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Minutes of the Board of Governors of the Federal Reserve

System on Friday, September 7, 1962. The Board met in the Board

Room at 10:00 a.m.

PRESENT: Mr. Martin, Chairman

Mr. Mills 1/
Mr. Robertson 1/
Mr. Shepardson
Mr. King

Mr. Sherman, Secretary

Mr. Kenyon, Assistant Secretary

Mr. Young, Adviser to the Board and

Director, Division of International

Finance
Mr. Molony, Assistant to the Board

Mr. Holland, Adviser, Division of

Research and Statistics

Mr. Koch, Adviser, Division of Research

and Statistics

Mr. Brill, Associate Adviser, Division

of Research and Statistics

Mr. Knipe, Consultant to the Chairman

Mr. Eckert, Chief, Banking Section, Division

of Research and Statistics

Mr. Yager, Chief, Government Finance Section,

Division of Research and Statistics

Mr. Bernard, Economist, Division of

Research and Statistics

Money market review. Mr. Bernard commented on developments

in the Government securities market, including the market reaction

to the terms of the advance refunding recently announced by the

Treasury. In this connection there were distributed (a) a maturity

schedule of marketable U. S. Government securities held by the
 public

as of July 31, 1962, exclusive of regular bills, and (b) a 
statement

Of securities eligible for advance refunding and securities offer
ed in

Withdrew from meeting at point indicated in minutes.
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exchange. There was also distributed a summary of monetary develop-

ments during the five weeks ended September 5, 1962.

The money market review concluded with a report on credit

developments by Mr. Eckert.

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

Kenyon then withdrew from the meeting.

Discount rates. The establishment without change by the

Federal Reserve Banks of New York, Philadelphia, Cleveland, Richmond,

St. Louis, Kansas City, Dallas, and San Francisco on September 6,

1962, of the rates on discounts and advances in their existing

schedules was approved unanimously, with the understanding that

appropriate advice would be sent to those Banks.

Blood Donor Program. Governor Shepardson referred to a

communication from the Red Cross indicating that the Board had gone

above its quota in the Blood Donor Program and that it was among the

agencies to which certificates of recognition would be presented.

It was suggested, and agreed, that John C. Brennan, Chairman of the

Board's Blood Donor Program, Should receive the certificate of

recognition on behalf of the Board.

Messrs. Powell and Chase, Counsel to the Board in the matter

or The Continental Bank and Trust Company, Salt Lake City, entered

the room at this point, along with Mr. Shay, Assistant General Counsel,

and Messrs. Solomon, Director, and Leavitt, Assistant Director,

Division of Examinations.
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Continental Rank and Trust Company (Item No. 1). Governor

Robertson requested that the record show that although he would

remain in the room during the following discussion of a matter

relating to the administrative proceeding against Continental

Bank and Trust Company, he would not participate in the discussion

or in any action taken by the Board, in accordance with his long-

standing position of having withdrawn from participation in the

Proceeding.

Pursuant to the action of the Board on August 29, 1962, Mr.

O'Connell of the Board's staff had been designated by the Board to

confer with Mr. Kenneth J. Sullivan, President of Continental Bank

and Trust Company, with regard to the verbal proposal that Mr.

Sullivan had submitted through President Swan of the Federal Reserve

Bank of San Francisco as a possible basis for settlement of the

current administrative proceeding against Continental. Mr. O'Connell

thereafter proceeded to Salt Lake City for discussion with Mr. Sullivan,

the latter's illness having made it impossible for him to meet with

Mr. O'Connell in San Francisco. Following such discussion, Mr.

O'Connell had been authorized by Mr. Sullivan to communicate verbatim

a letter from Mr. Sullivan addressed to the Board under date of

September 6, 1962, and to state that the same was submitted to the

Board of Governors as the submission of Mr. Sullivan. The letter, which

'"as transmitted by telephone, had been transcribed, and copies had been

distributed to the Board prior to this meeting.
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In his his letter Mr. Sullivan stated that he had been furnished

a copy of the memorandum prepared by President Swan under date of

August 18, 1962, covering the essential phases of Mr. Sullivan's

verbal proposal. After informal discussion with Mr. O'Connell and

Mr. Ahlf of the Federal Reserve Bank of San Francisco in connection

with some of the specific details of the proposal, and as clarification

of these items, Mr. Sullivan submitted the following:

At the outset, let me assure you that the proposal as

outlined by Mr. Swan is essentially and basically correct as

it was offered by me and that the essential objectives of the

proposed plan have been discussed informally by me with our

Board of Directors and have the informal approval of that

Board of Directors and, further, it is my opinion that if

the Board of Governors indicates its informal approval to

this plan, the plan will be formally approved by the Board

of Directors of this bank and it is my opinion that upon the

recommendation of the Board of Directors of this bank the

majority stockholders will approve the over-all plan, including

approval for increasing the capital stock of our bank as out-

lined in the proposal.

In connection with the availability of funds from the

Paramount Life Insurance Company of Texas, I wish to advise

the Board that the Trustees under date of Ftbruary 15, 1961,

agreed that they would take certain action "unless and until

the Trust is terminated as provided in section 6(b)" of the

Original Trust Agreement, and that the Trustees will take

such steps as are necessary to liquidate the corporation and

concurrently therewith terminate this Trust and in accordance

with the terms of said Trust, the Trustees shall thereafter

pay all funds received in liquidation over to the bank for

the benefit of its shareholders in accordance with the terms

of said Trust Agreement. It is the bank's opinion that the

action outlined above is entirely consistent with the original

terms of the Trust and the Agreement offered by the Trustees

under date of February 15, 1961, and is entirely consistent

With the position taken by the Board of Governors in its

letter under date of January 23, 1961.
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As of June 30, 1962, the bank's buildings are carried on

the bank's books at $1,552,000. It is recognized that manage-

ment may decide, in the near future, to obtain approval for a

new branch, which matter normally involves some additional in-

vestment in fixed assets. It is also recognized that it is

undoubtedly necessary and desirable for the management of this

bank to install adequate air conditioning in the non-bank 

premises of the building in order to maintain its available

rental space on a reasonably competitive basis. It will be

my recommendation that our Board of Directors agree that during

the next 3-year period the investment in bank buildings be

limited to a figure not to exceed $1,750,000, subject only to

the possibility that this figure may be exceeded if found

necessary and desirable, provided that for the total dollar

amount by which the investment figure may exceed $1,750,000,

there will be an equal amount available in the adjusted

capital account over and above the sum of $6,500,000.

It is specifically understood and agreed that such

dividends as will be paid from the affiliated companies will

be paid only from available cash in such companies and with-

out any write-up on the bank's books of its investment in such

affiliates.

In conclusion, let me state that it is my opinion that the

examination reports of our bank over a period of the last few

years indicate a continuing improvement in asset condition and

I wish to assure the Board of Governors that the Board of Directors

of our bank has a constant goal of continuing to improve the asset

condition of our bank, and that management is making strong efforts

to improve net earnings so as to show a continued improvement in

the capital structure through net retained earnings.

This morning there had been received by phone from Mr. O'Connell

a revised version of the letter from Mr. Sullivan. The changes were of

a grammatical nature, except that the following paragraph had been

substituted for the pertinent paragraph in the letter previously

distributed to the Board:

As of June 30, 1962, the bank buildings are carried

on the bank's books at $1,552,000.00. It is recognized

that management may desire, in the future, to obtain approval
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for a new branch, which matter normally involves some addi-
tional investment in fixed assets. It is also recognized
that it is undoubtedly necessary and desirable for the
management of this bank to install adequate air conditioning
in the non-bank premises of the building in order to
maintain its available rental space on a reasonably competi-

tive basis. It will be my recommendation that our Board
of Directors agree that during the next three-year period,
except for some unusual and unforseen circumstances, the
investment in bank buildings be limited to a figure not to
exceed $1,750,000.00.

In response to an inquiry by Chairman Martin, Mr. Powell

confirmed that he had received copies of the original and 'wised

versions of Mr. Sullivan's letter.

Chairman Martin then stated that the Board would like to have

anY comments Mr. Powell might wish to make at this point.

Mr. Powell replied that it seemed to him, basically, that all

14r. Sullivan's letter did was confirm the fact that he had made the

Proposal previously reported by Mr. Swan. That proposal, as

communicated by President Swan, had been discussed at the meeting

cf the Board and Board Counsel on August 29, 1962.

Mr. Powell went on to say that the September 6 letter did not

in any way increase the offer or make it any more attractive in

substance. Mr. Sullivan did say that he had discussed the objectives

the offer informally with his Board of Directors, which Mr. Powell

noted was made up almost entirely of the bank's officers and was not

84 independent board of directors. Mr. Sullivan did not indicate to

'ghat extent he had discussed the details of the offer with the Board
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of Directors or whether he had informed the three principal share-

holders of the bank (members of the Cosgriff family) about the proposal.

In his letter Mr. Sullivan dealt with the use of the proceeds of

liquidation of the life insurance company, but in Mr. Powell's view

this was not an important phase of the matter. He had assumed that

those funds would be available in some manner. The letter, he noted,

did put the Board on notice that Mr. Sullivan would recommend to

the Board of Directors that it agree that during the next three-year

Period the bank's investment in bank premises would be limited to an

increase of about $200,000. This was with the caveat, however, that

nothing unusual or unforeseen developed that might make it desirable

to Spend more on fixed assets. In view of that caveat, the limitation

s left wide open.

Mr. Powell said he thought Mr. Chase shared his view that

basically Mr. Sullivan's letter was simply a confirmation of the fact

that Mr. Sullivan did make the proposal that President Swan said he

made. On that basis the comments Mr. Powell had made to the Board

Previously would still obtain.

Mr. Powell then stated that he thought the greatest assistance

he might give to the Board at this point would be to aid it in an

evaluation of the merit, or lack of merit, of Mr. Sullivan's proposal.

Perhaps the best way to proceed would be for him to summarize the

nature of certain evidence that was to be presented by Board witnesses
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at the show cause hearing scheduled to begin September 10, 1962;

that is, to indicate what the evidence would show regarding the

bank's capital requirements and how Mr. Sullivan's proposal for the

addition of $1,111,000 of new capital funds would affect the situation.

First, there were the ratios and formulas that the Board had

recognized as useful in appraising a bank's capital requirement. The

so-called primary risk asset ratio was the only one based wholly on

Published information, as contained in reports of condition. As of

Year-end 1961, Continental's capital was 10.5 per cent of its primary

risk assets, which compared with an average figure for member banks

in the Twelfth District of 15.9 per cent. On the basis of the June

30, 1962, report of condition, the additional capital proposed by

141% Sullivan would result in a ratio of only 10.8 per cent. (Between

the date of the most recent examination of Continental (January 8, 1962)

and mid-year, Continental's risk assets had increased substantially.)

Continental's primary risk asset ratio at year-end 1961 was based

°n an average of the entire year 1961 to smooth out any seasonal

fluctuations from quarter to quarter that might be reflected in

rePorts of condition, whereas the June 30 computation was based on

the mid-year call report only. Continental's ratios could be compared

with a median year-end ratio of 13.3 per cent for 200 banks in the

same size group as Continental. It would have required $2,315,000 of

additional capital as of June 30 to bring Continental up to the

median. Of the banks in its size group, Continental ranked 194 as
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of year-end 1961; with the additional capital proposed by Mr. Sullivan

it would rank 181.

In response to questions at this point, Mr. Powell said that

Continental's ratio had not been worked out on average for the four

condition reports ending with the June 30, 1962, report. However,

there was no indication that the ratio would be substantially different.

Turning to the so-called adjusted risk asset ratio, Mr. Powell

noted that comparisons could not be made between Continental and other

banks because the ratio was based on information contained only in

reports of examination. However, the generally accepted standard was

16-2/3 Per cent; evidence at the hearing would show that such a ratio

was justified by the history of losses sustained by banks in past

recessions. Based on the January examination of Continental, witnesses

would testify at the hearing that Continental needed an additional

*2.009 million of capital to achieve a 16-2/3 per cent ratio. Apply-

ing the adjusted ratio to the mid-year condition report and making

certain assumptions, experts would testify that Continental would

have needed an additional $1.925 million.

Turning next to the Federal Reserve Bank of New York's capital

f°rallaa, Mr. Powell said Vice President Crosse would testify that on

the basis of this formula Continental's capital deficiency amounted to

$1.922 million as of the January examination date. On the basis of

limited information contained in the mid-year call report, Mr. Crosse

'would estimate a capital deficiency of $2.054 million.



I
c;

9/7/26 -10-

The Form for Analyzing Bank Capital worked out by the Board's

Division of Examinations was the only one that specifically evaluated

the liquidity of a bank. Thus, this formula would be particularly

applicable to Continental because of its high liquidity requirements

as the key bank in a chain and as correspondent for a large number of

smaller banks carrying substantial amounts on deposit with it. Mr.

Stephenson of the Board's staff would testify that the application of

the formula showed a deficiency of $2.415 million as of the January

examination date. Applying the formula to the mid-year condition

report, using information given to Mr. Stephenson by Mr. Sullivan

during the former's recent visit to Salt Lake City, and making every

adjustment that Mr. Stephenson felt could reasonably be made in favor

of Continental, Mr. Stephenson would testify that Continental's mid-

Year deficiency was $2.568 million.

All of these ratios and formulas, Mr. Powell pointed out,

indicated that Mr. Sullivan's proposal would supply only 50 to 60

Per cent of the additional capital indicated to be needed by Continental

at this time. Further, a representative of the Federal Deposit Insurance

Corporation was going to testify at the hearing that, upon evaluating

Continental's capital requirement in the way such evaluations were

Made by the Corporation, Continental should be required to inject

$2 million additional capital immediately to remedy its present capital

deficiency. Mr. Crosse, in evaluating the factors not fully reflected
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in any ratio or formula, would recommend $2 million as a round figure

of new capital that should be supplied at this time. He would also

express the opinion that retained earnings of the bank probably

would suffice only to keep up with increased capital requirements,

resulting from deposit and asset increases that might be expected

following the completion of this case. Continental's deposits had

leveled off during the period from 1956 to 1962, Mr. Powell noted. The

bank had not kept pace with the growth of competing banks in Salt

Lake City. There was no way to prove that this was due to the

Pendency of the capital adequacy proceeding, but it might reasonably

be assumed that this was one of the contributing factors. Also, dur-

ing that period Continental had established no branches. In a hypothetical

waY, Mr. Powell said, Mr. Sullivan's proposal had been tried out on Mr.

Crosse, who stated flatly that such a proposal should be rejected

as completely inadequate.

Expert witnesses would also describe at the hearing certain

factors relating to the character and volumP of Continental's

°Perations that they felt had a direct bearing on the bank's capital

Isequirement and were not flaly evaluated in any ratio or formula.

For example, Continental continued to have responsibilities as the

key bank in a chain and as correspondent for a large number of mail
 

banks. This was reflected in its deposit structure, which showed that

14 Per cent of its total deposits were deposits of other banks, as corn-

Pared with a 1.46 per cent median for other banks in its size group.
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Further, Continental' Continental's net current earnings were low and its

dividend pay-out high for a bank with a low capital structure. Earn-

ings in 1959 were inflated by a $300,000 dividend from Paramount Life

Insurance Company, a one-shot affair; in view of the Board's 1961

ruling, this would no longer be in the picture.

Continental also continued to follow the practice of selling

substantial amounts of loans to other banks. These were sold on a

nonrecourse basis, but Continental stood ready to repurchase the loans

Whenever requested, even after they had developed credit difficulties.

Thus, in addition to the loans shown by Continental on its books, there

was an additional amount of some $3 million of potential loans represent-

ing loans sold to other banks.

Witnesses also would point out that Continental continued to

make a number of long-term loans 91 a capital nature and on liberal

terms, particularly to officers of banks carrying deposits with

C
ontinental. Further, Continental was a heavily loaned bank compared

With others in the same size group. Its loans as a percentage of

total assets had increased since 1956 and now stood at 54.5 per cent;

While its Government bond portfolio had dropped substantially in that

Peri°d. Continental's present portfolio of Government bonds was small'

°IllY 19 per cent of total assets as compared with a median of 26 per

cent for other banks in its size group. Also, Continental had

c°ntinued to invest a substantial part of its portfolio in relatively
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long-term securities; and it had a market depreciation of over

$500,000 in its bonds as of the January 1962 examination date. It

had 41 per cent of its capital invested in fixed assets compared

with a median of 17 per cent. Continental still did not have an

independent board of directors as a check on management practices;

the board was made up of officers of the bank, the president of an

affiliated bark, and regularly-retained bank counsel. Salaries and

bonuses to officers of the bank had been increased following the death

Of former President Cosgriff. While Continental had reduced the

amount of substandard loans compared with 1956, there was still an

excessive amount of loans criticized by examiners for various reasons.

These factors, Mr. Powell said, certainly did not tend to

justify Continental's having a low capital structure. All of these

factors tended to increase the exposure to risk of loss. If anything,

Continental should have more capital than suggested by the ratios or

rormulas. The evaluation of Mr. Sullivan's proposal in the light of

these factors revealed its insufficiency. Acceptance of the proposal

in the present posture of the administrative proceeding would leave

the issue of the Board's statutory authority to require the maintenance

Of adequate capitalization unresolved, and perhaps leave even greater

doubt than at the beginning of the proceeding, particularly because

°f Hearing Examiner Woodan's conclusion that the Board did not have

the Power. This doubt would be increased by the Board's acceptance of

8" Proposal that was patently on the low side and insufficient.
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Those were were the factors, Mr. Powell concluded, that he felt --

and he thought Mr. Chase felt -- the Board should have in mind when it

undertook to evaluate Mr. Sullivan's proposal.

There ensued discussion of Continental's investment in fixed

assets, after which Governor Mills said he would make certain comments

that he hoped would elicit observations from Board Counsel. Mr. Powell,

he said, had completely convinced him that the case--if not carried

through to a proper conclusion--could serve to cast doubt on, rather

than clarify, the Board's statutory authority to require a member bank

to introduce additional capital on penalty of forfeiture of membership.

The Board had been engaged in this adversary proceeding for several

Years, and he presumed the purpose of instituting such a proceeding was

to carry it through to a conclusion in the belief that the cause was

a good one. Otherwise, the Board presumably would not have instituted

this proceeding. He was fearful of any kind of arrangement that might

Prevent a clear determination of the issues involved.

Governor Mills expressed skepticism with regard to the

c°hclustveness of the various capital formulas. They involved

questions of judgment. The formulas and ratios were useful measure-

ments and instruments, but he continued to have some reservations

abaUt any rigid use of them. As he understood it, Mr. Powell was

13reParing for a hearing at which Continental would be required to

show cause why it had not acceded to the Board's demand to introduce
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a certain amount of additional capital. In the circumstances, he did

not understand why there was any reason to present additional witnesses;

this might result in prolonging the proceeding for a further protracted

Period. In the meanwhile Mr. Sullivan had made a proposal, presumably

in good faith. However, the flavor of it left him (Governor Mills)

with the impression that Mr. Sullivan and his associates were taking

the case out of the Board's hands. He thought that was a dangerous

attitude. If the Board accepted such a proposal in good faith as a

starting point and accepted the view that over a period of years

changed management in Continental would endeavor to improve the bank's

P°8ition and meet acceptable capital standards, there might be some

reason for considering the validity of the proposal. However, this

should be a proposal that would come out of the show cause hearing,

not a proposal that would stop the hearing in its tracks and leave the

Whole case at loose ends as far as the statutory authority of the Board

vaS at stake.

In reply, Mr. Powell noted that the Board had already defined

the issues in its orders and statement of August 9, 1962. As stated

by the Board, the show cause hearing was required by the statutes.

Its Purpose was to determine whether there was any justifiable reason

Why Continental had not increased its capital as required by the

Board's 1960 order. That issue necessarily involved the question

Whether at present—or as of the most recent date for which it was
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possible to get figures--Continental's capital had become adequate.

It had not been made adequate by any sale of new stock, because

Continental admitted it had not complied with the Board's order. Haw-

ever, other factors could have brought about capital adequacy. So

the question was whether there existed any justifiable reason why

the Board should not order the forfeiture of Continental's membership

in the System. The evidence to be given had been prepared in the

light of the present condition of Continental. It would demonstrate

that Continental's capital was still deficient and that the Board

should order forfeiture of membership for that reason.

As to the question of the potential length of the hearing,

Mr. Powell said the evidence to be presented would take only a

few days. There were only seven Board witnesses. The witnesses

would simply take the January 8 examination report and the latest

reP°rt of condition, analyze them on the basis of informed judgment,

and show that Continental's capital was still inadequate.

Governor Mills then suggested a hypothetical situation in

which Mr. Sullivan's proposal would be coupled with an acknowledg-

ent of the Board's authority to require adequate capital. Then,

if 
testimony at the hearing reflected expert opinion that an intro-

d'Iletion of capital such as proposed would fall far short of a proper

caPitalization of the bank, and if the Board after maturing its

thinking should be disposed to accept the proposal, the record
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of the case would indicate that the expert witnesses had said one

thing and the Board, in flagrant disregard of those statements, had

accepted an additional amount of capital far below the indicated

requirement.

Mr. Powell responded that the Board was the judge in this

case. The witnesses would present their ideas and the Board would

evaluate them and decide what was correct. If Continental should

make a proposal that recognized the statutory authority of the Board

in this field and accompanied it by a plan to increase the present

capital structure to within any reasonable distance of what all of

the experts believed to represent the bank's needs, such a proposal

shoUld be accepted. However, Mr. Sullivan had not done that. He

continued to take the position that the Board did not have this power;

his offer was not an acknowledgment that the Board had the power. In

addition, the proposal was patently low compared with the views of

knowledgeable men in the bank supervisory field. The combination of

these factors, along with Hearing Examiner Woodall's finding on the

record in this proceeding that the Board did not have the power to

require additional capital, would not only leave that basic issue

Unresolved but even more cloudy than at the beginning of the case.

This would be a frustrating result after more than five years of

litigation.
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Chairman Martin asked Mr. Powell whether he had talked with

Mr. O'Connell, and Mr. Powell replied that he had not talked with

Mr. O'Connell since the latter went to Salt Like City. Mr. Chase

likewise stated that he had not ta1ked with Mr. O'Connell since the

latter went to Salt Lake City.

Chairman Martin then asked Mr. Chase whether he concurred in

Mr. Pawell's views, and Mr. Chase replied that he attached more

importance to the size of the offer than anything else. He had

felt for years that if the Board could get Continental to increase

its capital to a reasonable extent, that would be more important than

anything else.

Messrs. Powell and Chase then withdrew.

The discussion turned to the differences between the proposal

submitted originally through President Swan and the proposal as

stated in Mr. Sullivan's letter. It was noted that the procedure

for contributing the proceeds of liquidation of Paramount Life

InsUrance Company to Continental Bank had been clarified to Mr.

O'Connell's satisfaction. FUrthermore, there had been included in

the letter a statement reflecting a policy of working toward further

improvement of the capital position and asset condition of Continental.

4180, Mr. Sullivan indicated in his letter that, in effect, he had

secured the approval of his Board of Directors to the proposal.
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Mr. Leavitt said that Mr. O'Connell, in a telephone conversa-

tion, had appeared impressed by what he sensed to be Mr. Sullivan's

obvious desire to clear up the capital problem. Mr. O'Connell

aPParently had the distinct feeling that Mr. Sullivan intended to

operate the bank solindly and that it would be possible for the

System to work with Mr. Sullivan satisfactorily in the future.

The Chairman then turned to Mr. Solomon for comments, and

the latter stated that Mr. O'Connell, in the telephone conversation

referred to by Mr. Leavitt, had indicated that he would not have

forwarded the revised proposal to the Board unless he had felt

personally that the proposal deserved sympathetic consideration

by the Board. That appeared to be Mr. O'Connell's considered

Judgment.

Mr. Solomon went on to say that a great deal depended, as

Mr. Chase had said, on how one appraised the size of Mr. Sullivan's

°ffer. No one would want to settle a case like this on the basis

a trivial offer. As Mr. Powell had said, however, the Board

81101114 settle if a reasonable proposal was submitted. There

aPPeared, incidentally, to have been some arithmetical mistake in

the calculation of Continental's primary risk asset ratio, after

giving consideration to Mr. Sullivan's proposal. Based on the mid-

Year call report, if the capital of Continental was increased to

$6•5 million, he (Mr. Solomon) and Mr. Leavitt obtained a percentage

°I' 13.5 rather than 10.8. By that standard, and he thought by other
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standards also, the Sullivan proposal was not a ridiculous type of

offer. As to Continental's capital deficiency, according to most

methods of calculation it was apparently about in the area Mr.

P°1/ell had mentioned: $2 million. Most of the witnesses -- and

probably most of the people working in this field -- would say that

the deficiency was about $2 million. The offer of $1,111,000 would

make up only 55 per cent of the deficiency, but Mr. Solomon felt

that that was not necessarily the right approach. The question was

whether one should talk about the deficiency or about the capital

P°sition of the bank after the proposal was implemented, at which

Point Continental would have about 87 per cent of the capital of a

well-capitalized bank. There were many banks in the System, and

Out of the System, that were capitalized no better, if in fact not

as well. In Mr. Solomon's view the Board would be in almost a

vindictive position if it said, in effect: "You have offered to

1/14ce your capital at 87 per cent of what would ordinarily be con-

sidered an optimum capital position, but because you have not proposed

to bring it up the remaining 13 per cent and did not act as quickly

4s You should have, we are going to expel your bank from the System."

Ir the person with whom the Board was dealing had consistently taken

the position that his bank would not put up more capital, and if he

was a person who obviously wanted to load as much risk on the capital

structure as possible, that would be a different matter. However,
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it did not appear that that was the kind of person with whom the Board

was dealing. Everyone who had had dealings with Mr. Sullivan seemed

to feel that what he said could be taken at face value. If so,

this represented a changed situation in the bank's management.

Mr. Solomon said that he also had been somewhat concerned

about a factor Governor Mills mentioned. If the show cause hearing

occurred and witnesses expressed the opinion that there was a $2

million deficiency by all the standards usually applied, but the Board

then accepted an offer of an additional $1,111,000 of additional

capital, the Board would seem almost to be flying in the face of the

record. The situation would be much more awkward than if the Board

decided at the present stage that Mr. Sullivan's offer was a reasonable

basis for settling the case.

Chairman Martin referred at this point to the differences in

the points of view expressed by Mr. Powell and by Mr. Solomon, part

Of which apparently resulted from an error in the reading of certain

facts. Further, Mr. O'Connell had not talked with Mr. Powell recently,

and their contrary points of view were before the Board.

The Chairman inquired, therefore, whether there was any

compelling reason why Mr. Powell should not be called back into the

l'°om to hear and comment on the views expressed by Mr. Solomon.

Mr. Solomon replied that the problem related to the separation

Of functions within the Board's staff; that is, between the persons
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assisting the Board in an adjudicatory capacity and those assisting

the Board in the investigation or prosecution of the case. Offhand,

he would have some misgivings about having adjudicatory personnel

get into a general discussion, give and take, with prosecuting

personnel.

Mr. Shay said he felt that the independence of judgment of

the People advising the Board on the one hand and on the other hand

should be preserved to the extent feasible. The Board, of course,

eoUld listen to Mr. Solomon and then ask Mr. Powell to come back

into the room and talk with him.

Governor Mills stated that he would have to leave shortly to

keep another engagement. He went on to say that he did not see why

Board Counsel could not be instructed to proceed with the show cause

hearing to a point that would fall short of the introduction of Board

'witnesses and allow Continental at the hearing to make a proposal.

If Continental made such a proposal, that would be conveyed to the

Board and the hearing could be recessed until the Board had reached

4 judgment on whether it would accept the proposal.

Chairman Martin then expressed the view that the Board should

have more time to consider the current proposal. He noted that there

were only four members present who were participating in the case.

If there was a way to get more time by postponing the date of the

hearing without committing the Board to acceptance of the Sullivan
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proposal, he felt that that would be desirable, particularly in

light of the differences of view that had been presented to the

Board concerning the proposal.

Governor King said he would favor the idea of

the hearing. He had developed some fairly firm views

but it would take some little time for him to present

postponing

at this stage,

them. If the

hearing could be postponed, the Board could consider the matter more

thoroughly when additional members of the Board were present.

Mr. Shay commented that yesterday he had received by tele-

phone, in the Board's behalf, a joint motion by Mr. O'Connell,

Board Counsel, and Mr. Billings, Counsel for Continental, for

c°11tinuation of the hearing for 6o days, but he understood the

granting of the motion would be regarded as reflecting a favorable

Board reaction to the Sullivan proposal. The Board was not prepared

to grant the motion on any basis that inferred a favorable commitment

on the proposal. Therefore, the option would be to continue the date

Of the hearing on the Board's awn motion. Of course, if the facts

'4ere Placed before Mr. Sullivan and Mr. Billings it might 
be

Possible to obtain a request for continuance of the hearing fo
r a

shorter time than 60 days simply in order to allow the Board to

consider the Sullivan proposal at greater length. This could be

checked with Mr. O'Connell.
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Governor Robertson Rdbertson withdrew from the meeting at this point.

Governor Mills inquired of the Chairman whether his thinking

waS in terms of a continuation of the hearing for a period of 30 days,

and this was confirmed.

After further discussion it was agreed unanimously to issue

an order extending the date of the show cause hearing from September

10 to October 15, 1962, on a basis that would clearly not constitute

anY commitment either to approve or reject the proposal for settle-

ment of the administrative proceeding submitted by Mr. Sullivan, but

rather in order to give the Board a more ample opportunity to consider

the proposal.

Governor Mills withdrew from the meeting at this point.

A telephone call was then placed to Mr. O'Connell in Salt

Lake City for the purpose of explaining to him the action that had

been agreed upon by the Board and obtaining his reaction. During

the telephone conversation, it was indicated to Mr. O'Connell that

the Board would not issue any statement of reasons in connection

/tith its order postponing the date of the hearing. However, the

Board wanted it clearly understood by Mr. Sullivan that the extension

O r time was for the purpose of giving the Board a more ample

°15Portunity to consider Mr. Sullivan's proposal, without any commitment

either to accept or reject this particular offer. It was understood

*°111 Mr. O'Connell that the joint motion from him and Counsel for
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Continental, to which Mr. Shay had referred previously, had been

Placed in the mail to the Board yesterday afternoon. It was further

understood that the Board's order would be in terms that the joint

motion having been considered, the Board had ordered the hearing

continued to commence on October 15, 1962, unless otherwise ordered

bY the Board or by the Hearing Examiner. Thus, the order of the Board

would not be issued in response to the joint request. Mr O'Connell

indicated that he would make this clear to Mr. Sullivan.

Chairman Martin repeated to Mr. O'Connell that it was important

for him to convey to Mr. Sullivan that the Board was neither accepting

nOr' rejecting Mr. Sullivan's proposal, but that it wanted more time to

consider the proposal.

Mr. O'Connell assured the Board that he had not joined in

the motion for an extension of time on any condition that contemplated

413Proval of Mr. Sullivan's proposal by the Board. The joint request

148.8 agreed to by him simply with the thought of giving the Board an

cPPortunity to take whatever action it considered necessary in the

circumstances. However, if the joint request had been granted, that

IrciUld have been regarded by Continental as a signal to firm up the

841l1van proposal. Mr. O'Connell further stated that when he talked

11th Mr. Sullivan he would leave no doubt in Mr. Sullivan's mind that

the Board's order postponing the date of the hearing was solely for

the Purpose of giving the Board time to consider the proposal further
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and that it in no way implied a commitment on the part of the Board

with respect to the proposal.

It was understood that after Mr. O'Connell had talked with

Mr. Sullivan he would call the Board's Secretary and advise whether

there were any developments that were not presently contemplated.

Unless there were, the Board's order postponing the date of the hear-

ing would then be issued. It was also understood that in the absence

Of any unexpected developments, Mr. O'Connell would return to Wash-

ington after talking with Mr. Sullivan and reporting to the Board's

Secretary the results of their conversation.

Secretary's Note: Attached to these

minutes as Item No. 1 is a copy of the

order issued later in the day, pursuant

to the action taken at this meeting,

following receipt of advice from Mr.

O'Connell that he had talked with

Mr. Sullivan.

The meeting then adjourned.
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UNITED STATES OF AMERICA Item No. 1
9/7/62

BEFORE THE BOARD OF GOVERNORS OF THE FEDERAL RESERVE SYSTEM

In the Matter of:

THE CONTIliENTAL BANK AND TRUST COMPANY
Salt Lake City 10, Utah

ORDER CONTINUING DATE FOR SHOW CAUSE HEARING

On June 28, 1961, the Board of Governors of the Federal

Reserve System issued an Order (26 Fed. Reg. 6044) for a hearing

(herein referred to as "Show Cause Hearing") to be held in connection

With this matter for the purposes therein stated, and the Boardts Order

dated June 8,
1962 (27 Fed. Reg. 5679), provided that the hearing would

be °Pen to the public. The date for commencement of the Show Cause

Rearing was continued by Orders of the Board dated August 21, 1961

(26 Fed. Reg. 7991), May 28, 1962 (27 Fed. Reg. 5357), and July 11, 1962

(27 Fed. Reg. 6764)) for reasons therein stated, and is presently

ach
eduled to commence on September 10, 1962.

There having been received by the Board from Counsel for

ReZTI„
v'nuent, The Continental Bank and Trust Company, and Counsel for

the 
Board a joint motion for continuance of the Show Cause Hearing

l'equesting continuance for 60 days of the presently scheduled date

tor
Commencement of such hearing, and the Board having considered the

same:

IT IS HEREBY ORDERED:

(1) That the Show Cause Hearing in this matter

scheduled to commence on September 10, 1962, shall be
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continued to commence at 10 a.m. on October 15, 1962, in

the offices of the Salt Lake City, Utah, Branch of the

Federal Reserve Bank of San Francisco, unless otherwise

ordered by the Board or by the Hearing Examiner; and

(2) That a certified copy of this Order be forthwith

served upon the Respondent by postage prepaid, registered

mail, return receipt requested.

Dated at Washington, D. C., this 7th day of September, 1962.

BY order of the Board of Governors.

Voting for this action:
Shepardson, and King.

Absent and not voting:

Chairman Martin, and Governors Mills,

Governors Balderston and Mitchell.

Governor Robertson took no part in the Board's

"nsideration of this matter or in the Board's

action of this date, having voluntarily withdrawn

from participation in the matter for the reasons
set forth in the Statement issued by him on
June 30, 1959, and made a part of the record
in these proceedings.

(Signed) Merritt Sherman

Merritt Sherman,
Secretary.

(SEAL)


