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Minutes of the Board of Governors of the Federal Reserve

System on Thursday, August 20, 1964. The Board met in the Board Room

at 10:00 a.m.

PRESENT: Mr. Martin, Chairman
Mr. Balderston, Vice Chairman

Mr. Mills
Mr. Robertson
Mr. Mitchell

Mr. Kenyon, Assistant Secretary

Mr. Bakke, Assistant Secretary

Mr. Young, Adviser to the Board and Director,

Division of International Finance

Mr. Molony, Assistant to the Board

Mr. Fauver, Assistant to the Board

Mr. Hackley, General Counsel

Mr. Solomon, Director, Division of Examinations

Mr. Hexter, Assistant General Counsel

Mr. Dembitz, Associate Adviser, Division of

Research and Statistics

Mr. Conkling, Assistant Director, Division

of Bank Operations
Mr. Leavitt, Assistant Director, Division

of Examinations
Mr. Via, Senior Attorney, Legal Division

Mr. Sanders, Attorney, Legal Division

Mr. Goldstein, Law Clerk, Legal Division

Mr. Lyon, Review Examiner, Division of
Examinations

Mr. Smith, Review Examiner, Division of
Examinations

Application of Clayton Bancshares Corporation. There had been

distributed a memorandum from the Division of Examinations dated August 12,

1964/ with supporting papers, in connection with the application of Clayton

4neshares Corporation, Clayton, Missouri, to become a bank holding company.

he Proposal involved an arrangement whereby a number of interrelated cor-

Porate structures would be realigned in a manner that would give rise to
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an organization required to be registered under the Bank Holding Company

Act of 1956, by virtue of its ownership of more than 25 per cent of the

Shares of three nonmember State banks.

Clayton Bancshares Corporation, owning 88.73 per cent of the

Shares of Clayton Bank, Clayton, Missouri, proposed to merge with Hampton

Bankshares Corporation and Crestwood Bank Shares Corporation, owning,

I'esPectively, 55.98 per cent of the shares of Hampton Bank of St. Louis,

St. Louis, Missouri, and 58.24 per cent of the shares of Bank of Crestwood,

Crestwood, Missouri. The surviving corporation would be renamed United

Bancshares Corporation and, as a result of the merger, would awn the

above-stated proportion of shares of the three banks in question.

In addition, it was contemplated that certain of the service

runctions performed by three companies, each wholly owned by Mr. James R.

Jarws, Jr., the initiator of the proposed transaction, who also held a

84bstantial interest in each of the abovementioned holding companies,

*)uld be transferred to the surviving corporation. The services in-

volved included the functions of broker and agent in writing property

and casualty insurance, and of agent in writing credit life insurance,

tor customers of each of the proposed subsidiary banks, and the leasing

automobiles and equipment to the banks.

The Division's recommendation was that the application be denied.

At the Board's request, Mr. Solomon made a statement regarding

the facts of the case and the reasons underlying the Division's recommendation
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of denial, his comments being based substantially on the information

Presented in the August 12 memorandum.

In the course of his comments, Mr. Solomon stated that this

case presented an unusual situation. In the ordinary application under

the Bank Holding Company Act the fourth and fifth statutory factors were

Usually determinative (the convenience, needs, and welfare of the com-

Munities and the area concerned, and whether or not the effect of the

Proposal would be to expand the size or extent of the bank holding

company system involved beyond limits consistent with adequate and sound

banking, the public interest, and the preservation of competition in the

field of banking). Here the primary considerations had to do with the

first three statutory factors (the financial history and condition of

the company and the banks concerned, their prospects, and the character

°f their management).

Mr. Solomon Observed that on the basis of the pro forma balance

Sheet contained in the application, applicant's initial financial condi-

tion would appear to be satisfactory. However, the Federal Deposit

Insurance Corporation had recommended, on the basis of examination of

the three banks involved, that each increase its capital--Clayton Bank

.1)?' $800,000 to $1 million, and Hampton Bank and Bank of Crestwood each

13 $300,000. In response to an inquiry regarding plans for implementing

the Corporation's suggestions, applicant had reported that management of

elaYton Bank proposed to add $500,000 to capital sometime in the future,
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about $200,000 $200,000 by the sale of stock and $300,000 by the issuance of

long-term notes, but that management of the other two banks had no defi-

nite plans for increasing capital. Applicant was also vague in responding

to inquiries concerning the method by which it would raise capital to

Purchase any debentures issued by the banks or to purchase at least its

Proportionate interest in any issue of their capital stock. Under these

circumstances, applicant's prospective financial condition was deemed

by the Division to be difficult to evaluate. If capital were to be

supplied to the banks from the proceeds of a sale of applicant's own

stock, its prospective financial condition would be satisfactory. How-

ever, if the necessary capital were to be raised by issuance of notes

Or other long-term borrowing, applicant would have a ratio of debt to

net worth that would render its prospective financial condition less than

satisfactory; assuming the full capital increases suggested by the Federal

bePosit Insurance Corporation were to be supplied to the proposed subsi-

diary banks in such manner, applicant's debt/net worth ratio, based on

the pro forma balance sheet contained in the application, would be 80

Per cent, whereas the highest comparable ratio of any existing bank

4°1ding company was 45 per cent.

In light of the foregoing, it was the view of the Division that

the applicant's prospective financial condition could be considered only

t4irly satisfactory. With respect to the proposed subsidiary banks, their

financial condition and history were considered by the Division to be only
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reasonably satisfactory, in view of the Federal Deposit Insurance Cor-

poration's requests for additional capital. These considerations were

deemed to be adverse to approval of the application.

Mr. Solomon went on to say that, apart from the foregoing, the

Division considered certain other aspects of the proposed transaction to

be unfavorable. Under the existing structure of corporate relationships

each of the three holding companies performed services for all three

hanks, for which service fees were charged. These fees were deemed by

the Division to be high in relation to the nature of the services rendered.

Under the proposed holding company structure, the existing level of

service fees would be continued by the parent organization, and, in addi-

tion, a further fee of $22,000 would be added. Considering the nature

°f the services proposed to be rendered, these fees were felt by the

13ivision to be excessive, particularly in view of the fact that two of

the proposed subsidiary banks would be less than 6o per cent owned by

the applicant. As to these, it would appear that the service fees would

benefit the holding company to the disadvantage of the minority share-

holders of the banks, despite Mr. James' representation that the fees

l'epresented charges no greater than would be involved if the services

liere to be contracted for through independent sources.

Mr. Solomon added, in connection with the self-dealing aspects

clf the relationship between Mr. James' service companies and the banks,

that at the present time the service companies retained 50 per cent of
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the premiums on insurance written, rebating the balance to the banks.

Under the proposed holding company structure, the banks would receive

all insurance commissions, an arrangement which, particularly with respect

to Bank of Crestwood and Hampton Bank, would be more equitable than the

Present arrangement in terms of the interest of minority stockholders,

but the present premium-sharing would be replaced by a service charge

of an unspecified amount to be levied against the banks. In Mr. Solomon's

view, this arrangement and its vagueness also raised serious questions

with respect to the banking factors involved in this case. A further

negative factor relating to the proposed transaction was Mr. James'

domination of the present and proposed holding company structures, in

light of the history of self-dealing and self-serving.

In sum, therefore, Mr. Solomon expressed the view that the

evidence relating to the first three statutory factors required to be

considered by the Board was such as to suggest a negative conclusion

with respect to the desirability of approving the proposed transaction.

In the view of the Division, these negative considerations were not

cffset by positive considerations relative to the fourth and fifth stat-

lit°rY factors. Insofar as the convenience, needs, and welfare of the

cctmunities and area were concerned, the advantages that might ordinarily

be expected to accrue from an integrated holding company operation were

I'lready offset in large measure because of the present interrelationship

between Mr. James' service companies and the banks and holding companies
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now in existence; and, while no adverse effect in the area of banking

competition or concentration was perceived, because of the adverse

considerations under the first three statutory factors consummation

O f the proposed transaction did not appear to the Division to be in the

Public interest.

Mr. Solomon observed that certain arguments might be advanced

in favor of approving the application, among them the fact that the

operating structure of the proposed holding company system would not

differ greatly in essential details from that currently in effect through

the medium of the several interrelated corporate organizations. On

balance, however, it was his view that the questionable aspects of the

situation outweighed the rather tenuous arguments that might be advanced

in support of approval. He further observed that the Board possibly

might wish, if disposed to deny the application, to advise applicant

°f its reservations concerning the proposal unless certain specified

alterations were made in the proposed arrangements. On the other hand,

aPPlicant already had been placed on notice of areas of concern through

the irehicle of the correspondence that had taken place in the course of

securing additional information bearing upon the proposal. Furthermore,

it would seem questionable whether the Board would want to appear to be

Ilegotiating with an applicant. In his view, the preferable approach

/gould be to deny the application.
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During the course of the ensuing discussion, Governor Mitchell

commented that in his opinion the arguments in favor of denial advanced

by the Division were not entirely persuasive, at least in the absence

Of further information bearing upon several of the points involved. For

example, he felt that the lack of information concerning the identity

Of the minority shareholders in the existing holding company structures

Was important; conceivably, the minority shareholders might include

Members of Mr. James' family who would not object to the proposed serv-

ice fee arrangements. Also, while there were indications of self-dealing

arising out of the relationship of Mr. James' wholly-owned service

companies with the banks and existing holding companies, the fact re-

mained that after consummation of the proposal, Mr. James' equity interest

in the resulting structure would be less than that now enjoyed by him

Under the existing arrangements. Further, while the retention of half

the insurance commissions by Mr. James' service companies had been ques-

tioned, it was not unusual for the president of a small bank to act as

insurance broker or agent on behalf of customers and retain the commissions

l'eceived as a form of additional compensation.

Governor Balderston expressed some concern as to whether, in

the event of denial, the basis for such a decision could be set forth

4'aequately without damaging consequences to the banks involved. In

l'eply, Mr. Hackley indicated that he felt the problem could be met satis-

Iactorily, as it had been in other somewhat similar situations, by careful
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Selection of of language. Mr. Solomon added that in the event of judicial

review, confidential information from bank examination files would not

necessarily have to be adduced. The staff had undertaken to elicit

directly from the applicant a quantity of pertinent information regarding

the proposed transaction and the background circumstances.

The views of the members of the Board were then stated, and

Governor Mills expressed concurrence with the recommendation for denial.

He noted that in essence the issues before the Board seemed similar to

those involved in a request by a new bank for membership in the Federal

Reserve System, where a paramount consideration was the character of the

°rganizers. The self-serving and self-dealing activities of Mr. James

Under the present organizational structure were such that he did not

believe it appropriate for the Board to give them a cloak of respect-

ability by granting permission for establishment of the proposed holding

company. For the Board to sanction the proposed arrangement, whereby

the earnings of the proposed subsidiary banks would be siphoned off

into the proposed holding company, would not, in his opinion, be con-

sistent with advocacy of sound banking practices.

Governor Robertson noted that while this was a difficult case,

he was in general agreement with Governor Mills' views. He expressed

the opinion that the Board should not approve applications to form bank

holding companies where there was serious question regarding financial

soundness. In his judgment, there were too many doubtful factors in the

Present case to warrant approval.
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Governor Mitchell commented that the record failed to show that

Mr. James' self-dealing had not been open and fully disclosed. Nor did

it reveal who the present minority stockholders were, or that they were

not content with existing circumstances or those that would result from

consummation of the proposed transaction. Furthermore, there was no

serious evidence of poor management, either in the present holding com-

Panies or in the banks. In his view, these issues merited further

exploration, and he expressed the opinion that perhaps an oral presen-

tation should be scheduled before action was taken. In the present

state of the record, however, he was disposed to approve the application.

There followed discussion regarding the question of an oral

presentation, the consensus being that the Board was in possession of

adequate information on which to decide the application at this time.

Governor Balderston noted his agreement with the Division of

lcaminations' recommended denial, particularly in the absence of a

definite plan for adequate financing of the proposed holding company

structure. The motives for proposing the holding company arrangement

were not entirely clear, but one motive might be to achieve a measure

Of compliance with the Federal Deposit Insurance Corporation's sugges-

tions regarding additional capital for the banks concerned without

significant dilution of Mr. James' existing interest. Another motive

Illight be to insulate Mr. James somewhat from the pressure for additional

b4nk capital through creation of a company that would be under Federal
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Reserve jurisdiction. His disposition was to deny the application. He

continued to be somewhat concerned, however, about how the justification

vould be presented in the Board's statement.

In response to Governor Balderston's concluding observation,

Mr. Hackley suggested that the statement might be oriented toward the

financial structure and the debt position of the proposed holding company.

Chairman Martin indicated that he had a certain amount of sympathy

for Governor Mitchell's position. On balance, however, when an applica-

tion to form a bank holding company had a number of questionable aspects,

as this one did, he doubted whether it was good policy to approve the

application.

The application was thereupon denied, Governor Mitchell dissenting,

'with the understanding that the Legal Division would prepare for the

Iloard's consideration an order and statement reflecting the decision and

that a dissenting statement also would be prepared if desired.

During the course of the foregoing discussion Messrs. Cardon,

Legi slative Counsel, and Partee, Adviser, Division of Research and

Statistics, entered the room. At its conclusion Messrs. Via, Goldstein,

40n, and Smith withdrew from the meeting.

Regulation of trading in bank securities (Item No. 1). Pursuant

tO the understanding at the Board meeting on August 13, 1964, there had

been distributed a memorandum from the Legal Division dated August 19,

1964, submitting a partially completed draft of a new Regulation F
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of Member State Banks) and a draft registration statement

in form proposed to be published in the Federal Register

for comment. The new regulation and registration form had been pre-

pared in connection with implementing the Board's responsibilities under

bill S. 1642, expected to be approved by the President today, wherein,

with respect to securities issued by member State banks, the powers,

functions, and duties of the Securities and Exchange Commission in ad-

ministration and enforcement of certain sections of the Securities

Exchange Act of 1934 were transferred to the Board. (Note: The bill

was signed by the President later in the day.)

Mr. Hexter explained that the draft regulation before the Board

l'/Ets substantially complete. There remained to be prepared a section

dealing with insiders' ownership of and trading in securities of their

banks and an appendix relating to the form and content of financial

statements. However, if the material under consideration were published

itamediately in the Federal Register, allowing 30 days for comment by

interested persons, the balance of the regulation could be prepared

later sna likewise published for comment, thus expediting the final

adopting of a regulation.

Mr. Hexter then discussed certain problems incident to the

13°ftrd's new responsibilities. One of these related to the definition

°I* "held of record," the importance of which he described. It was pro-

15°Bed to use, at least tentatively, a definition of the term that had been

developed by the Securities and Exchange Commission.
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Another problem problem referred to by Mr. Hexter was the question of

setting up a public reference room in Washington where registration

statements and reports filed under the new Regulation F would be avail-

able for inspection. Perhaps the most feasible location for such a

facility would be at the Federal Deposit Insurance Corporation building

'where similar documents filed by nonmember insured banks and, hopefully,

national banks could also be maintained.

A further question was whether the Board should require financial

statements submitted pursuant to the regulation to be certified by in-

dependent public accountants. The current regulations of the Securities

aad Exchange Commission exempted banks from this requirement, primarily

because the Comptroller of the Currency had expressed opposition to

such a requirement, but the Commission's staff was nevertheless of the

°Pinion that certification would be desirable from the standpoint of

Providing comparable financial information for the benefit of the

investing public.

In this connection, Mr. Leavitt reported on a check made with

the Federal Reserve Banks of New York and Philadelphia, which revealed

Mixed requirements and practices in the Second and Third Federal Reserve

stricts regarding bank use of independent public accountants. The

a Ignificance of this information, Mr. Hexter stated, was that a require-

Illent for certified financial statements from banks, as provided for in

the draft Regulation F, apparently was not beyond the realm of feasibility
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or practicability. At least, the inclusion of such a requirement in

the draft regulation would permit the question to be aired fully.

With respect to following the so-called "Dillon procedure" prior

to publication of the draft material in the Federal Register, Mr. Hexter

referred to an indication by the Comptroller of the Currency that upon

the taking effect of the legislation in question he would employ certain

regulations of his Office as implementing regulations. This could be

construed as having established a policy regarding his responsibilities

thereunder. Since the Board's proposed Regulation F differed from the

egulations it was understood the Comptroller planned to employ, an

argument could be made in favor of following the Dillon procedure. On

the other hand, this would thwart the Board's desire to work toward the

Promulgation of a new regulation expeditiously, and in any event the

Dillon procedure could be held not to apply because the draft regulation

liould be published merely for the purpose of soliciting comment from

interested persons.

Chairman Martin expressed the view that in this case the Dillon

Procedure would not be applicable, since it was not proposed to publish

the new regulation in final form, and there was general agreement with

this view.

In response to an inquiry concerning the attitude of the Federal

13ePosit Insurance Corporation, Mr. Sanders said that copies of the pro-

Posed regulation and registration form had been furnished to the staff
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of the Corporation yesterday. He gathered there might be some feeling

at the Corporation toward proceeding rather slowly in implementing the

new legislation, and some feeling that the requirements of the proposed

Board regulation might be on the severe side. However, he gathered

there was also a willingness to have the Board go ahead as planned,

with the thought that the Corporation might more or less follow the

Board's lead depending on developments.

There followed an extended discussion regarding the pros and

eons of various methods of dealing with the announced desire of Chase

Manhattan Bank, New York City, to have its shares listed promptly for

trading on the New York Stock Exchange, in view of the fact that the

new Regulation F would of necessity not become effective for some time

Yet. In correspondence with the Board, the bank had requested that

consideration be given to a waiver of compliance with Regulation F

requirements pending promulgation of the regulation in final form.

Some tentative sentiment favoring the bank's proposal, or a

variation thereof, was expressed. However, the discussion developed a

consensus that since the Board was expediting publication of the draft

regulation for comment, with a view to minimizing the delay in issuing

4 regulation in final form, no action on the bank's request need be

taken until the draft regulation was published in the Federal Register

alld comments were received in response thereto.
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The partial draft regulation and the registration statement

'were then approved unanimously for publication in the Federal Register

for comment, with the understanding that a press release would be issued.

A Copy of the release is attached as Item No. 1.

Secretary's Note: The partial draft
Regulation F and related registration form

(Form F-1) were published in the Federal
Register of Wednesday, August 26, 1964.

Foreign travel by Mr. Young. Upon consideration of a memorandum

dated August 19, 1964, the Board authorized Mr. Young, Adviser to the

Board and Director, Division of International Finance, to travel to

London, England, during the period August 24-27, 1964, to meet with

officials of the Bank of England to discuss developing gold market

Problems, with the understanding that reimbursement would be made on

the basis of actual expenses incurred and that an allowance would be

Provided for official entertainment.

The meeting then adjourned.

Secretary's Note: Acting in the absence
of Governor Shepardson, Governor Robertson

today approved on behalf of the Board memo-
randa recommending the following actions
relating to the Board's staff:

Ointment

Howard W. Betts as Messenger, Division of Administrative Services,

.41-th basic annual salary at the rate of $3,385, effective the date of
entrance upon duty.

§-9.AlitrY increases

Margaret C. Caldow, Assistant Supervisor, Stenographic Section,

°trice of the Secretary, from $6,800 to $7,250 per annum, with a change in
title to Supervisor, Stenographic Section, effective September 16, 1964.



N 4
eCo'Z'

20/64

alary increases (continued)

Dorothy L. Saunders, Secretary, Office of the Secretary, from
$5,825 to $61245 per annum, with a change in title to Assistant Super-
Visor, Stenographic Section, effective September 16, 1964.

, Fayette Didjunas, Stenographer, Division of Examinations, from
0,275 to $4,630 per annum, effective August 30, 1964.

Acceptance of resignations 

Marla Lembo, Secretary, Division of Bank Operations, effective at
the close of business September 11, 1964.

Jean Hartig, Draftsman, Division of Data Processing, effective
August 28, 1964.
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For immediate release August 21, 1964

The Board of Governors of the Federal Reserve System today

filed for publication in the Federal Register, and for comments by

interested persons before adoption, a proposed new regulation with respect

to "Securities of Member State Banks." The Board also released a proposed

"Form for Registration of Securities of a Bank." Copies of both are

attached.

The proposed regulation was issued pursuant to an Act of Congress

(S.1642) amending the Securities Exchange Act of 1934, approved yester-

day by President Johnson. One of the principal purposes of that Act is to

require disclosure of information, particularly financial information, re-

garding corporations whose stock and other securities are widely held by

the public. Disclosure of such information is designed to enable investors

and prospective investors to make informed decisions.

Heretofore the disclosure requirements of the Securities Exchange

Act were confined chiefly to securities that are listed and traded on

exchanges. Such exchange-traded securities include the securities of most

large corporations, but a substantial number of companies whose securities

are widely held by the public are not listed on any exchange but are traded

in the "over-the-counter market," which is based on daily lists of offerings

and telephone communication among dealers and brokers. In some indus-

tries, listing on exchanges is exceptional, even for the largest corporations.
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For example, no bank stocks are traded on either the New York Stock

Exchange or the American Stock Exchange; the stocks of even the largest

banks are traded exclusively over the counter.

As amended by the Act signed by the President yesterday, the

Public disclosure provisions of the Securities Exchange Act will apply not

Only to companies with securities listed on exchanges but also to corpora-

tions with assets of more than $1 million and 750 or more stockholders of a

single class--in most cases holders of common stock--even though their

securities are not traded on an exchange. In other words, the mandatory

disclosure requirements will also apply hereafter to widely-held (and

Presumably actively-traded) securities in the over-the-counter market.

With respect to securities of banks, the new law embodies a

fundamental departure from the previous pattern of Federal regulation of

the securities markets. Since the enactment of the two basic Federal

securities laws in 1933 and 1934, administration of the disclosure pro-

ions and related provisions of those laws has been vested exclusively

in the Securities and Exchange Commission. As now amended, the ',powers,

f .unctions, and duties vested in the Commission" to enforce the registration,

ePorting, proxy solicitation, and so-called "insider trading" provisions

(If the Securities Exchange Act with respect to the securities of banks are

tra„
"zerred to the Federal hank supervisory agencies. The Comptroller

°Ithe Currency will administer those laws as they apply to securities of

tiational banks, the E-oard of Governors as they apply to securities of

St ate banks that are members of the Federal Reserve System,
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arld the Federal Deposit Insurance Corporation with respect to all other

*ihsured banks. It is estimated that the new law will apply to the stocks of

iPProximaiely 600 banks, or less than 5 per cent of the country's 14,000

hanks. With few exceptions, the banks thus made subject to the Securities

Exchange Act will include all of the larger banking institutions.

As indicated, the Securities Exchange Act requires corporations

atihject to its provisions to file registration statements containing basic

anarxcial and other information, and these registration statements are

available for inspection by investors, investment advisers, and the public

generally. Annual, semiannual, and special reports are also required to

keeo
P up to date the basic information in the initial registration statements.

The Act further provides that stockholders' proxies, for use at annual and

'3ther corporate meetings, may be solicited and used only in accordance

‘9ith Governmental regulations. In addition, the Act requires directors,

011ieetas and large stockholders to disclose ownership of securities of their

e°tPorations and transactions therein,

fr042 Short.. swing transactions in such

"IIPoration itself.

The proposed Regulation of the Board of Governors is being

shed for comments by interested persons within a 30-day period. It

tains provisions covering the filing and the content of registration state-

ttlettte and supplementary reports regarding the securities of member State

plAbit

and to subject "insiders' profits"

securities to "recapture" by the

'14ca that are subject to the amended Act, rules governing solicitation of
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proxies from the holders of such securities, and inspec
tion and publication

of information filed pursuant to the Regulation. Th
e Board's proposed

Regulation will be expanded shortly to include pro
visions dealing with

reporting of "insiders'" ownership of, and transactions i
n, securities of

their banks, as well as an Appendix that will rel
ate to the form and content

of financial statements that must be filed.

The proposed form for registration of securities
 of member

State banks is designed for use not only in the case 
of bank stocks traded

Over the counter but also for use with respect to any securi
ties that member

State banks may wish to register for trading on an exchang
e. Both the

regulation and the form are similar, in most respects, to
 the SE C '8

Ceneral Rules and Regulations under the Securities Exchange A
ct of 1934

atd the Commission's general form for registration of secur
ities on a

national securities exchange. It is expected that the Board will soon publish

f°1* comment forms for annual reports, semiannual reports,
 and reports to

cover important corporate developments currently, as well as 
forms for

solicitation of proxies and the reporting of insiders' owners
hip of, and

transactions in, bank securities.

Copies of the proposed regulation and form for reg
istration

Will be available for inspection at the offices of the Feder
al Reserve 15 anks

thrclughout the country.


