to Atlantic
13ank of New York, New York, New York, a nonmember bank.
P.iccordingly, the Board's approval of Mr. Straub's appointment

given with the understanding that he will not participate

'in any examination of that bank until his indebtedness has
been liquidated.

Very truly yours,

(Signed) Kenneth A. Kenyon

Kenneth A. Kenyon,
Assistant Secretary.
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Mr. Charles J. Scanlon, President,
Federal Reserve Bank of Chicago,
Chicago 90, Illinois.

Dear Mr. Scanlon:

Item No. 8
4/11/62

ADDRESS OFFICIAL CORRESPONDENCE

TO THE BOARD

April 111 1962

In accordance with the request contained in
Mr. Helmer's letter of March 30, 1962, the Board approves
the appointment of John P. Trinklein as an assistant
examiner for the Federal Reserve Bank of Chicago. Please
advise the effective date of the appointment.

It is noted that Mr. Trinklein is indebted to
Frankenmuth State Bank, Frankenmuth, Michigan, a nonmember
bank of which he owns 316 shares of stock, and that he is
il:Idebted to, and has a one-sixth interest in trusts ad-
129.nistered by Second National Bank of Saginaw, Saginaw,
kchigan. Accordingly, the Board's approval of Mr. Trinklein's
aPpointment is given with the understanding that he will
lirt Participate in any examination of Frankenmuth State
hrk so long as he is indebted to or owns stock of that
rnk, or of Second National Bank of Saginaw so long as he
"L8 indebted to, or has an interest in any trust administered
bY that institution.

Very truly yours,

(Signed) Kenneth A. Kenyon

Kenneth A. Kenyon,
Assistant Secretary.


