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Minutes of the Board of Governors of the Federal Reserve

System on Wednesday, December 16, 1964. The Board met in the Board

Room at 9:30 a.m.

PRESENT: Mr. Martin, Chairman

Mr. Balderston, Vice Chairman

Mr. Mills
Mr. Robertson
Mr. Shepardson
Mr. Mitchell

Mr. Sherman, Secretary

Mr. Molony, Assistant to the Board

Mr. Cardon, Legislative Counsel

Mr. Fauver, Assistant to the Board

Mr. Hackley, General Counsel

Mr. Brill, Director, Division of Research

and Statistics

Mr. Farrell, Director, Division of Bank

Operations
Mr. Solomon, Director, Division of

Examinations
Mr. Hexter, Assistant General Counsel

Mr. O'Connell, Assistant General Counsel

Mr. Shay, Assistant General Counsel

Mr. Partee, Adviser, Division of Research

and Statistics
Mr. Sammons, Adviser, Division of International

Finance
Mr. Conkling, Assistant Director, Division of

Bank Operations

Mr. Daniels, Assistant Director, Division of

Bank Operations

Mr. Kiley, Assistant Director, Division of

Bank Operations

Mr. Goodman, Assistant Director, Division of

Examinations

Mr. Leavitt, Assistant Director, Division of

Examinations
Mrs. Semia, Technical Assistant, Office of

the Secretary

Miss Hart, Senior Attorney, Legal Division

Mr. Plotkin, Senior Attorney, Legal Division

Mr. Via, Senior Attorney, Legal Division

Mr. Forrestal, Attorney, Legal Division
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Mr. Sanders, Attorney, Legal Division

Mr. Shuter, Attorney, Legal Division

Mr. Egertson, Supervisory Review Examiner,

Division of Examinations

Mr. Veenstra, Chief, Financial Statistics

Section, Division of Data Processing

Mr. Sidman, Financial Accountant, Securities

and Exchange Commission (on loan to the

Board)

Circulated or distributed items. The following items, copies

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

bers indicated, were approved unanimously:

Item No.

Letter to Texas National Bank of Dallas, Dallas, 1

Texas, granting its request for permission to
maintain reduced reserves.

Letter to Chase Manhattan Overseas Banking 2
Corporation, New York, New York, approving an
amendment to the Corporation's Articles of
Association.

Report on competitive factors (McKeesport-Beaver, Pennsylvania).

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

involved in the proposed merger of The Fort McIntosh National Bank of

Beaver, Beaver, Pennsylvania, into Western Pennsylvania National Bank,

McKeesport, Pennsylvania, was approved unanimously for transmittal to

the Comptroller. The conclusion read as follows:

The proposed merger of The Fort McIntosh National Bank

of Beaver into Western Pennsylvania National Bank, McKeesport,

would eliminate the small amount of competition which exists

between participants. During the past year, Western Pennsyl-

vania National Bank has acquired two smaller banks within

5 miles of Beaver, and consummation of this proposed trans-
action would further the trend in the area of the elimination

of locally headquartered banking outlets.
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Messrs. Sammons, Goodman, and Forrestal then withdrew from

the meeting.

Application of Wells Fargo Bank (Items 3, 4, and 5). There

had been distributed drafts of an order and statement reflecting the

approval by the Board on December 10, 1964, of the application of

Wells Fargo Bank, San Francisco, California, to merge with Bank of

Amador County, Jackson, California.

After a discussion during which there was agreement with a

change suggested by Governor Mills in the language of the statement,

the issuance of the order and statement was authorized. Copies of

the documents, in the form in which they were issued, are attached

as Items 3 and 4. A copy of Governor Robertson's dissenting statement

is attached as Item No. 5.

Surplus accounts of Federal Reserve Banks (Item No. 6). At

the meeting on December 7, 1964, the Secretary being the only staff

member present, the members of the Board expressed preliminary views

relating to the rationale for maintaining the surplus accounts of

the Federal Reserve Banks at twice their paid-in capital (that level

having been adopted by the Board in December 1959), and the question

whether some lower level might be maintained. The subject was dis-

cussed also at the meeting of the Conference of Presidents of the

l'edera1 Reserve Banks on December 14, 1964, and at the joint meeting

°f the Board of Governors and the Presidents on December 15.
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Background material that had been distributed for the Board's

information included a memorandum dated November 30, 1964, from Mr.

Farrell that brought out, among other things, that Federal Reserve

Bank paid-in capital had risen from $387 million at the end of 1959

to $522 million on November 25, 1964, and that Federal Reserve Bank

surPlus accounts would be slightly over $1 billion at the end of

1964. In a distributed memorandum of December 14, 1964, Mr. Hackley

die cussed the legal authority of the Board to require the Reserve

Banks to reduce surplus to 100 per cent of paid-in capital. The

Board's action in December 1959 had been based on the authority given

to the Board in section 16 of the Federal Reserve Act to fix rates

of interest to be paid by the Federal Reserve Banks on outstanding

Pederal Reserve notes not covered by gold certificate collateral.

Although the use of that authority as a means of requiring payments

to the Treasury of Reserve Bank earnings and surplus had always been

subject to some legal question, it would be no more questionable from

a legal point of view for the Board to use those provisions as a basis

for action requiring that Reserve Bank surplus accounts be reduced to

°4 amount equal to their paid-in capital. Attached was a memorandum

t January 4, 1960, from Mr. Hackley bearing upon the legality of the

action taken in December 1959.

At the beginning of today's discussion Chairman Martin ob-

served that the pivotal questions that seemed to emerge from the
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Preceding discussions discussions were whether the Board would be wise to make

anY change in the formula governing surplus accounts of the Reserve

Banks and whether such action would increase the likelihood that

Congress might act to eliminate the entire surplus accounts. His

OW n feeling was that surplus accounts that would have reached $1

billion by the end of 1964 began to look a little out of line. He

thought it would be wise to limit them to 100 per cent of paid-in

capital, and believed that a rationale could be maintained for that

level just as effectively as for the 200 per cent level. While it

was purely a matter of judgment as to what the wisest course would

he) he favored making this downward adjustment voluntarily at the

Year-end, without waiting until Congress might take exception to a

billion dollars of surplus.

Governor Mills, noting that adjustment of the surplus ac-

counts of Federal Reserve Banks would constitute a policy decision

that would be reflected in the Board's Annual Report, read a pre-

pared statement substantially as follows:

The Conference of Presidents of the Federal Reserve Banks

has agreed that the Federal Reserve Banks should have surplus

accounts, that the amount of their surplus should be substantial,

but that the selection of any specific level for the surplus

accounts would admittedly be difficult.

The Federal Reserve Banks were established as corporate

entities whose operations were to be conducted along customary

corporate lines. As corporations, their capital funds, besides

their use for general corporate purposes, were intended to be

a protective shield against risks that might otherwise endanger

their creditors. Viewed in this way, the business and financial
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communities have always regarded the Federal Reserve Banks as

operating in the usual image of business corporations that are

under legal and moral compulsion to maintain adequate capital

structures, and consequently would be alarmed at a political

raid on their surplus accounts solely intended to improve the

position of the Federal budget. A reduction in the surplus

accounts of the Federal Reserve Banks of the kind contemplated

could result in a far-reaching loss of confidence in the char-
acter of administration of the entire Federal Reserve System.

Granted that the Federal Reserve Banks are not exposed to
normal business risks, nevertheless, their operations in foreign

currencies and the inherent risks in their discounting and other

functions are substantial. All told, the capital funds of the

Banks are not out of line with their risk potentials and should
not be diminished by any arbitrary action.

To say that losses suffered by the Banks to the extent of

impairing the capital remaining after the proposed surplus ac-

counts reductions could be restored by the retention of future

earnings is correct, but to do so would be at the expense of

transferring such earnings to the U. S. Treasury and would,

therefore, in the long run flout the budgetary purposes for

Which the original transfers had been made.

It is also theoretically correct to claim that the Federal

Reserve Banks can operate without capital, in that they can

always create money to make good losses previously incurred.

However, this is dangerous and specious reasoning as it implies
the use of fiat money, printing press money, on the part of an

institution specifically designated to provide the United States

With a safe and sound currency unadulterated by any improper

monetary action. The public could be justifiably critical of

even the suspicion of any such action. It would be only a short

step from such criticism to charge that the Federal Reserve Banks

should no longer be stewards of their own funds, but should be

placed under the supervision of the General Accounting Office and

Federal budgetary procedures.

By the same token, should the Federal Reserve Banks suffer

future losses that would seriously impair their capital funds,

having first accepted reductions in their surplus accounts, and

Should then have to resort to the U. S. Treasury for fiscal

relief, the independent character of their institutional or-

ganization would be destroyed and they would become dependents
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of the Executive Branch of the Federal Government. Under such

circumstances, proposals to nationalize the Federal Reserve

System would have persuasive substance. Similarly, current

proposals to eliminate commercial bank ownership of Federal

Reserve Bank stock would enjoy greater support, and if legis-

lation to that end culminated, the Federal Reserve System as
we know it would cease from existence.

Governor Robertson stated that in his view the wisest course

would be to reduce surplus accounts to an amount no greater than the

amount of paid-in capital.

Governor Shepardson indicated that he favored reducing surplus

accounts to equal paid-in capital. He did not understand this to be

an action to augment Federal budget receipts, but one that the Board

would take in its awn judgment of the propriety of the level of surplus

to be carried by the Federal Reserve Banks. Nor did he see that the

action would have any effect on future Treasury budgets, because any

loss that might be incurred by the Federal Reserve Banks would be

chargeable to surplus, and the use of earnings to restore the surplus

thus expended would reduce payments to the Treasury for that year

Just as it would if a loss had occurred under the present circumstances.

Governor Mitchell expressed the view that surplus accounts

eqUivalent to paid-in capital were adequate. He did not believe that

the surplus should be as large as it was at present, and noted that

the record would show that considerations of propriety were the ground

fOr the action reducing surplus accounts at the end of 1959. Once

the surplus accounts were reduced to the level of paid-in capital, he
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did not think they should be allowed to accumulate again beyond that

level. He favored timing the downward adjustment at whatever point

might be agreed upon between the Chairman and the Treasury.

Governor Balderston said that as of the present date he

favored the formula of surplus accounts equal to paid-in capital;

despite the very significant growth in risks, he believed that a

modification of the present formula was warranted. He suggested

that announcement of the adoption of the new formula indicate that

the action was part of a long-run procedure in which the Board

reviewed the matter at five-year intervals. It had been five years

since the Board set up the formula of surplus accounts equal to

200 per cent of paid-in capital. It might be indicated that changes

in the Federal Reserve portfolio had brought changes in earnings

that suggested the advisability of a re-examination five years later.

Chairman Martin agreed that a periodic review would be de-

sirable, but questioned whether the Board should commit itself to a

rive-year interval.

Governor Mills asked if it was clear beyond doubt that the

33(3ard had legal authority to require individual Reserve Banks to

reduce their surplus accounts even if their directors should object.

14 respon--, Mr. Hackley commented in supplementation of his memo-

of December 14, 1964, reiterating that the legality of the

4etion now taken was no more questionable than that of the action
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that hail been taken in 1959, and that since 1947 the Congress had

been aware of the use by the Board of the provisions of section 16

Of the Federal Reserve Act as a vehicle for payments of Reserve Bank

earnings to the Treasury.

The Board thereupon approved, Governor Mills dissenting for

the reasons he had stated, the maintenance of Federal Reserve Bank

surplus accounts at an amount equal to each Bank's paid-in capital,

effective December 31, 1964, and until further action by the Board.

It was agreed that public announcement of the action would be made

as Part of the usual year-end statement of Federal Reserve Bank

earnings, released early in January, but that the Presidents of the

Federal Reserve Banks would be informed of the Board's action promptly.

A coPY of the telegram that was sent to the Federal Reserve Bank

Presidents regarding this action is attached as Item No. 6.

Messrs. Daniels and Kiley then withdrew from the meeting.

Application of County Trust Company. There had been dis-

tributed a memorandum from the Division of Examinations dated Decem-

ber 11, 1964, with other pertinent papers, regarding the application

Of The County Trust Company, White Plains, New York, to merge with

The Peoples Bank of Rockland County, New City, New York. The Division

recommended approval.

After summary comments by Mr. Leavitt the members of the

130ard stated their views, beginning with Governor Mills, who said
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that he would deny the application. The proposal would permit the

largest bank in the area to cross county lines and compete with much

Smaller banks. He believed that this application must be contrasted

with those in which The Chase Manhattan Bank and Chemical Bank New

York Trust Company, both of New York City, }Ina sought in 1962 to

absorb by merger relatively large banks in Nassau County. The Board

had denied those applications, but Governor Mills had voted for ap-

proval. If those mergers had been approved, Chase Manhattan and

Chemical Bank would have been in competition in Nassau County with

banks that, although not their equals, had great potential compet-

itive strength. The proposal in the present case, however, would

inject the largest bank of Westchester County into Rockland County,

Where the banks were deficient in competitive strength. He regarded

the adverse reports on competitive factors by the Comptroller of the

CUrrency and the Department of Justice as well-founded. The general

premise of his opinion was that it was not in the public interest

for County Trust to be permitted to compete among lesser banks in

4 new area. It was possible for County Trust now, of course, to

l'eaoh a few miles and across a bridge into Rockland County for

business; it did not need the advantage of branches there to do so.

Governor Robertson stated that he would vote for denial, on

most of the grounds Governor Mills had cited. Governor Robertson

thought that, although there was very little competition between
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the participants in the merger, the effect on other banks) all of

'which were relatively small, would be adverse. The Department of

Justice and the Comptroller of the Currency had outlined this effect

Clearly in their reports. County Trust would have many times as

tuch in deposits as would all of the other banks in Rockland County,

Yhich would tend to put other banks out of existence through merger

as a matter of self-protection. The high premium, which represented

3.3 times the average net earnings for the last five years, indicated

to him a desire to buy rather than a desire to sell. It was alleged

that the merger would solve a management succession problem, which

Governor Robertson did not believe should be a ground for the ap-

proval or disapproval of mergers by the Board. A survey made by the

Federal Reserve Bank of New York last year had indicated that those

businesses in Rockland County that were too large for the local banks

to serve had ready access to New York City banks; therefore, Governor

Robertson did not see sufficient benefits in the convenience and

tleeds factor to offset the adverse competitive effects.

Governor Shepardson observed that it was apparent from its

record that County Trust was not a predatory bank. The growth it

had gained through mergers had not occurred recently but some years

He believed that the Division's reasoning in support of its

re.vorable recommendation was persuasive, and therefore he would ap-

Prove.
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Governor Mitchell indicated that he agreed with the Divi-

sion's conclusion but not with its reasoning. He believed that County

Trust would increase competition in Rockland County, and he had never

subscribed to the view that small banks should be sheltered from the

competition of large banks. He thought that small banks had pro-

nounced advantages in a community like Rockland County, as evidenced

by the rather slaw progress large banks had made in getting into

suburban areas; many people preferred to do business with a small

bank. After the merger there would still be five locally-awned

hanks. He did not believe they would have trouble making their way,

and it was probably true that many people in the area might like to

have a large bank readily available. He was not impressed with County

TrUst as a bank: with its large mortgage portfolio, it looked more

like a savings and loan association, but that might be a reflection

of the area it served. Nonetheless, he came back to what he regarded

as a basic principle--that the Board, sitting in Washington, could

riot know as well as the people in the community involved what were

the local opportunities for service and for exploitation of demands.

The free enterprise system was one in which people who saw opportunity

Vere given a chance to seize it and, if the public interest was not

adversely affected, he thought they should be allowed to do so. Al-

though it was not apparent haw much the people of Rockland County

'Wanted the merger, he believed that the applicant should have an
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oPportunity to demonstrate the value of its services. To Governor

Mitchell, the proposal was pro-competitive rather than anti-competi-

tive. He did not, however, agree that there was really a management

succession problem. On balance, he would approve.

Governor Balderston said that he would approve. He was

impressed by the view of New York State Superintendent of Banks Wille

that County Trust should not be required to use de novo branching

rather than merger as a means of entering Rockland County because the

County had many more commercial bank offices in relation to its popu-

lation than most other counties in New York State. Governor Balderston

Ilas inclined to feel that this growing community, with thickening

P°Pulation and business, would benefit from the services and the more

aggressive competition that County Trust could provide.

Chairman Martin stated that he also would vote to approve.

Rs thought that the competitive situation would be strengthened,

and it would be desirable to permit the operation of all the develop-

Imental forces possible in this growing area.

The application of The County Trust Company, White Plains,

New York, to merge with The Peoples Bank of Rockland County, New

eltY, New York, was thereupon approved, Governors Mills and Robertson

dissenting. It was understood that the Legal Division would prepare

for the Board's consideration drafts of an order and statement re-

flecting this decision, and that a dissenting statement or statements

1/Y Governors Mills and Robertson also would be prepared.
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Messrs. Shay, Via, and Egertson, and Miss Hart then withdrew

from the meeting.

Regulation F (Items 7 and 8). Proposed Regulation F, Secu-

rities of Member State Banks, had been published in the Federal

Register on August 26 and September 15, 1964, with an invitation

for comments. Substantial changes had been made in the draft regu-

lation on the basis of the extensive comments and suggestions received

and of the continuing consultations by the staff with the Securities

and Exchange Commission, the Federal Deposit Insurance Corporation,

and interested groups in the financial and investment industries.

There had now been distributed three memoranda dated Decem-

ber 11, 1964, from Messrs. Partee, Conkling, and Hexter. Mr. Partee's

MeMorandum described the course of developmental work that had been

cl°11e and staff positions that had been used as a frame of reference;

Mr. Conklin-'s memorandum submitted explanatory comments on the major

and. 
controversial issues of format and accounting principles involv-

14g the Balance Sheet, Statement of Income, supporting schedules, and

Instructions for preparation; and Mr. Hexter's memorandum attached

for the Board's consideration a revised draft of Regulation F and its

accompanying forms, and commented on major inherent issues, including

"rtification of financial statements, definitions of "held of record"

and the term "officer," and disclosure of interests of management.

Governor Robertson, who had guided the developmental work

On Regulation F, commented that the present draft incorporated as
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many as possible of the constructive suggestions gleaned from a

careful review of the extensive material submitted by professional

associations and groups representative of the financial and invest-

ment community. The draft was not held forth as a perfect job, and

manY suggestions for revision probably could be expected. A question

°f procedure that the Board must decide was whether to publish the

draft for further comments, in view of the substantial changes that

had been made in the earlier draft, or, if the Board could agree on

questions still at issue, to adopt the regulation and issue a press

release that would indicate readiness to consider amendments in the

light of experience. He personally favored the latter alternative.

The forms, which had not previously been submitted to the Board,

consisted predominantly of instructions to aid in preparation, and

therefore they looked more ponderous than they really were. Also,

it should be kept in mind that the needed information was the same

for each institution, and therefore the forms could not be abbreviated

tc3r smaller institutions or because only a relatively small number of

banks was required to report. Governor Robertson then turned to Mr.

Partee for comments on the preparatory work.

Mr. Partee said that a great many suggestions had been ana-

lYzed, including those arising from consultations with four industry

€1"°uP3--the American Institute of Certified Public Accountants, the

Analysts Federation, a committee of the New York Clearing
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House Association, and a committee of the American Bankers Associa-

tion. The question whether the substantial changes that had been

made in the earlier draft of the regulation required republication

for comments was a legal matter and one of policy. In considering

the revised draft, it would be important to keep in mind that the

Purpose of the regulation was to provide for the disclosure by banks,

cm a comparable and continuing basis, of information needed for in-

telligent investment decisions by investors and stockholders. Al-

though the regulation would not search every corner of a bank's

activities, banks would be called upon to report a considerable

amount of data that they had not heretofore been required to report.

In prospect of such a requirement there had been a great deal of

criticism, which would probably continue after the regulation was

Nblished. The requirement of reporting hitherto undisclosed in-

also pointed to the desirability of emphasizing accurate

accounting rather than conservative accounting as a basis for the

rsPorts. Many banks employed conservative accounting, and had in

some cases been encouraged to do so by supervisory authorities, but

conservative accounting would be just as unreliable a basis for

investment decisions as liberal accounting would be. For example,

ManY banks had hidden assets, which were a mark of conservatism,

but concealing them enabled the banks to regularize their earnings

arld to report only what they wanted to report. It was important
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also to realize that at this point the regulation was necessarily

Provisional. The staff was not completely firm on some points, some

Protests from industry groups were already on hand, and others could

be expected. The Securities and Exchange Commission, while of the

general view that the draft regulation was a good job, felt that

some provisions should be changed. Also, because of haste in prep-

aration, a number of technical errors needed to be corrected before

the regulation was published and, after publication, it would probably

be necessary to amend the regulation in a number of respects as time

vent on. The Federal Deposit Insurance Corporation expected to rec-

°gnize the latter point with respect to its parallel regulation

through a preface that would state that the regulation was experi-

tental. The Board's staff did not favor a preface, but instead

suggested indicating in a press release that the Board stood ready

to amend the regulation according to needs shown by experience.

There had been good cooperation between the Board's staff

440, that of the Federal Deposit Insurance Corporation throughout

the negotiations, Mr. Partee continued. The Corporation had been

l'ePresented on drafting committees and at meetings with industry

gr°UPs, and appeared ready to issue a regulation essentially identical

.41-th the Board's. However, there were eight points as to which the

Corporation, staff disagreed with the terms of the present draft of

the
-Lgulation (four of those points overlapped points made by the
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committee of the American Bankers Association). This morning's

discussion should cover those eight points at an appropriate time,

to see to what extent the Board subscribed to the positions the

staff had taken regarding them.

Mr. Hexter commented that all of the staff's work had been

guided by the basic principle of the Federal securities laws, namely,

disclosure to the investing public of information needed for Intel-

investment decisions. It was important to keep that principle

in mind because many of the objections that had been raised by the

banking industry, and to some extent by bank supervisors, had con-

tended that the proposed regulation would impose an undue burden on

banks. Yet some burden was inevitable, since the purpose of applying

the securities laws to banks could not be served unless banks did

disclose certain information. When any requirement was a burden, it

Ilas necessary to judge whether the expected benefits were substantial

enc'ugh to justify that burden. Many of the changes that had been

fl184e in the earlier draft of regulation reflected such judgments: if

the burden appeared great and the value of the information to the

Investor relatively small, the requirement had been eased, and if it

appeared that the investor really needed a particular piece of infor-

Meti°n, the requirement to report it had been retained despite the

bUrden it might place upon banks.

Mr. Hexter then discussed the principal controversies that

ha4 been encountered, the greatest of which had been met in connection
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1vith certification of financial statements. The earlier draft of

the regulation had followed the general rule of the Securities and

Exchange Commission (applicable to corporations other than banks)

that balance sheets and income statements must be certified by in-

dependent public accountants. After consideration of the points

raised by the various groups that had commented, that requirement

had been modified. The present draft required certification (1) by

an independent public accountant, or (2) by the principal accounting

(Ifficer of the bank with attestation by the principal executive of-

ficer. The choice of methods was left to the bank, except that the

right was reserved to the Board to require certification by independent

Public accountants where it seemed to be called for by the public in-

terest. The original requirement of certification by public account-

ants was intended to achieve two ends -- the application of sound and

uniform accounting principles, and the assurance of dollar amount

correctness in statements. In the revised draft, the chief reliance

rOZ factual correctness of statements would be on the internal control

sYstems of banks. However, auditing systems of banks were constantly

reviewed by examiners, who made suggestions for improvements that

aPPeared necessary, and thus it was hoped that the Board might never

have to resort to the right to require certification by independent

PUblic accountants in the public interest. Nevertheless, the inclusion

(If authority so to require should make it easier for examiners to per-

sUaae registrant banks to maintain a high standard of internal control.
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Mr. Partee remarked that the chief accounting officer of the

Securities and Exchange Commission suggested that the term "verifi-

cation" rather than "certification" would be more appropriate for

an attest by the bank's min officer.

Governor Mitchell asked if it was contemplated that the

regulation would include any criteria for exemption of small banks

from the registration requirements. The statute specified coverage

or banks with assets of more than $1 million and 750 or more stock-

holders, but there was provision for the Board to grant exemptions

to individual banks or classes of banks. He suggested that the

Illestion whether or not a particular bank had an internal accounting

sYstem might be a consideration in granting exemptions. The staff

indicated that procedures for applying for exemptions had not been

written into the draft regulation, and that there seemed little

likelihood that a bank with 750 stockholders would not have an in-

ternal accounting system.

Governor Mitchell then raised questions relating to the term

PrLrlcipaI accounting officer," noting that the draft regulation

als° spoke of auditing standards and procedures. There ensued a

tilseussion of the distinction between the functions of an accounting

°rficer and those of an auditor. It was brought out that the essential

l'esPonsibility of the accounting officer was accuracy of financial

statements, while that of the auditor was the application of principles
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and procedures of recognized acceptability. It was observed that

every bank might reasonably be expected to have an accounting of-

ficer; the officer charged with that responsibility, usually the

cashier, was specified in the bank's by-laws. If any of the banks

to which the regulation applied had not assigned accounting respon-

sibility to a particular officer, the requirement in the regulation

that financial statements be verified by the principal accounting

°fricer might prompt such banks to make the assignment and thus

imProve their organization.

Governor Mitchell asked if the banks with which the regula-

tion was concerned would probably have both a principal accounting

°fficer and an auditor and, response by the staff being in the af-

firmative, suggested that both terms be used in the regulation. No

objection to Governor Mitchell's suggestion was expressed.

Governor Mitchell referred to the provision of the draft

regulation that called for representations as to the auditing

standards and procedures employed by the bank. Since it had been

de
termined that a certification by the bank's principal accounting

°fficer would be acceptable, it did not appear to Governor Mitchell

that Regulation F, which was already burdened with requirements,

Should also demand that the accounting officer vouch for audit pro-

cedures.
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Governor Robertson responded that the primary purpose of

certification was to insure that statements were accurate, and the

great preponderance of opinion among the banking groups consulted

waS that accuracy was almost assured by the existence of an adequate

internal audit control system.

Governor Mitchell expressed the view that verification was

4 minute issue so far as it affected an investor's choice of the

stock of one bank rather than another; the possibility of irregu-

larities, not covered by insurance, arising out of an inadequate

audit of an accounting system seemed to him so small that an investor

colad ignore it. The real problem was the structure of the account-

System. He was concerned that the provision of the regulation

l'egarding audit procedures would give rise to far more criticism

than any protection it might accomplish was worth.

Mr. Partee agreed that the point was not important as an

investment consideration. However, there was something to be said

f°r putting out a regulation that would reveal any imperfection in

4 hank's organization. In the absence of requiring assurances as

to the accuracy of statements and the employment of recognized prin-

"'Pies, the Board would have to accept the statements of a bank and

nialte them available to the public as fulfillment of the disclosure

l'equirements of the law even if it was known that the foundations

Upon which the statements had been prepared were shaky.
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Governor Mitchell remarked that all of the banks covered by

the regulation were examined by Reserve Bank examiners, and he could

40t imagine that any bank whose internal controls were so faulty that

their defects would come to light through the representations called

for would not already have been criticized by an examiner for those

defects and required to correct them.

Mr. Solomon commented that the basic purpose was to Obtain

4ssurance from someone who represented an independent approach. The

Securities and Exchange Commission thirty years ago had taken the

Position that, rather than go itself into each corporation to test

the correctness of statements, it would require certification by

InclePendent public accountants. Yet even accountants were inde-

pendent only up to a point, because they were hired. The draft of

Regulation F sought a substitute for an independent public accountant

by requiring assurance as to auditing principles to back up the ac-

officer's assurance as to accuracy.

Mr. Sanders remarked that an independent public accountant's

certification normally took the form of two paragraphs, one of which

is.dicated that he had made an audit in accordance with generally-

a'ceepted auditing standards, and the other that the financial state-

rnents were accurate and were based on generally-accepted accounting

Principles. If the bank's principal accounting officer was to be

Permitted to substitute for an independent public accountant, it was

desirable that he be required to make two similar statements.
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Mr. Hexter said that in eliminating the requirement of cer-

tification by an independent public accountant substitutes had been

set up. The regulation and its accompanying instructions with respect

to forms specified procedures that, if applied, plus the assurance of

the bank's accountant, should take the place of the certificate of

the independent public accountant relating to the use of uniform and

sound accounting principles. As to the auditing function, reliance

lias being placed on examiners and on the internal controls of the

bank, and the purpose of requiring assurance as to auditing standards

lotS to bring additional force to bear upon a bank to straighten out

its auditing procedures if they had been faulty.

Governor Balderston asked whether, since the assurances were

to be a substitute for outside auditing, they should not be given by

the bank's auditor rather than by its accounting officer, or at least

that his assurances be required in addition to those of the account-

ing officer.

Governor Robertson, in response to a comment that a few of

the 
smaller banks that were covered would not have an auditor, sug-

gested that those would be cases in which the Board would require

44 independent public accountant. He continued with suggestions for

144guage that might meet the points that had been raised.

After further discussion it was understood that the staff

liould devise changes in the draft regulation to reflect the views

that had been expressed.
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Mr. Hexter then stated that another issue lay in the defini-

tion of the term "held of record." The statute specified coverage

(If bank stocks held of record by 750 or more persons, and authorized

the Board to define the term. The definition in the earlier draft

of the regulation would have included stockholders of a bank holding

e°mPany in certain circumstances, but in the present draft they would

not be included. Also, it seemed to the staff that a loophole for

evasion would be provided if brokers or nominees were regarded as one

holder of the aggregate of stock of a particular bank that they held

for various persons or organizations. A bank that wished to evade

complying with the regulation might ask a sufficient number of its

stockholders to transfer their holdings to a broker or nominee. In

order to avoid that loophole, the regulation now regarded such stock

as held of record by the number of separate accounts for which the

ecurities were held.

Governor Mitchell expressed the view that the intention was

to determine the number of people who wanted access to information

ebout a particular bank for purposes of investment analysis. If a

broker was providing this analysis to his customers, it would be

I'easonable to count him as only one holder rather than to count the

latlitiber of customers for whom he held a stock. Similarly, a bank

P.rovided this service to the beneficiaries of its trust accounts,

l'hicb might point to counting the bank as only one holder of a

Digitized for FRASER 
http://fraser.stlouisfed.org 
Federal Reserve Bank of St. Louis 



ajk.1,0

12/16/64 -26-

Particular stock rather than, as in the present draft of the regula-

tion, counting the individual trust accounts as separate holders.

Governor Balderston remarked that, since the intention of

Congress apparently had been only to define by size the banks that

must comply, the treatment of multiple account holders did not matter

greatly so long as the definition was explicit.

Governor Mills concurred with the view that treating a holder

of stock in many accounts as only one holder of record would provide

a ready escape from the law requiring disclosure.

The ensuing discussion brought out that, although there was

some uncertainty as to the position taken by the Securities and

Exchange Commission regarding holders of stock in multiple accounts,

it was believed that the Commission leaned toward counting them as

single holders. Comments were made on the considerations that ap-

peared to induce that view by the Commission.

Governor Robertson suggested that the provisions that would

count the separate accounts of multiple holders individually be

clr°1313ed until the results of the exhaustive investigation of the

Securities and Exchange Commission were available, at which time the

8°ard could, if it wished, incorporate in the regulation a position

similar to that taken by the Commission.

Governor Shepardson observed that it had been stressed that,

J,-nce a new statute designed to protect investors was involved, the
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inttial regulation could be expected to be imperfect and to need

amending in the light of experience. Yet it was his impression that

aX1 effort had been made to make the present draft all-inclusive. It

seemed to him that it would be better to omit from the regulation

Points such as the one regarding multiple holders of stock and then

Eula them later if the need became clear.

Chairman Martin also expressed the view that the provisions

in question might be omitted for the present and added later if it

1ms found that any institutions were taking advantage of the possible

loophole to evade compliance with the regulation.

Mr. Hexter referred next to the definition of "officer,"

14hich had been framed in the present draft of the regulation with

the Object of reaching the top level of bank officers and not those

1410 were not major officers. Many banks had a large number of per-

sons bearing the title of vice president, for example, who were not

at the level at which the provisions relating to insider trading

were aimed.

The members of the Board expressed agreement with the ap-

Proach mentioned by Mr. Hexter. However, in response to an inquiry

by Mr. Partee, it was understood that the staff would work further

With terminology.

The next issue on which Mr. Hexter commented related to

I'lsolosure of interests of management in certain transactions. In
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order to inform stockholders and the investing public of possib
le

conflict-of-interest situations, the bank's registration and
 proxy

solicitations must disclose transactions in which any o
f the bank's

directors, officers, or major stockholders were interes
ted because

Of their relationship to the party with whom the bank was dea
ling.

In industrial corporations, this disclosure might relate, fo
r ex-

ample, to a contract by the registrant company to purchase raw

material from a corporation owned by one of its directors. In the

ease of a bank, of course, the usual transaction would be a lo
an

by the bank to the particular director, officer, or stockholder
, or

to an enterprise in which he was interested. The officers and direc-

tors of a bank frequently included persons with important 
outside

business interests. For example, a director might also be a director

or officer of a number of other corporations. The banking groups

that had been consulted during the preparation of Regulation F 
had

contended that a requirement of disclosure of all loan transa
ctions

between the bank and such enterprises might result in depriving 
the

bank of the services of capable directors. The disadvantages of

811°1 a requirement seemed to outweigh whatever benefit the in
vest-

Public might derive from the disclosure, and therefore th
e in-

structions for Item 12 of the Registration Statement and 
Item 7 of

the Proxy Statement provided that loan tra
nsactions need not be

disclosed where the borrower was a corporation in which the only
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interlocking relationship was that a director of the bank was also

a director, officer, or minor stockholder of the borrowing corpora-

tion, or a director of the borrowing corporation was also a director,

officer, or stockholder of the bank. These disclosure requirements

with respect to director and officer relationships were less stringent

than those applied by the Securities and Exchange Commission to cor-

porations other than banks.

Governor Mitchell asked if the relaxation of the requirements

reflected the nature of the solution urged by banking groups. In

response, the staff indicated that the New York Clearing House Assoc-

iation committee had urged a blanket exemption, with no disclosure

Of any loan transactions of directors or officers or their associates,

which would include wives or brokers. However, the present draft

would exempt transactions with an organization in which a director

Or officer of the bank awned less than a 10 per cent interest. It

l''as felt that this provision would result in disclosure of the over-

whelming proportion of situations in which disclosure would be bene-

ficial.

Governor Mitchell expressed apprehension that even the

1110dified provisions for disclosure of interests of officers and

directors could give rise to trouble when applied to banks of medium

size or less, many directors of which controlled their awn businesses

coMpletely.
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Governor Mills Mills agreed that the provisions might involve

serious problems for relatively small banks in obtaining able di-

rectors, since the persons they would normally seek would be likely

to have large stakes in their medium-size or small corporations. It

Ilas difficult for him to believe that disclosure of credit transac-

tions by a bank with companies in which a director of the bank had

an interest had any bearing on an investor's judgment as to the

Value of the bank's stock. Conflict-of-interest relationships were

always covered in examination of a bank.

Governor Balderston also expressed doubt that the transac-

tions required to be disclosed would make any difference in judgments

as to investment.

Governor Mitchell replied that there might be involved

conflicts of interest that would impair a bank's soundness. As an

illustration he cited a recent situation in which a bank had had to

be merged to avoid failure.

Governor Balderston remarked that he did not believe that

investors could pick up from the report of transactions anything

significant that the examiners would have missed. Staff comments

sUggested the possibility of an unusual maturity or rate of interest

that could point to self-dealing.

Governor Robertson said that it seemed to him that the

NUirements imposed by the Securities and Exchange Commission on
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Other kinds kinds of corporations had been relaxed in the proposed Regula-

tion 1' sufficiently to eliminate any sting as far as banks were

concerned.

Governor Mitchell agreed with Governor Robertson's comment,

except for the problems of small banks.

Mr. Hexter then referred to the provisions of section 206.5(c)

of the draft regulation, which in effect prohibited management from

soliciting annual-meeting proxies unless the stockholders had already

received an annual report for the preceding year. Although most

corporations held their annual meetings in the spring of each year,

the law of a number of States required that the annual meetings of

baaks be held in January, which might make it difficult or impossible

fOr an annual report to be furnished to stockholders before their

Proxies were solicited. However, the Board's proxy rules would first

become applicable in connection with the 1966 annual meetings of

and it seemed likely that the intervening year would see a

continuation of the trend among States to repeal requirements for

allaual meetings in January. Therefore, the staff recommended that

the provision for an annual report preceding proxy solicitation be

retained in the regulation, with the recognition that if a time bind

developed it might have to be adjusted near the end of 1965.

During discussion of this point some sentiment developed

arn°ag the members of the Board to allow two years to elapse before
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enforcing the requirement of furnishing an annual report before

soliciting proxies. It was pointed out that only one year was al-

lowed for banks to convert from cash accounting to accrual account-

and the view was expressed that in approaching all such require-

Meats in the regulation it would be well to allow more rather than

less time for adjustment in order to keep the burden on banks at a

Illinimum. However, since it appeared that neither the annual report

requirement nor the change to accrual accounting would involve any

great burden, whereas some benefit to the investing public would be

served, it was understood that the interval of a year for making

these requirements effective would be retained.

Mr. Hexter then turned to the matter of stockholders' pro-

The Securities and Exchange Commission required, as to

40nbank corporations, that proposals of minority stockholders be

submitted with proxy material and considered at annual meetings.

However, in order to allow an opportunity for minority views to be

heard and yet to limit the nuisance activities of a small number of

8°-called "professional minority stockholders," the Commission pro-

Irided that if within the preceding five years the proposal had been

submitted once and less than 3 per cent of the votes cast had been

14 favor of it, or twice with less than 6 per cent the second time,

or three times with less than 10 per cent the third time, it need

Ilot be submitted again. In the conferences between the Board's
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staff and and industry representatives the latter had contended that

these provisions had been abused, and that in any event the per-

centages of votes specified by the Securities and Exchange Commis-

sion were unduly law. The Board's staff believed that the underlying

Principle was sound, but recommended that the percentages of votes

be set at 5, 10, and 20.

Mr. Partee observed that this was one of the eight points

es to which the Federal Deposit Insurance Corporation differed with

the terms of the present draft of Regulation F. The Corporation did

riot wish to ask insured nonmember banks to accept stockholder pro-

Posals with a bank's proxy material.

Chairman Martin stated that he had had a telephone call

from Chairman Barr of the Federal Deposit Insurance Corporation, who

141shed to know the Board's views regarding the Corporation's eight

Points of difference with the draft regulation.

After an exchange of remarks regarding the desirability of

'as great a degree of agreement between the two agencies as possible,

Governor Robertson suggested that there be a brief review of the

remaining points of difference. One of the Corporation's points,

he continued, related to places of filing reports. The Board's

cl'aft called for making the reports available in Washington, in New

and in the Federal Reserve district in which the reporting

bank 
was located. In Governor Robertson's view, since the purpose
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was to provide investors with information, and since the burden was

4ot great, the reports should be available in the district Reserve

Bank; each Reserve Bank had a library that could easily service the

reports. However, the Corporation favored making the material avail-

able only in Washington and New York, presumably on the ground that

Its awn regional offices were not set up in such a way that the public

could be readily admitted for reference to the reports.

The enumeration of the Corporation's points of difference

was continued by Mr. Partee, as follows:

The Board's draft defined capital accounts as capital stock,

sUrplus, undivided profits, and reserves for contingencies. The

C°rPoration was concerned about the omission of notes and debentures,

aild had a problem in that it had approved many proposals of banks

to raise capital through issuing such obligations.

The Board's instructions for the registration statement re-

quired a bank to describe the activities that provided 15 per cent

Or more of its total gross revenue, and to describe its primary

Market area, defined as the territory from which 75 per cent or more

°t its deposits were derived. The Corporation felt that it was not

elear whether the 15 per cent relating to nature of business meant

total loans, business loans, or something else. It felt also that

the description of primary market might jeopardize the position of

bariks in merger cases.
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The Board's draft provided for public hearings when regis-

trants applied for special confidential treatment of particular

information. The Corporation did not wish to commit itself to hear-

ings for this purpose, and preferred that such requests be handled

by written petition and a formal reply by the Corporation. The

Securities and Exchange Commission's regulations applying to nonbank

corporations provided for hearings, although the securities statute

did not require them. The Commission's General Counsel did not

aPpear to feel that the Board would be failing to provide due process

Of law if it did not grant hearings, and therefore the Board's staff

felt inclined to go along with the Federal Deposit Insurance Corpora-

tion on this point.

The draft of Regulation F required that the fixed

the bank be reconstituted for 10 years -- 1955-1964 -- if

to Put them on the basis of cost less depreciation. This

assets of

necessary

period

suggested because it encompassed the time of operation of the

1954 General Revenue Act. The Corporation favored requiring statements

t°1* no more than 5 years, and apparently Director Randall felt espec-

iltllY strongly on this point.

The draft regulation required, at the time of registration,

ille°me statements for 1962, 1963, and 1964. The Corporation believed

that the statements for past years would place too great a burden on

l'esPondents and that if the most recent statement was required at

si!
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registration, with statements for subsequent years being submitted

regularly, a useful document would be produced in 5 years. The

Board' s staff did not agree that the requirement of back statements

would be burdensome, and believed that a statement for only one

Year would not provide an investor with a sufficiently reliable

guide ,

The Board's draft regulation would require that the bank's

annual report include the market value of investment-grade securities

at the end of the year, both by broad aggregates and by maturity

class (although the staff would be willing to drop the maturity class).

'rhe Corporation favored dropping the report of market value on the

ground that at a time of restrictive monetary policy securities might

be selling at a very high yield basis and low market value, and list-

ing them at a market value below book value might jeopardize confidence

in the bank. The Board's staff felt that the market value information

could be a valuable tool to an investor in judging the management of

Et bank's investment portfolio.

Governor Robertson suggested that, if agreeable to the Board,

he might make an effort to expedite arriving at a final form of the

reegulation by negotiating with the Federal Deposit Insurance Corpora-

On the points of difference. His own approach to them would

contemplate that on the last one Mr. Partee had mentioned, regarding

r'el:'°rting of market values of investment-grade securities, the present
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Provisions of the Board's draft regulation be retained. There seemed

to Governor Robertson to be real merit in providing this broad in-

formation, including maturity classes, and he did not see that any

harm would result to individual banks or their depositors through

runs arising from the disclosure of this information. He would be

Willing to compromise somewhere between 5 and 10 years in the re-

quirement for back statements of fixed assets, but would work for

getting as many years back as possible in order to provide a signif-

icant history. He did not believe that requiring statements for

10 years would be an undue burden. Nor did he believe that requiring

income statements for 3 back years at the time of registration would

involve a great burden; if only one year was provided, the effective-

of Congressional purpose was made almost impossible. On the

Other points he thought compromise should be possible. He suggested

that there be conferences between the staff of the Board and that

of the Corporation, in which he was willing to participate if Director

Randall wished to do so, in an effort to eliminate as many of the

Points of difference as possible.

Chairman Martin said that this seemed a reasonable procedure,

8414ing that the Board should also give thought to the question whether

the regulation should be published for further comments before it was

adopted.

Governor Mitchell stated that he was not prepared to publish

tile regulation without detailed discussion of the content of the
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financial statements, which he regarded as the core of the whole

issue. As for the differences with the Federal Deposit Insurance

Corporation, he personally believed that the Corporation's position

with respect to reporting market values of investment-grade securi-

ties had much merit.

Chairman Martin said that he had great respect for Director

Randall's position with respect to reporting maturities, from the

Point of view of bankers. If these variable values were reported

from year to year, a report showing a substantial depreciation could

be misunderstood by the public but could represent merely a temporary

4nd correctable error on the part of management. He pointed out that

°11 its published statements a bank could report its Governments and

Other investment securities at cost less amortized premium, irre-

sPective of market -- a permission that had been given a number of

Years ago when depreciation was so heavy that the public was disturbed

by

Mr. Solomon withdrew from the meeting during the preceding

discussion.

Governor Mitchell expressed the view that the major focus

on earning capacity, which was just another aspect of market

"e. If market value in fact represented a deterioration in the

aftet rather than a change in interest rate, he would be disinclined

to
equire that it be reported.
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Governor Shepardson indicated that in general he favored the

Positions taken by the Federal Deposit Insurance Corporation. As to

the requirement of earnings statements for 3 years, he did not see

it should not be sufficient to require only the latest year at

first and build on it with additional reports, rather than burden

the bank with a requirement for reports for back years.

Governor Mills remarked that he did not believe that re-

quiring earnings statements for three years should give cause for

Complaint.

After further discussion as to procedure in the light of

exPected absences by members of the Board, it was understood that

there would be discussion at tomorrow's meeting bearing particularly

°11 the content of financial statements, and that Governors Robertson

841a Mitchell would confer with the Board's staff on the points of

4ifference with the Federal Deposit Insurance Corporation, after

'4111oh Governor Robertson would participate in conferences with the

Corporation.

The adoption of Regulation F, Securities of Member State

444) was thereupon approved unanimously, with the understanding

th4t the general form of the regulation that had emanated from the

1/°4 s discussions would be subject to such refinements of detail

48 Were deemed necessary in the course of the further procedural

fitelps upon which the Board had agreed. Basic to this action was
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the assumption that the regulation would be published as being opera-

tive after January 1, 1965, rather than as a revised draft with an

invitation for further comments, although the Board would encourage

the submission of information that might indicate the need for amend-

Secretary's Note: Regulation F was subse-
quently issued, effective January 1, 1965,
in the form attached as Item No. 7. A copy
of the Board's press release of December 29,
1964, announcing adoption of the Regulation
is attached as Item No. 8.

All of the members of the staff except Mr. Sherman withdrew

from the meeting at this point.

Salaries of Board officers. Governor Shepardson stated

that when he presented to the Board the list of salary proposals

for officers of the Board on December 10, 1964, there were two

lastances in which errors in the salaries suggested had appeared

14 the tabulations he had distributed to the members of the Board.

14 each instance the amount set opposite the individual's name was

$500 less than the intended annual rate that would give suitable

l'ecogaition for meritorious performance. He was calling the matter

t° the Board's attention in order that the list of salaries approved

48 set forth in the minutes of December 10 might be corrected to

accord with the intent that the Board had at that time. It was

Understood that the Secretary was authorized to make the corrections

144icated by Governor Shepardson in the two instances referred to.

The meeting then adjourned.
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Secretary's Notes: Governor Shepardson approved

on behalf of the Board on December 15, 1964, the
following items:

Memorandum from the Divisions of Administrative Services and
Personnel Administration dated December 15, 1964, recommending that
all employees of the Board who operate the Board's motor vehicles
as Part of their official duties be required to have an annual physical
examination conducted by the Board's examining physician.

Memoranda recommending the following actions relating to the
Board's staff:

Jcrease, effective December 20, 1964

• Darrell Pepper, Chart Machine Operator, Division of Data Process-
14g, from $4,630 to $5,000 per annum.

§24141"Lincreases, effective January 3, 1965 

Name and title
Basic annual salary

Division From To

Office of the Secretary

'level]. I. Seay, Indexing and Reference Assistant $ 5,000 $ 5,165

Research and Statistics

Emanuel Melichar, Economist
Arlita E. Perrin, Secretary6,615
Dorothy S. Projector, Economist
_?Ye.1 Shipp, Economist

4tan Pike Ulrey, Economist

International Finance

Maroni, Senior Economist
uudY D. Taylor, Secretary

Examinations 

Rerbert H. Hagler, Review Examiner
4E/17 Malinchock, Statistical Assistant

12,915 13,335
6,800

14,660 15,150
8,650 8,945
14,660 15,150

17,600 18,170
5,6940 5,875

11,315 11,670
6,430 6,615
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§ttlary increases, effective January 3 1965 (continued)

111 aL4d title Division

Administrative Services

Valeria Faina, Charwoman
Catherine Gallagher, Charwoman

Data Processing

.1?.aisY L. Condon, Secretary
IrldrigGedanken, Statistician
JMnn L. Innocente, Secretary
Jacqueline Schuster, Statistical Clerk

Basic annual salary
From To

$ 4,305
4,305

6,245 61430
14,660 15,150
6,850 7,050
5,495 5,660

Governor Shepardson today approved on behalf
of the Board the following items:

Letter to the Federal Reserve Bank of Cleveland (attached Item
AO

approving the appointment of John A. Murray as examiner.

It Letter to the Federal Reserve Bank of San Francisco (attached

17—?-111..AaL1J2) approving the appointment of Leonard V. Bieser as assis-
tant examiner.

Memoranda recommending the following actions relating to the
8°ard's staff:

Meritorious salary increases effective January 3, 1965 

!fame Basic annual salary
Division From To

Board Members' Offices

William E. Pinn, Messenger
Reary Tidwell, Messenger

$4,680 $4,805
4 68o 14.,805

Office of the Secretary

tatrice Hunter, Chief, Records Section 9,535 9,830
rY L. Scott, Indexing and Reference Assistant 5,330 5,495

Digitized for FRASER 
http://fraser.stlouisfed.org 
Federal Reserve Bank of St. Louis 



12/16/64

Meritorious salary increases, increases, effective January 3, 1965 (continued)

salary
Name and title Division

Basic annual
From To

Legal

Janet Hart, Senior Attorney $12,915 $13,335

Research and Statistics

Stanley J. Sigel, Assistant to the Director 18,740 19,310
Ann Pike Ulrey, Economist 15,15o 15,6110
Emanuel Melichar, Economist 13,335 13,755
Lyndall C. McCloud, Economist 12,380 12,735
Loree D. Bernard, Statistical Assistant 5,165 5,330

International Finance

Janies K. Nettles, Economist 13,335 13,755
NYart S. Sharigan, Secretary 7,050 7,250

Bank Operations

Dorothy L. Werner, Analyst

Examinations

7,250 7,450

heL%- 
1p 
z
,

gertson, Supervisory Review Examiner 15,150John "
10 a. Lyon, Review Examiner 12,915
"°ger A. Haskell, Assistant Federal Reserve Examiner 7/710

Personnel Administration

jilliann Perkins, Maid

Administrative Services

pilltrlYn M. Palmer Secretary
D J. Griffith, Chief Telephone Operator
-• Jean
Jam. Myers, Publications Clerk
--%=s T. Stewart, Senior Mail Clerk

Office of the Controller

44e S. Wilson, Payroll Clerk

15,640
13,335
7,955

3,845 3,960

6,800
6,320
6,155
5,380

5,495

6,985
6,485
6,320
5,530

5,660

(Se
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Meritorious salary increases, effective January 3, 1965 (continued)

Basic annual salary
Name and title Division From To

Data Processing

°.Ann L. Innocente, Secretary $ 7,050 $ 7,250
,'!elen Lupton, Associate Chief Draftsman 8,690 8,935
vele Osborne, Economist 11,670 12,025

-119_9_9:tame of resignation

,. Alberta Currier, Records Clerk, Office of the Secretary, effec-
tive at the close of business December 18, 1964.

Secretary
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BOARD OF GOVERNORS
OF THE

FEDERAL RESERVE SYSTEM
WASHINGTON, D. C. 20551

Board of Directors,
Texas National Bank of Dallas,
Dallas, Texas.

Gentlemen:

Item No. 1
12/16/65

ADDRESS OFFICIAL CORRESPONDENCE

TO THE BOARD

December 16, 1965.

With reference to your request submitted through
the Federal Reserve Bank of Dallas, the Board of Governors,

acting under the provisions of Section 19 of the Federal

Reserve Act, grants permission to the Texas National Bank

of Dallas to maintain the same reserves against deposits as
are required to be maintained by nonreserve city banks,

effective as of the date it opens for business.

Your attention is called to the fact that such

Permission is subject to revocation by the Board of Governors.

Very truly yours,

(Signed) Merritt Sherman

Merritt Sherman,
Secretary.
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BOARD OF GOVERNORS
OF THE

FEDERAL RESERVE SYSTEM
WASHINGTON, 13. C. 20551

Chase Manhattan Overseas Banking Corporation,
1 Chase Manhattan Plaza,
New York, New York 10005.

Gentlemen:

Item No. 2
12/16/65

ADDRESS OFFICIAL CORRESPONOENCE

TO THE BOARD

December 16, 1964.

tr Reference is made to your letter dated December 4, 1964,•ansnatted through the Federal Reserve Bank of New York, enclosing
1!) Consent of Stockholder signed under date of December 2, 1964, on

half of The Chase Manhattan Bank, sole stockholder of your Corpora-
n, consenting to the amendment of the Articles of Association of

/,'!ur Corporation to increase the authorized capital stock from
nt,750,000 to $5,310,000 consisting of 5,310 shares of the par value
ut $1,000 each, all of one class.

visin In accordance with the request, and pursuant to the pro-

Se of Section 211.3(a) of Regulation K, as revised effective
L!sPtember 1, 1963, the Board of Governors approves the amendment to
Article SEVENTH of your Articles of Association.

Please advise the Board of Governors, through the Federal
Reserve Bank of New York, when the additional capital has been paidin.

Very truly yours,

(Signed) Karl E. Bakke

Karl E. Bakke,
Assistant Secretary.
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Item No. 3
12/16/64

UNITED STATES OF AMERICA

BEFORE THE BOARD OF GOVERNORS OF THE FEDERAL RESERVE SYSTEM

WASHINGTON, D. C.

tn the Matter of the Application of

IIELLS FARGO BANK

t°r approval of merger with
Bank of Amador County

ORDER APPLOVING MERGER OF BANKS

There has come before the Board of Governors, pursuant to the

Bank Merger Act of 1960 (12 U.S.C. 1828(c)), an application by Wells

Para° ank, San Francisco, California, a State member bank of the Federal

4serve System, for the Board's prior approval of the merger of that bank

eticl tank of Amador County, Jackson, California, under the charter and

titie of Wells Fargo Bank. As an incident to the merger, the three

c3fice5 of Bank of Amador County would become branches of Wells Fargo

4nk• Notice of the proposed merger, in form approved by the Board,

een published pursuant to said Act.
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Upon consideration of all relevant material in the light of

the factors set forth in said Act, including reports furnished by the

Com-
ptroller of the Currency, the Federal Deposit Insurance Corporation,

and the Department of Justice on the competitive factors involved in

the proposed transaction,

IT IS HEREBY ORDERED, for the reasons set forth in the

13oardI5 Statement of this date, that said application be and hereby is

aPproved, provided that said merger shall not be consummated (a) within

seven. calendar days after the date of this Order, or (b) later than

t _
hree months after said date.

Dated at Washington, D. C., this 16th day of December, 1964.

By order of the Board of Governors.

Voting for this action: Chairman Martin, and

Governors Balderston, Mills, Shepardson, Mitchell,

and Daane.

Voting against this action: Governor Robertson.

(Signed) Merritt Sherman

Merritt Sherman,
Secretary.
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Item No. 4
12/16/64

BOARD OF GOVERNORS

OF THE

FEDERAL RESERVE SYSTEM

APPLICATION BY WELLS FARGO BANK
FOR APPROVAL OF MERGER WITH

BANK OF ANADOR COUNTY

STATEn7NT

Wells Fargo Bank, San Francisco, California ("Wells Fargo"),

with 
total deposits of $3,177 million, has applied, pursuant to the

13arlit Merger Act of 1960 (12 U.S.C. 1828(c)), for the Board's prior

approval 
of the merger of that bank and Bank of Amador County, Jackson,

Calic
tornia 1/("Amador Bank"), which has total deposits of $11 million._

The b
anks would merge under the charter and name of Wells Fargo, a

State
member bank of the Federal Reserve System. As an incident to

Wells

the 
merger the three offices of Amador Bank would become branches of

Fargo, increasing to 188 the number of offices operated by that
bahk.2/

Under the law, the Board is required to consider, as to each

°f the banks involved, (1) its financial history and condition, (2) the

N the
general character of its management, (5) whether its corporate

quacv
.4 of its capital structure, (3) its future earnings prospects,

'1/ ben
YArsit figures are as of June 30, 1964.
19 0 °f October 13, 1964, Wells Fargo had received approval for

ther offices not yet in operation.
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4.389

Powers are consistent with the purposes of 12 U.S.C., Ch. 16 (the

Federal Deposit Insurance Act), (6) the convenience and needs of the

c°rnmunity to be served, and (7) the effect of the transaction on

eftpetition (including any tendency toward monopoly). The Board may

not approve the transaction unless, after considering all of these

factors, it finds the transaction to be in the public interest.

Banking factors. - Wells Fargo and Amador Bank have satis-

factor-y financial histories. The asset condition of Wells Fargo also

is satisfactory, the bank's capital structure is reasonably adequate,

and its future earnings prospects are favorable. This would be equally

true of the resulting bank, which would be under the competent and

agressive management of Wells Fargo.

Amador Bank's asset condition is reasonably satisfactory.

The 
bank's earnings - while adequate to meet present dividend require-

and, in view of its modest growth, to maintain an adequate capital

11(3siti°n - are well below the average for banks of comparable size in

the Twelfth Federal Reserve District.

The two principal officers of Amador Bank and two-thirds of

°ard of directors are past normal retirement age and have indicated

desires to retire. The bank's staff includes no qualified replacements

for eith _ r
e of the two officers, and its attempts to recruit managerial

talent have not been successful. The bank's quarters are inadequate and

Ntmoded.
It has no pension or retirement program. Management policies

have
- not been

to its

community, as explained more fully below.

its b

conducive to developing the bank's potential for service
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Effectuation of the proposal would solve Amador Bank's

m
anagement succession problem and establish a basis for improved

earnings. It would also provide strong and aggressive management at

the offices now operated by Amador Bank.

There is no indication that the corporate powers of the banks

involved are, or would be, inconsistent with 12 U.S.C., Ch. 16.

Convenience and needs of the communities. - The head office and

branches now operated by Wells Fargo - California's third largest bank

in terms of deposits - are located in 31 counties in northern and central

California. Wells Fargo does not have any office in Amador County

ithin which is located the three offices of Amador Bank and virtually

all of its service area.' Consequently, consummation of the proposal

%tad
not have any appreciable effect on the convenience and needs of

nY communities now served by Wells Fargo.

Jackson, California, the seat of Amador County and the head-

-̀e location of Amador Bank, is approximately 140 miles northeast of

Sati F
rancisco. The bank's two branches are located at Sutter Creek and

IllYni°uth, which, respectively, are situated 5 miles and 13 miles north-

vest 
of Jackson. The populations of Jackson, Sutter Creek, and Plymouth

4e about
1,900, 1,200, and 500, respectively. Amador County, located

the foothills and mountains east of the San Joaquin Valley, has a

t population of about 10,000, which State officials estimate will

1111'ease to 12,300 by 1970. The principal industries of the county are

area from which a bank obtains 75 per cent or more of its
slt8 of individuals, partnerships, and corporations.
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lumbering and agriculture, the latter being confined mainly to cattle

and sheep production and some dairying. Among the activities of increasing

economic importance to the county are tourism and recreational facilities,

the
exploitation of clay deposits, and the development of properties for

residential use. The prospects of the area are favorable.

As indicated previously, Amador Bank's service to the community

has been markedly limited by unaggressive management that has not adapted

to a changing environment. Almost three-quarters of the bank's loans

were in conventional real estate paper, over 25 per cent of which arose

from transactions outside its service area and was purchased from other

lenders.
Only about 12 per cent of the bank's loans consists of commer-

cial and industrial loans, with the remainder representing consumer

installment loans, single-payment loans, and farm loans. Amador Bank

does not make any FHA or VA loans, term loans, floor-plan loans, or

ell8age in such other lending programs as farm equipment and accounts

receivable financing.

In addition to the offices of Amador Bank, the county is served

bY three 
branches of Bank of America, National Trust & Savings Association

of America"), located at Jackson and Sutter Creek, and at lone,

situat.
Led in the county 10 miles east of Jackson and within Amador Bank's

8etvice area.

able in the

W°111d eliminate Amador Bank as an alternative for those persons in the

that may prefer to do business with the relatively smaller bank.
are

A full range of banking services, therefore, is avail-

county. It is true also that consummation of the proposal
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h°wever, there would be no reduction in the number of banking offices in

the county and the public would benefit from a competitive alternative

source of complete banking services.

Competition. - The service areas of Wells Fargo and Amador Bank

do not overlap, as indicated above. Until recently the nearest branch

°Perated by Wells Fargo was 46 miles away. On November 30, 1964, Wells

?ergo opened a new branch at Placerville, centrally situated in El Dorado

C°unty, 17 miles north of the nearest office of Amador Bank at Plymouth.
Rowe,

"el') there has been no more than negligible competition between the
470

 banks. As Amador Bankts office at Plymouth is but a paying and

evIng 
station for demand deposits, it would not seem that the presence

Of w
ells Fargo in Placerville would alter significantly the competitive

Sittlat4_.1-on between Wells Fargo and Amador Bank.

dire

share is almost 10 per cent, which would be

itleeased by only a negligible amount if the proposal were to be consum-
rklted.

The reversal which began in 1960 in California in the trend

tard 
fewer banks continues. Thus, during the calendar years 1960

th 4811 1963, the total number of banks in the State climbed from 115
to 

155. 
New charters were granted during that period to 58 banks, while

Bank of America - the other bank that would be affected

ctlY by consummation of the proposal - for the first time would have

g°rous and aggressive competitor in Amador County.

The eight largest commercial banks in California hold about

88 Per cent of the total deposits of all such banks in the State. Of
that 

total, Wells Fargo's
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lost their independent identity through merger or discontinued

operations. The high degree of banking concentration in California

nevertheless remains an especially important consideration, although

not necessarily a decisive one in every situation.

Sumary and conclusion. — By substituting offices of Wells

g0 for those of a relatively small, locally headquartered bank that

has failed to offer services commensurate with the development of its

nuriunity, effectuation of the proposal would bring to Amador County

the benefit of an alternative source of full banking services. It

941d also solve a management succession problem at Amador Bank. No

11°re than a negligible amount of present or potential competition

11°111d be eliminated and the increase in banking concentration would be

rninute. Any adverse effect in this case would be more than offset by

the Positive benefits to the publice

Accordingly, the Board finds the proposed merger to be in

the
Public interest.

ecember 16, 1964.
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Item No. 5
12/16/64

DISSENTING STATEMENT OF GOVERNOR ROBERTSON

The Board's approval of this application makes it necessary

again to emphasize that a major concern of the Congress in enacting

the Bank Merger Act of 1960 was "the increases in the size of the

1°g es banks, particularly those which have grown through mergers".!/

) of course, could hardly have greater relevance than in the case

Of 
California.

The banking structure in California is not only distinguished by

it8 very heavy concentration in but a few large banks. Much of this

e°noentration, including Wells Fargo's share in it, has been accomplished

tbt°tIgh mergers. Indeed, close to 40 per cent of Wells Fargo's increase

in total
assets over the 10 years just passed was derived from its

absorption of 8 smaller banks.

Clearing the way for Wells Fargo to swallow up yet another
bank
) the majority finds solace in a diminution in the over-concentration

Of 1311king in California attributable to the recent chartering of a few

illbanks, and in the small addition this merger would make to the size
Of ,

e'ls Fargo.

The more logical approach, however - and the only one consistent
in- th.

is case with the statute and its legislative history - would be to

P1)1 nd
this diminution, rather than to obstruct it even a little bit,

s
1960

.
, RePt. No. 196, April 17, 1959, p. 8; H. Rept. No. 1416, March 23,

Ped,, P. 5. Compare, for example, my Dissenting Statements at 1963
L Reserve Bulletin 1073 and 1964 Federal Reserve Bulletin 324.
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As asked by the court in a now well-known decision, "Does it make sense

to
saY that this is imperceptible because the percentages are small?"

The court's answer was clear: "We can only eat an apple a bit at a

ti

• *.• So, whether we nibble delicately, or gobble ravenously, the

end result is, or can be, the same." United States v. Brown Shoe Co.,

179 F. Supp, 721, 737, 740, affirmed 370 U. S. 294 (1962). And, as the

eourt said in the Philadelphia National Dank case in 1963, ". . . if

cc'neentration is already great, the importance of preventing even slight

increases in concentration and so preserving the possibility of eventual

de centration is correspondingly great". (374 U. S. 321, 365, n. 42)

Are there, then, any considerations under the other statutory

factors sufficient to support the Board's approval of the application?

I 
think not.

Amador Bank is a sound and profitable bank. It has a satis-

fact °rY supervisory rating. Although the financial giant, Bank of

4merice, has been in Amador County since 1928, Amador Bank has almost

half
of the county's total deposits. Obviously, effectuation of the

11(11)°sal, which would eliminate the only independent local bank in the

ecluntY, would deny a substantial part of the community its clear

Pr
eference to do business with the smaller bank. Furthermore, that

Arnador

Is c

Bank is contributing to the economic development of the county

le
arlY Evident from the 16 per cent growth since 1960 in its deposits

ir1d ividuals, partnerships, and corporations. It may well be that

11mado
r Bank is not an aggressive institution. However, the mere fact
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that a bank walks rather than runs in its quest for business is not

Justification for approval of a proposal to terminate its independent

e
xistence. Some people prefer slower, more conservative progress.

2/

Tha maiozity concedes that, with Bank of America's three

offices in Amador County, a full range of banking services is available.

If, hoiever, a need exists in the county far the services of another big

bank, there is no doubt but that Wells Fero can enter the county through

de novo branches, especially in view of the county's favorable economic

Pt(1sPects. In such a case as this, a big bank eager to expand further

()light not have available to it the easy merger route where the lure of a

healthy premium may be too tempting to resist for stockholders who

naturapy
would prefer joining with the big bank as against other alter-

natives open to them. And, as I felt it necessary to point out only

eceutly,2/the Bank Merger Act is not a way out for a bank such as this

lacto-rily the banking needs of a substantial segment of the public.

Finally, the majority's reliance upon the "management succession

Proble at Amador Bank is but a further instance serving to point the

Operations are profitable and which obviously is fulfilling satis-

v/ay for small banks

rIlindeci 
banks.

er important as

that wish successfully to merge with big expansion-

Obviously, problems of this kind may be sufficiently urgent

to weigh for approval of mergers in some instances.

*2-/ 
3/ Parea my Dissenting Statement at 1963 Federal Reserve Bulletin 1.076.
ooli x Dissenting Statement In the Matter of the Application of Wheeling
co 'ar Savings & Trust Co. to acquire South Wheeling Bank and Trust

111Pany, dated November 25, 1964.
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Rovever, as I have previously emphasized, to give significance to

this factor in a case like the present merely tends to cause banks

c°11temp1ating mergers to defer plans for management succession

I would deny the application.

December 16, 1964.

See my Dissenting Statement at 1963 Federal Reserve Bulletin 1079.
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TELEGRAM
LEASED WIRE SERVICE

BOARD OF GOVERNORS OF THE FEDERAL RESERVE 
SYSTEM

WASHINGTON

zatlaTakIABI
1°7.11E PRESIDENTS OF ALL FEDERAL RESERVE BANYS

Item No. 6
12/16/64-

December 16, 1964.

11°6(1 has taken action today with respect to Reserve Bankst surplus 
accounts,

Which 
subject was discussed at the December 14 meeting of Conference of

sidents and at the December 15 joint meeting of the Board and the Presi-

derts.

SutPlus in excess of 100 per cent of paid-in capital stock as of the 
close

uf bug •
-lness December 31, 1964, will be closed out and payments in 

equivalent

4111°141t8 included in interest payments to the Treasury for December 1964.

tak 
ing this action, it was Boardts feeling that some surplus is 

desirable,

but th.. .
-' In view of changes in holdings of Government securities and earnings

atalee

1.00
1959, it would now be satisfactory to maintain Reserve Bank 

surplus at

Per cent of paid-in capital rather than 100 per cent of 
subscribed

taPital.

11°atd Plans no press release or other announcement regarding this action

4441 usual statement for the press concerning earnings and expenses of the

iteserve Banks during 1964 is released early in January 1965.

SHERMAN
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BOARD OF GOVERNORS

of the

FEDERAL RESERVE SYSTEM

REGULATION F

(12 CFR 206)

Effective January 1, 1965

SECURITIES OF MEMBER STATE BANKS

SECTION 206.1—SCOPE OF PART

This Part is issued by the Board of Governors
Of the Federal Reserve System (the "Board")
Pursuant to section 12(i) of the Securities Ex-
change Act of 1934 (15 U.S.C. 78) (the "Act")
a.nd applies to all securities subject to registra-
tton 

pursuant to section 12(b) or section 12(g)
of the Act by a bank that is organized under
State law and is a member of the Federal Re-
serve System ("bank").

SECTION 206.2—DEFINITIONS

For the purposes of this Part, including all
Icirms and instructions promulgated for use in
co.unection herewith, unless the context other-
wise requires:

tion'This. text corresponds to the Code of Federal Regula-
20€3;:hritle 12, Chapter II, Part 206, cited as 12 CFR
latio'f; re Words "this Part", as used herein, mean Regu-

1

Item No. 7
12/16/64

(a) The terms "exchange", "director", "per-
son", "security", and "equity security" have the
meanings given them in section 3(a) of the Act.
(b) The term "affiliate" (whether referred to

as an "affiliate" of, or a person "affiliated" with,

a specified person) means a person that directly,

or indirectly through one or more intermedi-
aries, controls, or is controlled by, or is under

common control with, the person specified.

(c) The term "amount", when used with re-
spect to securities, means the principal amount
if relating to evidences of indebtedness, the
number of shares if relating to shares, and the
number of units if relating to any other kind of
security.
(d) The term "associate", when used to indi-

cate a relationship with any person, means (1)
any corporation or organization (other than the
bank or a majority-owned subsidiary of the
bank) of which such person is an officer or part-
ner or is, directly or indirectly, either alone or
together with one or more members of his im-
mediate family, the beneficial owner of 10 per
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1.1tGUIATioN 
(DEFINITIONS) § 206.2

cent or more of any class of equity securities,

(2) any trust or other estate in which such per-
son has a substantial beneficial interest or as to
Which such person serves as trustee or in a simi-
lar fiduciary capacity, and (3) any relative or
Spouse of such person, or any relative of such
5P°11se, who has the same home as such person
or Who :_

is a director or officer of the bank or
any of its parents or subsidiaries.
(e) The term "charter" includes articles of

incorporation, declarations of trust, articles ofassociation or partnership, or any similar instru-
ment, as amended, effecting (either with or
without filing with any governmental agency)
the organization or creation of an incorporated
or unincorporated person.
„ (0 The term "control" (including the terms
controlling", "controlled by", and "under
cy3rnmon control with") means the possession,
directly or indirectly, of the power to direct or
cause the direction of the management and poli-
cies of a person, whether through the ownership
of voting securities, by contract, or otherwise.
(g) The term "employee" does not include a

oirector, trustee, or officer.
(h) The term "equity capital accounts"

means capital stock, surplus, undivided profits,
and reserve for contingencies and other capitalreserves.

(i) The term "fiscal year" means the annual
accounting 

period or, if no closing date hasbeen 
adopted, the calendar year ending onr

uecember 31.

t, the purpose of determining whether
(ille registration requirements of section 12(g)
) of the Act are applicable, securities shall be

deemed 
to be "held of record" by each person

Who is identified as the owner of such securities0
ti 
 

records of security holders maintained by or
'II behalf of the bank, subject to the following:

:. (A) In any case where the records of secu-rity 
holders have not been maintained in ac-

cordance 
with accepted practice, any additionalPerson 

who would be identified as such an

(t)w. her on such records if they had been main-tained 
in accordance with accepted practice

"all be included as a holder of record.

2

(B) Securities identified as held of record

by a corporation, a partnership, a trust whether

or not the trustees are named, or other organi-

zation shall be included as so held by one

person.
(C) Securities identified as held of record

by one or more persons as trustees, executors,

guardians, custodians, or in other fiduciary ca-

pacities with respect to a single trust, estate, or

account shall be included as held of record by

one person.
(D) Securities held by two or more per-

sons as co-owners shall be included as held by

one person.
(E) Each outstanding unregistered or

bearer certificate shall be included as held of

record by a separate person, except to the ex-

tent that the bank can establish that, if such

securities were registered, they would be held

of record, under the provisions of this para-

graph (j), by a lesser number of persons.

(F) Securities registered in substantially

similar names, where the bank has reason to

believe because of the address or other indica-

tions that such names represent the same per-

son, may be included as held of record by one

person.
(2) Notwithstanding subparagraph (1):

(A) Securities held subject to a voting

trust, deposit agreement, or similar arrange-

ment shall be included as held of record by the

record holders of the voting trust certificates,

certificates of deposit, receipts, or similar evi-

dences of interest in such securities; Provided,

however, that the bank may rely in good faith

on such information as is received in response

to its request from a nonaffiliated issuer of the

certificates or interests.

(B) If the bank knows or has reason to

know that the form of holding securities of rec-

ord is used principally to circumvent the provi-

sions of section 12(g)(1) of the Act, the bene-

ficial owners of such securities shall be deemed

to be record owners thereof.

(k) The term "immediate family" includes a

person's (1) spouse; (2) son, daughter, and de-

scendant of either; (3) father, mother, and an-
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cestor of either; (4) stepson and stepdaughter;
and (5) stepfather and stepmother. For the pur-
Pose of determining whether any of the fore-
going relationships exist, a legally adopted child
shall be considered a child by blood.

(1) The term "listed" means admitted to full
trading privileges upon application by the bank
and includes securities for which authority to
add to the list on official notice of issuance has
been granted.
(m) The term "majority-owned subsidiary"

means a subsidiary more than 50 per cent of
Whose outstanding securities representing the
right, other than as affected by events of de-
fault, to vote for the election of directors, is
owned by the subsidiary's parent and/or one or
more of the parent's other majority-owned sub-
sidiaries.
, (n) The term "material", when used to qual-
IfY a requirement for furnishing of information
as .to any subject, limits the information re-
quired to those matters as to which an average
Prudent investor ought reasonably to be in-
f9rMed before buying or selling the securityr
egistered.
(0) The term "officer" means a Chairman of

thC Board of Directors, Vice Chairman of the
8°ard, Chairman of the Executive Committee,
!resident, Vice President (except as indicated
in the next sentence), Cashier, Treasurer, Sec-
retary, Comptroller, and any other person who
Participates in major policy-making functions
of, the bank. In some banks (particularly banks
wvi,th officers bearing titles such as Executive
,iice President, Senior Vice President, or First
_vice President as well as a number of "VicePresidents"), some or all "Vice Presidents" do
nt,c't participate in major policy-making func-
I°ns, and such persons are not officers for the
PurPose of this Part.
, (13) The term "option" means any option,

arrant, or right other than those issued to
.ecurity holders on a pro rata basis.
;. (9) The term "parent" of a specified person

a. person controlling such person directly, orin 
through one or more intermediaries.

(r) The term "plan" includes all plans, con-
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tracts, authorizations, or arrangements, whether
or not set forth in any formal document.
(s) The term "predecessor" means a person

the major portion of the business and assets of
which another person acquired in a single suc-
cession or in a series of related successions.

(t) The terms "previously filed" and "pre-
viously reported" mean previously filed with,
or reported in, a registration statement under
section 12, a report under section 13, or a defin-
itive proxy statement or statement where man-
agement does not solicit proxies under section
14 of the Act, which statement or report has
been filed with the Board, except that informa-
tion contained in any such document shall be
deemed to have been previously filed with or
reported to an exchange only if such document
is filed with such exchange.
(u) The term "principal underwriter" means

an underwriter in privity of contract with the
issuer of the securities as to which he is under-
writer.
(v) The term "promoter" includes: (1) any

person who, acting alone or in conjunction with
one or more other persons, directly or indirectly
takes initiative in founding and organizing the
bank; (2) any person who, in connection with
the founding and organizing of the bank, di-
rectly or indirectly receives in consideration of
services or property or both services and prop-
erty 10 per cent or more of any class of securi-
ties of the bank or 10 per cent or more of the
proceeds from the sale of any class of such
securities. A person who receives such securi-
tics or proceeds either solely as underwriting
commissions or solely in consideration of prop-
erty shall not, however, be deemed a promoter
if such person does not otherwise take part in
founding and organizing the bank.
(w) The term "proxy" includes every proxy,

consent, or authorization within the meaning of
section 14(a) of the Act. The consent or author-
ization may take the form of failure to object
or to dissent.
(x) The terms "qualified stock option", "re-

stricted stock option", and "employee stock
purchase plan" have the meanings given them
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al sections 422 through 424 of the Internal
Revenue Code of 1954.

(3') The term "share" means a share of stock
la a corporation or unit of interest in an unin-
corporated person.
(z) The term "significant subsidiary" means

a subsidiary meeting either of the following
conditions:
(1) The investments in the subsidiary by its

Parent plus the parent's proportion of the in-
vestments in such subsidiary by the parent's
Other subsidiaries, if any, exceed 5 per cent of
the equity capital accounts of the bank.
(2) The parent's proportion of the gross op-

erating revenues of the subsidiary exceeds 5
Per cent of the gross operating revenues of the
Parent.

(aa) The terms "solicit" and "solicitation"
mean (1) any request for a proxy whether or
not accompanied by or included in a form of

Proxy; (2) any request to execute or not to

execute, or to revoke, a proxy; or (3) the fur-
nishing of a form of proxy or other communi-
cation to security holders under circumstances
reasonably calculated to result in the procure-

Tent, Withholding, or revocation of a proxy.
1heterrns do not apply, however, to the fur-
nishing of a form of proxy to a security holder
Upon thehet,hteunsolicited request of such security

performance by the bank of acts
required by section 206.5(g), or the perform-
au. ce by any person of ministerial acts on behalf
t a person soliciting a proxy.
(bb) A "subsidiary" of a bank is (1) an affili-

ate controlled by the bank, directly or indi-
rectly, through one or more intermediaries,
except where the control (A) exists by reason

of "'Ilership or control of voting securities by
the bank in a fiduciary capacity or (B) was ob-tained by the bank in the course of securing or
Collecting a debt previously contracted in good
faith, or (2) a person a majority of whose vot-
i,n, g securities are held in trust for the benefit of
me holders of a class of stock of the bank pro
rata.

(CO The term "succession" means the direct
acquison of the assets comprising a going
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business, whether by merger, consolidation,

purchase, or other direct transfer. The term

does not include the acquisition of control of

a business unless followed by the direct acqui-

sition of its assets. The term "succeed" and

"successor" have meanings correlative to the

foregoing.
(dd) The term "verified", when used with

respect to financial statements, means either (1)

certified by an independent public accountant,

or (2) signed in accordance with section 206.7

(b)(2) by the person principally responsible for

the accounting records of the bank (the "princi-

pal accounting officer") and by the person prin-

cipally responsible for the audit procedures of

the bank (the "auditor"); except that the term

"verified" shall mean certified by an independ-

ent public accountant in any case in which the

Board so informs the bank concerned, in writ-

ing, at least 90 days prior to the end of the

fiscal year to which the financial statements will

relate.
(cc) The term "voting securities" means se-

curities the holders of which are presently en-

titled to vote for the election of directors.

SECTION 206.3—INSPECTION AND

PUBLICATION OF INFORMATION

FILED UNDER THE ACT

(a) Filing of material with the Board. All

papers required to be filed with the Board pur-

suant to the Act or regulations thereunder shall

be filed at its office in Washington, D. C. Mate-

rial may be filed by delivery to the Board,

through the mails, or otherwise. The date on

which papers are actually received by the Board

shall be the date of filing thereof if all of the

requirements with respect to the filing have been

complied with.
(b) Inspection. Except as provided in para-

graph (c), all information filed regarding a

security registered with the Board will be avail-

able for inspection at the Federal Deposit In-

surance Corporation, 550 Seventeenth Street,

N. W., Washington, D. C. In addition, copies
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of the registration statement and reports re-
quired by section 206.4 (exclusive of exhibits),
the statements required by section 206.5(a),
and the annual reports to security holders re-
quired by section 206.5(c) will be available for
inspection at each of the 12 Federal Reserve
Banks.
(c) Nondisclosure of certain information

filed. Any person filing any statement, report,
or document under the Act may make written
objection to the public disclosure of any infor-
mation contained therein in accordance with
the procedure set forth below:
(1) The person shall omit from the state-
ment, report, or document, when it is filed, the
Portion thereof that it desires to keep undis-
closed (hereinafter called the confidential por-
tion). In lieu thereof, it shall indicate at the
appropriate place in the statement, report, or
document that the confidential portion has been
SO omitted and filed separately with the Board.
(2) The person shall file with the copies of

the statement, report, or document filed with
the Board:

(A) As many copies of the confidential
Portion, each clearly marked "CONFIDEN-
TIAL  TREATMENT", as there are copies of
the statement, report, or document filed with
the Board and with each exchange, if any. Each
copy shall contain the complete text of the item
4.11d, notwithstanding that the confidential por-
tion does not constitute the whole of the an-
swer, the entire answer thereto; except that in
c'se the confidential portion is part of a finan-
cial statement or schedule, only the particular
financial statement or schedule need be in-
cluded. All copies of the confidential portion
shall be in the same form as the remainder of
the statement, report, or document.
, (B) An application making objection to
'Be disclosure of the confidential portion. Such
aPplication shall be on a sheet or sheets sepa-
rate from the confidential portion, and shall
contain (i) an identification of the portion of the
statement, report, or document that has been
?mined, (ii) a statement of the grounds of ob-
Jeetion, and (iii) the name of each exchange, if
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any, with which the statement, report, or docu-
ment is filed. The copies of the confidential por-
tion and the application filed in accordance with
this subparagraph shall be enclosed in a sepa-
rate envelope marked "CONFIDENTIAL
TREATMENT" and addressed to Secretary,
Board of Governors of the Federal Reserve
System, Washington, D. C. 20551.
(3) Pending the determination by the Board

as to the objection filed in accordance with
subparagraph (2), the confidential portion will
not be disclosed by the Board.
(4) If the Board determines that the objec-

tion shall be sustained, a notation to that effect
will be made at the appropriate place in the
statement, report, or document.
(5) If the Board shall have determined that

disclosure of the confidential portion is in the
public interest, a finding and determination to
that effect will be entered and notice of the find-
ing and determination will be sent by registered
or certified mail to the person.
(6) The confidential portion shall be made

available to the public:
(A) upon the lapse of 15 days after the

dispatch of notice by registered or certified mail
of the finding and determination of the Board
described in subparagraph (5), if prior to the
lapse of such 15 days the person shall not have
filed a written statement that he intends in good
faith to seek judicial review of the finding and
determination;

(B) upon the lapse of 60 days after the
dispatch of notice by registered or certified mail
of the finding and determination of the Board,
if the statement described in clause (A) shall
have been filed and if a petition for judicial re-
view shall not have been filed within such 60
days; or

(C) if such petition for judicial review
shall have been filed within such 60 days, upon
final disposition, adverse to the person, of the
judicial proceedings.
(7) If the confidential portion is made avail-

able to the public, a copy thereof shall be at-
tached to each copy of the statement, report,
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or document filed with the Board and with each
exchange concerned.

SECTION 206.4—REGISTRATION

STATEMENTS AND REPORTS
OF BANKS

(a) Requirement of registration statement.
Securities of a bank shall be registered under
the provisions of either section 12(b) or section
1.2(g) of the Act by filing a statement in con-
formity with the requirements of Form F-1. No
registration shall be required under the provi-
sions of section 12(b) or section 12(g) of the
Act of any warrant or certificate evidencing a
right to subscribe to or otherwise acquire a
security of a bank if such warrant or certificate
by its terms expires within 90 days after the
issuance thereof.
(b) Registration effective as to class or se-

tries. Depending upon whether the security is to
De listed on an exchange, registration shall be-
come effective as provided in section 12(d) or
section 12(g)(1) of the Act as to the entire class
°f such security, then or thereafter authorized., 

however, a class of security is issuable in
two or more series with different terms, each
such series shall be deemed a separate class for
the purposes of this paragraph.
(e) Acceleration of effectiveness of registra-tion. A request for acceleration of the effective

date of registration shall be made in writing by
!ither the bank, an exchange, or both and shall
briefly 

describe the reasons therefor.
(d) Exchange certification. (1) Certification

that a security has been approved by an ex-
change for listing and registration pursuant to
section 12(d) of the Act shall be made by the
governini,7 committee or other correspondingauthority of the exchange.

t .
a (2) The certification shall specify (A) the
pproval of the exchange for listing and reps-
ration;(B) the title of the security so approved;(C) the date of filing with the exchange of the
iegistration statement and of any amendmentsthereto; 

and (D) any conditions imposed on
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such certification. The exchange shall promptly

notify the Board of the partial or complete

satisfaction of any such conditions.

(3) The certification may be made by tele-

gram but in such case shall be confirmed in

writing. All certifications in writing and all

amendments thereto shall be filed with the

Board in duplicate and at least one copy shall

be manually signed by the appropriate ex-

change authority.
(4) The date of receipt by the Board of the

certification approving a security for listing and

registration shall be the date on which the cer-

tification is actually received by the Board or

the date on which the registration statement to

which the certification relates is actually re-

ceived by the Board, whichever date is later.

(5) If an amendment to the registration state-

ment is filed with the exchange and with the

Board after the receipt by the Board of the

certification of the exchange approving the se-

curity for listing and registration, the certifica-

tion, unless withdrawn, shall be deemed made

with reference to the statement as amended.

(6) An exchange may, by notice to the
Board, withdraw its certification prior to the

time that the registration to which it relates first

becomes effective pursuant to paragraph (b) of

this section 206.4.

(c) Requirement of annual reports. Every

registrant bank shall file an annual report for

each fiscal year after the last full fiscal year for

which financial statements were filed with the

registration statement. The report shall be filed

within 120 days after the close of the fiscal year

and shall conform to the requirements of Form

F-2.
(f) Exception from requirement for annual

report. Notwithstanding paragraph (e) of this

section 206.4, any bank that has filed, within

the period prescribed for filing an annual report

pursuant to that paragraph, a registration state-

ment that has become effective and is not sub-

ject to any proceeding under section 15(c) or

section 19(a) of the Act, or to an order there-

under, need not file an annual report if such

statement covers the fiscal period that would be
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covered by such annual report and contains all
of the information, including financial state-
ments and exhibits, required for annual reports.
(g) Current reports. Every registrant bank

shall file a current report in conformity with the
requirements of Form F-3 within 10 days after
the close of any month during which any of the
events specified in that form occurs, unless sub-
stantially the same information as required by
that form has been previously reported by the
hank.

(h) Quarterly reports. Every registrant bank
shall file a quarterly report in conformity with
the requirements of Form F-4 for each fiscal
quarter ending after the close of the latest fiscal
Year for which financial statements were filed
In a registration statement except that no report
need be filed for the fiscal quarter which coin-
cides with the end of the fiscal year of the bank.
Such reports shall be filed not later than 45
days after the end of such quarterly period,
except that the report for any period ending
Prior to the date on which a class of securities
Of the bank first becomes effectively registered
may be filed not later than 45 days after the
effective date of such registration.

(1) Additional information. In addition to the
Information expressly required to be included in
a. statement or report, there shall be added such
further material information, if any, as may be
necessary to make the required statements, in
the light of the circumstances under which they
are .made, not misleading.
r (J) Information not available. Information
kequired need be given only insofar as it is
!own or reasonably available to the bank. Ifany 

required information is unknown and not
reasonably 

available to the bank, either be-
cause the obtaining thereof would involve un-
reasonable 

effort or expense or because it rests
1ecullarly within the knowledge of another per-son not affiliated with the bank, the informationmay 

be omitted, subject to the following con-
ditions;

tk (1) The bank shall give such information on
"c subject as it possesses or can acquire with-
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out unreasonable effort or expense together
with the sources thereof, and
(2) The bank shall include a statement either

showing that unreasonable effort or expense
would be involved or indicating the absence of
any affiliation with the person within whose
knowledge the information rests and stating
the result of a request made to such person for
the information. No such request need be made,
however, to any foreign government, or an
agency or instrumentality thereof, if, in the
opinion of the bank, such request would be
harmful to existing relationships.
(k) Disclaimer of control. lithe existence of

control is open to reasonable doubt in any in-
stance, the bank may disclaim the existence of
control and any admission thereof; in such case,
however, the bank shall state the material facts
pertinent to the possible existence of control.

(1) Incorporation by reference. (I) Matter
contained in any part of a statement or report,
other than exhibits, may be incorporated by
reference in answer or partial answer to any
item of the statement or report. Matter con-
tained in an exhibit may be so incorporated to
the extent permitted in paragraph (m) of this
section 206.4. A registration statement for an
additional class of securities of the bank may
incorporate by reference any item contained in
a previous registration statement or report.
(2) Material incorporated by reference shall

be clearly identified in the reference. An ex-
press statement that the specified matter is in-
corporated by reference shall be made at the
particular place in the statement or report where
the information is required. Matter shall not be
incorporated by reference in any case where
such incorporation would render the statement
incomplete, unclear, or confusing.
(m) Summaries or outlines of documents.

Where an item requires a summary or outline
of the provisions of any document, only a brief
statement shall be made, in succinct and con-
densed form, as to the most important provi-
sions. In addition to such statement, the sum-
mary or outline may incorporate by reference
particular items, sections, or paragraphs of any
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exhibit and may be qualified in its entirety by
such reference. Matter contained in an exhibit
may be incorporated by reference in answer to
an item only to the extent permitted by this
Paragraph (m)•
(n) Omission of substantially identical doc-

uments. In any case where two or more inden-
tures, contracts, franchises, or other documents
r.equired to be filed as exhibits are substantially
Identical in all material respects except as to the
Parties thereto, the dates of execution, or other
details, the bank need file a copy of only one of
such documents, with a schedule identifying the
d.ocuments omitted and setting forth the mate-
rial details in which such documents differ from
the document of which a copy is filed. The
Board may at any time in its discretion require
the filing of copies of documents so omitted.
(0) Incorporation of exhibits by reference.

„(1) Any document or part thereof previously
wed with the Board pursuant to this Part may,
subject to the following limitations, be incorpo-
r.ated by reference as an exhibit to any registra-tion 

statement or report filed with the Board by
the sarne or any other person. Any document or
part thereof filed with an exchange pursuant to
the Act may be incorporated by reference as an
enx,hibit to any registration statement or report
tiled with the exchange by the same or any other
Person.

e (2) Any document incorporated by refer-

in 
!Ice pursuant to this paragraph (o) shall be so
(icorporated only by reference to the specific
,°curnent and to the prior filing in which it was
"Ysically filed,not to another file which incor-
Perates it by reference.

text If any modification has occurred in the
s."' of any document incorporated by reference

the 
the filing thereof, the bank shall file with

a  
the

a statement containing the text of
113; such modification and the date thereof.
w. 4̀) No document which has been on fileriith the

Board pursuant to this Part for a pe-
r

4 o 
more than 10 years may be incorporatedLa drefef
e 

This limitation shall not, however,app
plY to a corporate charter or by-laws if such
cuinent has not been amended more than

8

twice since such filing.
(p) Extension of time for furnishing infor-

mation. If the furnishing of any information,

document, or report at the time it is required

to be filed is impracticable, the bank may file

with the Board as a separate document an ap-

plication (1) identifying the information, docu-

ment, or report in question, (2) stating why the

filing thereof at the time required is impracti-

cable, and (3) requesting an extension of time

for filing the information, document, or report

to a specified date not more than 60 days after

the date it would otherwise have to be filed. The

application shall be deemed granted unless the

Board, within 10 days after receipt thereof,

shall enter an order denying the application.
(q) Number of copies; signatures; binding

(1) Except where otherwise provided in a par

ticular form, 16 copies of each registration

statement and report (including financial state-

ments) and 4 copies of each exhibit and each

other document filed as a part thereof, shall be

filed with the Board. At least one complete copy

of each statement shall be filed with each ex-

change, if any, on which the securities covered

thereby are being registered. At least one copy

of each report shall be filed with each exchange,

if any, on which the bank has securities regis-

tered.
(2) At least one copy of each statement or

report filed with the Board and one copy there-

of filed with an exchange shall be manually

signed. If the statement or report is typewritten,

one of the signed copies filed with the Board

shall be an original "ribbon" copy. Unsigned

copies shall be conformed. If the signature of

any person is affixed pursuant to a power of

attorney or other similar authority, a copy of

such power or other authority shall also be filed

with the statement or report.

(3) Each copy of a statement or report filed

with the Board or with an exchange shall be

bound in one or more parts. Copies filed with

the Board shall be bound without stiff covers.

The statement or report shall be bound on the

left side in such a manner as to leave the read-

ing matter legible.
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(r) Requirements as to paper, printing, and
language. (1) Statements and reports shall be
filed on good quality, unglazed, white paper
81/2 x 13 inches in size, insofar as practicable.
Tables charts, maps, and financial statements
May, however, be on larger paper if folded to
that size.
(2) The statement or report and, insofar as

practicable, all papers and documents filed as a
Part thereof, shall be printed, lithographed,
Mimeographed, xerocopied, or typewritten. The
statement or report or any portion thereof may,
however, be prepared by any similar process
that, in the opinion of the Board, produces cop-
ies suitable for a permanent record. Irrespective
of the process used, all copies of any such mate-
rial shall be clear, easily readable, and suitable
for repeated photocopying. Debits in credit cat-
egories and credits in debit categories shall be
designated so as to be clearly distinguishable as
such on photocopies.
(3) The body of all printed statements and

reports shall be in roman type at least as large
as in--point modern type. To the extent neces-
sary for convenient presentation, however, fi-
nancial statements and other statistical or tabu-

data and the notes thereto may be in type at
least as large as 8-point modern type. All type
sh all be leaded at least 2 points.
(4) Statements and reports shall be in Eng-

Ish• If any exhibit or other paper or document
:lied with a statement or report is in a foreign
"gtiage, it shall be accompanied by a transla-tion into English.
(s) Preparation of statement or report. Each

statement and report shall contain the numbers

rIci captions of all items of the appropriate
hut the text of the items may be omitted

Provided the answers thereto are so prepared
to indicate to the reader the coverage of the

enis without the necessity of his referring to
u,ne, text of the items or instructions thereto.
:vnere any item requires information to be given
In tabular form, however, it shall be given in
sittibstantially the tabular form specified in the
tLeirt: All instructions, whether appearing under
ue items of the form or elsewhere therein, are

9

to be omitted. Unless expressly provided other-
wise, if any item is inapplicable or the answer
thereto is in the negative, an appropriate state-
ment to that effect shall be made.
(t) Riders; inserts. Riders shall not be used.

If the statement or report is typed on a printed
form, and the space provided for the answer
to any given item is insufficient, reference shall
be made in such space to a full insert page or
pages on which the item number and caption
and the complete answer are given.
(u) Amendments. All amendments shall

comply with all pertinent requirements applica-
ble to statements and reports. Amendments
shall be filed separately for each separate state-
ment or report amended. Amendments to a
statement may be filed either before or after
registration becomes effective.
(v) Title of securities. Wherever the title of

securities is required to be stated, information
shall be given that will indicate the type and
general character of the securities, including:
(1) In the case of shares, the par or stated

value, if any; the rate of dividends, if fixed, and
whether cumulative or noncumulative; a brief
indication of the preference, if any; and if con-
vertible, a statement to that effect.
(2) In the case of funded debt, the rate of

interest; the date of maturity, or if the issue
matures serially, a brief indication of the serial
maturities, such as "maturing serially from 1970
to 1980"; if payment of principal or interest is
contingent, an appropriate indication of such
contingency; a brief indication of the priority
of the issue; and if convertible, a statement to
that effect.
(3) In the case of any other kind of secu-

rity, appropriate information of comparable
character.
(w) Interpretation of requirements. Unless

the context clearly shows otherwise,
(1) The forms require information only as

to the bank.
(2) Whenever any fixed period of time in

the past is indicated, such period shall be com-
puted from the date of filing.
(3) Whenever words relate to the future,
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they have reference solely to present intention.
(4) Any words indicating the holder of a

position or office include persons, by whatever
titles designated, whose duties are those ordi-
narily performed by holders of such positions
or offices.
(x) When securities are deemed to be regis-

tered. A class of securities with respect to which
an application for registration or a registration
statement has been filed pursuant to section 12
of the Act shall be deemed to be registered for
the purposes of sections 13, 14, and 16 of the
Act and this Part only when such appli-
cation or registration statement has become
effective as provided in section 12, and securi-
ties of said class shall not be subject to sections
13, 14, and 16 of the Act until such application
or 

registration statement has become effective as
provided in section 12.

SECTION 206.5—PROXIES, PROXY
STATEMENTS, AND STATEMENTS
WHERE MANAGEMENT DOES NOT

SOLICIT PROXIES

(a) Requirement of Statement. No solicita-hon rsf
L a proxy with respect to a security of a
uank registered pursuant to section 12 of the
!Act shall be made unless each person solicited
Is concurrently furnished or has previously been
furnished with a written proxy statement con-
tizlinang the information required by Form F-5.
f the management of any bank having such a
security outstanding fails to solicit proxies from
the holders of any such security in such a man-
ner as to require the furnishing of such a proxyst
atement, at least 15 calendar days prior to

anY annual or other meeting of the holders of
ch security at which the holders of such secu-

rity are entitled to vote, such bank shall trans-
to all holders of record of such security a

sbtatement containing the information required
vvYkP°1-ni F-5. A proxy statement or a statement
",ere management does not solicit proxies re-quaired by this paragraph is hereinafter some-
imes referred to as a "Statement".

10

(b) Exceptions. The requirements of the

first sentence of paragraph (a) shall not apply
to the following:
(1) Any solicitation made otherwise than on

behalf of the management of the bank where
the total number of persons solicited is not more
than 10.
(2) Any solicitation by a person in respect

to securities carried in his name or in the name
of his nominee (otherwise than as voting
trustee) or held in his custody, if such person

(A) receives no commission or remunera-
tion for such solicitation, directly or indirectly,

other than reimbursement of reasonable ex-

penses;
(B) furnishes promptly to the person so-

licited a copy of all soliciting material with
respect to the same subject matter or meeting
received from all persons who will furnish cop-

ies thereof for such purpose and who will, if
requested, defray the reasonable expenses to be
incurred in forwarding such material; and

(C) in addition, does no more than (i)
impartially instruct the person solicited to for-

ward a proxy to the person, if any, to whom the

person solicited desires to give a proxy, or (ii)
impartially request from the person solicited
instructions as to the authority to be conferred

by the proxy and state that a proxy will be

given if no instructions arc received by a cer-

tain date.
(3) Any solicitation by a person with re-

spect to securities of which he is the beneficial

owner.
(4) Any solicitation through the medium of

a newspaper advertisement that informs secu-

rity holders of a source from which they may

obtain copies of a proxy statement, form of

proxy, and any other soliciting material and

does no more than (A) name the bank; (B)
state the reason for the advertisement; and (C)

identify the proposal or proposals to be acted

upon by security holders.

(c) Annual report to security holders to ac-

company Statements. (1) Any Statement fur-

nished on behalf of the management of the bank

that relates to an annual meeting of security
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holders at which directors are to be elected shall
be accompanied or preceded by an annual re-
port to such security holders containing such
financial statements for the last fiscal year as
Will, in the opinion of the management, ade-
quately reflect the financial position and opera-
tions of the bank. The financial statements
included in the annual report may omit details
or summarize information if such statements,
considered as a whole in the light of other In-
formation contained in the report and in the
light of the financial statements of the bank filed
or to be filed with the Board, will not by such
procedure omit any material information neces-
sary to a fair presentation or to make the finan-
cial statements not misleading under the circum-
stances. Subject to the foregoing requirements
With respect to financial statements, the annual
report to security holders may be in any form
deemed suitable by the management. This para-
g.raph shall not apply, however, to solicita-t!ons 

made on behalf of management before the
financial statements are available if solicitation
i
n. lana
s being made at the time in opposition to the

gement and if the management's Statement
1.neludes an undertaking in bold-faced type to
furnish such annual report to all persons being
solicited at least 20 days before the date of the
meeting.
(2) Sixteen copies of each annual report

sent to security holders pursuant to this para-graph 
(e) shall be sent to the Board not laterthan 
(A) the date on which such report is first

sent or given to security holders or (B) the date
o

n Which preliminary copies of the manage-

s to 

tnent Statement arc filed with the Board pur-suant
paragraph (f), whichever date is later.

ueh annual report is not deemed to be "solicit-ing 
material' or to be "filed" with the Board or

o 

therwise subject to this section 206.5 or ther
1̀1311itiesf0. section 18 of the Act, except to the

„xtent that the bank specifically requests that it
..".e treated as a part of the proxy soliciting mate-rial or 

incorporates it in the proxy statement byreference.

(d) Requirements as to proxy. (1) Theform 
of proxy (A) shall indicate in bold-face

11

type whether or not the proxy is solicited on
behalf of the management of the bank, (B)
shall provide a specifically designated blank
space for dating the proxy, and (C) shall iden-
tify clearly and impartially each matter or group
of related matters that management intends to
present for action. No reference need be made,
however, to matters as to which discretionary
authority is conferred pursuant to subpara-
graph (3).
(2) Means shall be provided in the form of

proxy whereby the person solicited is afforded
an opportunity to specify by ballot a choice be-
tween approval or disapproval of each matter
or group of related matters referred to therein
as intended to be acted upon, other than elec-
tions to office. A proxy may confer discretion-
ary authority with respect to matters as to
which a choice is not so specified if the form of
proxy states in bold-face type how the shares
represented by the proxy are intended to be
voted in each such case.
(3) A proxy may confer discretionary au-

thority with respect to other matters that may
come before the meeting, if (A) the persons on
whose behalf the solicitation is made are not
aware a reasonable time prior to the time the
solicitation is made that any such other matters
are to be presented for action at the meeting
and (B) a specific statement to that effect is
made in the proxy statement or in the form of
proxy.
(4) No proxy shall confer authority (A) to

vote for the election of any person to any office
for which a bona fide nominee is not named in
the proxy statement, or (B) to vote at any an-
nual meeting other than the next annual meet-
ing (or any adjournment thereof) to be held
after the date on which the proxy statement and
form of proxy are first sent or given to security
holders.
(5) The proxy statement or form of proxy

shall provide, subject to reasonable specified
conditions, that the shares represented by the

proxy will be voted and that where the person
solicited specifies by means of a ballot provided
pursuant to subparagraph (2) a choice with
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resPect to any matters to be acted upon, the
Shares will be voted in accordance with the
Specifications so made.
(e) Presentation of information in State-

ment. (1) The information included in the
Statement shall be clearly presented and the
statements made shall be divided into groups
according to subject matter and the various
groups of statements shall be preceded by ap-
propriate headings. The order of items in the
form need not be followed. Where practicable
and appropriate, the information shall be pre-
sented in tabular form. All amounts shall be
stated in figures. Information required by more
than one applicable item need not be repeated.
N. 0 statement need be made in response to any
nein that is inapplicable.
, (2) Any information required to be included
In the Statement as to terms of securities or
Other subject matter that from a standpoint of
Practical necessity must be determined in the
future may be stated in terms of present knowl-
edge and intention. To the extent practicable,
the authority to be conferred concerning each
such matter shall be confined within limits rea-
sonably related to the need for discretionary
authority. Subject to the foregoing, information
that is not known to the persons on whose be-
half the solicitation is to be made and is not
reasonably within the power of such persons toascertain or procure may be omitted, if a brief
s.tatement of the circumstances rendering such
Information unavailable is made.
(3) There may be omitted from a proxyst
atement any information contained in any

Other proxy soliciting material that has been
tn.rnished to each person solicited in connectionwith the same meeting or subject matter if a
clear reference is made to the particular docu-
ment containing such information.
r (4) All printed Statements shall be set in
4nian type at least as large as 10-point modern
type except that to the extent necessary forc

_mwenient presentation financial statements
dnd. other statistical or tabular matter may beset 

In roman type at least as large as 8-point

12

modern type. All type shall be leaded at least
2 points.
(1) Material required to be filed. (1) Three

preliminary copies of each Statement, form of
proxy, and other item of soliciting material to
be furnished to security holders concurrently
therewith, shall be filed with the Board by
management or any other person making a
solicitation subject to this section 206.5 at least
10 calendar days (or 15 calendar days in the
case of other than routine meetings, as defined
below) prior to the date such item is first sent
or given to any security holders, or such shorter
period prior to that date as the Board may au-
thorize. The management of the bank or other
person filing such material may presume that
the Board will have no comments with respect
thereto unless such comments are received or
they are otherwise advised before the expiration
of such 10-day, 15-day or shorter period, which-
ever is applicable. For the purposes of this sub-
paragraph (1), a routine meeting means a meet-
ing with respect to which no one is soliciting
proxies subject to this section 206.5 other than

on behalf of management and at which man-
agement intends to present no matters other
than the election of directors, election of in-
spectors of election, and other recurring mat-
ters. In the absence of actual knowledge to the
contrary, management may assume that no
other such solicitation of the bank's security
holders is being made. In cases of annual meet-
ings, one additional preliminary copy of the
Statement, the form of proxy, and any other
soliciting material, marked to show changes
from the material sent or given to security hold-
ers with respect to the preceding annual meet-
ing, shall be filed with the Board.
(2) Three preliminary copies of any addi-

tional soliciting material, relating to the same
meeting or subject matter, furnished to security
holders subsequent to the proxy statement shall
be filed with the Board at least two days (exclu-
sive of Saturdays, Sundays, and holidays) prior
to the date copies of such material arc first sent
or given to security holders, or such shorter
period prior to such date as the Board may
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authorize upon a showing of good cause there-
for.

(3) Sixteen copies of each Statement, form
of proxy, and other item of soliciting material,
in the form in which such material is furnished
to security holders, shall be filed with, or mailed
for filing to, the Board not later than the date
such material is first sent or given to any secu-
rity holders. Three copies of such material shall
Bt the same time be filed with, or mailed for
filing to, each exchange upon which any secu-
rity of the bank is listed.
(4) If the solicitation is to be made in whole

Or in part by personal solicitation, three copies
of all written instructions or other material that
discusses or reviews, or comments upon the
merits of, any matter to be acted upon and is
furnished to the individuals making the actual
solicitation for their use directly or indirectly in
connection with the solicitation shall be filed
With the Board by the person on whose behalf
the solicitation is made at least five days prior
to the date copies of such material are first sent
or given to such individuals, or such shorter
Period prior to that date as the Board may au-
thorize upon a showing of good cause therefor.
(5) All copies of material filed pursuant to

sub
paragraphs (1) and (2) shall be clearly

marked "Preliminary Copies" and shall be for
the information of the Board only, except that
such material may be disclosed to any depart-
ment or agency of the United States Govern-
ment and the Board may make such inquiries
°r investigation with respect to the material as
may be necessary for an adequate review there-
°f. All material filed pursuant to subparagraphs
(l), (2), or (3) shall be accompanied by a
statement of the date upon which copies thereof
are intended to be, or have been, sent or given
to security holders. All material filed pursuant
to subparagraph (4) shall be accompanied by
a statement of the date upon which copies
thereof are intended to be released to the indi-
viduals who will make the actual solicitation.
(6) Copies of replies to inquiries from secu-

rity.holders requesting further information and
c°Ples of communications that do no more than

request that forms of proxy theretofore solicited

be signed, dated, and returned need not be filed

pursuant to this paragraph (f).

(7) Notwithstanding the provisions of para-

graphs (f) (1), (f) (2), and (i)(5), copies of

soliciting material in the form of speeches, press

releases, and radio or television scripts may, but

need not, be filed with the Board prior to use or

publication. Definitive copies, however, shall be

filed with or mailed for filing to the Board as

required by paragraph (f) (3) not later than

the date such material is used or published. The

provision of paragraphs (f) (1), (f) (2), and

(i)(5) shall apply, however, to any reprints or

reproductions of all or any part of such mate-

rial.
(8) Where any Statement, form of proxy, or

other material filed pursuant to this paragraph

(f) is revised, two of the copies of such revised

material filed pursuant to paragraph (f) (3)

shall be marked to indicate clearly the changes.

If the revision alters the text of the material,

the changes in such text shall be indicated by

means of underscoring or in some other appro-

priate manner.
(g) Mailing communications for security

holders. If the management of the bank has

made or intends to make any proxy solicitation

subject to this section 206.5, the bank shall per-

form such of the following acts as may be re-

quested in writing with respect to the same

subject matter or meeting by any security holder

who is entitled to vote on such matter or to vote

at such meeting and who shall first defray the

reasonable expenses to be incurred by the bank

in the performance of the act or acts requested:

(1) The bank shall mail or otherwise fur-

nish to such security holder the following in-

formation as promptly as practicable after the

receipt of such request:
(A) A statement of the approximate num-

ber of holders of record of any class of securi-

ties, any of the holders of which have been or

are to be solicited on behalf of the management,

or any group of such holders that the security

holder shall designate;
( B ) If the management of the bank has

13

Digitized for FRASER 
http://fraser.stlouisfed.org 
Federal Reserve Bank of St. Louis 



Li 12

REGULATION F ( PROXY STATEMENTS) § 206.5

made or intends to make, through bankers,
brokers, or other persons any solicitation of the
beneficial owners of securities of any class, a
statement of the approximate number of such
beneficial owners, or any group of such own-
ers that the security holder shall designate;

(C) An estimate of the cost of mailing a
specified proxy statement, form of proxy, or
other communication to such holders, including
insofar as known or reasonably available, the
estimated handling and mailing costs of the
bankers, brokers, or other persons specified in
03).

(2) (A) Copies of any proxy statement, form
of proxy, or other communication furnished
bY the security holder shall be mailed by the
bank to such of the holders of record specified
in (1)(A) above as the security holder shall
designate. The hank shall also mail to each
hianker, broker, or other persons specified in
‘1) (B) above, a sufficient number of copies of
such proxy statement, form of proxy, or other
communication as will enable the hanker,
broker, or other person to furnish a copy thereof
to each beneficial owner solicited or to he
solicited through him,

(13) Any such material that is furnished by
the security holder shall be mailed with reason-able 

promptness by the bank after receipt of a
tender of the material to be mailed, of envelopes
°I' other containers therefor, of postage or pay-
sent for postage, and of evidence that such

material has been filed with the Board pursuant
10 

Paragraph (f). The bank need not, however,
ail any such material that relates to any mat-

er to be acted upon at an annual meeting of
security holders prior to the earlier of (i) a day
corresPonding to the first date on which man-

proxy soliciting material was released
la° security holders in connection with the last
„nnual meeting of security holders, or (ii) the
Itofrst day on which solicitation is made on behalf

inanagement. With respect to any such mate-
that relates to any matter to be acted upon
ectirity holders otherwise than at an annual

leeting, such material nccd not be mailed prior

1 4

to the first day on which solicitation is made on
behalf of management;

(C) Neither the management nor the bank
shall be responsible for such proxy statement,
form of proxy, or other communication.

(3) In lieu of performing the acts specified
above, the bank may, at its option, furnish
promptly to such security holder a reasonably
current list of the names and addresses of such
of the holders of record specified in (1) (A)
above as the security holder shall designate, and
a list of the names and addresses of the bankers,
brokers, or other persons specified in (1)(B)
above as the security holder shall designate to-
gether with a statement of the approximate
number of beneficial owners solicited or to be
solicited through each such banker, broker, or
other person and a schedule of the handling and
mailing costs of each such banker, broker, or
other person, if such schedule has been supplied
to the management of the bank. The foregoing
information shall be furnished promptly upon'
the request of the security holder or at daily or
other reasonable intervals as it becomes avail-
able to the management of the bank.
(h) False or misleading statements. No so-

licitation or communication subject to this sec-
tion shall be made by means of any Statement,
form of proxy, notice of meeting, or other com-
munication, written or oral, containing any
statement that, at the time and in the light of
the circumstances under which it is made, is
false or misleading with respect to any material
fact, or that omits to state any material fact
necessary in order to make the statements
therein not false or misleading or necessary to
correct any statement in any earlier communi-
cation with respect to the solicitation of a proxy
for the same meeting or subject matter that has
become false or misleading. Depending upon
particular circumstances, the following may be
misleading within the meaning of this para-
graph: predictions as to specific future market
values, earnings, or dividends; material that
directly or indirectly impugns character, integ-
rity, or personal reputation, or directly or in-
di i ectly makes charges concerning improper,
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illegal, or immoral conduct or associations,
Without factual foundation; failure so to identify
a Statement, form of proxy, and other soliciting
material as clearly to distinguish it from the
soliciting material of any other person or per-
sons soliciting for the same meeting or subject
!natter; claims made prior to a meeting regard-
ing the results of a solicitation.
(1) Special provisions applicable to election

contests.
(1) Solicitations to which this paragraph ap-

Plies. This paragraph (i) applies to any solicita-
tion subject to this section 206.5 by any person
or group of persons for the purpose of opposing
a solicitation subject to this section by any
Other person or group of persons with respectto the election or removal of directors at any
annual or special meeting of security holders.
(2) Participant defined.
„ (A) For purposes of this paragraph (i)
the terms "participant" and "participant in a
solicitation" include the following:

(i) the bank;
(ii) any director of the bank, and any

!nominee for whose election as a director prox-
ies are solicited;

itS 
proxie° 

any committee or group that solic-
s, any member of such committee or

gr °V, and any person whether or not named as. 
member who, acting alone or with one or

,Irre other persons, directly or indirectly, takes
line initiative in organizing, directing, or financ-
ing any such committee or group;
With an (iv) any person who finances or joins

except 
other to finance the solicitation of prox-ies,

persons who contribute not morethan $500 and who are not otherwise partici-
Pants;

(v) any person who lends money or fur-nishes credit or enters into any other arrange-
inlents, pursuant to any contract or understand-'fig 

with a participant, for the purpose of financ-
inghOr otherwise inducing the purchase, sale,
a„°Iding, or voting of securities of the bank by
e."ry. Participant or other person, in support of
br i,n °PPosition to a participant, except a bank,
°Ker, or dealer who, in the ordinary course of

business, lends money or executes orders for

the purchase or sale of securities and who is

not otherwise a participant;
(vi) any other person who solicits prox-

ies.

(B) Such terms do not include

(i) any person or organization retained

or employed by a participant to solicit security

holders, or any person who merely transmits

proxy soliciting material or performs ministe-

rial or clerical duties;
(ii) any person employed by a partici-

pant in the capacity of attorney, accountant, or

advertising, public relations, or financial ad-

viser, and whose activities are limited to the

performance of his duties in the course of such

employment;
(iii) any person regularly employed as

an officer or employee of the bank or any of

its subsidiaries who is not otherwise a partici-

pant; or
(iv) any officer or director of, or any

person regularly employed by, any other par-

ticipant, if such officer, director, or employee is

not otherwise a participant.

(3) Filing of information required by Form

F-6.
(A) No solicitation subject to this para-

graph (i) shall be made by any person other

than the management of the bank unless at

least five business days prior thereto, or such

shorter period as the Board may authorize upon

a showing of good cause therefor, there has

been filed with the Board and with each ex-

change upon which any security of the bank is

listed, by or on behalf of each participant in

such solicitation, a statement in duplicate con-

taining the information specified by Form F-6.

(B) Within five business days after a

solicitation subject to this paragraph (i) is made

by the management of the bank, or such longer

period as the Board may authorize upon a

showing of good cause therefor, there shall be

filed with the Board and with each exchange

upon which any security of the bank is listed,

by or on behalf of each participant in such

15
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solicitation, other than the bank, a statement in
duplicate containing the information specified
by Form F-6.

(C) If any solicitation on behalf of man-
a. gement or any other person has been made, or
if Proxy material is ready for distribution, prior
to a solicitation subject to this paragraph (i) in
oPposition thereto, a statement in duplicate con-
taining the information specified in Form F-6
shad be filed by or on behalf of each participant
ln such prior solicitation, other than the bank,
as soon as reasonably practicable after the com-
mencement of the solicitation in opposition
thereto, with the Board and with each exchange
O n which any security of the bank is listed.

(D) If, subsequent to the filing of the
statements required by subparagraphs (A),
(8), and (C) above, additional persons become
Participants in a solicitation subject to this para-
graph (l), there shall be filed, with the Board
and each appropriate exchange, by or on be-
half of each such person a statement in dupli-
cate containing the information specified by
Form F-6, within three business days after

longer 
person becomes a participant, or such

longer period as the Board may authorize upon
a showing of good cause therefor.

(R) If any material change occurs in the

behalf 
reported in any statement filed by or on

behalf of any participant, an appropriate amend-ment to such statement shall be tiled promptly
with the Board and each appropriate exchange.

thereto 
(F) Each statement and amendment

filed pursuant to this paragraph (i) shall
be

- Part of the official public files of the Board
.abd shall be deemed a communication subject
L. the provisions of paragraph (h) of this sec-tion 206.5.

(4) Solicitations prior to furnishing requiredStatement. 
Notwithstanding the provisions cf

section 206.5(a), a solicitation subject to thisraragraph ,•.ki) may be made prior to furnishing
s.eettritY holders a written Statement containing
thes information specified in Form F-5 with re-:et. to such solicitation if (A) the statements
q‘cluIred by subparagraph (3) of this paragraph
) are filed by or on behalf of each participant

16

in such solicitation; (B) no form of proxy is
furnished to security holders prior to the time
the Statement is furnished to security holders,
except that this clause (B) shall not apply
where a Statement then meeting the require-
ments of Form F-5 has been furnished to secu-
rity holders; (C) at least the information speci-
fied in Items 2(a) and 3(a) of the statement
required by subparagraph (3) of this paragraph
(i) to be filed by each participant, or an appro-
priate summary thereof, is included in each
communication sent or given to security holders
in connection with the solicitation; and (D) a
written Statement containing the information
specified in Form F-5 with respect to 'a solicita-
tion is sent or given security holders at the
earliest practicable date.

(5) Solicitations prior to furnishing required
Statement—Filing requirements. Three copies
of any soliciting material proposed to be sent
or given to security holders prior to the furnish-
ing of the proxy statement required by section
206.5(a) shall be filed with the Board in pre-
liminary form, at least five business days prior
to the date copies of such material are first sent
or given to security holders, or such shorter
period as the Board may authorize upon a show-
ing of good cause therefor.

(6) Application of this paragraph to annual
report. Notwithstanding the provisions of sec-
tion 206.5(c), three copies of any portion of
the annual report referred to in that paragraph
that comments upon or refers to any solicitation
subject to this paragraph (i), or to any partici-
pant in any such solicitation, other than the
solicitation by the management, shall be filed
with the Board as proxy material subject to this
section 206.5. Such portion of the annual report
shall be filed with the Board in preliminary form
at least five business days prior to the date
copies of the report are first sent or given to
security holders.

(7) Application of paragraph (f). The pro-
visions of subparagraphs (3), (4), (5), (6),
and (7) of paragraph (f) of this section 206.5
shall apply, to the extent pertinent, to soliciting
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material subject to subparagraphs (5) and (6)
of this paragraph (i).
(8) Use of reprints or reproductions. In any

!ohcitation subject to this paragraph (i), solic-
iting material that includes, in whole or part,
any reprints or reproductions of any previously
Published material shall:

(A) state the name of the author and

Publication, the date of prior publication, and
Identify any person who is quoted without be-
ing named in the previously published material.

(B) except in the case of a public official
document or statement, state whether or not the
consent of the author and publication has been
obtained to the use of the previously published
material as proxy soliciting material.

(C) if any participant using the previ-
ously published material, or anyone on his
behalf, paid, directly or indirectly, for the

Preparation or prior publication of the previ-
ously published material, or has made or pro-
Poses to make any payments or give any other
e.onsideration in connection with the publica-
tion or republication of such material, state the
circumstances.
(i) Prohibition of certain solicitations. No

Person making a solicitation that is subject to
this section 206.5 shall solicit (1) any undated
Or Post-dated proxy; or (2) any proxy that
Provides that it shall be deemed to be dated as
0. f any date subsequent to the date on which it
Is signed by the security holder.

SECTION 206.6—"INSIDERS'"
SECURITIES TRANSACTIONS AND
REPORTS UNDER SECTION 16

OF THE ACT

(a) Filing of statements by directors, offi-
cers, and principal stockholders. (1) Initial
statements of beneficial ownership of equity
securities of a bank required by section 16(a)of the Act, and statements of changes in such
eneficial ownership, shall be prepared and filed

Hn accordance with the requirements of Form
and Form F-8, respectively.
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(2) A person who is already filing state-

ments with the Board pursuant to section 16(a)

need not file an additional statement on Form

F-7 when an additional class of equity securi-

ties of the same bank becomes registered or

when he assumes another or an additional rela-

tionship to the bank; for example, when an

officer becomes a director.
(3) Any bank that has equity securities

listed on more than one national securities ex-

change may designate one of them as the only

exchange with which reports pursuant to section

16(a) need be filed. Such designation shall be

filed with the Board and with each national

securities exchange on which any equity secu-

rity of the bank is listed. After the filing of such

designation the securities of such bank shall be

exempted with respect to the filing of statements

pursuant to section 16(a) with any exchange

other than the designated exchange.

(b) Ownership of more than 10 per cent of

an equity security. In determining, for the pur-

pose of section 16(a), whether a person is the

beneficial owner, directly or indirectly, of more

than 10 per cent of any class of equity security

of a bank, such class shall be deemed to con-

sist of the total amount of such class that has

been issued, regardless of whether any part of

such amount is held by or for the account of

the bank.
(c) Disclaimer of beneficial ownership. Any

person filing a statement may expressly declare

therein that the filing of such statement shall

not be construed as an admission that such

person is, for the purpose of section 16, the

beneficial owner of any equity securities cov-

ered by the statement.

(d) Ownership of securities held in trust.

(1) Beneficial ownership of a bank's securities

for the purpose of section 16(a) shall include:

(A) the ownership of such securities as a

trustee where either the trustee or members of

his immediate family have a vested interest in

the income or corpus of the trust,

(B) the ownership of a vested beneficial

interest in a trust, and
(C) the ownership of such securities as a
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settlor of a trust in which the settlor has the
Power to revoke the trust without obtaining
the consent of all beneficiaries.
(2) Except as provided in subparagraph (3)

of this paragraph (d), beneficial ownership of
securities of registrant banks solely as a settlor
or beneficiary of a trust shall be exempt from
the provisions of section 16(a) where less than
20 per cent in market value of the securities
having a readily ascertainable market value held
by such trust (determined as of the end of the
Preceding fiscal year of the trust) consists of
equity securities with respect to which reports
are required by section 16(a) or would be re-
quired but for an exemption by the Securities
and Exchange Commission, the Comptroller of
the Currency, or the Federal Deposit Insurance
Corporation similar to the exemption provided
for by this sentence. Exemption from section
16(a) is likewise accorded with respect to any
obligation that would otherwise be imposed
solely by reason of ownership as settlor or bene-
ficiary of a bank's securities held in trust, where
the ownership, acquisition, or disposition of
such securities by the trust is made without
Prior approval by the settlor or beneficiary. No
exemption pursuant to this subparagraph shall,
however, be acquired or lost solely as a result
of changes in the value of the trust assets during
any fiscal year or during any time when there
IS no transaction by the trust in the securities
Otherwise subject to the reporting requirements
of section 16(a).
(3) In the event that 10 per cent of any class

of' any equity security of a bank is held in a
trust, that trust and the trustees thereof as such
shall be deemed a person required to file the
reports specified in section 16(a).
(4) Not more than one report need be filed

to report any holdings of a bank's securities or
With respect to any transaction in such securi-
ties held by a trust, regardless of the number of
Officers, directors, or 10-per cent stockholders
Who are either trustees, settlors, or beneficiaries
of a trust if the report filed discloses the names
of all trustees, settlors, and beneficiaries who
are officers, directors, or 10-per cent stockhold-
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ers. A person having an interest only as a bene-
ficiary of a trust shall not be required to file any
such report so long as he relies in good faith
upon an understanding that the trustee of such
trust will file whatever reports might otherwise
be required of such beneficiary.
(5) In determining, for the purposes of par-

agraph (a) of this section 206.6, whether a
person is the beneficial owner, directly or in-
directly, of more than 10 per cent of any class
of equity security of a bank, the interest of
such person in the remainder of a trust shall
be excluded.
(6) No report shall be required by any per-

son, whether or not otherwise subject to the
requirement of filing reports under section
16(a), with respect to his indirect interest in
portfolio securities held by ,

(A) any holding company registered un-
der the Public Utility Holding Company Act,

(B) any investment company registered
under the Investment Company Act,

(C) a pension or retirement plan holding
securities of a bank whose employees generally
are the beneficiaries of the plan,

(D) a business trust With over 25 bene-
ficiaries.
(e) Certain transactions subject to section

16(a). The acquisition or disposition of any
transferable option, put, call, spread, or strad-
dle shall be deemed such a change in the bene-
ficial ownership of the bank's security to which
such privilege relates as to require the filing
of a statement reflecting the acquisition or dis-
position of such privilege. Nothing in this para-
graph (e), however, shall exempt any person
from filing the statements required upon the
exercise of such option, put, call, spread, or
straddle.

(f) Exemption from section 16 of securities
purchased or sold by odd-lot dealers, A bank's
securities purchased or sold by an odd-lot
dealer (1) in odd lots so far as reasonably nec-
essary to carry on odd-lot transactions, or (2)
in round lots to offset odd-lot transactions pre-
viously or simultaneously executed or reason-
ably anticipated in the usual course of busi-
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ness, shall be exempt from the provisions of
section 16 with respect to participation by such
odd-lot dealer in such transactions
(g) Exemption of small transactions from

section 16(a). (1) Any acquisition of a bank's

securities shall be exempt from section 16(a)
Where

(A) the person effecting the acquisition
does not within six months thereafter effect any

disposition, otherwise than by way of gift, of

securities of the same class, and
(B) the person effecting such acquisition

does not participate in acquisitions or in dis-

PositiOns of securities of the same class having
a total market value in excess of $3,000 for any
six-month period during which the acquisition

occurs.
(2) Any acquisition or disposition of a

bank's securities by way of gift, where the total
amount of such gifts does not exceed $3,000 in
market value for any six-month period, shall
be exempt from section 16(a) and may be ex-
cluded from the computations prescribed in
subparagraph (1)(B) of this paragraph (g).
(3) Any person exempted by subparagraph

(.1) or (2) of this paragraph (g) shall include
in the first report filed by him after a transac-
tion within the exemption a statement showing
his acquisitions and dispositions for each six-
month period or portion thereof that has
elapsed since his last filing.
(h) Temporary exemption of certain per-

sons from sections 16(a) and (b). During the
Period of 12 months following their appoint-
ment and qualification, a bank's securities held
by the following persons shall be exempt from

sections 16(a) and 16(b):

(1) executors or administrators of the es-
tate of a decedent;

(2) guardians or committees for an in-
competent; and

(3) receivers, trustees in bankruptcy, as-

signees for the benefit of creditors, conserva-

tors, liquidating agents, and similar persons

duly authorized by law to administer the estate
or assets of other persons.

After the 12-month period following their
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appointment and qualification the foregoing
persons shall be required to file reports under
section 16(a) with respect to a bank's securities
held by the estates that they administer and

shall be liable for profits realized from trading

in such securities pursuant to section 16(b)

only when the estate being administered is a

beneficial owner of more than 10 per cent of

any class of equity security of a bank.

(i) Exemption from section 16(b) of trans-

actions that need not be reported under section

16(a). Any transaction that has been or shall

be exempted by the Board from the require-

ments of section 16(a) shall, insofar as it is

otherwise subject to the provisions of section

16(b), be likewise exempted from section 16(b).

(j) Exemption from section 16(b) of certain

transactions by registered investment compa-

nies. Any transaction of purchase and sale, or

sale and purchase, of any equity security of a

bank shall be exempt from the operation of

section 16(b), as not comprehended within the

purpose of that section, if the transaction is

effected by an investment company registered

under the Investment Company Act of 1940

and both the purchase and sale of such security -

have been exempted from the provisions of sec-

tion 17(a) of the Investment Company Act of

1940 by an order of the Securities and Ex-

change Commission entered pursuant to sec-

tion 17(b) of that Act.

(k) Exemption from section 16(b) of cer-

tain transactions effected in connection with a

distribution. (1) Any transaction of purchase

and sale, or sale and purchase, of an equity

security of a bank that is effected in connection

with the distribution of a substantial block of

such securities shall be exempt from the provi-

sions of section 16(b), to the extent specified

in this paragraph (k), as not comprehended

within the purpose of said section, upon the

following conditions:
(A) The person effecting the transaction

is engaged in the business of distributing securi-

ties and is participating in good faith, in the

ordinary course of such business, in the distri-

bution of such block of securities;

Digitized for FRASER 
http://fraser.stlouisfed.org 
Federal Reserve Bank of St. Louis 



REGULATION F
4418

(INSIDERS' REPORTS) § 206.6

(B) The security involved in the transac-
tion is (i) a part of such block of securities and
is acquired by the person effecting the transac-
tion, with a view to the distribution thereof,
from the bank or other person on whose behalf
such securities are being distributed or from a
person who is participating in good faith in the
distribution of such block of securities, or (ii)
a security purchased in good faith by or for the
account of the person effecting the transaction
for the purpose of stabilizing the market price
of securities of the class being distributed or to
cover an over-allotment or other short position
created in connection with such distribution;
and

(C) Other persons not within the purview
of section 16(b) are participating in the distri-
bution of such block of securities on terms at
least as favorable as those on which such person
is participating and to an extent at least equal
to the aggregate participation of all persons ex-
empted from the provisions of section 16(b) by
this paragraph (k). However, the performance
of the functions of manager of a distributing
group and the receipt of a bona fide payment
for performing such functions shall not preclude
an exemption that would otherwise be available
under this paragraph.
(2) The exemption of a transaction pursuant

to this paragraph (k) with respect to the par-
ticipation therein of one party thereto shall not
render such transaction exempt with respect to
Participation of any other party therein unless
such other party also meets the conditions of
this paragraph.

(I) Exemption from section 16(b) of acqui-
sitions of shares of stock and stock options un-
der certain stock bonus, stock option, or similar
Plans. Any acquisition of shares of a bank's
stock (other than stock acquired upon the exer-
cise of an option, warrant, or right) pursuant to
a stock bonus, profit sharing, retirement, incen-
tive, thrift, savings, or similar plan, or any
acquisition of a qualified or restricted stock
Option pursuant to a qualified or restricted stock
Option plan, or of a stock option pursuant to an
employee stock purchase plan, by a director or
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officer of the bank issuing such stock or stock
option shall be exempt from the operation of
section 16(b) if the plan meets the following
conditions:
(1) The plan has been duly approved, di-

rectly or indirectly,
(A) by the holders of a majority of the

securities of the bank present, or represented,
and entitled to vote at the meeting at which it
was approved, or by the written consent of the
holders of a majority of the securities of the
bank entitled to vote, or

(B) by the holders of a majority of the
securities of a predecessor so entitled to vote, if
the plan or obligations to participate there-
under were assumed by the bank in connection
with the succession.
(2) If the selection of any director or officer

of the bank to whom stock may be allocated (or
to whom qualified, restricted, or employee stock
purchase plan stock options may be granted
pursuant to the plan) or the determination of
the number or maximum number of shares of
stock that may be allocated to any such director
or officer (or that may be covered by qualified,
restricted, or employee stock purchase plan
stock options granted to any such director or
officer) is subject to the discretion of any per-
son, then such discretion shall be exercised only
as follows:

(A) With respect to the participation of
directors (i) by the board of directors of the
bank, a majority of which board and a major-
ity of the directors acting in the matter are dis-
interested persons; (ii) by, or only in accordance
with the recommendation of, a committee of
three or more persons having full authority to
act in the matter, all of the members of which
committee are disinterested persons; or (iii)
otherwise in accordance with the plan, if the
plan specifies the number or maximum number
of shares of stock that directors may acquire (or
that may be subject to qualified, restricted, or
employee stock purchase plan stock options
granted to directors) and the terms upon which
and the times at which, or the periods within
which, such stock may be acquired (or such
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Options may be acquired and exercised); or sets
forth, by formula or otherwise, effective and
determinable limitations with respect to the
foregoing based upon earnings of the bank,
dividends paid, compensation received by par-
ticipants, option prices, market value of shares,
outstanding shares or percentages thereof out-
standing from time to time, or similar factors.

(B) With respect to the participation of
officers who are not directors (i) by the board
of directors of the bank or a committee of three
or more directors; or (ii) by, or only in accord-
ance with the recommendations of, a committee
of three or more persons having full authority
to act in the matter, all of the members of which
committee are disinterested persons.

For the purposes of this subparagraph (2), a
director or committee member shall be deemed
to be a disinterested person only if such person
is not at the time such discretion is exercised
eligible and has not at any time within one year
Prior thereto been eligible for selection as a
Person to whom stock may be allocated (or to
whom qualified, restricted, or employee stock
Purchase plan stock options may be granted)
Pursuant to the plan or any other plan of the
bank or any of its affiliates entitling the partici-
Pants therein to acquire stock or qualified, re-
stricted, or employee stock purchase plan stock
options of the bank or any of its affiliates.
(3) As to each participant or as to all par-ticipants the plan effectively limits the aggre-

gate dollar amount or the aggregate number of
Shares of stock that may be allocated (or may
be subject to qualified, restricted, or employee
stock purchase plan stock options granted) pur-
suant to the plan. The limitations may be estab-
lished on an annual basis, or for the duration of
the plan, whether or not the plan has a fixed
termination date. Such limitations may be de-
termined either by fixed or maximum dollar

upon 

anlounts, fixed or maximum numbers of shares,
for mulas based  earnings of the bank, divi-
dends paid, compensation received by partici-
Pants, option prices, market value of shares,
outstanding shares or percentages thereof out-
standing from time to time, or similar factors
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that will result in an effective and determinable

limitation. Such limitations may be subject to

any provisions for adjustment of the plan or of

stock allocable (or options outstanding there-

under) to prevent dilution or enlargement of

rights.
(m) Exemption from section 16(b) of long-

term profits incident to sales within six months

of the exercise of an option. (1) To the extent

specified in subparagraph (2) below, transac-

tions involving the purchase and sale, or sale

and purchase, of any equity security of a bank

shall be exempt from the operation of section

16(b), as not comprehended within the purpose

of that section, if such purchase is pursuant to

the exercise of an option, warrant, or right

either
(A) acquired more than six months be-

fore its exercise, or
(B) acquired pursuant to the terms of an

employment contract entered into more than

six months before its exercise.

(2) With respect to transactions specified in

subparagraph (1) above, the profits inuring to

the bank pursuant io section 16(b) shall not

exceed the difference between the proceeds of

sale and the lowest market price of any security

of the same class within six months before or

after the date of sale. Nothing in this paragraph

(m) shall be deemed to enlarge the amount of

profit that would inure to the bank in the ab-

sence of this paragraph.

(3) The disposition of any equity security of

a bank shall also be exempt from the operation

of section 16(b), as not comprehended within

the purpose of that section, if purchased in a

transaction specified in subparagraph (1) above

pursuant to a plan or agreement for merger or

consolidation, or reclassification of the bank's

securities, or for the exchange of its securities

for the securities of another person that has

acquired its assets, where the terms of such plan

or agreement are binding upon all stockholders

of the bank except to the extent that dissenting

stockholders may be entitled, under statutory

provisions or provisions contained in the bank's
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charter, to receive the appraised or fair value
of their holdings.
(4) The exemptions provided by this para-

graph (m) shall not apply to any transaction
made unlawful by section 16(c) or by any regu-
lations thereunder.
(5) The burden of establishing market price

of a security for the purpose of this paragraph
(m) shall rest upon the person claiming the
exemption.
(n) Exemption of certain securities from sec-

tion 16(c). Any equity security of a bank shall
be exempt from the operation of section 16(c)
to the extent necessary to render lawful under
such section the execution by a broker of an
order for an account in which he had no direct
or indirect interest.
(o) Exemption from section 16(c) of certain

transactions effected in connection with a dis-
tribution. Any equity security of a bank shall be
exempt from the operation of section 16(c) to
the extent necessary to render lawful under such
section any sale made by or on behalf of a
dealer in connection with a distribution of a
substantial block of the bank's securities, upon
the following conditions:
(1) The sale is made with respect to an over-

allotment in which the dealer is participating
as a member of an underwriting group, or the
dealer or a person acting on his behalf intends
In good faith to offset such sale with a security
to be acquired by or on behalf of the dealer as
a participant in an underwriting, selling, or
soliciting-dealer group of which the dealer is a
member at the time of the sale, whether or not
the security to be so acquired is subject to a
Prior offering to existing security holders or
some other class of persons; and
(2) Other persons not within the purview of

section 16(c) are participating in the distribu-
tion of such block of securities on terms at least
as favorable as those on which such dealer is
Participating and to an extent at least equal to
the aggregate participation of all persons ex-
empted from the provisions of section 16(c) by
this paragraph (o). The performance of the
functions of manager of a distributing group
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and the receipt of a bona fide payment for per-
forming such functions shall not, however, pre-
clude an exemption that would otherwise be
available under this paragraph.
(p) Exemption of sales of securities to be

acquired. (1) Whenever any person is entitled,
as an incident to his ownership of an issued
equity security of a bank and without the pay-
ment of consideration, to receive another secu-
rity of the bank "when issued" or "when dis-
tributed", the security to be acquired shall be
exempt from the operation of section 16(c) if

(A) the sale is made subject to the same
conditions as those attaching to the right of
acquisition,

(B) such person exercises reasonable dili-
gence to deliver such security to the purchaser
promptly after his right of acquisition matures,
and

(C) such person reports the sale on the
appropriate form for reporting transactions by
persons subject to section 16(a).
(2) This paragraph (p) shall not be con-

strued as exempting transactions involving both
a sale of a security "when issued" or "when
distributed" and a sale of the security by virtue
of which the seller expects to receive the "when-
issued" or "when-distributed" security, if the
two transactions combined result in a sale of
more units than the aggregate of those owned
by the seller plus those to be received by him
pursuant to his right of acquisition.
(q) Arbitrage transactions under section 16.

It shall be unlawful for any director or officer
of a bank to effect any foreign or domestic
arbitrage transaction in any equity security of
the bank unless he shall include such transac-
tion in the statements required by section 16(a)
of the Act and section 206.6(a) and shall ac-
count to such bank for the profits arising from
such transaction, as provided in section 16(b).
The provisions of section 16(c) shall not apply
to such arbitrage transactions. The provisions
of section 206.6(a) and of section 16 shall not
apply to any bona fide foreign or domestic arbi-
trage transaction insofar as it is effected by any
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person other than such director or officer of
the bank issuing such security.

SECTION 206.7—FORM AND CONTENT
OF FINANCIAL STATEMENTS

(a) Principles of financial reporting. Finan-
cial statements filed with the Board pursuant to
this Part shall be prepared in accordance with
generally accepted accounting principles and
Practices applicable to banks. The Board may
from time to time issue releases on accounting
Principles and practices to be used with respect
to specific areas.
(b) Verification. (1) General.
(A) Every verification with respect to fi-

nancial statements filed pursuant to this Part
shall be dated, shall be signed manually, and
shall identify without detailed enumeration the
financial statements covered by the verification.

(B) If the person or persons making a
verification considers that he must take excep-
tions or express qualifications with respect
thereto, each such exception or qualification
shall be stated specifically and clearly and, to
the extent practicable, shall indicate the effect
of the matter on the financial statements to
Which it relates.
(2) Opinions to be expressed by principal

accounting officer and auditor. Every verifica-
tion by a bank's principal accounting officer
and auditor shall state:

(A) The opinions of such persons with
respect to the financial statements covered by
the verification and the accounting principles
and practices reflected therein; and

(B) The opinions of such persons as to
any material changes in accounting principles
or practices or in the method of applying the
accounting principles or practices, or adjust-
ments of the accounts, required to be set forth
by paragraph (c)(5) of this section 206.7.
(3) Certification by independent public ac-

"'infants.
(A) Qualifications of independent public

accountants.
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(i) The Board will not recognize any
person as an independent public accountant
who is not registered or licensed to practice as
a public accountant by a regulatory authority
of a State and in good standing with such au-
thority as such an accountant.

(ii) The Board will not recognize as
independent a public accountant who is not in
fact independent. For example, an accountant
will be considered not independent with respect
to any person in which he has, or had during
the period of report, any direct financial inter-
est or material indirect financial interest; or
with which he is, or was during such period.
connected as a promoter, underwriter, voting
trustee, director, officer, or employee.

(iii) In determining whether a public
accountant is in fact, independent with respect
to a particular person, the Board will give ap-
propriate consideration to all relevant circum-
stances, including evidence bearing on all rela-
tionships between the accountant and that
person or any affiliate thereof, and will not con-
fine itself to the relationships existing in con-
nection with the filing of reports with the
Board.

(B) Representations as to the audit. The
independent public accountant's certificate

(i) shall state whether the audit was
made in accordance with generally accepted
auditing standards; and

(ii) shall designate any auditing proce-
dures generally recognized as normal (or
deemed necessary by the accountant under the
circumstances of the particular case) that have
been omitted, and the reasons for their omis-
sion, but no procedure that independent ac-
countants ordinarily employ in the course of an
audit made for the purpose of expressing the
opinions required by clause (C) below shall be
oinitted.

(C) Opinions to be expressed. The inde-
pendent public accountant's certificate shall
state:

(1) The opinion of the accountant with
respect to the financial statements covered by
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the certificate and the accounting principles
and practices reflected therein;

(ii) The opinion of the accountant as
to any material changes in accounting princi-
ples or practices or in the method of applying
the accounting principles or practices, or ad-
justments of the accounts, required to be set
forth by paragraph (c)(5) of this section 206.7;
and

(iii) The nature of, and the opinion of
the accountant as to, any material differences
between the accounting principles and prac-
tices reflected in the financial statements and
those reflected in the accounts after the entry of
adjustments for the period under review.

(D) Certification of financial statements
by more than one independent public account-
ant. If, with respect to the certification of the
financial statements of any bank, the principal
independent public accountant relies on an ex-
amination made by another independent public
accountant of certain of the accounts of such
bank or its affiliates, the certificate of such other
accountant shall be filed (and the provisions of
this subparagraph shall be applicable thereto);
however, the certificate of such other account-
ant need not be filed (i) if no reference is made
directly or indirectly to such other accountant's
examination in the principal accountant's cer-
tificate, or (ii) if, having referred to such other
accountant's examination, the principal ac-
countant states in his certificate that he assumes
responsibility for such other accountant's ex-
amination in the same manner as if it had been
made by him.
(c) Provisions of general application. (1)

Requirements as to form. Financial statements
shall be prepared in accordance with the appli-
cable requirements of Forms 9A, B, C, and D.
All money amounts required to be shown in
financial statements may be expressed in even
dollars or thousands of dollars. If shown in
even thousands, an indication to that effect
shall he inserted immediately beneath the cap-
tion of the statement or schedule, or at the top
of each money column. The individual amounts
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shown need not be adjusted to the nearest dol-
lar or thousand if the failure of the items to add
to the totals shown is stated in a note as due to
the dropping of amounts of less than $1.00 or
$1,000, as appropriate.
(2) Items not material. If the amount that

would otherwise be required to be shown with
respect to any item is not material, it need not
be separately set forth.
(3) Inapplicable captions and omission of

unrequired or inapplicable financial statements.
No caption need be shown in any financial
statement required by the forms set forth in this
Part as to which the items and conditions are
not present. Financial statements not required
or inapplicable because the required matter is
not present need not be filed, but the state-
ments omitted and the reasons for their omis-
sion shall be indicated in the list of financial
statements required by the applicable form.
(4) Additional information. In addition to

the information required with respect to any
financial statement, such further information
shall be furnished as is necessary to make the
required statements, in the light of the circum-
stances under which they are made, not mis-
leading.
(5) Changes in accounting principles and

practices and retroactive adjustments of ac-
counts. Any change in accounting principle or
practice, or in the method of applying any ac-
counting principle or practice, made during any
period for which financial statements are filed
that affects comparability of such financial
statements with those of prior or future periods,
and the effect thereof upon the net income for
each period for which financial statements are
filed, shall be disclosed in a note to the appro-
priate financial statement. Any material retro-
active adjustment made during any period for
which financial statements are filed, and the
effect thereof upon net income of prior periods,
shall be disclosed in a note to the appropriate
financial statement.
(6) Summary of accounting principles and

practices. Information required in notes as to
accounting principles and practices reflected in
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the financial statements may be presented in the
form of a single statement. In such a case spe-
cific references shall be made in the appropriate
financial statements to the applicable portion of
such single statement.
(7) Foreign currencies. The basis of conver-

sion of all items in foreign currencies shall be
stated, and the amount and disposition of the
resulting unrealized profit or loss shown. Dis-
closure should be made as to the effect, insofar
as this can be reasonably determined, of foreign
exchange restrictions upon the consolidated
financial position and operating results of the
bank and its subsidiaries.
(8) Commitments. If material in amount, the

pertinent facts relative to firm commitments for
the acquisition, directly or indirectly, of fixed
assets and for the purchase, repurchase, con-
struction, or rental of assets under long-term
leases shall be stated briefly in the balance sheet
Or in footnotes referred to therein. Where the
rentals or obligations under long-term leases
are material there shall be shown the amounts
of annual rentals under such leases with some
indication of the periods for which they are
Payable, together with any important obligation
assumed or guarantee made in connection
therewith. If the rentals are conditional, the
,InInimum annual amounts shall be stated, un-
less inappropriate in the circumstances.
(9) General notes to balance sheets. If pres-

ent with respect to the person for which the
statement is filed, the following shall be set
forth in the balance sheet or in notes thereto:

(A) Assets subject to lien. The amounts
of assets mortgaged, pledged, or otherwise sub-
ject to a lien or security interest shall be desig-
nated and the obligation secured thereby, if
any, shall be identified briefly.
(13) Intercompany profits and losses. The

?Elect upon any balance sheet item of profits or
tosses resulting from transactions with affiliated
c. wnpanies not consolidated shall be stated. If
lalPracticable of accurate determination with-
out unreasonable effort or expense, an estimate
or explanation shall be given.

(C) Preferred shares. (i) If callable, the
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date or dates and the amount per share at which
such shares are callable shall be stated; (ii)
Arrears in cumulative dividends per share and
in total for each class of shares shall be stated;
(iii) Preferences on involuntary liquidation, if
other than the par or stated value, shall be
shown. When the excess involved is material,
there shall be shown the difference between the
aggregate preference on involuntary liquidation
and the aggregate par or stated value, a state-
ment that this difference (plus any arrears in
dividends) exceeds the sum of the par or stated
value of the junior capital shares, surplus, and
undivided profits if such is the case, and a state-
ment as to the existence (or absence) of any
restrictions upon surplus and/or undivided
profits growing out of the fact that upon in-
voluntary liquidation the preference of. the
preferred stock exceeds its par or stated value.

(D) Pension and retirement plans. (i) A
brief description of the essential provisions of
any employee pension or retirement plan shall
be given; (ii) The estimated annual cost of the
plan shall be stated; (iii) If a plan has not been
funded or otherwise provided for, the estimated
amount that would be necessary to fund or
otherwise provide for the past-service cost of
the plan shall be disclosed.

(E) Capital stock optioned to officers and
employees.

(i) A brief description of the terms of
each option arrangement shall be given, includ-
ing the title and amount of securities subject to
the option, the year or years during which the
options were granted, and the year or years
during which the optionees became, or will be-
come, entitled to exercise the options;

(ii) There shall be stated the number of
shares under option at the balance sheet date,
and the option price and the fair value thereof
(per share and in total) at the dates the options
were granted; the number of shares with re-
spect to which options became exercisable dur-
ing the period, and the option price and the
fair value thereof (per share and in total) at the
dates the options became exercisable; and the
number of shares with respect to which options
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were exercised during the period, and the op-
tion price and the fair value thereof (per share
and in total) at the dates the options were exer-
cised. The required information may be sum-
marized as appropriate with respect to each of
the categories referred to in this subclause (ii);

(iii) The basis of accounting for such
Option arrangements and the amount of
charges, if any, reflected in income with re-
spect thereto shall be stated.

(F) Restrictions that limit the availability
of surplus and/or undivided profits for dividend
Purposes. Any such restriction, other than as
reported in subparagraph (9)(C) of this para-
graph (c) shall be described, indicating briefly
its source, its pertinent provisions, and, where
appropriate and determinable, the amount of
the surplus and/or undivided profits so re-
stricted.

(G) Contingent liabilities. A brief state-
ment as to contingent liabilities not reflected in
the balance sheet shall be made.
(10) General notes to statements of income.

If present with respect to the person for which
the statement is filed, the following shall be set
forth in the statement of income or in notes
thereto:

(A) Intercompany profits and losses. The
amount of any profits or losses resulting from
transactions between unconsolidated affiliated
companies shall be stated. If impracticable of
determination without unreasonable effort and
expense, an estimate or explanation shall be
given.

(B) Depreciation and amortization. For
the period for which statements of income are
filed, there shall be stated the policy followed
With respect to: (i) The provision for deprecia-
tion of physical properties or valuation allow-
ances created in lieu thereof, including the
methods and, if practicable, the rates used in
computing the annual amounts; (ii) The provi-
sion for depreciation and amortization of in-
tangibles, or valuation allowances created in
lieu thereof, including the methods and, if
Practicable, the rates used in computing the
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annual amounts; (iii) The accounting treatment
for maintenance, repairs, renewals, and im-
provements; and (iv) The adjustment of the
accumulated valuation allowances for deprecia-
tion and amortization at the time the properties
were retired or otherwise disposed of, including
the disposition made of any profit or loss on
sale of such properties.
(d) Consolidated financial statements. (1)

Consolidated statements generally present more
meaningful information to the investor than un-
consolidated statements. Except where good
reason exists, consolidated statements of the
bank and its majority-owned significant subsid-
iaries should be filed.
(2) Every majority-owned bank-premises

subsidiary and every majority-owned subsid-
iary operating under the provisions of section
25 or section 25(a) of the Federal Reserve Act
("Agreement Corporations" and "Edge Act
Corporations") shall be consolidated with that
of the reporting bank irrespective of whether
such subsidiary is a significant subsidiary.
(3) If the financial statements of a subsidiary

are as of a date or for periods different from
those of the bank, such statements may be used
as the basis for consolidation of the subsidiary
only if the date of such statements is not more
than 93 days from the date of the close of the
bank's fiscal year; the closing date of the sub-
sidiary is specified; the necessity for the use of
different closing dates is explained briefly; and
any changes in the respective fiscal periods of
the bank and the subsidiary made during the
period of report are indicated clearly.
(4) There shall be set forth in a note to each

consolidated balance sheet filed a statement of
any difference between the investment in sub-
sidiaries consolidated, as shown by the bank's
books, and the bank's equity in the net assets
of such subsidiaries as shown by the subsid-
iaries' books. If any such difference exists, there
shall be set forth the amount of the difference
and the disposition made thereof in preparing
the consolidated statements, naming the bal-
ance sheet captions and stating the amount in-
cluded in each.
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(5) Minority interests in the net assets of
subsidiaries consolidated shall be shown in
each consolidated balance sheet. The aggregate
amount of profit or loss accruing to minority
interests shall be stated separately in each con-
solidated statement of income.
(6) In general, intercompany items and trans-

actions shall be eliminated. If not eliminated,
a statement of the reasons for inclusion and the
Methods of treatment shall be made.
(e) Statement of changes in capital accounts.

A statement of changes in capital accounts shall
be filed with each statement of income filed pur-
suant to this Part.
(1) Schedules to be filled. (1) The following

schedules shall be filed with each balance sheet
filed pursuant to this Part: Schedule I—U.S.
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Government Obligations and Obligations of
States and Political Subdivisions; Schedule II—
Other Securities; Schedule III—Loans; Sched-
ule IV—Bank Premises and Equipment; Sched-
ule V—Investments in, Dividend Income from,
and Share in Earnings or Losses of Uncon-
solidated Subsidiaries; and Schedule VI—
"Other" Liabilities for Borrowed Money.
(2) The following schedules shall be filed

with each statement of income filed pursuant to
this Part: Schedule VII—Allowance for Possi-
ble Loan Losses; and Schedule VIII—Occu-
pancy Expense of Bank Premises.
(3) Reference to the schedules referred to in

subparagraphs (1) and (2) shall be made against
the appropriate captions of the balance sheet or
statement of income.
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For release in morning papers of
Thursday, December 31, 1964

Item No. 8
12/16/64

December 29, 1964

The Board of Governors of the Federal Reserve System today

issued its new Regulation F. This regulation relates to the registra-

tion of stock of state-chartered banks that are members of the Federal

Reserve Systel-, the filing of reports by such banks, solicitation of

stockholder proxies, and disclosure of transactions in bank stocks by
so-called "insiders." The Federal Deposit Insurance Corporation is

simultaneously issuing a similar regulation applicable to other insured

state banks. Both regulations become effective January 1, 1965, and

banks subject to the regulations must resister by April 30, 1965.

The regulations were adopted pursuant to a 1964 Act of Congress

that, for the first time, extended to securities of banks and other
corporations not listed on a national securities exchange the public
disclosure requirements of the Securities Exchange Act of 1934. Under
the terms of that Act, application of the new regulations to such "over-
the-counter" bank securities is confined initially to banks with 750 or
tore holders of one class of stock; beginning in January 1967 coverage
will be extended to banks with 500 Or more stockholders. Of the Federal

Reserve System's nearly 1,500 state-chartered member banks, it has been

estimated that there are about 200 banks whose stock is held by a
Sufficient number of persons to require registration.
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In adopting the new regulation thc Board has sought to assure

investors of adequate information regarding bank stocks in accordance

With the public disclosure principles of the Securities Exchange Act,

and at the same time to avoid imposing unnecessary burden and expense

on the reporting banks.

Adoption of the new regulation was preceded by extensive study

of comments invited by the Board when it published the draft regulatory

proposals in August and September 1964. Responses were received from

representative groups of bankers, securities analysts, and accountants,

as well as from a number of individuals and concerns.

Further consideration of the preliminary proposals, in the

light of suggestions received, resulted in a number of changes that are

reflected in the regulation as now adopted. The Board recognizes, in

addition, that experience in dealing with so new and complex an area may

Point to the need for further alterations, and it will be prepared to act

expeditiously to remedy any deficiencies that may develop.

Major elements covered by the new Regulation F are as follows:

1. A registration statement is to be filed by next April 30
by 

each subject bank. This statement will contain pertinent informa-

tion about the bank, including a description of its business; a list of

it8 directors, officers and principal stockholders (persons holding 10 per

cent or more); statements concerning the interests of management and

Principal stockholders in certain transactions with the bank, and out-

standing stock-purchase options; high points of the bank's principal
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financial changes over a ten-year period; a consolidated balance sheet

for the most recent year-end, and consolidated statements of income

and expenses (along with changes ih the batik's capital accounts)for 1964

and the two preceding years.

In special cases, where registration by the specified date is

not feasible, or would impose an undue burden, or is not essential for

the protection of investors, the Board has authority to grant extensions

of time or exemptions upon application by the bank concerned.

2. Periodic financial reports. Registrant banks will be

required to file an annual report updating much of the information con-

tained in the registration statement, including balance sheet, earnings

statement, and reconciliation of capital and reserve items for the year.

In addition, they will be required to file quarterly reports detailing

the major elements of net operating earnings, and special reports of

important events as they occur. These include changes in control of the

banks material legal proceedings, changes in the bank's outstanding

securities, the granting of stock options, and revaluations of assets

or other major changes in asset structure.

3. Solicitation of proxies from stockholders. The regulation

Prescribes rules for the solicitation of proxies by management and others

for annual and special meetings. These generally follow Securities and

4ehange Commission procedures, except that the regulation does not re-

that proposals submitted by stockholders be set forth in the manage-

8 proxy solicitation and form of proxy for approval or rejection by

the entire body of stockholders.
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The Board favdis the principles and practices of "corporate

democracy" to the fullest practicable extent. However, adoption of

the new regulation marks the first application of governmental rules

Of this kind to banks' securities and public disclosure of banks'

corporate affairs. For this reason, the Board decided to defer a

decision regarding management presentation of minority stockholders'

Proposals. In the light of experience and further study, the Board will

determine later the extent to which provisions of this character should

be included in the regulation.

4. Securities transactions of "insiders." Directors, major

Officers, and principal stockholders are required to file initial state-

Ments of their ownership of the bank's stock, as well as statements of

Subsequent sales and purchases in such stock as they occur.

One major difference between the regulation as proposed and as

adopted today relates to authentication of financial statements that must

be filed for public inspection. As originally proposed, annual balance

Sheets and income statements would have had to be certified by independent

Public accountants. As adopted, the regulation permits a bank to choose

vhether to have these financial statements certified by an independent

Public accountant or verified by the bank's principal accounting officer

and its auditor. However, the Board reserves the right to require certifi-

cation by an independent public accountant in exceptional cases.

Also modified from the earlier proposal are provisions governing

the extent to which banks, in soliciting stockholders' proxies, must
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disclose transactions between the bank and enterprises in which the

bank's directors, officers, or principal stockholders are interested.

Because of differences in the nature of the business conducted by banks

and that conducted by other corporations, the new regulation exempts

from disclosure requirements loan transactions where the only inter-

lo ckin relationships between the borrower and the banks are that (1)

a director of the lending bank is also a director, officer, or minor

stockholder of the borrowing corporation, or (2) a director of the

borrowing corporation is also a director, officer, or large stockholder

Of the bank.

The scope and coverage of the new regulation are significantly

affected by the definitions of a number of terms used therein. For

example, an "officer" of a bank is defined to exclude persons who,

tagardless of title, do not participate in major policy-making functions.

This revised definition is important chiefly in connection with section

16 of the Securities Exchange Act, under which profits obtained by so-

Called "insiders" (the bank's directors, "officers," and principal stock-

holders) from short-term trading in the bank's stock are subject to

recovery by the bank.

Along with the new Regulation F, the Board also issued

instructions governing the form and content of the financial reports

called for. Among the provisions relating to these reports, which in-

clude the balance sheet, earnings statement, _reconciliations of capital

and reserve accounts, and subsidiary schedules, are the following:
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1. Accrual accounting is to be employed by reporting banks

where practicable, but with a one-year grace period for compliance;

2. Securities accounts, in both the balance sheet and

income statements, are to reflect amortization of premiums and accre-

tion of discounts, except that, if discount is not accreted, the effect

on earnings of failure to do so is to be disclosed in a footnote;

3. Market value, as well as book value, is to be disclosed

for holdings of common stocks, real estate other than bank premises,

and bonds which are not of "investment grade;"

4. Fixed asset accounts are to be reconstituted for the last

years, if necessary, to reflect original ccct less depreciation.

Also, the cost of premises and accumulated depreciation, as recorded

for Federal income tax purposes, are to be shown;

5. Gains or losses in bond-trading department activities are

t° be shown separately from the interest income on the bank's invest-

ment portfolios; and,

6. Allowances and reserves for bad debts and security portfolio

losses are to be disclosed and treated either as deductions from the

televant asset item or as capital contingency reserves depending on

their character.

In harmony with the purpose of the Securities Exchange Act to

make significant information widely available to investors, the Board's

ncw rules provide that registration statements and reports of banks under

it8 jurisdiction will be available for public inspection not only in
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ington but also at each of the 12 Federal Reserve Banks, which

located in major financial centers throughout the country. In

Order to make it convenient for securities analysts and investors to

compare Information regarding different banks, the statements and

Corp

rts of state banks supervised by the Federal Deposit Insurance

ration also will be available at the Reserve Banks. The Board

hopes that, in time, it will be possible to work out an arrangement under

which information as to all banks subject to the Securities Exchange 
Act--

tional banks as well as state banks--can be brought together at. these

Place for ready availability and comparison by the investing public.

The text of the new regulation and the related forms are

attached.
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BOARD OF GOVERNORS
OF THE

FEDERAL RESERVE SYSTEM
WASHINGTON, D. C. 20551

Mr. Harry W. Huning, Vice President,
Federal Reserve Bank of Cleveland,
Cleveland, Ohio. 44101

Dear Mr. Huning:

Item No. 9 .
12/16/64

ADDRESS OFRICSAA. CORRESPONDENCE

TO TME SOARO

December 16, 1964.

In accordance with the request contained in your
letter of December 10, 1964, the Board approves the appoint-
ment of John A. Murray, at present an assistant examiner, as
an examiner for the Federal Reserve Bink of Cleveland, effec-
tive January 3, 1965.

Very truly yours,

(Signed) Elizabeth L. Carmichael

Elizabeth L. Carmichael,
Assistant Secretary.
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BOARD OF GOVERNORS

OF .THE

FEDERAL RESERVE SYSTEM
WASHINGTON, D. C. 20551

CONFIDENTIAL  (FR) 

Mr. E. H. Galvin, Vice President,

Federal Reserve Bank of San Francisco,

San Francisco, California. 94120

Dear Mr. Galvin:

Item No. 10

12/16/64

ADDRESS OFFICIAL CORRESPONDENCE

TO THE BOARD

December 16, 1964.

In accordance with the request contained in

Mr. Cavan's letter of December 4, 1964, the Board approves

the appointment of Leonard V. Bieser as an assistant

examiner for the Federal Reserve Bank of San Francisco,

effective today.

It is noted that Mr. Bieser is indebted to

Crocker-Citizens National Bank, San Francisco, California,

and to Savings Bank of Mendocino County, Ukiah, California,

a nonmember bank. Accordingly, the Board's approval of

the appointment of Mr. Bieser is given with the under-

standing that he will not participate in any examination

Of either bank to which his indebtedness remains unliqui-

dated.

Very truly yours,

(Signed) Elizabeth L. Carmichael

Elizabeth L. Carmichael,

Assistant Secretary.
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