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Minutes of the Board of Governors of the Federal Reserve System

on Thursday, August 27, 1964. The Board met in the Board Room at 10:00 a.m.

PRESENT: Mr. Balderston, Vice Chairman

Mr. Mills
Mr. Robertson

Mx. Mitchell
Mr. Daane

Mr. Kenyon, Assistant Secretary

Mr. Molony, Assistant to the Board

Mr. Fauver, Assistant to the Board

Mr. Hackley, General Counsel

Mr. Leavitt, Assistant Director, Division of

Examinations

Mr. Sprecher, Assistant Director, Division of

Personnel Administration

Mr. Spencer, General Assistant, Office of the

Secretary

Miss Hart, Senior Attorney, Legal Division

Mr. Via, Senior Attorney, Legal Division

Mr. Young, Senior Attorney, Legal Division

Mr. McClintock, Supervisory Review Examiner,

Division of Examinations

Discount rates. The establishment without change by the Federal

Reserve Bank of Minneapolis on August 26, 1964, of the rates on discounts

and advances in its existing schedule was approved unanimously, with the

understanding that appropriate advice would be sent to that Bank.

Circulated or distributed items. The following items, copies of

which are attached to these minutes under the respective item numbers

indicated, were approved unanimously:

Letter to The Bank of Georgia, Atlanta, Georgia,

approving the establishment of a branch at 
14.475

Roswell Road, N. E.

Letter to the Federal Reserve Bank of Clevela
nd

approving the appointment of Harry W. Huning as

Vice President in charge of Bank Examinations and

the payment of salary to Mr. Huning and certain other

Officers at rates fixed by the Banks Board of Directors.

Item No.

1

2
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Letter to the Federal Reserve Bank of Boston

regarding a request by Loomis-Sayles & Company,

Incorporated, Boston, Massachusetts, for a

determination that it was not a "creditor" within

the meaning of section 220.2(b) of Regulation T,

Credit by Brokers, Dealers, and Members of National

Securities Exchanges, or for a blanket extension of

time under section 220.4(c)(6) of the Regulation.

Item No.

3

With respect to Item No. 3, it was understood that a copy of

the letter would be sent to the Securities and Exchange Commission and

that the substance of the letter would be transmitted to all Federal

Reserve Banks with the request that appropriate exchange committees be

informed of the position taken therein.

Report on competitive factors (New Haven-Branford, Connecticut).

There had been distributed a draft of report to the Comptroller of the

Currency on the competitive factors involved in the proposed merger of

The Branford Trust Company, Branford, Connecticut, into The First New

Haven National Bank, New Haven, Connecticut.

In discussion, agreement was expressed with certain suggested

changes in the wording of the conclusion of the draft report in the

interest of making the intent more clear. The report was then approved 

unanimously for transmittal to the Comptroller with the conclusion read-

ing as follows:

While the proposed merger of The First New Haven National

Bank and The Branford Trust Company would eliminate the only

commercial bank in Branford and supplant it with an office of

the largest commercial bank in the area, and further increase

the concentration of banking resources in the area, it would

remove the "home office protection" from the community of

Branford, permitting the entry of offices of other banks.
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Farmers & Merchants Bank of Long Beach (Item No. 4). There had

been distributed a memorandum from the Legal Division dated August 25,

1964, with regard to a letter of August 13, 1964, from the Federal Reserve

Bank of San Francisco informing the Board of a request by the United

States Attorney for the Southern District of California for authorization

to review (1) the open and confidential sections of all examination

reports of the Farmers & Merchants Bank of Long Beach, Long Beach, Cali-

fornia, commencing in 1955 and continuing through 1961, and (2) the line

tickets containing entries made in connection with such examinations.

The request to review the records in question was for the purpose

of preparing for trial in connection with a recent indictment of Kenneth

G. Walker et al alleging a conspiracy to misapply bank funds. The case

concerned two loans by Farmers & Merchants Bank to a Mr. Fred M. Riedman

and Linda Vista Development. The United States Attorney had stated that

the request for authorization to review the aforementioned records was

made because the loan history of Mr. Riedman and the general loan policy

of Farmers & Merchants Bank would be of prime importance during the trial

of the case.

The specific request was that an Assistant United States Attorney

and the Federal Bureau of Investigation be permitted to conduct an exami-

nation of the records in question on the premises of the Federal Reserve

Bank of San Francisco in the presence of Reserve Bank personnel, with

the understanding that the information was solely for the purpose of
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preparation of of trial and that additional authority would be sought from

the Board before using such information at trial.

The San Francisco Reserve Bank had expressed the view that a

favorable response to the request of the United States Attorney probably

would be in the public interest. The Bank had also commented that if the

request was granted, representatives of the Department of Justice might

ask for the Reserve Bank examiner's notes or other work papers connected

with examinations from 1955 to 1961, although this material had not

specifically been referred to in the request. The Reserve Bank expressed

the opinion that, if requested, such work papers should be furnished to

Department of Justice representatives.

The memorandum went on to cite three previous occasions where

the Board had granted requests from the Department of Justice for access

to unpublished information relating to possible violations of law on

the part of Farmers & Merchants Bank or parties connected therewith. It

was pointed out, however, that the information now sought to be examined

went beyond anything previously requested. The instant request extended

to both the open and confidential sections of all examination reports

for the period 1955-1961; it was not limited to a discussion with Reserve

Bank personnel of information pertinent to particular transactions.

The memorandum stated in conclusion that since the Farmers &

Merchants Bank case had gone beyond the grand jury stage and preparation

for trial was proceeding, there would appear to be stronger reasons for
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the Board Board to grant the authorization requested than were present in the

recent matter involving Warren Bank, Warren, Michigan. In that case,

the Board had authorized the Department of Justice, in connection with

a Federal grand jury inquiry, to review open and confidential sections

of certain reports of examination, open and confidential sections of

related correspondence, and examiners' loan line cards relating to the

examinations in question.

A draft of telegram to the Federal Reserve Bank of San Francisco

granting the authorization requested was attached to the memorandum.

In discussion, Governor Mills reminded the Board of the position

that he had taken with respect to such requests on a number of occasions

in the past. When requests of a similar nature had been under considera-

tion, including those involving examination reports of the Pan American

Bank of Miami, Miami, Florida, and Warren Bank, Warren, Michigan, he had

dissented from the majority decision to make the requested documents

available. In his opinion the Board had in effect established a precedent

that breached the confidentiality of examination reports without the con-

sent of the parties at risk. In so doing, the Board had exposed such

parties to Federal criminal litigation simply on the ground that there

should be cooperation between the different Federal agencies in the use

of information that could be brought to bear in such litigation. To him,

this was a serious and inexcusable breach of confidentiality, one which

violated the spirit, if not the letter, of the Fourth Amendment to the
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Constitution: "The right of the people to be secure in their persons,

houses, papers, and effects, against unreasonable searches and seizures,

shall not be violated, and no warrants shall issue but upon probable

cause, supported by oath or affirmation, and particularly describing

the place to be searched, and the persons or things to be seized."

Governor Robertson said that he would approve the request. It

seemed to him that this was not a breach of confidentiality since in

this case an indictment had been returned as a part of the whole criminal

process. Information that would bear upon the criminality of the acts

at issue should not be withheld, and any Constitutional rights of the

defendant should be determined by the court. Further, the Board would

be protecting the confidentiality of the material in question by per-

mitting its use only for leads and not for insertion in the trial record.

After further discussion, the request made by the United States

Attorney for the Southern District of California was approved, Governor

Mills dissenting for the reasons he had indicated. A copy of the telegram

sent to the Federal Reserve Bank of San Francisco pursuant to this action

Is attached as Item No. 4.

The meeting then adjourned.

Secretary's Notes: Acting in the absence of

Governor Shepardson, Governor Robertson approved 

on behalf of the Board on August 26, 1964,

memoranda recommending the following actions

relating to the Board's staff:
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Appointment 

Mary Ellen Miller as Stenographer, Division of Personnel Administra-

tion, with basic annual salary at the rate of $4,005, effective the date

of entrance upon duty.

Salary increases, effective August 30, 1964

Robert R. Wyand, II, Economist, Division of Research and Statistics,

from $7,710 to $8,650 per annum.

Marjorie G. Duke, Digital Computer Programming Assistant, Division

of Data Processing, from $5,330 to $5,690 per annum, with a change in

title to Digital Computer Programmer.

Acceptance of resignation

Rosemary A. Darlington, Summer Research Assistant, Division of

International Finance, effective at the close of business August 28,

1964.

Acting in the absence of Governor Shepardson,

Governor Robertson today approved on behalf of

the Board a memorandum from the Division of

Research and Statistics dated August 21, 1964,
recommending that a new budget position of

Economist (Grade FR-11) be created in the

Banking Section, it being understood that a

currently vacant position in the Business
Conditions Section would be abolished.

Assistant Secret
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BOARD OF GOVERNORS Item No. 1

OF THE 8/27/64

FEDERAL RESERVE SYSTEM
WASHINGTON 25, D. C.

ADDRESS OFFICIAL CORRESPONDENCE

TO THE BOARD

August 27, 1964

Board of Directors,

The Bank of Georgia,

Atlanta, Georgia.

Gentlemen:

The Board of Governors of the Federal

Reserve System approves the establishment by

The Bank of Georgia, Atlanta, Georgia, of a

branch at 4475 Roswell Road, N. E., Atlanta,

Georgia, provided the branch is established

within eight months from the date of this

letter.

Very truly yours,

(Signed) Karl E. Bakke

Karl E. Bakke,

Assistant Secretary.

(The letter to the Reserve Bank stated that the

Board also had approved a six-month extension

of the period a] lowed to establish the branch;

and that if an extension should be requested,

the procedure prescribed in the Board's letter

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



CONFIDENTIAL (FR) 

BOARD OF GOVERNORS
OF THE

FEDERAL RESERVE SYSTEM
WASHINGTON, D. C. 20551

Mr. W. Braddock Hickman, President,

Federal Reserve Bank of Cleveland,

Cleveland, Ohio 44101.

Dear Mr. Hickman:

$,"~1
I

Item No. 2
8/27/64

AOORESS OrrICIAL CORRES
PONDENCE

TO THE SOAR°

August 27, 1964

The Board of Governors approves the appointment of 
Mr. Harry W.

Huning as Vice President in charge of Bank Examinations 
at the Federal

Reserve Bank of Cleveland, effective September 1, 1964.

The Board of Governors also approves the payment o
f salaries to

the following officers of the Federal Reserve Bank of 
Cleveland at rates in-

dicated, from the effective date shown through December 
31, 1964.

Name Title 

Effective September 1, 1964

Harry W. Huning

R. Joseph Ginwine

Harry Milton Pugh

Vice President

Assistant Vice President

Assistant Chief Examiner

Annual
Salary 

$16,500
14,000
14,000

.Effective October 1, 1964 

George E. Booth, Jr. Vice President and Cashier $16,500

Fred S. Kelly Vice President 16,500

Roy J. Steinbrink Cashier (Pittsburgh Branch) 16,500

Salary rates approved are those fixed by you
r, Board of Directors

as reported in your letter of August 13, 1964.

Very truly yours,

(Signed) Kenneth A. Kenyon

Kenneth A. Kenyon,

Assistant Secretary.
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BOARD OF GOVERNORS
OF THE

FEDERAL RESERVE SYSTEM
WASHINGTON, D. C. 20551

Mr. Ansgar R. Berge, Vice President,

Federal Reserve Bank of Boston,

Boston, Massachusetts. 02106

Item No. 3
8/27/64

ADDRESS OFFICIAL CORRESPONDENCE

TO THE BOARD

August 27, 1964.

Dear Mr. Berge:

This refers to your letter of June 8, 1964, enclosing a letter

dated May 18, 1964, from Loomis - Sayles & Company,
 Incorporated, 140

Federal Street, Boston 10, Massachusetts ("L-S"), w
hich asks that the

Board rule on two questions, (1) whether L-S is a "
creditor" within the

meaning of section 220.2(b) of Regulation T, and 
(2) if the first

question is answered in the affirmative, whether L-
S can be granted a

blanket exemption, as to subscriptions received fro
m persons residing

outside the United States or in the United States but west of th
e

Mississippi River, from the requirement of section 220.4
(e)(2) of

Regulation T that the creditor must obtain payment within sev
en days

for purchases effected in a special cash account.

L-S is a Massachusetts corporation, with six wholly-owne
d

subsidiary corporations. The head office of the organization is in

Boston, but there are also offices in New York, Philadelphi
a, Washington,

Detroit, Chicago, Milwaukee, San Francisco, and Los Anc;eles. 
L-S

itself has for over thirty years been engaged in the bus
iness of

rendering investment advice to individuals, funds, and 
organizations

of various types. It also advises and manages, directly or through

wholly-owned subsidiaries, three mutual investment comp
anies, each of

Whose shares are sold at net asset value, without any s
ales charge, and

without the intervention of salesmen. Subscriptions to shares in these

funds are sent by mail, either through local offices or directly, 
to

the head office in Boston, where the effective price is determined. A

confirmation is mailed on the business day followin
g the day on which

the subscription is received, and is sent by air mail
 if the address of

the investor is west of the Mississippi River. Although confirmations

Show the unpaid balance as due five business days after the confirmation

is mailed, in many instances, particularly where the investor live
s in
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the western part of the United States, payment is not received until

after the expiration of the seven-day period specified in section 220.4(c)(2)

of the regulation. L-S has neither cancelled nor liquidated these

delinquent transactions, nor has it obtained extensions of time as

provided in section 220.4(c)(6) of the regulation.

L-S makes few sales through members of national securities

exchanges. However, on occasion, subscription orders are placed with

L-S by such a member, acting as agent for an investor. For example,

during the period from January 1, 1964 through April 30 of the same

year, in the case of one of the funds, fourteen orders out of a total

of 6,342 received by L-S were placed by such members, representing

$20,324 out of total subscriptions of almost $4 million, or one-fifth
of one per cent by number, and one-half of one per cent by amount.

Section 220.2(b) provides that

"The term 'creditor' means any member of a national

securities exchange or any broker or dealer who transacts a

business in securities through the medium of any such member."

In an early interpretation (1938 Federal Reserve Bulletin 951)

the Board pointed out that "the general question of whether or not a

particular broker or dealer 'transacts a business in securiti
es through

the medium of a member' must turn upon all the relevant facts invol
ved

in the business of that broker or dealer. It has not seemed feasible to

attempt to specify any conditions or factual situati
ons which would

prevent a broker or dealer from coming within the description
". In

the following year (1939 Federal Reserve Bulletin 961
) the Board held

that where approximately ten per cent of the business o
f the firm

involved was transacted through the medium of such
 a member, the firm

could not be excluded from the definition of "creditor". It is

significant that the Board also remarked

"It is to be noted that the phrase in question do
es not

require that a majority of the broker's business be transacte
d

through the medium of a member, or that the business be

'principally' or 'chiefly' so conducted. The omission of any

such requirement indicates an intention to exclude such

questions of degree from consideration and to narrow the

problem down to the simple question whether 'a business' in

securities is so transacted."

Viewed in an economic sense, an essential function of a

mutual fund is to assemble a portfolio of securities and to sell

undivided interests in that portfolio to members of the public. It

would require a strained construction to hold that this activity did

not alount to doing a business in securities. As assembling the port-

folio is an intrinsic part of the business done by such a fund, it
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appears that where the fund's portfolio customarily includes securities

registered on a national securities exchange, the fund would "transact

a business in securities" through members of such an exchange in the

course of adjusting the contents of its portfolio. The portfolios of

the three funds managed by L-S customarily include such shares. Accord-

ingly, even though relatively few sales of fund shares are effected

through exchange members, it is the Board's view
 that L-S must be

regarded as a creditor within the meaning of section 220.2(b) of the

regulation.

Section 220.4(c)(2) of the regulation was designed, as the

Board stated in a press release on October 12, 1934, solely for the
purpose of allowing "the extension of credit

 for limited periods of

time in connection with bona fide cash transactions. . .". The regu-

lation has always provided that in excepti
onal cases, any regularly

constituted committee of a national secu
rities exchange having juris-

diction over the business conduct of i
ts members may grant an extension

of time for obtaining the required payment in a
 special cash account.

In an interpretation issued at a time wh
en the seven-day requirement

applied to the receipt by the creditor o
f securities sold in the

account (1938 Federal Reserve Bulleti
n 13), the Board passed on a

case where a creditor had a regular 
customer who lived abroad, and

securities sold "regular way" in his 
p?ecial cash account were shipped

by the customer to the member promptly a
fter the sale but, due to

time required in transit, arrived afte
r seven (but less than fifteen)

days had elapsed. The Board held that, on the basis of these facts,

the appropriate committee of a nation
al securities exchange could

extend the period of time prescri
bed in section 4(c) of the regulation

to fifteen calendar days for all 
transactions of the type described,

so that repeated individual app
lications and extensions in connection

with such transactions between the 
member and customer might be avoided.

The Board believes that in vi
rtually all cases where a creditor

does not obtain payment within 
seven days after a sale is executed, this

is due to circumstances peculiar to t
he individual case, or could be

remedied by greater diligence on the 
part of creditor and customer.

For this reason, committees charged with t
he responsibility for granting

extensions of time should be vigilant
, particularly where undue numbers

of requests for such extensions are 
received from an individual creditor

in proportion to the total number o
f creditor's transactions, and where

undue numbers of requests are 
received relating to the same customer.

However, in the present case, on the basis of the circumstances

outlined above, including the fact 
that L-S sends out confirmations

and requests for payment within 24 hou
rs after an order is received, the

request emphasizing that payment is 
due five business days after the

date the confirmation is mailed, the Board believe
s the appropriate

committee would be justified in gra
nting advance approval to L-S for

reasonable extensions of time in appropriate
 cases. This advance
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approval would apply to cases where (1) payment for a confirmed purchase

of shares in one of the three funds mentioned is not received until

after seven full business days following the date on which the con-

firmation and request for payment is mailed, (2) customer's mailing

address is west of the Mississippi River or outside the continental

United States, and (3) the extension relates to a bona fide cash trans-

action. What is a reasonable extension of time should be determined by

the committee on the basis of data supplied by L-S showing how ma/1y

payments were received late, and how many days each was delayed, during

a representative recent period. Advance approval should be for a

period sufficient to cover the ordinary case. In cases of unusual

delay, L-S should make individual applications for additional extensions,

as required. L-S should also maintain records as to the number and

identity of accounts to which the extension applies, and furnish the

committee from time to time with a tabulation sufficiently detailed

so that the committee can maintain adequate records.

It would be appreciated if you would transmit the enclosed

copy of this letter to L-S.

Very truly yours,

(Signed) Kenneth A. Kenyon

Kenneth A. Kenyon,
Assistant Secretary.

Enclosure



Item No. 4
TELEGRAM 8/27/64

LEASED WIRE SERVICE

BOARD OF GOVERNORS OF THE FEDERAL RESERVE SYSTEM
WASHINGTON

August 27, 1964.

SWAN - SAN FRANCISCO

Reference is made to your letter to the Board of August 13, 1964,

enclosing a copy of request of United States Attorney for Board

authorization to permit an Assistant United States Attorney and FBI to

review certain records of your Bank relating to the Farmers & Merchants

Bank of Long Beach. It is understood that the review of the records in

question is solely for the preparation of trial in connection with a

recent indictment alleging a conspiracy to misapply bank funds and

that, before using such information at trial or before the Federal

grand jury, additional authority will be requested from the Board. It

is further understood that any inspection of the aforementioned records

will be conducted only on the premises of the Federal Reserve Bank of

San Francisco in the presence of appropriate Reserve Bank personnel.

Subject to these understandings, the Board authorizes the United States

Attorney and the FBI to conduct an examination of the open and

confidential sections of all examination reports of the Farmers &

Merchants Bank of Long Beach for the years commencing in 1955 and

continuing through 1961 and the line cards, containing entries made in

connection with said examinations, together with hand and typewritten

workpapers consisting of footings, notes, memoranda, schedules, and

other data utilized by examiners in connection with examinations for

the aforementioned years, which relate to the loan history of
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Fred M. Riedman and, where pertinent, the general loan policy of

Farmers 8/: Merchants Bank. This authorization does not contemplate the

preparation of copies of the whole or any part of the confidential

portion of any report of examination although, if requested, copies of

the open section, as well as other documents, may be made but only if

determined to be reasonably *'elated to preparation for trial.

(Signed) Kenneth A. Kenyon

Kenyon


