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Minutes of the Board of Governors of the Federal Reserve System

On Wednesday, October 16, 1963. The Board met in the Board Room at

10:00 a.m.

PRESENT: Mr. Martin, Chairman

Mr. Mills
Mr. Robertson

Mr. Mitchell

Mr. Sherman, Secretary

Mr. Kenyon, Assistant Secretary

Mr. Cardon, Legislative Counsel

Mr. Fauver, Assistant to the Board

Mr. Solomon, Director, Division of

Examinations

Mr. Hexter, Assistant General Counsel

Mr. O'Connell, Assistant General Counsel

Mr. Furth, Adviser, Division of International

Finance
Mr. Kiley, Assistant Director, Division of

Bank Operations

Mr. Smith, Assistant Director, Division

of Examinations

Mr. Leavitt, Assistant Director, Division

of Examinations

Mr. Mattras, General Assistant, Office of

the Secretary

Mr. Young, Senior Attorney, Legal Division

Circulated or distributed items. The following items, copies

f which are attached to these minutes under the respective item num-

be,
'b indicated, were approved unanimously:

01103Pr°ving a
-8ta Rica.

Letter to the Federal Reserve Bank of St. Louis

1,341-1 h regard to a request by the Department of

vistlice for certain information in connection

b " ta)s litigation involving a State member
44k 1/

Item No. 

Taelegram to the Federal Reserve Bank of New York 1

gold loan to the Central Bank of

17---
Attached to these minutes as Item No. 6 is a memorandum

relating to the consideration of this matter.

2
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With reference to Item No. 1, Governor Mills referred to the

Procedures followed relative to the handling and approval of applica-

tifts for gold loans. He suggested that the procedures and documenta-

ti" might be rather elaborate in view of the small amount of risk

imPlicit in such loans, as contrasted with the System's foreign

currency operations. In the discussion that followed, however,

Governor Mills made it clear he would not consider it in conformance

with the statute for the Board to grant authority to the New York

keserve Bank to make such loans. He was not suggesting any particular

change at this time in the gold loan procedures, but he felt that, in

accordance with the trend of the times, the Board perhaps could properly

af.ford to give slightly less attention to them.

Mr. Furth then withdrew from the room.

.port on competitive factors (Houston, Texas). There had

bee_
" distributed a draft of report to the Comptroller of the Currency

Orl tl_
"e competitive factors involved in the proposed consolidation of

e n

Qs National Bank of Houston, Houston, Texas, and The National Bank

°f Commerce of Houston, Houston, Texas.

The report was then approved unanimously for transmittal to

the 
Comptroller; the conclusion read as follows:

A consolidation of Texas National Bank of Houston,

4ouston, Texas, and The National Bank of Commerce of

Houston, Houston, Texas, would eliminate a substantial

amount of competition and significantly increase the
size of the area's second largest bank. This proposal

would have a strongly adverse effect on competition.
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In this connection, it was noted that the Federal Reserve Bank

0f Dallas had concluded that the proposed consolidation would stimulate

and enhance competition and that the resultant effects would be bene-

ficial to the competitive phases of banking in Houston. A suggestion

as made that the Bank's report, which reached a conclusion opposite

to that of the Division of Examinations, be used by the Division of

4eminations in conjunction with the report approved by the Board as

a medium for discussion with the staff of the Federal Reserve Bank of

Dallas
regarding elements that should appropriately be weighed in

reaching judgments on the competitive factors involved in proposed

Illergers and consolidations. It was understood that this would be done.

Report on S. 1200 and S. 2226 (Item No. 3). There had been

distributed

with regard to a

for reports

Pederal Housing Administration

a memorandum from the Legal Division dated October 15, 1963,

request from the Senate Banking and Currency Committee

on S. 1200 and S. 2226, bills that would authorize the

to compensate mortgagors for structural

defects in insured homes. A draft of reply was attached to the

raera°randum.

S. 1200 would permit a mortgagor of a 1-to-4 family dwelling

illaured by the FHA to file a claim within three years of the insurance

()f such a mortgage for the reasonable costs of correcting structural

°I other major defects, and would authorize the Commissioner of FHA

to r
equire the builder or seller of such property to post a bond to
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Provide indemnification in the event the Commissioner was required to

Pay the mortgagor the reasonable costs of correcting such defects.

S. 2226 differed from S. 1200 in that reimbursement would not be limited

r° claims filed during the initial three-year period; and it would not

require bonds to be posted by builders. In this connection, it was

noted that at the present time FHA frequently had to bear the cost

Of
 
repairing deficiencies, but only if the original home owners had

been displaced and had lost their equity.

Questions raised by the bills included the extent of the

coverage to be provided; the difficulty of administering such a pro-

the increase in risk that the FHA would assume; the effect on

the
Popularity of FHA loans among builders; and the interpretation

the
t might be given to some of the language in the bills, such as

itothe
-r major defects" and "to render the dwelling safe and habitable."

The draft letter would advise that the Board had no information

that 
would indicate the extent to which the Government would be committed

ill the event either of the bills were to pass, although it seemed evident
that

such action would effect a substantial change in the concept of the

13141.P°8es of FHA. The draft letter would also call attention to the
bro„
'u scope of some of the language in the bills, which could con-

ceiv
eblY permit compensation for defects not necessarily attributable

to
''nortcomings in construction.



10/16/63 -5-

In discussion, Mr. Cardon suggested that it might be desirable

to revise the letter

program had been

(rather than to say,

had been to "protect

somewhat to note that the primary purpose of the

to provide improved financing for home owners

as in the draft letter, that the primary purpose

the institution supplying the mortgage funds").

Re also suggested that the Board might want to consider saying that

Since the subject matter of the two bills did not

the 
functions and responsibilities of the Federal

hoard had no special information on which to base

directly concern

Reserve System,

comments on the

the

Proposed legislation, which appeared to contemplate a fundamental

change in the FHA program.

Governor Mills expressed doubt as to whether the Board could

aPPr°Priately restrict itself to saying the minimum. The Board had

at °ne time administered a regulation relating to real estate credit,

and member banks were active investors in FHA-insured mortgages.

The
refore, he felt that the Board had a responsibility in the field

4nd should state an opinion on the proposed legislation. After

41king certain suggestions with respect to the draft letter, he

al(Pressed the view that it would be desirable to have the letter

tedrafted and brought before the Board again.

It was pointed out, on the matter of timing, that the Banking

44d Currency Committee had indicated that it desired to have 
all

tePorts submitted in advance of hearings on the tw
o bills that were

scheduled to begin tomorrow.
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Governor Mitchell suggested that the Board's competence related

tc financing rather than inspection. The draft letter seemed to him

&enerally appropriate: it tended to cast some doubt on the proposed

legislation without putting the Board in a position of condemning it.

In his opinion, this was a satisfactory posture. He added that at

each session of Congress many bills are introduced on which the Board

is not in a position to exercise professional judgment. He doubted

that the Board was in a position of expressing a judgment as to the

app
ropriate nature of inspection of FHA-insured properties or as to

the sanctions that should be imposed in the event of faulty construction.

Governor Mills, in reply, commented that over a period of many

Years the Board had expressed positions on proposed amendments and re-

vi5
l°118 of national housing legislation. The Board had not just passed

ove,
' such matters as pertaining to a field in which it had no interest

Qt resPonsibility.

Question was raised by Governor Robertson as to whether the

might not take essentially a position that it saw no reason to

°bject to the bills. This led to a discussion of the extent to which

the enactment of such legislation would appear to involve an expansion

bf Government activities in this field and an expansion of the limits

°f C°vernmental financial responsibility. Comments were made, among

ethe
r8, to the effect that the need for such legislation might be
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lessened through administrative tightening of FHA appraisal and inspec-

tion practices.

Chairman Martin then inquired whether it would be acceptable

to the Board if certain suggestions for changes in the letter that

had been made earlier by Governor Robertson and Mr. Cardon were adopted

and if the general tone of the letter was to the effect that the Board

claimed no particular competence to pass on the subject matter of the

bilis.

Governors Robertson and Mitchell indicated that they would be

agreeable to such an approach. However, Governor Mills stated that he

W°4ld like the record of this meeting to reflect his view that the

8Oard was shirking a responsibility. It was too bad that the matter

had come before the Board so hurriedly, but he felt that there was

Ilithin the Board's staff a competence of analysis and judgment that

14°41d enable the Board to express itself on this type of legislation.

Thereupon, Governor Mills' adverse views having been noted,

was given to a letter to Chairman Robertson of the Senate

taw—,
411g and Currency Committee in the form attached as Item No. 3.

Messrs. Cardon, Hexter, O'Connell, Leavitt, Young, and Mattras

then 
withdrew from the meeting.

Examination of St. Louis Reserve Bank. There had been circu-

to the Board the report of the examination of the Federal Reserve

Of St. Louis made by the Board's examining staff as of April 26,

3 along with the usual accompanying memoranda.

lated

lie bit

1,963
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At the request of the Board, Mr. Smith commented on the infor-

mation developed through the examination, and his comments were followed

by 
a general discussion during which Governor Mills indicated that he

thought he detected in this examination report, as in other recent

reports, a growing looseness in the administration of operating

responsibilities. He considered it important, if this was so, that

the Board's examinations be even more thorough and adequately followed

IIP• Aside from incidents that had been referred to by Mr. Smith, he

mentioned the loss of certain coupons (for which reimbursement had

been made by the Bank's insuror), along with overs and shorts in the

difference account traceable to the check collection function.

Governor Mills also commented that he had reviewed this particu-

lar report of examination some time ago. He understood that revised

Procedures recently approved by the Board would result in cutting down

1311 the time in bringing the examination reports up for Board discussion.

He -
&toted that it had also been agreed that the Board's letters of

illstruction to the Federal Reserve Banks (S-letters) pertaining to

e%Penditures should be reviewed to determine whether they comprised

4ciegnste directives for the Reserve Banks and for the examiners in
thei

scrutiny of Reserve Bank expenditures.

It was stated by Messrs. Solomon and Smith that the revised

hoe
edures for processing the examination reports had now been placed

14 ec
'feet and that a memorandum on the procedures followed by the
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e
xaminers in scrutinizing expenses had been drafted and would be avail-

able to the Board shortly.

With reference to Mr. Smith's earlier comments regarding certain

suggestions that had been made by the Board's examiners relative to

444it procedures at the St. Louis Bank, Mr. Solomon pointed out that

he techniques used by the Board's examining staff had been extended

to include reviews of audits of the Reserve Banks as conducted on

occasions other than at the time of Board examinations. Through this

evision of procedure, the examiners were able to get a better picture

Of the typical conduct of the audit function. The fact that, as a

1.esult, the number of comments and suggestions passed on to the

Qelleral Auditors was likely to be greater did not necessarily mean

that there had been any deterioration of the conduct of the audit

function at a particular Bank.

Examination of Cleveland Bank. There had been circulated to

the Board the report of examination of the Federal Reserve Bank of

Cleveland made by the Board's examining staff as of May 23, 1963,

1°4 with the usual accompanying memoranda.

At the request of the Board, Mr. Smith reviewed various infor-

4Latiun developed through the examination, including in his remarks

cl3n1Illeute on problems encountered in the check collection function at

the 
head office, as previously discussed by the Board and covered in

e°1*respondence with President Hickman.
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In response to a request for observations of the Division of

Bank Operations on developments relating to the Cleveland check

collection function, Mr. Kiley noted that the problems having to do

with that function had received attention in recent months not only

from the Division of Bank Operations but also the Board's examining

staff and the Reserve Bank's General Auditor. It was indicated in

correspondence from President Hickman that the management of the

Bank also was giving close attention to the difficulties involved,

but the change in the senior staff responsibility for this function

had been made so recently that the results could not yet be fully

aPpraised. The General Auditor had called attention to a high

incidence of clerical errors, which pointed to weaknesses at the

fl°or supervisory level. Apparently the National Cash Register

electronic check-processing equipment, acquired on a lease basis,

had 
been creating rather substantial operating problems, but it

seemed that the Reserve Bank had not yet made a firm decision in

this respect. The Boston Reserve Bank had encountered similar

difficulty with the same equipment and had decided on a change.

41'1 Kiley expected to be in Cleveland in the near future, and he

illdicated that he would check on reasons for deferral of a decision

by
that Bank on replacement of the equipment.

With reference to the possible erection of a new Cincinnati

Br
ench building, Governor Mills commented that his reading of the
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examination report indicated that the Board's examiners gave a good

standing to the present building and its adaptability for expanded

°Perations. A great amount of money had been spent on the present

building, he observed, and the Reserve Bank had taken a long-term

lease on property used for a security court, which apparently was

ant adaptable to use for other purposes. Therefore, if the building

/4ete sold, the Reserve Bank might continue to be bound by the lease.

11 felt that all of these factors should be followed closely by the

oard •In its consideration of proposals for the construction of a

11%7 
building-

Content and review of reports of examination. Governor Robertson

suggested that it would seem advisable, in the interest of achieving

better liaison, if the Chief Federal Reserve Examiner, Mr. Schaeffer,

brought to Washington from time to time during the course of a

5resl' to present to the Board comments on examinations of Federal

rye Banks similar to those now presented to the Board by Mr, Smith.

It was understood that steps would be taken toward the imple-

ittelltation of this suggestion.

Governor Mitchell reiterated the opinion he had expressed on

111910u8 occasions that the reports of examination did not provide

a4q114.
--'e coverage on the administration of the discount window. As

aw it, the main point of examining the discount function was to
look

into the borrowing activities of specific banks, and he found
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the reports of examination no adequate basis for appraising the

examiner's findings as to whether or not the function was being

Properly administered. In the most recent report of examination of

the Chicago Reserve Bank, for example, it appeared that there might

have been two or three cases of abuse of the discount privilege, but

41 his judgment the report did not adequately or fully document the

'fl tier's findings.

It was understood that the Division of Examinations would

diSCIISS the subject with Governor Mitchell with a view to defining

alld Providing the type of information that was desired with respect

to
the administration of the discount function.

Governor Mitchell also suggested that from time to time, when

e130
I.t8 of examination of Reserve Banks dealt with items of special

ititersst such as the problems encountered in the check collection

flItletion at Cleveland, the President of the Reserve Bank concerned

be 
asked to meet with the Board for full discussion of the problem.

This
Procedure should not be followed in connection with every

eX4141-nation of a Reserve Bank; only when there were subjects of

111°.te than routine interest that deserved clarification. One example

flhig
be the borrowings of certain Seventh District member banks

that

tboi,'4ght that discussion with President Scanlon regarding this matter

shold 
be profitable.

Possibly involved abuse of the discount privilege; it was his
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As to the construction of new Reserve Bank buildings, Governor

Mitchell expressed concern that perhaps insufficient attention was

being given in the planning process to relative space requirements for

various functions in the future, particularly in light of prospective

developments in the use of electronic equipment. For example, he

could envisage relatively smaller space requirements for the check

collection function, in contrast to prospective needs for the currency

unotion. Such factors might also be applicable to consideration of

the need for additional branches, as in the Seventh District. It

tright be desirable to have a fairly substantial array of "listening

Posts," insofar as they would contribute to raising the stature of

the SYstem, and possibly the currency-handling function might be more

Widely dispersed..

seemed to suggest,

In other operations, however, current developments

if anything, a consolidation of operations.

In light of Governor Mitchell's comments in this respect, Mr.

41eY spoke briefly at the invitation of the Board on factors typically

take
'" into account by the Division of Bank Operations in discussions

Vith 
Reserve Banks concerning proposed new building projects. He

IlIdicated that in the future factors such as mentioned by Governor

hitchell
perhaps could be given somewhat more emphasis in such dis-

eu"i°ns, but a vital question in considering projects of this kind

11114)tv'ed how far planning should be expected to extend into the

fut
11-e. Most of the recent building projects had been planned on
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the basis of looking ahead about 10 or 15 years; longer-range planning

increased the area of uncertainty.. At the same time, projects planned

on the basis of accommodating prospective needs for some 10 or 15 years

had occasionally proved to provide insufficient space for expanding

°Perations within a relatively short period of time.

Following further discussion along these lines, the meeting

adjourned.

Secretary's Notes: Acting in the absence

of Governor Shepardson, Governor Robertson

today approved on behalf of the Board the

following items:

Letter to the National Foreign Trade Council, Inc., New York, New

tirk, advising that James K. Nettles, Economist, Division of Interna-

po°nal Finance, had been designated to attend the Fiftieth National

!eign Trade Convention, to be held in New York City, November 18, 19,

-11u 20, 1963.

app Letter to the Federal Reserve Bank of Richmond (attached Item No. 4)

r°ving the appointment of Don W. Johnson as assistant examiner.

Letter to the Federal Reserve Bank of Richmond (attached Item No. 5)

efroving the designation of Irvin P. Alley, Jr., Thomas G. Wyatt,
IlOrey M. Fletcher, and Daniel J. Coli as special assistant examiners.

Governor Robertson also noted today on

behalf of the Board memoranda from the

respective Divisions advising that

applications for retirement had been filed

by the following persons, effective the

dates indicated:

th Gordon P. Johnson, Messenger, Board Members' Offices, effective at

e close of business October 31, 1963.

of Andrew S. Mackenzie, Assistant Federal Reserve Examiner, Division

1)4 xaminations, on the basis of disability, effective at the close 
of

81ness October 25, 1963.
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John j. Blash Carpenter-Operating Engineer, Division of Admin-
istrative Services, on the basis of disability, effective at the close
of business November 30, 1963,
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TELEGRAM
LEASED WIRE SERVICE

BOARD OF GOVERNORS OF THE FEDERAL RESERVE SYSTEM
WASHINGTON

41111:41D-NEW YORK

Item No. 1
10/16/63

October 16, 1963.

leur wire October 10. Board approves granting of loan on gold up

to
total of $2 million by Federal Reserve Bank of New York to

the Banco Central de Costa Rica on the following terms and

(a) To be made up to 98 per cent of the value of 
gold

bars set aside in your vaults under pledge to you;

(b) To mature in three months with opti
on to repay at

any time before maturity, the advances to be made in

multiples of $500,000 and the repayments in
 multiples

of $100,000;

(c) To bear interest at the discount 
rate of your

Bank in effect on the date'on which such loan or loa
ns

are made; and

(d) To be requested and made at any 
time during a

Period of 30 days beginning with the date of the

Banco's acceptance of your terms and conditions.

understood that the usual participation will be offered t
o the

Pederal Reserve Banks.

It is

thez.

(Signed) Merritt Sherman

SHERMAN



BOARD OF GOVERNORS
OF THE

FEDERAL RESERVE SYSTEM
WASHINGTON 25. D. C.

Item No. 2
10/16/63

ADDRESS orricIAL CORRESPONDENCE

TO THE BOARD

October 16, 1963.

4:1 O. 0. Wyrick, Vice President,
n—eral Reserve Bank of St. Louis,St Lo_

"1sMissouri. 63166

Dear Mr. Wyrick:

encl. This acknowledges your letter of October 7, 1963,

bep
os
a lng a letter from the Fort Worth office of the Tax 

Division,

tment of Justice, dated September 26, 1963, addressed to former

to rresident Kroner of your Bank. The Department's letter refers

rpru: Pending taxpayer's refund suit entitled Arkansas Bank and 

'i:;-(47tial/ptany v. United States, Civil No. 989 (DC WD Arkansas), and

tariCsts certain information relating to the action by the Arkansas

Hot atldTrust Company in September 1959 in leasing land located in

baoljPrings, Arkansas, upon which it 
subsequently constructed a new

to house. house. The Department presents four questions, the 
answers

lett ich it suggests might be obtained from your Bank's files. 
Your

appe-r sets forth the information contained in the Bank's 
files that

cilles:ra to be responsive to the Department's questions, and 
you re-

the Board's advice on the extent to which such information

be made available to the Department.

to
Sub 

The information drawn from your Bank's files and set forth

(411:Paragraphs (1) through (4) of your October 7 letter 
constitutes

agai lished information of the Board subject to the restrictions

Nanst disclosure contained in section 261.2 of the Board's Rules

Itiakerding Information. The Board is authorized under these Rules to

at
4V8i1ab1e to the Department of Justice, as an agency of thethehe

O f 
it States, information for use where necessary in the performance

TIo8i.s Official duties. Upon consideration of the Department's re-

in relation to the apparent use for which it is intended, the

, authorizes disclosure by your Bank of information of the 
nature

4.4 the manner following:

4111111) (1) The information as set forth in your subparagraph
'red (1).

,1
(2) The information as set forth in your subparagraph

'
I uer A
the (2), substituting for the word "acquisition", the 

words

leasing". This change is believed to reflect more precisely
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thea Proposal presented by the bank in 1959, namely, the leasing of

site upon which its banking house would be erected.

T numbered The information as set forth in your subparagraph(3

(4) It is the Board's view that the opinion expressed in

st.lhparagraph numbered (4), while constituting an appropriate

jvis°tY judgment under other circumstances, would be gratuitous

alt "e Present circumstances, and would be less responsive than the

thiesrnative reply hereafter suggested. It seems advisable that at

exer . 1-111e, some ten years prior to the date at which the bank may

to -"e the option to purchase, no determination should be made as
"het her or not the bank should, when permitted under its lease

4 . gement to do so, exercise its option to purchase the land. Such

3%letlon nt would have to await analysis of the bank's financial posi-

in f.at that time, viewed in the light of its then existing investment

the Ved assets. A present determination in this regard, based upon

from "lc's current investment in fixed assets, could differ substantially

Upo,, a judgment that might be made ten years hence. Further, depending
1411111the carrying value of the bank's fixed assets at the date upon

ahy d it may wish to exercise the purchase option, it is possible that

that ecision to purchase the land and any action taken to effectuate
toardlecision could be taken without the matter being subject to the

s aPProval under section 24A of the Federal Reserve Act.

bQ Accordingly, it is suggested that the following reply might

IttsaPPr°Priately transmitted in response to the Department's question
t Ptesented:

"(4) Under section 24A of the Federal Reserve Act,
a  
State member bank may not invest in bank premises

Ilvithout the approval of the Board of Governors of the

mederal Reserve System if the aggregate of its invest-

ent in bank premises will exceed the amount of its
Capital stock. Inasmuch as there is no reasonable

tasis upon which a present judgment can be made as

° the relation which the bank's investment in bank

I:remises will ber to its capital stock at such time

es, under the terms of its existing lease, it may

a ercise its option to purchase, we believe inappropriate

btla expression of opinion as to reasons, if any, why the

nk 'must or must not exercise its option to purchase

the land
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Mr, O. O. Wyrick

It is understood that the authorization herein giv
en does

not contemplate making available to the Department in any 
form the

l!ank Is files from which the information that is authorized to be

'isclosed is obtained.

Very truly yours,

(Signed) Merritt Sherman

Merritt Sherman,
Secretary.
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BOARD OF GOVERNORS
OF THE

FEDERAL RESERVE SYSTEM
WASHINGTON

1/1

la.VSICPa‘1(1

The Honorable A. Willis Robertson, Cha
irman,

Committee on Banking and Currency,
United States Senate,

Washington 25, D. C.

Dear Mr. Chairman:

Item No. 3
10/16/63

OFFICE OF THE CHAIRMAN

October 16, 1963.

bil 
This is in response to your reque

st for reports on two

l
i-413: S. 1200, which would authorize the 

payment of certain

IiMS for structural or other major defects 
in homes covered by

!ederal Housing Administration insured 
mortgages, and to require

tlindemnification bonds in the cases of 
certain new construction

,nder Federal Housing Administrati
on insured mortgages; and

! 2226, which would authorize the Federal Housi
ng Commissioner

make expenditures to correct substantial 
defects in one- to

34r-fami1y dwellings covered by mortga
ges insured under the

4ationa1 Housing Act, or to compensate 
home owners for such

defects.

While the Board has no speci
al competence to pass

Indgment on the desirability of this legislation
 and has no

r.nforma ion that would indicate the 
extent to which the

rvernment would be committed in th
e event either of these

:118 were enacted, it seems evident 
that such action would

:ffect a substantial change in the pr
imary purpose of the

VIA program, which has always been
 to provide improved

4nancing for home owners.

The Board suggests that in
 your consideration of the

tw0 bills you may wish to note tha
t each, as drafted, could be

ejnstrued so as to permit compensa
tion for defects not necessar-

ilY attributable to shortcomings in
 construction. Such an

Oterpretation, it is understood, 
would be contrary to the

a81c purpose of the legislation.

Sincerely yours,

(Signed) Wm. McC. Martin, Jr.

Wm. McC, Martin, Jr.
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BOARD OF GOVERNORS Item No. 4 .
OF THE 10/16/63

FEDERAL RESERVE SYSTEM
WASHINGTON 25, D. C.

ADDRESS OFFICIAL CORRESPONDENCE

TO THE BOARD

October 16, 1963

CONFIDENTIAL (FR)

Mr. John L. Nosker, Vice President,

Federal Reserve Bank of Richmond,
Richmond, Virginia 23213.

Dear Mr. Nosker:

In accordance with the request contained in your

letter of October 7, 1963, the Board approves the appoint-
ment of Don W. Johnson as an assistant examiner for the

Federal Reserve Bank of Richmond, effective today.

It is noted that Mr. Johnson is indebted to Bank

of Orangeburg, Orangeburg, South Carolina, a nonmember bank.
Accordingly, the Board's approval of the appointment of

Mr. Johnson is given with the understanding that he will not

Participate in any examination of that bank until his in-
debtedness has been liquidated.

Very truly yours,

(Signed) Elizabeth L. Carmichael

Elizabeth L. Carmichael,
Assistant Secretary.
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BOARD OF GOVERNORS

OF THE

FEDERAL RESERVE SYSTEM
WASHINGTON 25, D. C.

John L. Nosker, Vice President,
bederal Reserve Bank of Richmond,
ichmond 13, Virginia.

bear Mr. Nosker:

Item No. 5
10/16/63

ADDRESS orrsciAL CORRESPONDENCE

TO THE BOARD

October 16, 1963.

In accordance with the request contained in your 
letter

°ctober 7, 1963, the Board approves the designation of Irvin

fu„AlleY, Jr. and Thomas G. Wyatt as special assistant 
examiners

pai.the Federal Reserve Bank of Richmond for the purpose of 
partici-

14 in examinations of State member banks.

The Board also approves the designation of the following

P 

0"11)1
ur Yees as special assistant examiners for your bank for the

tholl"e of participating in examinations of Sta
te member banks except

se listed opposite their names:

Aubrey M. Fletcher -The Bank of Virginia

Richmond, Virginia

Daniel J. Coli -State-Planters Bank of

Commerce and Trusts

Richmond, Virginia

Very truly yours,

(Signed) Elizabeth L. Carmichael

Elizabeth L. Carmichael,

Assistant Secretary.
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Item No 6
10/16/63

Memorandum on request of Justice Department

for information on a tax case

The Board had received a letter dated October 7,
 1963, from

the 
The
Reserve Bank of St. Louis enclosing 

a letter dated September

1963, from the Tax Division of the Dep
artment of Justice concerning

'Aue building program of Arkansas Bank and Trust
 Company, formerly

jrkansas Trust Company, Hot Springs, Arkansas 
The letter from the

,ustice Department indicated that a tax case was 
pending involving the

nsaction whereby the member bank took pos
session of property located

:t Malvern and Broadway Streets in Hot Springs, on 
which the taxpayer

j
7
nstructed a new banking office. Possession of this property was

15tained by a lease agreement with option to purchase, 
dated September

ob' 1959. The Justice Department was informed that th
e taxpayer had to

f tam n authorization from the Board of Governors for th
e expenditure of

blinds in construction of the new banking facility. Some correspondence

aetween the Reserve Bank and the member bank's officers 
had been made

ovailable to the Justice Department by the member bank, bu
t it went back

to the spring of 1960. The Reserve Bank was asked to review its

bile for answers to the following questions: (1) contacts, if any,
bete

representatives of the Reserve Bank and the me
mber bank prior

f September 1959, respecting the acquisition of a 
site for a new banking

,scility; (2) whether representatives of the Reserve 
Bank voiced any

:P.inion or objection to the member bank respecting 
its acquisition of a

fite (or the manner of acquisition) on which to locat
e the new banking

0:cilitY; (3) whether the member bank, 
after entering into the lease-

Rrtion agreement of September 15, 1959, made 
any representations to the

aetserve Bank regarding its intention to 
exercise the option to purchase

po.a later date; and (4) whether there was 
any reason (from the reg.Jlatory

p Int of view) why the bank must or mus
t not exercise its option to

urChase the land on which the banking facility
 was located.

by The letter from the Reserve Bank pointed out tha
t the Board,

letter dated May 27, 1960, approved the membe
r bank's request for

Psetrmission to make an investment in bank premises exceeding i
ts capital

ad°ck- The Reserve Bank's files showed: (1) that the Reserve Bank was

4 vised of the member bank's preliminary plans concerning a
 new banking

ticluse at a meeting on September 23, 1959;
 (2) that the Reserve Bank did

t object to acquisition of a site for a new facility; the 
subject of

ntiorchase was not raised; (3) the subject of exercise of the 
option was

•t raised; the Reserve Bank understood that it
 could not be exercised

the expiration of a 15-year period. The Reserve Bank's letter

dicated that it felt that exercise of the option would 
result in an

Ilvestment in fixed assets that would be heavier than 
presently desirable.



-2-
35S4

The Reserve Bank requested advice from the Board as to the extent that
Information from its files should be made available to the Justice
Department.

There had been distributed a draft of reply to the Reserve
Bank that pointed out that the information drawn from the Reserve Bank's

files constituted unpublished information of the Board subject to the

restrictions against disclosure contained in the Board's Rules Regarding

Information, Submittals, and Requests, and that the Board was authorized

under these Rules to make available to the Department of Justice, as an

agency of the United States, information for use where necessary in the

Performance of its official duties. The letter would authorize dis-

closure by the Reserve Bank of information along the lines suggested in

the Reserve Bank's letter with one principal exception. An opinion

that the exercise of the option would result in an investment in fixed

assets heavier than presently desirable would seem gratuitous in the

Present circumstances. A present determination in this regard could

en

Vffer substantially from a judgment that might be made about 10 years

,ce, when the bank would be able to exercise the option to purchase.
rurther, it was possible that any action to purchase the land could,

;t such time, be taken without the need for Board approval under section

R4A of the Federal Reserve Act. It was suggested, therefore, that the

_eserve Bank advise the Department of Justice that inasmuch as there was

reasonable basis upon which a present judgment could be made as to

bne relation which the member bank's investment in bank premises would

Jar to its capital stock at such time as the member bank could exercise

j8 Option to purchase, an expression of opinion as to reasons, if any,

;11Y the bank must or must not exercise its option to purchase the land

2211d be inappropriate. The proposed letter to the Reserve Bank would

;'ke clear that the authorization given in it did not contemplate making

jailable to the Justice Department in any form the Bank's files from

wnich the information authorized to be disclosed was obtained.

At the Board's request, Mr. O'Connell reviewed in some detail

the considerations apparently involved in the tax case, the questions on

nich information was sought by the Justice Department, the answers

var°Posed to be given by the Reserve Bank, the alternative suggestion

1 8 to one of these answers, and the other provisions of the proposed

'Letter to the Reserve Bank. He indicated that the draft letter was

Concurred in by the Division of Examinations and had been discussed wit'.

eneral Counsel Dunne of the Federal Reserve Bank of St. Louis.

At the conclusion of Mr. O'Connell's comments, Chairman Martin

r Pressed the opinion that the proposed letter constituted an appropriate

r-riePlY, and there was no expression of a different view by any of the other

"thers of the Board. Accordingly, the letter was approved unanimously.


