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Minutes of the Board of Governors of the Federal Reserve

System on Wednesday, June 12, 1963. The Board met in the Board

Room at 9:30 a.m.

PRESENT: Mr. Martin, Chairman

Mr. Balderston, Vice Chairman

Mr. Mills
Mr. Shepardson

Mr. Sherman, Secretary

Mr. Kenyon, Assistant Secretary

Mr. Fauver, Assistant to the Board

Mr. Hackley, General Counsel

Mr. Farrell, Director, Division of Bank

Operations
Mr. Solomon, Director, Division of Examinations

Mr. Johnson, Director, Division of Personnel

Administration
Mr. Connell, Controller

Mr. Hexter, Assistant General Counsel

Mr. Shay, Assistant General Counsel

Mr. Hooff, Assistant General Counsel

Mr. Goodman, Assistant Director, Division

of Examinations

Mr. Benner, Assistant Director, Division

of Examinations
Mr. Leavitt, Assistant Director, Division

of Examinations

Mr. Langham, Assistant Director, Division

of Data Processing

Mrs. Semia, Technical Assistant, Office of

the Secretary

Mr. Young, Senior Attorney, Legal Division

Mr. Veenstra, Chief, Call Report Section,

Division of Bank Operations

Circulated or distributed items. The following items, copies

Of which are attached to these minutes under the respective item numbers

indicated, were approved unanimously:

Item No.

Letter to State Bank of St. Charles, St. Charles, 1

Illinois, approving an investment in bank premises.
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Letter to Wells Fargo Bank, San Francisco, California,

approving an extension of time to establish a branch
in St. Helena.

Item No.

2

Letter to Wells Fargo Bank, San Francisco, California, 3
approving the establishment of a branch in Newark.

Letter to North American Mortgage Corporation, St. Peters- 4
burg, Florida, granting a determination exempting it from
all holding company affiliate requirements except those

contained in section 23A of the Federal Reserve Act.

Letter to the Bureau of the Budget reporting on a draft
bill to amend section 24 of the Federal Reserve Act, as

amended, "to liberalize the conditions of loans by

national banks on forest tracts."

5

Letter to the Securities and Exchange Commission regarding 6
a prospectus submitted by the Hill Street Company, an

affiliate of Union Bank, Los Angeles, California.

M±. Young then withdrew from the meeting.

Foreign branches of national banks (Item No. 7). There had been

distributed a memorandum dated June 10, 1963, from the Legal Division,

attaching a draft of letter to Chairman Patman of the House Banking

and Currency Committee reporting in opposition to H. R. 5800, a bill

that would transfer to the Comptroller of the Currency the Board's

authority with respect to foreign branches of national banks under section

25 of the Federal Reserve Act. In a letter of July 18, 1962, to Secretary

Of the Treasury Dillon, the Board had opposed a Treasury draft of a

Proposed bill that would have transferred to the Comptroller not only

the Board's authority with respect to foreign branches of national banks

but also the Board's authority under section 25 to approve member bank
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investments in State-chartered agreement corporations, and to charter

and regulate Edge Act corporations. While the present bill was more

limited in scope than the Treasury proposal of last year, the draft

report to the Committee was patterned on the Board's letter to Secre-

tary Dillon regarding the earlier proposal.

After a discussion during which an addition to the letter was

agreed upon, unanimous approval was given to a letter in the form

attached as Item No. 7.

Messrs. Molony, Adviser to the Board, Cardon, Legislative Counsel,

Noyes, Director, Division of Research and Statistics, and Dembitz,

Associate Adviser, Division of Research and Statistics, entered the

room at this point and Mr. Hooff withdrew from the meeting.

Work papers for Federal Reserve Bank examinations (Item No. 8).

There had been distributed copies of a letter dated June 4, 1963, from

Chairman Patman of the House Banking and Currency Committee stating that

in the course of the Committee's review of Federal Reserve Bank examination

reports it had developed that additional supporting data would be needed

for appraisal of Federal Reserve auditing procedures. He requested,

therefore, that the Committee's staff be allowed to examine the work

Papers prepared by the Board's examiners during their 1962 examinations

of Federal Reserve Banks, adding that if it appeared that supplying all

of the papers at one time would disrupt some current audit activity,

it would suit the Committee's purpose to see the papers for one or two

Banks at a time.
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There had also been distributed a draft of reply to Chairman

Patman stating that the papers, or copies of them, would be made

available to the Committee's staff, the actual arrangements to be

worked out in such manner as might be most feasible. The draft letter

emphasized that the work papers reflected preliminary stages of
 exami-

nation procedures.

Luring discussion of the matter, it was brought out that conver-

sations between the Board's staff and the Committee's staff indica
ted

that the latter would be agreeable to a procedure whereby the papers

incident to the 1962 examination of the Federal Reserve Bank of Richmond

would be reviewed at the Board's offices in Washington. The papers

for the Richmond 1962 examination had already been brought to Wash
ington

for this purpose. This would enable the Committee's staff to decide

Whether or not such papers contained information of a type that wo
uld

be helpful in its work, whether it wished to have the papers relat
ed

to the examinations of the other Federal Reserve Banks sent to the Bo
ard's

Offices for its use, or whether it wished to review such pap
ers at the

respective Federal Reserve Banks. If necessary in the light of develop-

ments, any significant procedural questions that might arise in
 this

connection could be brought to the Board's attention.

After further discussion during which comments were ma
de on the

characteristics of examiners' work papers and the need for 
care in inter-

preting them, approval was given to a letter to Chairman Patman i
n the

form attached as Item No. 8.
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Editing of of condition and earnings reports (Item No. 9). There

had been distributed a memorandum dated June 3, 1963, from the Division

Of Bank Operations reporting informal advice from a staff member of the

Office of the Comptroller of the Currency which suggested that the editing

of national bank reports of condition and of income and dividends for

statistical purposes at the Comptroller's Office was to be curtailed.

It was understood that national bank examiners would be instructed to

edit reports of condition and income and dividends for supervisory (but

not statistical) purposes during regular examinations.

If the Comptroller's Office did discontinue editing the reports,

the memorandum continued, there appeared to be two alternatives. One

would involve using national bank statistics, without review, in com-

bination with edited State member bank and insured nonmember bank reports

in compiling all-member-bank and all-insured-bank data. It was the

Division of Bank Operations' belief that reporting practices could

quickly deteriorate if this alternative were followed. The second

alternative would be for the Board to instruct the Federal Reserve

Banks to edit national bank reports of condition and income and dividends

on approximately the same basis as State member bank reports were now

edited. The Division believed this to be the only feasible alternative.

The Division of Bank Operations recommended that the Board request

confirmation of the understanding given the Board's staff informally by

the Office of the Comptroller and, if the understanding was confirmed,
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that the Federal Reserve Banks be notified of the Comptroller's decision

and asked to edit national bank reports on approximately the same basis

as State member bank reports. Drafts of letters to the Comptroller of

the Currency and to the Federal Reserve Banks reflecting that recommen-

dation were attached to the memorandum.

After discussion the letter to the Comptroller of the Currency

was approved unanimously. A copy is attached as Item No. 9. It was

understood that if it seemed desirable the Chairman would follow up the

letter with a telephone call to the Comptroller.

Messrs. Goodman, Langham, and Veenstra then withdrew from the

meeting.

Proposed amendments to Securities Exchange Act. Mt. Hexter reported

that a request had been received from Chairman Robertson of the Senate

Committee on Banking and Currency for a report on S. 1642. The provisions

Of the bill of primary interest to bank supervisory agencies were 
those

that would extend to certain stocks traded over the counter the 
require-

ments of the Securities Exchange Act relating to registration, proxies,

and insider trading, for the purpose of affording prospective investors

in those stocks the same degree of disclosure now available in re
gard to

stocks registered on an exchange. In its report to the Bureau of the

Budget on the bill in draft form, by letter of May 9, 1963, the Board had

expressed agreement with the purpose of these provisions of the bill
,

stated that it saw no objection to applying them to bank stocks as well
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as the stocks of other corporations, and expressed the view that

it would seem desirable that responsibility for administering these

Provisions be placed with the Securities and Exchange Commission with

respect to bank stocks as well as other stocks. The Treasury Department

had taken a different position, and certain changes had been made in

the draft bill, as reported to the Board by Mr. Hexter on June 4, 1963.

The bill as introduced, Mr. Hexter continued, made the provi-

sions of interest to the Board applicable to bank stocks, though the

coverage had been modified to extend to banks with 500 or more share-

holders rather than 300, as previously specified. The Secretary of

the Treasury had expressed the view that coverage of bank stocks was

unnecessary; he and Comptroller of the Currency Saxon took the position

that the protective features of the provisions in question were already

sufficiently available to investors in bank stocks by virtue of the close

supervision to which banks were subject.

The Board and Treasury positions differed also in that the latter

recommended, if bank stocks were covered, that administrative responsi-

bility be placed with the bank supervisory agencies with respect to the

banks under their supervision. In an effort at compromise, the Bureau

of the Budget had inserted in the bill, as introduced, a provision that

Initial administrative responsibility with respect to bank stocks would

reside with the Securities and Exchange Commission, but that, if any
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one of the three bank supervisory agencies so requested, the Commission

would transfer to it the responsibility so far as the banks it supervised

were concerned.

Such an arrangement could result in difficult administrative

Problems, Mr. Hexter believed. The Board, for example, might wish to

let the administrative responsibility remain with the Securities and

Exchange Commission with respect to State member banks, while the Comp-

troller might want the authority with respect to national banks trans-

ferred from the Commission to his Office. Thus, national banks might

be subject to limited requirements, while State member banks would be

subject to more stringent requirements of the Securities and Exchange

Commission. The administrative arrangement provided in the proposed

bill might also lead to expensive duplication of facilities, Mr. Hexte
r

Pointed out. In his estimate, administration of this statute by the

Board with respect to State member banks might be roughly comparable

to the task of administering the Bank Holding Company Att.

In these circumstances, and because of the limited time available

for the Board to consider the matter, Mr. Hexter suggested that the

reply to the Committee's request be in terms of reiterating that the

Board considered the purpose of the proposed legislation sound, stating

that it saw no objection to coverage of banks with 500 or more share-

holders, but stating that the Board's basic suggestion would 
be deletion

Of the provision for transfer of administrative responsibility fr
om the
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Securities and Exchange Commission to the bank supervisory agencies,

With an explanation of the reasons against such fragmentation of

authority.

Governor Mills stated that he had felt from the beginning

that the Federal bank supervisory agencies were the proper administrators.

He could not believe that the work involved would be so burdens
ome that

it would impose serious difficulties. The bill, he suggested, might

be amended to provide that, if a bank supervisory agency req
uested

transfer of the administrative authority, the Securities and 
Exchange

Commission could transfer it under regulations prescribed by the Commis-

sion. He noted that the press had reported serious objections among

banks to having to report to the Commission. Their natural preference

was to report to their usual supervisory agency.

Governor Mills also said that, as he saw it, the Securities and

Exchange Commission should be the enforcement agency, with the bank

liupervisory agencies acting as agents for the Commission in collecting

information. He envisaged that the Commission would prescribe the several

reporting forms, on the basis of discussion and mutual understa
nding

With the bank supervisory agencies; the information therefore w
ould be

collected and prepared on a uniform basis. He would expect that over

a matter of time the banking agencies would inform the Commission on
ly

When it appeared that there had been an infraction of the 
law.

Mr. Dembitz commented that, while an arrangement such as sugges
ted

by Governor Mills might be quite workable with regard to the filing of
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reports and financial statements, it might not be as effective with

respect to matters such as proxy rules. It might be awkward if more

than one Government agency was involved in a matter of that kind, and

for a bank to deal with a bank supervisory agency directly and with

the Commission indirectly.

Governor Mills responded that he saw no serious problem; the

form of proxy solicitations had been fairly well standardized.

Chairman Martin expressed the view that it would be difficult

for a bank supervisory agency to attempt to deal with matters o
f insider

trading. The agency would be getting into an area quite differe
nt from

bank supervision. The insider trading provisions of the proposed legis-

lation seemed more important to him than the registration and finan
cial

reporting provisions. The form of the present bill seemed to reflect

an effort by the Securities and Exchange Commission to avoid appea
ring

to reach for power, but he did not see, for example, what advan
tages

there would be to the Board or to banks over the long run in havi
ng

State member banks report to the Board rather than to the Commission.

Governor Shepardson stated that, on the premise that it was

desirable that bank stocks be covered by the proposed leg
islation, he

did not see grounds for objection to the administration of the l
egis-

lation being in the same agency for banks as for other 
corporations.

He could find no strong reason for the bank supervisory 
agencies to

be involved, and little purpose in having banks report to
 the supervisory

agencies if the latter were to perform only a mechanic
al function.
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In further discussion, it was noted that a solution such as

Proposed by Governor Mills presumably would not succeed in resolving

the conflict of views between the Board and the Comptroller, since the

latter had taken the position that the coverage of the pending legis-

lation should not extend to bank stocks. It was also noted that a

report by the Board on S. 1642 was desired by the Senate Banking and

Currency Committee by the early part of next week at the latest. In

the circumstances, Chairman Martin pointed out that a report should

be drafted promptly, and he observed that consistency would seem to

call for taking the same basic position in the report to the Committee

that the Board previously had taken in reporting to the Budget Bureau

on draft legislation unless there was a strong feeling to the contrary.

Governor Mills stated that this would be all right, but he added that

his instinct told him that when hearings were held on the bill the Board

might feel obliged to revise its position. Accordingly, it was under-

that a draft of letter to the Chairman of the Senate Banking and

Currency Committee reporting on S. 1642 along the lines suggested by

Chairman Martin would be prepared for the Board's consideration.

Appointment of consultant. There had been distributed a memorandum

dated June 12, 1963, from Mr. Sherman recommending that Professor E. R.

Wicker of Indiana University, Bloomington, Indiana, be appointed a

consultant on a temporary contractual basis, effective until December 31,

1963, with compensation at the rate of $50 a day for each day worked for
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the Board and, when in travel status, transportation expenses and per

diem in accordance with the Board's travel regulations. His official

headquarters would be in Bloomington. If the Board approved this

recommendation, Mr. Sherman also recommended, since no provision was

made in the 1963 budget of the Office of the Secretary for such an

appointment, that the Board approve the budget overexpenditure that

would be involved. It was further recommended that, if Professor

Wicker's appointment was approved, the Secretary be authorized to

give him access to minutes and other records in the Board's files for

the period from the inception of the Federal Reserve System to 1936.

It was expected that Professor Wicker would work as a consultant for

about 20 days in June and July.

In explanation of these recommendations, Mr. Sherman's memorandum

stated that Professor Wicker was an economic historian whose background

and extensive readings on the Federal Reserve System should enable him

to provide valuable comments on how older Board records might be of

use to scholars interested in the System's development. Professor

Wicker had first approached the Secretary of the Board in December 1962

regarding the possibility of obtaining access to Board minutes and other

records for use in his historical research. Some items had been verified

for him in response to specific inquiries, and in the process several

members of the staff had come to feel that some review and evaluation

by him of Board record materials would be of distinct assistance in
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considering how such records might be made more generally available

to scholars or other appropriate persons. If a satisfactory rationale

should be developed for making Board minutes or other records available

to scholars, Professor Wicker would be one who would want to use such

materials. Even if the Board should not agree upon some general plan,

Professor Wicker had indicated that he hoped an arrangement could be

made under which he would be permitted to use some of the Board's record

materials in connection with historical research that he contemplated

doing on the Federal Reserve System in the future. This, however, was

a question that could be decided in due course.

After discussion, Mr. Sherman's recommendations were approved

unanimously.

The meeting then adjourned.

Secretary
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BOARD OF GOVERNORS
OF THE

FEDERAL RESERVE SYSTEM
WASHINGTON 25. D. C.

Board of Directors,
State Bank of St. Charles,

St. Charles, Illinois.

Gentlemen:

Item No. 1
6/12/63

ADDRESS OFFICIAL CORRESPONDENCE

TO THE HOARD

June 12, 1963.

The Board of Governors of the Federal Reserve

System approves, pursuant to Section 24A of the Federal

Reserve Act, an investment in bank premises by State Bank

of St. Charles not to exceed $400,000 for the purpose of

razing existing banking quarters, constructing a two-story

building with drive-in facilities, and preparing a lot to

be used for parking.

Very truly yours,

(Signed) Kenneth A. Kenyon

Kenneth A. Kenyon,
Assistant Secretary.
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OF THE 6/12/63

FEDERAL RESERVE SYSTEM
WASHINGTON .25, D. C.

ADDRESS OFFICIAL CORRESPONDENCE

TO TNE BOARD

June 12, 1963.

Board of Directors,

Wells Fargo Bank,

San Francisco, California.

Gentlemen:

The Board of Governors of the Federal Reserve

System extends to December 16, 1963, the time w
ithin

which Wells Fargo Bank may establish a branch i
n the

vicinity of the downtown business district of St.
 Helena,

Napa County, California.

Very truly yours,

(Signed) Kenneth A. Kenyon

Kenneth A. Kenyon,

Assistant Secretary.
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OFTHE

FEDERAL RESERVE SYSTEM
WASHINGTON 25, D. C.

Board of Directors,

Wells Fargo Bank,
San Francisco, California.

Gentlemen:

Item No. 3
6/12/63

ADDRESS urriciAL CORRESPONDENCE
TO 11-4E BOAR°

June 12, 1963.

The Board of Governors of the Federal

Reserve System approves the establishment of a

branch by Wells Fargo Bank, San Francisco,

California, on Thornton Avenue, between Cedar

Boulevard and Cherry Street, Newark, California,

provided the branch is established within six

months from the date of this letter.

Very truly yours,

(Signed) Kenneth A. Kenyon

Kenneth A. Kenyon,

Assistant Secretary.

(The letter to the Reserve Bank stated that the

Board also had approved a six-month extension

of the period allowed to establish the branch;

and that if an extension should be requested,

the procedure prescribed in the Board's letter

of November 9, 1962 (S-1846), should be followed.)



BOARD OF GOVERNORS

OF THE

FEDERAL RESERVE SYSTEM
WASHINGTON 25, D. C.

North American Mortgage Corporation,

7225 Central Avenue,
$t. Petersburg, Florida.

Gentlemen:

Item No. 4
6/12/63

ADDRESS OFFICIAL CORRESPONDENCE

TO THE BOARD

Juno 13, 190.

This refers to the request contained in a letter dated

April 2, 1963, from Mr. S. Franklin Burford, General Counsel for

North American Mortgage Corporation, for a determination by the

Board of Governors of the Federal Reserve System as to the status

Of the Corporation as a holding company affiliate.

From information submitted, the Board understands that

North American Mortgage Corporation is engaged in the business of

originating and servicing home mortgages; that the Corporation is

a holding company affiliate by reason of the fact that it owns

20,100 of the 30,000 outstanding shares of stock of American

National Bank of South Pasadena, South Pasadena, Florida; that the

Corporation also owns 20 shares of the 169,435 outstanding shares

of stock of Union Trust Company, St. Petersburg, Florida; and that

the Corporation does not, directly or indirectly, own or cont
rol

the stock of, or manage or control, any other banking institution.

In view of these facts, the Board has determined that

North American Mortgage Corporation is not engaged, directly or

indirectly, as a business in holding the stock of, or managing 
or

controlling, banks, banking associations, savings banks, or tru
st

companies within the meaning of section 2(c) of the Banking 
Act of

1933 (12 U.S.C. 221a); and, accordingly, the Corporation is n
ot

deemed to be a holding company affiliate except for the p
urposes of

section 23A of the Federal Reserve Act, and does not need a voting

permit from the Board of Governors in order to vote the bank stock

Which it owns.

If, however, the facts should at any time indicate 
that

North American Mortgage Corporation might be deemed to be so engag
ed,

this matter should again be submitted to the Board. The Board re-

serves the right to rescind this determination and make furt
her

determination of this matter at any time on the basis of 
the then
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North American Mbrtgage Corporation -2

existing facts. Particularly, should future acquisitions by or

activities of the Corporation result in its attaining a position

whereby the Board may deem desirable a determination that the

Corporation is engaged as a business in the holding of
 bank stock,

or the managing or controlling of banks, the determination herei
n

granted may be rescinded.

Very truly yours,

/1.

Merritt S erm
Secretary.



BOARD OF GOVERNORS Item No. 5
Of THE 6/12/63

FEDERAL RESERVE SYSTEM
WASHINGTON 25, D. C.

Mr. Phillip S. Hughes,
Assistant Director for
Legislative Reference,
Bureau of the Budget,
Washington 25, D. C.

Dear Mr. Hughes:

ADDRESS OFFICIAL CORRESPONDENCE

TO THE BOARD

June 12, 1963.

This is in response to your letter of May 8, 1963, requesting
the views of the Board on a Treasury draft bill, "To further amend
section 24 of the Federal Reserve Act, as amended (12 U.S.C. 371), to
liberalize the conditions of loans by national banks on forest tracts."

The proposed legislation would authorize national banks to
make amortized loans up to 75 per cent of the appraised fair market
value of the flgrowing timber, lands, and improvementsu offered as
security, on such terms and conditions as to assure that the loan
balance at no time shall exceed 75 per cent of the original appraised
total value of the property then remaining. Under existing law, loans
may be made in an amount not in excess of 40 per cent of the value of
the "economically marketable timber". The maximum permissible maturi-
ties in the case of loans secured by amortized mortgages would be
increased from 10 to 20 years, with the requirement that installment
Payments must be sufficient to amortize the principal at the rate of
at least 5 per cent per annum. In the case of unamortized loans, the
Treasury draft would increase the maximum permissible maturities from
2 to 5 years and the maximum permissible amount would be increased from
40 per cent to 60 per cent of the value of the property.

While the Board favors granting authority to make loans on
"growing timber, lands, and improvements", especially in the case of
long-term loans, the desirability of increasing the permissible amount
of the loan beyond 40 per cent of the appraised value of the property
is questionable. While it is understood that in recent years considerable
Progress has been made in controlling timber losses resulting from fire,
disease, and insects, these hazards still represent serious dangers.
Furthermore, if the borrower is required to assume a substantial portion
of this risk he might be more inclined to adopt effective procedures for
the protection and management of the property.
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Mr. Phillip S. Hughes

Some increase increase in the permissible maturities of amortized loans
may be justified in order to afford a better opportunity for developing
more efficient management of timber tracts, which, it is assumed, is one
of the important objectives of the proposal. Tha Board, however, ques-
tions the advisability of permitting commercial banks to make such loans
With maturities as long as 20 years. Likewise, an increase in the per-
missible maturities of unamortized loans to 5 years is not recommended.
It is suggested that 3-year maturities would provide the flexibility
needed to meet adequately the credit needs of applicants for loans of
this type,

Very truly yours,

(Signed) Merritt Sherman

Merritt Sherman,
Secretary.
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DI 1

FEDERAL RESDRVE SYSTEM
WASHINGTON 25, D. C.

Mr. G. K. Scully, Branch Chief,

Division of Corporation Finance,

Securities and Exchange Commission,

Washington 25, D. C.

Re: Hill Street Co.
File No. 2-19137

Dear Mr. Scully:

)1
Item No. • b '
6/12/63

ADOkES5 OFFICIAL CCIRREFiPiiNOrNCE

to It4L BOARD

June 12, 1963.

This refers to your letter dated May 23, 1963, in which

You asked for the comments of the Board of Governors in regard to

a prospectus submitted to your Commission by the Hill Street Company,
an affiliate of Union Bank, a California banking corporation.

The Board's staff has made a thorough study of the prospectus,

Particularly in view of the fact that the proposal embodied therein was

submitted to it in substantially similar form on a previous occasion.

Despite a change in the name of the proposed affiliate, from "Union

Investment Co." to "Hill Street Co.", and certain other changes of de-

tail, the Board believes that its comments on the earlier occasion re-

main applicable to the present proposal.

In a letter dated January 17, 1961, the Board asked the .

Federal Reserve Bank of San Francisco to advise Union Bank that under

the circumstances described in the earlier proposal, the Board Kt5 ot

he Opinion

"That the Union Investment Co. will not be 'primarily'

engaged in the business described in section 32, or

'principally' engaged in that business within the mean-

ing of section 20. Of course, if it should later appear

that the sale of the company's shares is to continue

over a long period of time, or that additional shares

are to be issued frequently and in substantial amounts,

relative to the sie of the corporation's capital structure,

or if there should be any other material change in the facts

as outlined in this letter and in the letters referred to

above, it might be necessary to reconsider the matter.

"It seems clear that under the facts as outlined

above, Union Investment Co. would be affiliated with the
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Mr. G. K. Scully -2-

Union Bank within the meaning of section 2(b)(2) of

the Banking Act of 1933, and that the provisions of
law regarding examination of affiliates and restrict-
ing loans to affiliates would be cpplicable.

"The Board believes that the proposed arrangement

may involve some danger to Union Bank because the Union

Investment Co. might be so closely identified in the minds

of the public with Union Bank that any financial reverses

suffered by the company might affect the confidence of the

public in the bank or might unduly incline the management

of the bank toward supporting the investment company and

rescuing it from financial difficulties, should they occur.

The interlocking relationships and interests between the

Union Bank and Union Investment Co. might tend to impair

the independent judgment that should be exercised by a

bank in appraising credits; this could raise serious ques-

tions in connection with credits extended by the bank to

Union Investment Co. or to interests being financed by

Union Investment Co. These considerations should be borne

in mind not only by the examiners that examine the bank in

the future but also by the management of the bank."

As a result of study of this and another similar situation,
the Board, at 1961 Federal Reserve Bulletin 156, issued a published

interpretation covering this general subject, in which it said that:

"The Board recently considered two inquiries regard-

ing the question whether proposed real estate investment

companies would be subject to the provisions of sections 20

and 32 of the Banking Act of 1933 (12 U.S.C. sec. 377'and

sec. 78). These sections relate to affiliations between
member banks and companies engaged principally in the issue,

flotation, underwriting, public sale or distribution of

stocks, bonds, or similar securities, and interlocking

directorates between member banks and companies primarily

so engaged. In both instances the companies, after their

organization, would engage only in the business of financ-

ing real estate development or investing in real estate

interests, and not in the type of business described in the

statute. However, each of the companies, in the process of

its organization, would issue its own stock. In one instance

it appeared that the stock would be issued over a period of

from 30 to 60 days; in the other instance it was stated

that the stock would be sold by a firm of underwriters and

that distribution was expected to be completed in not more

than a few days.
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"On the basis of the facts stated, the Board

concluded that the companies involved would not be

subject to sections 20 and 32 of the Banking Act of

1933, since they would not be principally or primarily

engaged in the business of issuing or distributing

securities but would only be issuing their own stock

for a period ordinarily required for corporate organi-

zation. The Board stated, however, that if either of

the companies should subsequently issue additional

shares frequently and in substantial amounts relative

to the size of the Company's capital structure, it

would be necessary for the Board to reconsider the

matter.

"Apart from the legal question, the Board noted

that an arrangement of the kind proposed could involve

some dangers to an affiliated bank because the relation-

ship might tend to impair the independent judgment that

should be exercised by the bank in appraising its credits

and might cause the company to be so identified in the

minds of the public with the bank that any financial re-

verses suffered by the company might affect the confidence

of the public in the bank."

The following are detailed comments as to some specific points

in the Prospectus.

(1) On page 4 of the Prospectus, it is stated that the

expiration date of the offer will be "at 5:00 p.m. Pacific Standard

Time on   , 1962." It is understood that a fresh date will

be set for expiration, possibly in July 1963. The Board's interpreta-

tion at 1961 Federal Reserve Bulletin 156, holding that section 20 and

section 32 of the Banking Act of 1933 would not apply to a similar

Proposal, was based on the understanding that the stock would be issued

over a period of 30 to 60 days. If the issue extended over a substan-

tially longer period, a different conclusion might be required.

(2) On page 5, as a final sentence in the section headed

"Use of Proceeds" it is stated that "The Company intends as a matter

of policy not to provide funds to companies that are borrowers from

Union Bank or to borrow funds from Union Bank." Section 23A of the

Federal Reserve Act regulates loans to affiliates by member banks.

(3) On page 6, the first complete paragraph on the page

discusses the policy of the Company as to investing in common stock.

Any change in the investment policies of the Company, particularly if

coupled with an increase in the frequency or duration of issues of its

OW n stock, might make it necessary for the Board to reconsider its

opinion that the Company is not subject to section 20 or section 32.
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(4) On page 6, the first paragraph under "Fundamenta
l

Policies" - same comment as under (3) above.

(5) On page 9, first complete paragraph - same comme
nt as

under (3) above.

(6) On page 13, the close connection which will exis
t between

Company and Union Bank evidenced, among other things, by the
 second

complete paragraph on this page (and particularly by 
the fact that

Union Bank will furnish Company with office space and
 facilities),

lends particular weight to the Board's comments in the 
unpublished

letter and published interpretation quoted above on the d
angers to

Union Bank which could be created by affiliation with the 
Company.

Since the proposed issue of stock in the Company will be 
offered to

all the stockholders in Union Bank, and only to those s
tockholders,

lt seems particularly desirable that the fact that such da
ngers exist

be disclosed to offerees of the issue.

It is hoped that your Commission may find the 
above comments

useful in considering possible amendments or additions 
to the Prospectus

before you. The Board's staff will be glad to give you any 
further

assistance which may be desired in connection with
 possible amendments

or additions to the Prospectus arising from these comme
nts.

, Very truly yours,

„ \)A.,

,
Merritt(Sherm

Secretary.
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The Honorable Wright Patman,

Chairman,
Committee on Banking and Currency,

House of Representatives,

Washington 25., D. C.

Dear Mr. Chairman:

Item No. 7
6/12/63

cj ricc or THE: ViCr: CHAIRMAN

June 12, 1963

Your letter of May 22, 1963,.re
quested a report from the

Board on H. R. 5800, introduced by.Mr.
,St'Germain on April 23, 1963.

The bill would amend section 25 of tti. Federal Reserve Act to trans-

fer to the Comptroller of the Currency the 
functions now vested by

that section in the Board of Governors 
with respect to foreign

branches of national banks, so that 
the Comptroller, rather than the

Board, would be the agency authorize
d to approve the establishment

of such branches and to issue regulatio
ns concerning their powers.

The Board is of the view that enact
ment of the bill would

result in an inadvisable distribution 
of Federal authority in the

field of foreign banking operations.

United States banks conduct business
 abroad through

correspondent banks, branches, an
d subsidiary institutions. A bank's

choice. amou such means depends principally upon 
relative advantages

in terms of such factors as its own 
organization, amount and type of

business, and the conditions in the 
particular overseas areas. Except

for the use of correspondents, the co
nduct of overseas operations by

member banks of the Federal Reserve 
System, whether national banks or

State member banks, is dependent on ad
ministrative action, outlined

below, responsibility for which the 
Congress, over the years,- has kept

centralized in the Board of Governor
s. Enclosed is a list showing the

foreign branches and subsidiary fore
ign banking and financing corpora-

tions through which member banks are
 conducting overseas operations.

Foreign branches may be establish
ed by member banks only

With the approval of the Board and upo
n such conditions as the Board

may prescribe, as provided by secti
on 25 and section 9, paragraph 3,

of the Federal Reserve Act. Last year Congress amended section 
25

of the Act by Public Law 87-588, ap
proved August 15, 1962, to provide
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for the issuance of regulations permitting some expansion of the

Powers of foreign branches of national banks to enable the
m to compete

O n improved terms in the countries where located. Adhering to its

consistent position with respect to overseas banking a
nd financial

Operations, Congress placed this regulatory authori
ty in the Board.

With respect to the conduct of overseas operations th
rough

subsidiaries, section 25 and section 9, paragraph 2
0, of the Federal

Reserve Act permit member banks to invest in the st
ock of State-

chartered corporations engaged in foreign banking 
if the Board has

given its approval and the corporations involved have 
entered into

agreements wirth the Board to restrict their opera
tions in accordance

With such limitations and restrictions as the Board may presc
ribe.

In addition, the Board is vested by section 25(a) of t
he Federal

Reserve Act with authority to charter and supervise 
corporations en-

gaged in foreign banking or financial operations, and--
as far as Fed-

eral law is concerned--member banks may invest in the st
ock of these

corporations. It is to be noted also that a member bank havi
ng a

foreign banking subsidiary may extend its operations, 
with the Board's

approval, either through branches of such subsidi
ary or through other

corporations controlled by such subsidiary.

If H. R. 5800 were enacted, the overseas o
perations of

national banks through branches of the banks them
selves would be

under the authority of the Comptroller of the Currency, 
while such

Operations of State member banks and also the ove
rseas operations

of both national and State member banks through subs
idiary institu-

tions and branches or subsidiaries of such subsidiary 
institutions

would remain under the authority of the Board. In addition to the

general administrative disadvantages of the propo
sed division of

authority, the undesirability of the existence of 
such alternative

Jurisdictions seems apparent.

It has been contended that unless H. R. 58
00 is enacted, a

thorough and systematic examination program for 
national banks is not

Possible, and that a duplication of work by the 
Board and the Comptroller

of the Currency will persist. In the light of its long experience in

the field of foreign banking operations, the Board 
cannot agree that

its authority with respect to foreign branches of n
ational banks has

impaired the bank examination function of the Com
ptroller. While Con-

gress saw fit in section 25 of the Federal Reserve 
Act to authorize

the Board to order special examinations of foreign 
branches of national

banks, there has been no duplication of work
 by the Board and the

Comptroller. In Practice, the Board does not 
examine foreign branches

of national banks, but rather has access to 
examination reports pre-

pared by national bank examiners employed by the 
Comptroller of the

Currency.
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The international activities of United States banks are of

great importance for the flow of funds between the United States 
and

the rest of the world and thus for United States monetary policy.

This policy has increasingly been affected by the United States ba
l-

ance of international payments, in which capital movements, and es-

pecially changes in international bank lending and interna
tional money

market transactions, play a decisive role. Thus, the Board's concern

With international activities of United States banks, including the

activities of their foreign branches and of their banki
ng or financial

subsidiaries, is intimately related to the Board's pr
imary function of

taking monetary policy action.

On'the basis of the considerations outlined above, t
he Board

would urge that your Committee not give favorable considerati
on to the

bill.

Sincerely yours,

a-e

C. Canby Balderston,
Vice Chairman.

Enclosure
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The Honorable Wright Patman,.

Chairman,
Committee on Banking and Currency,

House of Representatives,

Washington 25, D. C.

Dear Mr. Chairman:

Item No. 8
6/12/63

orFice OF THE VICE CHAIRMAN

June 12, 1963

Your letter of June 4, 1963, states that in the course

of your Committee's review of the examination reports of th
e

Federal Reserve Banks, it develops that additional supporting 
data

will be needed for appraisal of Federal Reserve auditing proce
dures;

and you request that there be provided, for examination by the Com-

mittee staff, the work papers prepared by the Board's Examiners

in the course of their 1962 examinations of the Federal Reserv
e

Banks.

As indicated informally to the staff of your Committee

and alluded to in your letter, these papers are used in the course

of the 1963 examinations of the Reserve Banks and are maintain
ed

at the respective Reserve Banks in the Board's Examiners' locked

Work boxes. However, these papers or copies thereof will be made

available for appraisal of such procedures, the actual arra
ngements

to be worked out with your staff in such manner as may be most

feasible. You will understand, of course, that these papers, re-

flecting as they do, preliminary stages of examinations, 
necessarily

contain much material that is tentative, is stated without 
context,

and does not represent final conclusions or determinations. I 
am

sure, therefore, that you, the Committee, and its staff will ful
ly

recognize not only the confidential nature of the papers, but al
so

the great care required in their analysis.

Sincerely yours,

(Signed) C. C. Balderston

C. Canby Balderston,
Vice Chairman.
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The Honorable James J. Saxon,
Comptroller of the Currency,
Treasury Department,
Washington 25, D. C.

Dear Mr. Saxon:

ADDRESS OFFICIAL CORRESPONDENCE

TO THE BOARD

June 14, 1963.

The Board's staff has been advised informally that the

Statistical Division of your office will no longer make a current

edit of reports of condition and of income and dividends submitted

by national banks. Because of the important applications of data

derived from these reports when they are combined with edited data

for State banks, and because the Board considers it necessary that

their quality for statistical uses be maintained, the Board would

appreciate advice as to whether the understanding reported by its

staff is correct.

If your office does plan to discontinue the editing of

the national bank reports for statistical uses, the Board also

would welcome your thoughts as to a procedure that might be fol-

lowed to accomplish the desired result of maintaining the

statistical quality of the combined reports.

Very truly yours,

(Signed) Merritt Sherman

Merritt Sherman,
Secretary.


