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Minutes of the Board of Governors of the Federal Reserve System

O n Friday, March 20, 1964. The Board met in the Board Room at 10:00 a.m.

PRESENT: Mr. Martin, Chairman 1/

Mr. Balderston, Vice Chairman

Mr. Mr. Mills

Mr. Robertson 1/

Mr. Shepardson

Mr. Mitchell
Mr. Daane

Mr. Sherman, Secretary

Mr. Kenyon, Assistant Secretary

Mr. Broida, Assistant Secretary

Mr. Young, Adviser to the Board and Director,

Division of International Finance

Mr. Noyes, Adviser to the Board

Mr. Fauver, Assistant to the Board

Mr. Brill, Director, Division of Research and

Statistics
Mr. Schwartz, Director, Division of Data

Processing
Mr. Holland, Associate Director, Division of

Research and Statistics

Mr. Koch, Associate Director, Division of Research

and Statistics
Mr. Partee, Adviser, Division of Research and

Statistics
Mr. Furth, Adviser, Division of International

Finance
Mr. Hersey, Adviser, Division of International

Finance
Mr. Katz, Associate Adviser, Division of Inter-

national Finance

Mr. Mattras, General Assistant, Office of the

Secretary

Mr. Sigel, Assistant to the Director, Division

of Research and Statistics

Mr. Eckert, Chief, Banking Section, Division of

Research and Statistics

Mr. Axilrod, Chief, Government Finance Section,

Division of Research and Statistics

Mr. Bernard, Economist, Division of Research and

Statistics

Mr. Gemmill Economist, Division of International

Finance
Mr. Baker, Economist, Division of International

Finance

ithdrew from meeting at point indicated in minutes.
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Money market review. There were distributed tables regarding

net change in savings and other domestic time deposits at city banks,

international capital flows, yields on U. S. Government securities,

and monetary developments during the five-week period ended March 18,

1964.

Mr. Bernard reported on recent developments in the Government

8ecurities market, after which Mr. Eckert discussed bank reserves, bank

edit, and the money supply. Mr. Gemmill then reported on developments

in the foreign exchange market and discussed the table on capital flows

that had been distributed.

At this point Chairman Martin withdrew from the meeting.

Meeting of monetary economists.. Mr. Brill reported to the Board

On the seminar of academic monetary economists held in Washington on

March 13 and 14, 1964, under the sponsorship of the Social Science Research

ec3uncil.

All members of the staff then withdrew except Messrs. Sherman,

ICerlYon, Broida, Young, Noyes, Fauver, Brill, Schwartz, Holland, Koch,

tee, Furth, Eckert, and Mattras and the following entered the room:

Mr. Solomon, Director, Division of Examinations

Mr. Johnson, Director, Division of Personnel Administration

Mr. Hexter, Assistant General Counsel

Mr. Shay, Assistant General Counsel

Mr. Hoof f, Assistant General Counsel

Mx. Dembitz, Associate Adviser, Division of Research and

Statistics
Mr. Goodman, Assistant Director, Division of Examinations

Mr. Leavitt, Assistant Director, Division of Examinations

Mr. Sprecher, Assistant Director, Division of Personnel

Administration
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Mr. Young, Senior Attorney, Legal Division

Mr. Egertson, Supervisory Review Examiner, Division of

Examinations

Mr. McClintock, Supervisory Review Examiner, Division of

Examinations
Mr. Collier, Chief, Special Assignment Section, Division of

Bank Operations

Discount rates. The establishment without change by the Federal

Reserve Banks of New York, Philadelphia, and San Francisco on March 19,

1964, of the rates on discounts and advances in their existing schedules

1148 2212E21-21 unanimously, with the understanding that appropriate advice

l‘rolald be sent to those Banks.

Circulated or distributed items. The following items, copies of

1141-ch are attached to these minutes under the respective item numbers

indicated, were approved unanimously:

letter to the Presidents of all Federal Reserve
'a,TIks regarding the reporting by member banks of

°Iltstanding negotiable time certificates of deposit.

etter to International Banking Corporation, New

21"k, New York, granting permission to purchase
'dock of a proposed Spanish finance company.

Icetter to First Chicago International Finance

jZrPoration, Chicago, Illinois, interposing no
Jection to the proposed financing of a Barcelona

I'Lore building for a Spanish subsidiary of Sears
4'°ebuck & Co.

Item No.

1

2

3

In connection with Item No. 2, it was agreed, at the suggestion

c)1' Governor Mills, to amend the draft letter so as to make clear that

the granting of consent to the proposed investment by International
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Banking Corporation, an agreement corporation, canceled out the consent

Previously given by the Board to the making of this investment by First

National City Overseas Investment Corporation, an Edge corporation.

(Both corporations are subsidiaries of First National City Bank, New York,

New York.)

In connection with Item No. 3, it was agreed, at the suggestion

(T Governor Mills, to amend the draft letter so as to exclude part of

a Paragraph that discussed whether the proposed transaction was funda-

illentally a loan and, before indicating that the Board would interpose

no objection to the transaction, stated that the Board would not be

disposed to look with favor on such a substantial holding of real estate

abroad by an Edge corporation. Governor Mills, in making this suggestion,

expressed the opinion that the Board's position should be clear in one

direction or the other. If the decision was to interpose no objection,

It seemed unnecessary to inject a note of distaste for such a transaction.

III his opinion, the proposed transaction fell within the spirit of the

843Plicable statute and the Board's regulation.

Report on competitive factors (Keene-Winchester, New Hampshire).

4 report to the Comptroller of the Currency on the competitive factors

invcaved in the proposed purchase of assets and assumption of liabilities

of The Winchester National Bank, Winchester, New Hampshire, by The Cheshire

Netional Bank of Keene, Keene, New Hampshire, was approved unanimously

t0' transmittal to the Comptroller. The conclusion reed as follows:
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The proposed purchase of assets and assumption of liabili-
ties of The Winchester National Bank by The Cheshire National
Bank of Keene would not have an unfavorable effect on competition.

Report on competitive factors (Sebastopol, California). There

had been distributed a draft of report to the Federal Deposit Insurance

Corporation on the competitive factors involved in a merger of Sebastopol

National Securities Company, Wilmington, Delaware, into Bank of Sonoma

ec)untY, Sebastopol, California. This merger had become effective June 18,

1963.

Previously, Sebastopol National Securities Company had held all

Shares, except directors' qualifying shares, of the Bank of Sonoma County.

°11 June 18, 1963, the merger was consummated, one Share of bank stock being

issUed for each share of Sebastopol outstanding. The transaction was

11)11re1Y an internal operation involving ownership of the bank shares,

4nd there was no change in management or operating policies of the bank

48 a result of the merger. Competition between banks in the Bank of

8°noma County's service area was unchanged.

In the circumstances, and since the merger had been consummated

IlearlY a year ago, question was raised as to the necessity for rendering

Port on the competitive factors involved. However, it was stated

that the Federal Deposit Insurance Corporation felt that competitive

re'etor reports Should nevertheless be obtained in accordance with the

13r017isions of the law. This being the case, the members of the Board

e°11cluded that there was no strong reason against sending the proposed

l'ePort.
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Accordingly, the report was approved unanimously for transmission

to the Corporation. The report indicated that the merger of Sebastopol

National Securities Company into Bank of Sonoma County appeared to have

had no effect on competition.

At this point Governor Robertson withdrew from the meeting.

Messrs. Collier, McClintock, and Egertson also withdrew.

Bill to authorize the establishment of Federal mutual savings 

banl, 
(Item No. 44. There had been distributed a memorandum from the

Legal Division dated March 19, 1964, regarding a request from the Bureau

of the Budget for a report on a House Committee Print of a draft bill

to authorize the establishment of Federal mutual savings banks and on

eertain amendments to the Committee Print that had been proposed by the

Pederal Home Loan Bank Board. The memorandum noted that on January 14,

1964/ the Board reported to the Bureau on a Federal Home Loan Bank Board

revision of H. R. 258, which provided for the Federal chartering of

Mutual savings banks. The report recalled that the Board had expressed

n° °Nection in principle to earlier proposed legislation (H. R. 258),

bit had raised serious questions regarding a number of specific provisions.

The revision of H. R. 258 represented considerable improvement, but

ertain questions remained.

The present Committee Print appeared to resolve substantially

the Board's earlier reservations, except for two provisions of the pro-

bill. In the first instance, the Committee Print and the Home
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Loan Bank Bank Board revision would apparently permit Federal mutual savings

banks to branch across State lines. Another section, proposed by the

Rome Loan Bank Board, would provide authority for that Board to prescribe

regulations with respect to "additional" permissible rates of interest

based on a classification of savings depositors, but it would not provide

authority to limit basic interest rates. The Legal Division felt that

at least stand-by authority to limit basic rates should be included in

the bill. A draft of letter to the Bureau of the Budget in line with

the views expressed by the Legal Division was attached to the memorandum.

After discussion, the letter was approved unanimously subject to

a' slight change in wording at one point in the interest of clarification.

A COPY of the letter, as sent, is attached to these minutes as Item No. 4.

Mr. Young (Legal Division) then withdrew from the meeting.

H. R. 9822 (Item No. 5). Pursuant to the understanding at the

fleeting on March 13, 1964, there had been distributed a revised draft

cr letter to Chairman Multer of the Subcommittee on Bank Supervision

1/116- Insurance of the House Banking and Currency Committee in response to

4 request for the Board's views on H. R. 9822, a bill to prohibit banks

trom engaging in the business of personal property leasing.

The revised draft of letter undertook to differentiate between

kinds of "leasing" transactions. The first, as illustrated in the

drap.,
had as its purpose and effect simply to provide the bank with the

-“gest possible lien to protect its extension of credit. The other,
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as also illustrated in the draft, would involve the bank's purchasing

and leasing equipment for its own account as entrepreneur, rather than

engaging in an extension of secured credit. The letter would indicate

that the first type of transaction was regarded as sound, while the

second type of activity would be objectionable. If the Congress should

decide that legislation in this area of banking was desirable, the Board

1/ou1d suggest that such legislation be so drafted as not to prevent banks

rrom using lease arrangements as a form of security for legitimate exten-

sions of credit.

In discussion, Governor Mills said he felt it was important

that a letter be sent to Chairman Multer without additional delay. How-

he was not sure as to the correctness of the premise that there

/lere no remedies for the creditor under a chattel mortgage that were as

strong as those available under the lease arrangements. It was his

imPression that the lines of recourse of a creditor on default of a

ehattel mortgage were by and large quite broad.

Mr. Hexter replied that it was the impression of the staff that

thiS was not the case in most jurisdictions. He then referred to a

811 n.-- gestion that had been made by Mr. Solomon for expanding the pertinent

1(Irtion of the draft letter. In any event, Mr. Hexter added, the first

te of lease arrangement cited in the draft letter had been used by

be'llks to some extent, for whatever reason. He wondered whether there

l'as any reason for denying the use of such an arrangement to banks and

heir customers if objectionable banking was not involved.
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Governor Mills commented that in his view it was an objectionable

banking practice.

Governor Mitchell referred to the last paragraph of the draft

letter, which noted that H. R. 9822 would be applicable not only to

national banks but also to member State banks and nonmember insured bank
s.

The paragraph would point out that the Congress had refrained from enacting

legislation prohibiting State banks from exercising powers conferred upon

them by State law, except in a few instances where it was felt that 
the

exercise of such powers would be definitely inimical to the welfare of

the banking system. The draft would state that in the absence of clear

evidence that undesirable leasing operations were permitted by the banki
ng

laws of many states and were actually carried on thereunder to a significant

extent, the Board questioned the advisability of Federal legislation for-

bidding the exercise of powers conferred upon State banks by State law.

Governor Mitchell commented that the Board would be taking the

Position in the proposed letter that the second type of leasing activity,

48 described in the letter, was objectionable. But the last paragraph

would question the desirability of enacting legislation that would pro-

hibit the objectionable practice for State banks. He felt that this was

illeonsistent; therefore, that the last paragraph should be omitted 
or, at

171438t, that attention simply be called to the fact that the pending bill

l'i°111d be applicable to leasing arrangements by State as well as national

banks.
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After discussion of this point, there was general agreement

vithin the Board that Governor Mitchell's suggestion should be adopted.

Following further discussion, approval was given to a letter to

Chairman Multer in the form attached as Item No. 5. Question was raised,

however, as to whether a matter of this kind would fall within the purview

cr the President's letter of March 2, 1964, and the Secretary of the

Treasury is letter of the following day calling for steps to be taken to

Promote harmonious practices within the bank supervisory agencies and

for proposed rulings, regulations, or policies of any of the agencies

to be submitted for comment before issuance. Governor Daane expressed

the view that the proposed letter should be submitted to the designated

rePresontative of the Secretary of the Treasury before being sent. He

recalled that Chairman Martin had appeared to feel strongly that the

Board should take all reasonable precautions to operate within the spirit

the groundrules set forth in the Secretary's letter.

Secretary's Note: At the meeting of the

Board on March 26, 1964, in connection

with reports on bills to provide for the

regulation of collective investment funds

maintained by banks, this question was

considered further. It was decided that

the letter to Chairman Multer and the

other letters should be transmitted to

the addressees, but that copies would

be sent to the General Counsel of the

Treasury and to the other two Federal

bank supervisory agencies for their

information.
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Maximum rates rates on time deposits. There had been placed on the

agenda for possible further discussion at this meeting the subject of

a.ximum rates of interest permitted to be paid on time deposits under

Regulation Q, Payment of Interest on Deposits. This question, particularly

4S it related to negotiable time certificates of deposit, was the subject

c)f a memorandum from Mr. Brill dated March 10, 1964, which was discussed

at the meeting on March 11, 1964.

In response to a question by Governor Daane, who indicated that

it was his recollection that the Board had reached a fairly firm con-

Sion at the March 11 meeting as to its position at the present time

and the further studies it would want to have pursued by the staff, Mr.

Sherman said that the topic had been placed on the agenda at the suggestion

(3f Chairman Martin. Accordingly, it was agreed that the topic should be

held over for consideration at a time when the Chairman could be present.

Retirement allowances (Item No. 6). There had been distributed

4 araft of letter to Chairman Patman of the House Committee on Banking

ana Currency attaching a list, by positions, rather than names, of System

l'ersonnel who were on the active retirement rolls as of February 29, 1964,

414 whose retirement allowances were $10,000 a year or more. The list

haa been requested in a letter dated March 2, 1964, and the form of repl
y

1748 in accordance with the understanding at the meeting on March 9, 1964.

The letter was approved unanimously for transmission to Chairman

?4trnan. A copy is attached to these minutes as Item No. 6.

The meeting then adjourned.
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Secretary's Notes: On March 19, 1964,

Governor Shepardson approved on behalf

of the Board the following items:

Letter to the Federal Reserve Bank of San Francisco (attached

em No. 7) approving the appointment of Wayne N. Condon, W. W. Hook,

wllliam H. Lewis, and Robert J. Vilchinsky as examiners.

Memoranda from appropriate individuals concerned recommending the

l'cllowing actions relating to the Board's staff:

Salary increase

Carol M. Karstetter, Secretary in the Office of the Secretary,

11,11(3m $5,170 to $5,585, effective upon assuming her new duties incident

L.° a transfer within the Office.

Acceptance of resignation

Mary S. Keagan, Purchasing Assistant, Division of Administrative
Services, effective at the close of business April 3, 1964.

Pursuant to the recomendation contained

in a memorandum from the Division of

Administrative Services, Governor Shepardson

today approved on behalf of the Board the

appointment of Clayton B. Stinson as

Messenger in that Division, with basic

annual salary at the rate of $3,305,

effective the date of entrance upon duty(-
'
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WASHINGTON, O. C. 20551

Dear Sir:
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Item No. 1
3/20/64

A0DRE53S OFFICIAL CORUESPONDENCE

TO THE BOARD

March 24, 1964.

Reference is made to the Board's 
letter of August 8, 1963,

regarding the reporting by weekly 
reporting member banks of outstanding

negotiable time certificates of de
posits. The last paragraph of the

letter described a survey to be made 
every six months of the maturity

distribution of such certificates 
at banks reporting an outstanding

total of $50 million or more.

Coverage and timing of the surveys
 as set forth in the Board's

August 8 letter have been modified as
 recommended by System research

committees as follows:

1. Because of the rapid growth of CD's as
 a money

market instrument at banks in the wee
kly reporting

series and because of the desirabilit
y of fol-

lowing maturity patterns at issuing b
anks of all

sizes, coverage has been extended to 
include all

banks in the weekly series that report
 any holdings

of CD's in denominations of $100,000 or m
ore.

2. Quarterly surveys are to be made as o
f the next-

to-last Wednesday in February, May, 
August, and

November, covering maturities for eac
h of the 12

months following the date of the surv
ey, and for

the business days of the tenth and the
 fifteenth,

adjusting for holidays in the months 
of March, June,

September, and December. The amount reported for the

last part of the month in which the r
eport is filed

would cover the period from the report
ing date through

the end of the month. In view of the large volume of

CD's issued in the 3-6 month range 
subsequent to the

increase in maximum interest rates las
t July, a survey

at six-month intervals as previously 
contemplated

would not be adequate.
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Enclosed is a copy of the revised confidential report 
FR 416b,

as approved by the Bureau of the Budget, which is to 
be used for the

May 20 survey, similar forms may be used for ensuing surveys.

It is requested that your Bank arrange for 
each of the weekly

reporting member banks in your District with 
negotiable CD's in denom-

inations of $100,000 or more to be prepared to 
begin reporting on the

quarterly maturity survey beginning on May 20. A summary of their

responses should be forwarded to the Board's Divis
ion of Data Processing

not later than eight days after the survey date.

Very truly yours,

/

Merritt Sherman,
Secretary.

Enclosure

TO THE PRESIDENTS OF ALL FEDERAL RESERVE BANKS

-)(t.,4 --,



BOARD OF GOVERNORS
OF THE

FEDERAL RESERVE SYSTEM
WASHINGTON, D. C. 20551

International Banking Corporation,

399 Park Avenue,
New York 22, New York.

Gentlemen:

Item No. 2
3/20/64

ADDRESS OFFICIAL CORRESPONDENCE

TO THE BOARD

March 20, 1964.

This is in response to the request made on your behalf

by First National City Overseas Investment Corporation to cede

its interests in a proposed investment in a Spanish finance com-

Pany to your Corporation, as agreed to by Vice President Wriston

of your Corporation. On the basis of the information furnished

in a letter of January 29, 1964, transmitted through the Federal

Reserve Bank of New York, the Board of Governors grants consen
c

for International Banking Corporation ("IBC") to purchase and

hold capital stock of a proposed Spanish finance company in an

amount not to exceed US$1,000,000, provided such stock is acqui
red

Within one year from the date of this letter. The Board's consent

is given pursuant to the requirement therefor in the outstanding

agreement between IBC and the Board of Governors under the pro-

vlsions of Section 25 of the Federal Reserve Act.

Very truly yours,

(Signed) Karl E. Bakke

Karl E. Bakke,
Assistant Secretary.
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FEDERAL RESERVE SYSTEM
WASHINGTON, D. C. 20551

ADDRESS OFFICIAL CORRESPONDEN
CE

TO THE BOARD

March 20, 1964.

First Chicago International
Finance Corporation,

38 South Dearborn Street,
Chicago 90, Illinois.

Gentlemen:

Reference is made to your letter of March 14, 1964, requesting

an indication of approval by the Board of Governors of a proposed "loan"

tsransaction with Establecimientos Sears Roebuck S.A. ("Sears-Spain"), a

Parish subsidiary of Sears Roebuck & Co., for the purpose of acquiring
' site and constructing a store building in Barcelona, Spain, at an esti-

1114ted cost of Pesetas 210 million (USS3,500,000).

f. Your letter 
transmitted a detailed proposal concerning the

inancing which would contemplate that your Corporation would purchase
: site in Barcelona, Spain, and construct a building according to

Pecifications of Sears-Spain; that Sears-Spain would act as agent of
!I°11r Corporation to build the proposed store; that Sears-Spain would
:ease the land during the construction period and pay your CorporaLion
(Interest for sums expended out of capital provided by Sears-Chicago

,411-11g the construction period; and at the end of the construction
1iod 

 
Sears-Spain would secure the loan with a 25-year lease which

add 
return the principal plus interest at an agreed rate; that in

raition the lease would provide for a percentage return on sales above
sesPecified amount over the fixed minimum return on the loan; and that
41's-Spain would have an option to renew the lease for an additional
Year term.

to It is further understood that if your Corporation undertakes
Iiil lnance the proposed transaction the capital of your Corporation

4 be increased to at least $7,000,000 before making the loan.

the On the basis of the information furnished in connection with

Proposal, no objection is interposed to the proposed transaction.

Upon receipt of an appropriate request the Board would be dis-
P"edIto _ to give favorable consideration to amendments to your Articles of
.4o

ciati0n.

Very truly yours,

(Signed) Karl E. Bakke

Karl E. Bakke,
Assistant Secretary.



BOARD OF GOVERNORS Item No. 4
OF THE 3/20/64

FEDERAL RESERVE SYSTEM
WASHINGTON, D. C. 20551

ADDRESS OFFICIAL CORRESPONDENCE

TO THE BOARD

March 20, 1964.

I4r. Phillip S. Hughes, Assistant Director

, for Legislative Reference,
31ureau of the Budget,
Washington, D. C. 20503

Dear Mr. Hughes:

This is in response to (1) your letter of February 20, 1964,
l'equesting the views of the Board on a Confidential Committee Print

°r a draft bill "TO authorize the establishment of Federal mutual
811ings banks" and (2) your letter of March 11, 1964, requesting the
!lews of the Board on a revision of the Committee Print suggested by
zhe Federal Home Loan Bank Board.

In its January 14, 1964, report to the Bureau of the
Luta-
-Get on an earlier version of this legislation and in previous

Ports to the Banking and Currency Committees of the House and Senate,

.-Le Board stated that it had no objection, in principle, to the proposed

"islation although it raised serious questions regarding a number
1)4- Provisions governing primarily the investment powers proposed to
ae granted  to Federal mutual savings banks. Both the Committee Print

+1,c1 the revision suggested by the Federal Home Loan Bank Board appear

have resolved substantially the questions arising out of the

tri°Posed investment powers. Notwithstanding the foregoing, the Board

i'14',811es to comment with respect to two provisions now contained in

"e proposed legislation.

Section 31 of both the Committee Print and the FHLBB
reiri

4.810n would, in certain circumstances, apparently permit Federal
0-1,411111gs banks to branch across State lines. As stated in its report

t January 141 1964, the Board questions the desirability of providing
h anehing powers for Federal savings banks that are broader than those

'esently applicable to other banks.
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The new section 55 proposed by the FHLBB would provide
authority for that Board to prescribe regulations with respect to
the "additional rate" of interest that could be paid under section 53(b).
The Board, however, would have no authority to prescribe limitations
on basic interest rates. It is suggested that the bill should provide
at least stand-by authority to limit such rates.

Very truly yours,

(Signed) Merritt Sherman

Merritt Sherman,
Secretary.
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BOARD OF GOVERNORS
OF THE

FEDERAL RESERVE SYSTEM
WASHINGTON

The Honorable Abraham J. Multer, Chairman,

Subcommittee on Bank Supervision and Insurance,

Committee on Banking and Currency,

House of Representatives,

Washington, D. C.

Item No. 5
3/20/64

OFFICE or THE CHAIRMAN

March 26, 1964

Dear Mr. Chairman:

This is in response to your request for the Board's vi
ews

On H. R. 9822, a bill "To prohibit banks from engaging in the bus
i-

ness of personal property leasing."

From your remarks on January 31, 1964, on the floor of 
the

House, it appears that introduction of H. R. 9822 was pro
mpted by

the views set out in a letter of March 18, 1963, to the presidents

of all national banks from the Comptroller of the Currency. As re-

Printed in his Manual for National Banks, paragraph 3400, t
he

Comptroller's position on this matter is as follows:

"A National Bank may become the owner and lessor of

personal property acquired upon the specific request of

and for the use of a customer and may incur such additional

obligations as may be incident to becoming an owner and

lessor of such property. These transactions do not result

in obligations subject to the lending limits set forth in

12 U.S.C. 84."

In the opinion of the Board, "leasing" of personal prope
rty

by banks divides, broadly speaking, into two quite different 
kinds of

transactions. As explained hereinafter, one kind is unobjectionable,

and in fact may be advantageous to the bank or its customers. The

Other type, in the Board's judgment, is not a suitable activity for

banks and should be discouraged or prohibited. Accordingly, the

Practice of "leasing" by banks should not be either complet
ely per-

mitted or completely prohibited; the beneficial kind of lease
 arrange-

ments should be permitted and the undesirable kind should be p
revented.

As you know, banks frequently make loans on the securi
ty of

Personal property, the bank being protected either by 
a physical

Pledge of the property or by a security lien thereon, usually in the

Iorm of a recorded chattel mortgage. But in certain circumstances, it
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seems, banks have found that the protection afforded by a chattel

mortgage may not be entirely effective in the event of the borrower's

insolvency, for example. For this reason and perhaps to gain other

benefits for the bank or its customers, banks have sometimes extended

credit by purchasing personal property and "leasing" it to a customer

42r the full purchase price, instead of lending the customer the

funds to purchase the property and then receiving a chattel mortgage

thereon.

An illustration may clarify this procedure. A bank's

customer wishes to acquire ten trucks costing $10,000 each. Ordi-

narily, the bank would lend the customer the needed $100,000, and

the customer would purchase the trucks and give the bank a chattel

mortgage, to protect it in the event of the borrower's default.

Occasionally, however, a bank may prefer to purchase the trucks and

then to "lease" them to the customer, title being retained by the

bank while the trucks are used by the customer. Under both arrange-

ments, all other terms are substantially identical--for example, the

customer might repay the bank $25,000 semiannually, together with

interest at 5 per cent on the outstanding balance. In each case, at

the end of two years the bank would have been repaid its $100,000

advance with interest at the agreed rate, and the customer would then

OW n the trucks free of any lien. In the case of the chattel mort-

gage, the lien of the mortgage would be released after full repayment,

whereas in the case of the lease arrangement, the bank would transfer

title to the customer in accordance with the lease/sale agreement.

In the opinion of the Board such uses of lease arrangements
are unobjectionable. They may provide the bank with the strongest

Possible lien to protect its extension of credit or the borrower with

form of credit best suited to its needs. To prohibit banks from

leasing" property in this way would only deprive them of a useful

security device.

The other kind of leasing, however, is quite different in

Purpose and effect and in its status with respect to sound banking

Principles. It may be best to illustrate this in a comparable situa-
tion.

In the case described above, the bank's customer might not

wish to purchase the ten trucks, but only to use them until the com-

Pletion of a specific construction job, expected to take six months.

In such a case, he might request the bank to purchase the trucks and

to lease them to him for six months at a rental of $40,000 for the

six-month period.
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If a bank purchased and leased the trucks in these

circumstances, the transaction would not be a secured extension of

credit, as in the other case. The bank would not be advancing
$100,000 in reliance on the promise of its customer to reimburse
that amount to the bank, with interest. Instead of a security

title, as in the first case, the bank would acquire general owner-

ship of the trucks, with all the opportunities for gain and risks
of loss inherent in the ownership and leasing of property. After
the first customer had used the trucks for six months and paid the
bank $40,000, as stipulated in the lease agreement, the bank would
be the owner of ten used trucks in which it still had an investment
°f $60,000, and it would be compelled either to sell the trucks at
the best available price or to seek to lease them to one or more
successive lessees. Depending upon the bank's skill and enterprise,
and economic conditions generally and in the secondhand truck field
or truck leasing business) specifically, the bank as an entrepreneur
might emerge from the venture with a substantial loss or a substantial
Profit, In either event, however, the essence of the bank's opera-

lon would be the purchasing and leasing of equipment rather than the
extension of secured credit, as in the case first described.

The ruling of the Comptroller of the Currency, set forth

ab°ve, might be read as purporting to authorize national banks to
"gage in leasing of the second type. This interpretation of hi,

ruling seems to be supported by the statement therein that the trans-

letions referred to by the Comptroller are not subject to statutory
ending limits, since true extensions of credit through the lease/sale

";echanism, the Board presumes, would be subject to the same limita-

ti°hs as other loan transactions. (If the Comptroller should actually

l' the 
position that extensions of credit are exempt from statutory

eimits when handled through lease arrangements, the situation would
ail for legislative correction.)

The Board infers that H. R. 9822 was introduced with the
:1.1,_IrPose of preventing banks from engaging in leasing activities of

second type, as apparently approved by the Comptroller. The
'4ard believes that such an objective would be sound. However, the
LL°visions of the first section of the bill, read in connection with
4,:ts title, might be construed as prohibiting not only the second type
uat transaction, but also the first, which the Board regards as an

.141r°Priate device for the extension of secured credit, as has been
xnd

icated.

be The Board does not know how the Comptroller's ruling has. •
'4 interpreted and applied by national banks or the extent to which

Ilational banks and State banks engage in purchasing and leasing
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equipment and other personal property in an unsafe and unsound

manner. It is likely that few, if any, banks will engage in such

activities, in which case prohibitive legislation would be unneces-

sary. If, however, Congress should decide that legislation along

these lines is desirable in any event, the Board suggests that such

legislation be so drafted as not to prevent banks from using lease

arrangements as a form of security for legitimate extensions of

credit.

Sincerely yours,

(Signed) Wm. MeC. Ma

Wm. McC. Martin Jr.

• n, Jr.



BOARD OF GOVERNORS
OF THE

FEDERAL RESERVE SYSTEM
WASHINGTON

The Honorable Wright Patman,
Chairman, Committee on
Banking and Currency,

House of Representatives,
Washington, D. C. 20515

Dear Mr. Patman:

Item No. 6
3/20/64

OFFICE OF THE CHAIRMAN

March 20, 1964

In accordance with your request of March 2, there
is attached a list of former Federal Reserve Bank and Board
°fficers and employees who are on the active retirement
rolls as of February 29, 1964, and whose retirement allow-
ances are $10,000 a year or more.

The 48 retirees are listed by position rather
than name in the hope that this will serve the purposes of
Your Committee without unnecessary invasion of the privacy
of the individuals involved, who are, of course, private
citizens no longer connected with the System.

Of these 48 retirees, 41 are former Federal Re-
serve Bank employees and 7 are former Board of Governors
employees. This group constitutes approximately 1.4 per
cent of the 3,361 employees and officers of the Federal
Reserve Banks and the Board of Governors who are presently
on the active retirement rolls. As you know, total employ-
ment in the Federal Reserve System approaches 21,000.

Sincerely yours,

(Signed) Wm. McC. Martin, Jr.

Wm. McC, Martin, Jr.

Attachment
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Board and Bank Plan Retirees on the Active Rolls as of February 29, 1964
Whose Retirement Allowances from the Retirement System of the

Federal Reserve Banks are $10,000 or More

Code
NUmb

1.
2
3
4
5
6
7
8
9
10
11
12
13

14
15
16
17
18
19
20
21
22
23

24
25

26
27
28
29
30
31
32
33

34
35

36
37
38
39
40
41
42
43

44
45

Title
Salary rate Retirement
at retirement allowance

Vice President $18,000 $11,840.40
Vice President 32,500 12,041.04
Vice President and Counsel 27,500 10,512.96
Manager 17,500 10,649.28
First Vice President 35,000 15,206.52
President 60,000 16,578.48
Vice President 30,000 15,378.12
Vice President 25,000 14,075.64
Vice President and General Counsel 35,000 11,867.16
First Vice President 25,000 13,002.12
Vice President 18,000 10,369.20
Vice President 18,000 10,201.32
President 40,000 17,588.64
President 25,000 12,530.76
Vice President 18,500 11,057.64
Vice President 16,000 10,392.48
Vice President 19,500 11,854.56
Cashier 14,500 10,875.00
President 35,000 21,222.36
Vice President 16,700 11,451.48
First Vice President 25,000 15,168.36
Vice President 16,000 11,724.24
Vice President and Secretary 23,000 10,050.60
Vice President 23,000 12,198.12
Vice President 15,700 10,697.04
Vice President 17,000 10,496.04
Vice President 23,000 13,911.12
Vice President 22,000 11,410.08
President 40,000 15,876.60
Vice President 20,500 10,003.80
Vice President and Counsel 17,000 10,564.44
President 35,000 13,369.20
Vice President 21,000 11,782.32
Vice President 18,000 10,667.88
First Vice President 25,000 14,618.28
President 25,000 12,199.68
Vice President 22,500 12,572.40
Vice President 17,000 10,889.88
President 35,000 13,012.56
Vice President 19,000 10,974.72
Vice President and Manager 18,500 11,259.36
Associate Adviser 17,500 10,908.00
Senior Federal Reserve Examiner 15,645 10,308.00
Associate Director 15,000 11,040.00

46 SPecial Adviser to the Board 19,500 12,180.00
Director 15,000 10,788.00
Adviser to the Board 19,500 14,556.00
General Counsel 18,000 10,308.00

47
48



BOARD OF GOVERNORS
OF THE

FEDERAL RESERVE SYSTEM
WASHINGTON, CI. C. 20551

Item No. 7
3/20/611.

ADDRESS OFFICIAL CORRESPONDENCE

TO THE BOARD

March 20 1964

CoNFIDENTIAL  FR) 

Mr. E. H. Galvin, Vice President,
Federal Reserve Bank of San Francisco,
San Francisco, California 94120.

Dear Mr. Galvin:

In accordance with the request contained in Mr Swan's
'letter of March 12, 1964, the Board approves the appointment of
Wayne N. Condon, W. W. Hook, William H. Lewis and Robert J. Vilchinsky,
at Present assistant examiners, as examiners for the Federal Reserve
sank of San Francisco, effective April 1, 1964.

It is noted that each of these employees is indebted to

Tel(13:411.1gbe17,ia Bank, San Francisco, California, a nonmember bank. Ac-
the Board's approval of each of these appointments is given

With the understanding that the individual will not participate in
,11.3r examination of that bank until his indebtedness thereto has been
ti
quidated.

Very truly yours,

(Signed) Karl E. Bakke

Karl E. Bakke,
Assistant Secretary.


