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Minutes of the Board of Governors of the Federal Reserve

System on Wednesday, January 6, 1965. The Board met in the Board

Room at 10:00 a.m.

PRESENT: Mr. Martin, Chairman 1/

Mr. Balderston, Vice Chairman

Mr. Mills
Mr. Robertson 1/

Mr. Shepardson
Mr. Mitchell
Mr. Daane

Mr. Sherman, Secretary

Mr. Kenyon, Assistant Secretary

Mr. Molony, Assistant to the Board

Mr. Fauver, Assistant to the Board

Mr. Hackley, General Counsel

Mr. Farrell, Director, Division of Bank

Operations
Mr. Solomon, Director, Division of

Examinations

Mr. Schwartz, Director, Division of Data

Processing

Mr. Hexter, Assistant General Counsel

Mr. Shay, Assistant General Counsel

Mr. Hooff, Assistant General Counsel

Mr. Sammons, Adviser, Division of International

Finance
Mr. Daniels, Assistant Director, Division of

Bank Operations

Mr. Leavitt, Assistant Director, Division of

Examinations
Miss Hart, Senior Attorney, Legal Division

Mr. Egertson, Supervisory Review Examiner,

Division of Examinations

Mr. Donovan, Review Examiner, Division of

Examinations

Mr. Guth, Review Examiner, Division of

Examinations

Mr. Poundstone, Review Examiner, Division

of Examinations

Mr. Smith, Review Examiner, Division of

Examinations

Mr. White, Review Examiner, Division of

Examinations

Mr. Ring, Technical Assistant, Division of

Bank Operations

Mr. Gedanken, Statistician, Division of Data

Processing

1/ Withdrew from meeting at point indicated in minutes.
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Discount rates. The establishment without change by the

Federal Reserve Bank of Atlanta on December 31, 1964, of the rates

on discounts and advances in its existing schedule was approved

unanimously, with the understanding that appropriate advice would

be sent to the Bank.

Circulated or distributed items. The following items,

copies of which are attached to these minutes under the respective

item numbers indicated, were approved unanimously:

Letter to Wells Fargo Bank, San Francisco, California,

approving the operation of a branch at 300 Broadway,

Millbrae, in lieu of the previously approved location

at 475 El Camino Real.

Letter to Bank of America National Trust and Savings

Association, San Francisco, California, granting permission

to establish a branch in Tegucigalpa, Honduras.

Letter to the Federal Deposit Insurance Corporation re-

garding the application of State Bank of Florence,

Florence, Wisconsin, for continuation of deposit insur-

ance after withdrawal from membership in the Federal

Reserve System.

Letter to Farmer's State Bank, Middletown, Indiana,

waiving the requirement of six months' notice of

Withdrawal from membership in the Federal Reserve

System.

Letter to Backlund-White, Inc., Dunlap, Illinois, granting
a determination exempting it from all holding company

affiliate requirements except for the purposes of sec-

tion 23A of the Federal Reserve Act.

Letter to Dacotah Bank Holding Co., Aberdeen, South

Dakota, granting a determination exempting it from all

holding company affiliate requirements except for the

Purposes of section 23A of the Federal Reserve Act.

Item No.

1

2

3

14.

5

6



1/6/65 -3-

The two section 301 determinations (Items 5 and 6) were

approved as falling within the limits of the Board's general policy

relating to so-called one-bank cases. It was pointed out, in this

connection, that there was being prepared for the Board's considera-

tion, in accordance with a previous understanding, a memorandum from

the Division of Examinations discussing certain types of questions

that had arisen in connection with requests for determinations of

this kind. It was noted that the memorandum would relate to several

requests pending before the Board, that its consideration might

result in the adoption of revised guidelines in certain circumstances,

and that it would seem appropriate for steps to be taken to avoid in

the future, so far as possible, situations where cases were presented

on an urgent basis prior to shareholders' meetings.

Report on competitive factors (Sheldon-Archer, Iowa). Unani-

mous approval was given to a report to the Federal Deposit Insurance

Corporation on the competitive factors involved in the proposed

merger of State Bank of Archer, Archer, Iowa, with Security State

Bank, Sheldon, Iowa. The approved report contained the following

conclusion:

The proposed merger of State Bank of Archer with Security

State Bank, Sheldon, would eliminate existing and potential

competition between the two banks; however, in view of the

relatively small size of State Bank of Archer, as well as the

existence of other banking alternatives, the overall effect

on competition should not be adverse.
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Regulation U interpretation (Item No. 7). Miss Hart re-

ported to the Board on the circumstances involved in a request

made by telephone by attorneys for Chemical Bank New York Trust

Company, New York, New York, for an interpretation of section 221.3(0

of Regulation U, Loans by Banks for the Purpose of Purchasing or

Carrying Registered Stocks. Following her recitation of the facts

of the matter, Miss Hart presented the recommendation of the Legal

Division as to the conclusion that should be reached, and this

recommendation was concurred in unanimously by the Board. It was

understood that the member bank's counsel would be advised of the

Board's conclusion by telephone and that this oral advice would be

confirmed in a letter to the Federal Reserve Bank of New York,

With the request that a copy of the letter be supplied to the

member bank. A copy of the letter sent pursuant to this action

is attached as Item No. 7.

Messrs. Hexter, Hooff, Sammons, and Poundstone then with-

drew from the meeting.

Application of Security-Peoples Trust Company. Mr. Egertson

reviewed information contained in a distributed memorandum from the

Division of Examinations dated December 17, 1964, and other perti-

nent papers relating to the application of Security-Peoples Trust

Company, Erie, Pennsylvania, for permission to merge with The Girard

Battles National Bank, Girard, Pennsylvania. The recommendations
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of the Federal Reserve Bank of Cleveland and the Division of Examina-

tions were favorable.

The members of the Board then presented their views, begin-

ning with Governor Mills, who indicated that he would favor approval

of the application, although with some hesitation. The proposed

merger would marry a well-managed small bank (Girard Battles) with

a larger bank whose operations had been somewhat suspect according

to the information presented to the Board. However, there seemed

to be a prospect for improved management as Chairman of the Board

S. E. Nichols relinquished his domination of the bank's affairs.

There appeared to be competence on the part of the other officers

of Security-Peoples, and officers of Girard Battles likewise appeared

competent. Also, the earning power of Security-Peoples had been

adequate to absorb loan losses without impairment of capital, and

nothing seemed significantly adverse from the standpoint of the

competitive factor. Small banks in the service area of Girard

Battles were sufficiently distant from offices of either of the

merging banks that any adverse competitive effects felt by them

Should be reduced to a degree. If there were a choice, he would

have felt better had the proposed merger involved some bank other

than Security-Peoples; however, that bank's application was before

the Board, and the merger was desired by the Girard group. On balance,

he did not find sufficient objections to the application to warrant

Its disapproval.
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Governor Robertson said that he would deny the merger

application, under which a good small bank was to be merged out

of existence. Some local industries were being financed outside

the Girard community, but that was to be expected, and Erie banks

were in a position to meet the relatively few number of loans too

large for the Girard Battles Bank to hauale. Furthermore, he did

not consider it sound practice to approve a merger application from

a bank whose record of loan losses was not good and whose manage-

ment was at least questionable, with little prospect for improvement

in the short run. The three principal remaining officers of Security-

Peoples had been under the domination of Mr. Nichols for many years,

and this situation might continue for some time. He would not favor

permitting a bank in that kind of condition to expand by way of

merger until after new management had proved itself. In addition,

the merger would result in an increase of banking concentration,

With the resulting bank holding 33 per cent of the deposits of

individuals, partnerships, and corporations in the combined service

area of the merging banks. Some competition existed between the

merging banks, and this would be eliminated; and the merger would

give Security-Peoples the only three banking offices located in the

Girard area. In summary, he saw in the record little basis for

eliminating a small, well-run bank that had no particular problems.
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Governor Shepardson saw some need for the services of a

larger bank in the growing Girard area, but he felt that the points

made by Governor Robertson concerning the management and operations

of Security-Peoples were significant. There seemed to be a question

Whether the officers, other than Mr. Nichols, would enjoy greater

freedom of action for some time, and as to the extent of their

ability when for many years they had been under the domination of

one individual. This raised a question as to whether the proposed

merger would be the most desirable way of meeting the needs of the

Girard area. On balance, he was inclined toward denial.

Governor Mitchell commented that the competitive situation

in Erie would not be changed appreciably, while in Girard one bank

would be substituted for another. There would still be a number

of competitive banking facilities in the Erie area. The smallness

of size of the Girard Battles Bank would not seem to be any great

handicap to business in the community. The case therefore seemed

to turn on quality of management, and he did not consider the record

adequate on that question. The fact that a bank had sustained loan

losses did not necessarily indicate poor management, when earnings

were adequate to cover the losses, if the loans were made to assist

parties trying to build up the community. But the record before

the Board was not informative in that regard. He would prefer to

abstain from voting on the application unless the record was made

more clear.
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Governor Daane commented that he was not troubled from the

standpoint of the competitive factor or the marginal increase in

concentration that would result. There was evidence that a merger

would be of some benefit in terms of meeting the needs and con-

venience of the Girard community. However, he was troubled by the

management situation at Security-Peoples. It was the opinion of

the Reserve Bank that the present management of Security-Peoples

would prove itself competent, but not too much had been accomplished

as yet in working out classified loans. On the basis of the record

before the Board, he would be inclined to disapprove the application.

Governor Balderston noted that a bank with a lending limit

Of $50,000 obviously could not take care of industrial growth as

well as a bank with a lending limit of $750,000. Usually when a

large bank went into a suburban community there was anticipation

that the residents would be better served, that banking services

would be supplied aggressively, and that bank management would be

sound. Security-Peoples had a record of aggressiveness, but concern

stemmed from its inability to collect loans in recent years. He

had thought of the possibility of obtaining more information, but

it seemed doubtful whether an oral argument would reveal anything

significant that the Board did not know already. He was not sure

that there was any strong reason why the smaller bank had to merge;
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its growth had been good. On balance, he was inclined toward a

negative position on the application unless there was some way of

getting more enlightenment on the factors that presently created

doubts.

Chairman Martin indicated that he considered Governor

Robertson's comments persuasive. As to management, it was essen-

tially a qualitative judgment that must be made, and an oral argument

Probably would not help in that regard. On the economics of the

situation, it appeared to him that the Girard community would benefit

from a merger of the local bank into a strong, well-managed, larger

institution. But the record before the Board did not seem to provide

a basis for approving the present application.

There followed further discussion during which Governor

Shepardson indicated that, like Governor Mitchell, he would be

interested in any information that could be obtained on the types

and purposes of the loans that had resulted in charge-offs or were

currently classified, his thought being that such information might

serve to clarify the extent to which Security-Peoples had been

endeavoring to assist actively in the development of the local

economy.

Mr. Leavitt commented that apparently Mr. Nichols had been

the type of lending officer who could make "bad" loans and normally

be capable of collecting on them. After Mr. Nichols was no longer
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able to operate with his customary degree of effectiveness, the

other people in the bank found that they lacked the ability to

service such loans. This did not necessarily mean, however, that

they were not competent bank officers in other respects; it seemed

better to say that they were untried. If the Board so desired,

the staff could prepare from examination reports a statement on

the types of loans that had led to large losses. He did not know

whether the staff could provide more specific information with

regard to the quality of the present management; probably only the

Passage of time would determine with certainty whether present

management would be able to operate the bank satisfactorily.

Governor Mitchell commented that he would not like to see

the application denied on the grounds of incompetent management if

it was true that Mr. Nichols had been a good banker and useful

citizen in terms of promoting the interests of the community. On

the other hand, if it developed that the loan losses had resulted

Primarily from the making of speculative-type loans, that would

Present a different picture. As it stood, the record did not permit

making a judgment.

Governor Mills commented that it had been his experience

that many bank officers, as they grew older, did not retain the

ability to administer loans that in their more vigorous years would

have given them no great difficulty. It might be that this kind of
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situation had developed in the case of Mr. Nichols. When the

problems created by some of Mr. Nichols' loans had been worked

out, the remaining officers might well be able to handle satis-

factorily the ordinary run of banking business, assuming they were

not so indoctrinated in Mr. Nichols' earlier attitudes as to im-

pair their own business judgment. In all the circumstances he

would be hesitant to deny the smaller bank the opportunity to enter

into the proposed merger when that was its desire. It was his

philosophy that unless there were overwhelming reasons to deny

such an application, it amounted to undue interference with normal

Procedures and property rights to deny the interested parties

Permission to proceed in accordance with their expressed wishes.

There ensued further discussion concerning the Erie bank's

lending record and the degree to which Mr. Nichols might still be

active in the management of the bank, it being pointed out on the

latter score that the material presented for the Board's considera-

tion contained rather contradictory indications.

At the conclusion of the discussion it was agreed to defer

action on the application until tomorrow, with the understanding

that the Division of Examinations would in the meantime prepare an

additional memorandum for the Board submitting whatever information

could be obtained from examination reports or from the Federal

Reserve Bank of Cleveland to supplement and improve those parts
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of the record concerning which questions had been raised by members

Of the Board.

Messrs. Shay, Leavitt, Egertson and White then withdrew

from the meeting, as did Miss Hart.

Handling of unfit $1 Federal Reserve notes and related

matters (Item No. 8). In a distributed memorandum dated January 4,

1965, Mr. Farrell recommended, for reasons stated, that the Board

approve the proposal by the Conference of Presidents of the Federal

Reserve Banks that redemption credit for unfit $1 Federal Reserve

notes be allocated on the basis of the previous year's issues, it

appearing that the advantages of a sampling procedure over a formula

for allocating such credit were not great enough to warrant the

Board's insistence upon a sampling procedure. This recommendation

reflected further investigation into the matter by Governor Mitchell

Pursuant to the understanding following discussion at the joint

meeting of the Board and the Presidents on December 15, 1964.

The memorandum also expressed the view, however, that

sampling might be preferable to a formula for allocating redemption

credit for unfit notes of higher denominations. It was recommended

that the Conference of Presidents be requested to have this matter

studied further by the special ad hoc committee (consisting of

Mr. Roeder of Philadelphia, Miss McWhinney of New York, and Mr.

Gedanken of the Board's staff) that was originally requested to
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explore the application of sampling techniques in allocating re-

demption credit for all denominations of Federal Reserve notes.

It was further recommended that the study extend to the question

of developing procedures for estimating the amount of Federal

Reserve notes issued since 1928 that have been irretrievably lost,

with a view to the possibility of seeking legislative authority

to make an appropriate adjustment in note liabilities, thus

permitting a reduction in required reserves.

The memorandum also suggested that consideration be given

to various possibilities for changing the present procedure under

which notes of one Reserve Bank held by another Reserve Bank require

a gold reserve, even though the notes are not in circulation out-

side the System.

At the request of the Board, Mr. Farrell reviewed in some

detail the recommendations contained in his memorandum and the

reasons therefor. During the course of this explanation Chairman

Martin and Governor Robertson withdrew from the meeting.

After discussion based on Mr. Farrell's comments, the

Board approved unanimously the proposal that redemption credit for

unfit $1 Federal Reserve notes be allocated on the basis of the

Previous year's issues. Governor Daane indicated that he would

have had some preference for exploring further the possible ap-

Plication of sampling techniques for use in allocating such credit,

but said that he did not object strongly to the use of the proposed

formula.
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The Board also approved the recommendation that the Presi-

dents' Conference be requested to have the special ad hoc committee

study further the application of sampling techniques for allocating

redemption credit for higher denomination notes,with this study

also to cover the possibility of developing a procedure that would

permit calculating the amount of Federal Reserve notes outstanding

that would never be presented for redemption.

A copy of the letter subsequently sent to the Chairman of

the Presidents' Conference in accordance with the foregoing actions

taken by the Board is attached as Item No. 8.

Questions involved in the possibility of changing the

Present procedure under which notes of one Reserve Bank held by

another Bank require a gold reserve even though they are not in

circulation were referred to the Legal Division for study and report

to the Board..

Meeting of academic consultants. It was understood that

the next meeting with the Board's academic consultants would be

scheduled for Friday, March 5, 1965.

The meeting then adjourned.

Secretary's Note: Governor Shepardson today
approved on behalf of the Board the following

items:

Memorandum from Mr. Noyes, Adviser to the Board, dated December 30,
1964, recommending the payment of $200 to Professor George Leland Bach
for his services as Consultant to the Board for the month of December
1964.
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Memoranda recommending the following actions relating to the
Board's staff:

Establishment of new position

Digital Computer Programmer in the Division of Examinations,
With Grade to be determined in accordance with the usual classifi-
cation process.

Extension of special arrangement

Boris C. Swerling, Senior Economist, Division of International
Finance, to work on Board business up to four hours each day either
at the hospital or at the Board's offices, if able to return, with
the remainder of the day to be charged to leave without pay) for
the period January 1 through not later than February 281 1965.

Permission to engage in outside activity

Kenneth L. Johnson, Draftsman-Trainee, Division of Data
Processing) to work at the Corcoran Gallery of Art.

Acceptance of resignation

Dorothy G. Myers, Clerk-Stenographer, Office of the Secretary,
effective at the close of business January 41 1965.

Secret



BOARD OF GOVERNORS
OF THE

FEDERAL RESERVE SYSTEM
WASHINGTON 25. D. C.

Board of Directors,
Wells Fargo Bank,
San Francisco, California.

Gentlemen:

Item No. 1
1/6/65

ADDRESS OFFICIAL CORRESPONDENCE

TO THE BOARD

January 6, 1965

On July 23, 1964, the Board of Governors

of the Federal Reserve System approved the establish-

ment of a branch by Wells Fargo Bank at 475 El Camino

Real, Millbrae, California. The Board approves the

operation of this branch at 300 Broadway, Millbrae,

California, in lieu of the location previously ap-

proved by the Board.

Very truly yours,

(Signed) Karl E. Bakke

Karl E. Bakke,
Assistant Secretary.



BOARD OF GOVERNORS

OF THE

FEDERAL RESERVE SYSTEM
WASHINGTON, D. C. 20551

Bank of America National Trust

and Savings Association,
San Francisco 20, California.

Gentlemen:

Item No. 2
1/6/65

ADDRESS OFFICIAL CORRESPONDENCE

TO THE BOARD

January 6, 1965

The Board of Governors of the Federal Reserve System

grants its permission to Bank of America National Trust and Savings

Association, San Francisco, California, pursuant to the provisions

of Section 25 of the Federal Reserve Act, to establish a branch in

the City of Tegucigalpa, Honduras, and to operate and maintain such

branch subject to the provisions of such Section and of Regulat
ion M.

Unless the branch is actually established and opened for

business on or before January 1, 1966, all rights granted
 hereby

shall be deemed to have been abandoned and the authority her
eby

granted will automatically terminate on that date.

Please inform the Board of Governors, through the Federal

Reserve Bank of San Francisco, when the branch is opened 
for business,

furnishing information as to the exact location of the branc
h. The

Board should also be promptly informed of any future change 
in loca-

tion of the branch within the City of Tegucigalpa.

Very truly yours,

(Signed) Karl E. Bakke

Karl E. Bakke,

Assistant Secretary.



BOARD OF GOVERNORS
OF THE

FEDERAL RESERVE SYSTEM
WASHINGTON, O. C. 20551

Mr. Joseph W. Barr,

Chairman,
Federal Deposit Insurance Corporation,

Washington, D. C. 20429

Dear Mr. Barr:

Item No. 3
1/6/65

ADDRESS OFFICIAL CORRESPONDENCE

TO THE BOARD

January 6, 1965

Reference is made to your letter of December 15, 1964,

concerning the application of State Bank of Florence, Florence,

Wisconsin, for continuance of deposit insurance after withdrawal

from membership in the Federal Reserve System.

There have been no corrective programs urged upon the

bank, or agreed to by it, which have not been fully consummated,

and, in the Board's opinion, there are no such programs that it

would be advisable to incorporate as conditions of admitting the

bank to membership in the Corporation as a nonmember of the

Federal Reserve System.

Very truly yours,

(Signed) Karl E. Bakke

Karl E. Bakke,

Assistant Secretary.
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BOARD OF GOVERNORS
OF THE

FEDERAL RESERVE SYSTEM
WASHINGTON 25. D. C.

Board of Directors,
Farmer's State Bank,
Middletown, Indiana.

Gentlemen:

Item No. 4
1/6/65

ADDRESS OFFICIAL CORRESPONDENCE

TO THE BOARD

January 6, 1965

The Federal Reserve Bank of Chicago has
forwarded to the Board of Governors Cashier Farrell's
letter dated December 16, 1964, together with the

accompanying resolution dated December 3, 1964, sig-
nifying your intention to withdraw from membership in
the Federal Reserve System and requesting waiver of

the six months' notice of such withdrawal.

The Board of Governors waives the require-
ment of six months' notice of withdrawal. Under the
provisions of Section 208.10(c) of the Board's'Regu-
lation H, your institution may accomplish termination
of its membership at any time within eight months from
the date that notice of intention to withdraw from
membership was given. Upon surrender to the Federal
Reserve Bank of Chicago of the Federal Reserve stock
issued to your institution, such stock will be canceled
and appropriate refund will be made thereon.

It is requested that the certificate of
membership be returned to the Federal Reserve Bank of
Chicago.

Very truly yours,

(Signed) Karl E. Bakke

Karl E. Bakke,
Assistant Secretary.



BOARD OF GOVERNORS

OF THE

FEDERAL RESERVE SYSTEM
WASHINGTON, D. C. 20551

Mr. B. F. Backlund, President,

Backlund-White, Inc.,

Dunlap, Illinois. 61525

Dear Mr. Backlund:

55
Item No. 5
1/6/65

ADDRESS OFFICIAL CORRESPONDENCE

TO THE BOARD

January 6, 1965

This refers to the request contained in a letter dated

December 21, 1964, submitted through the Federal Reserve Bank of

Chicago, for a determination by the Board of Governors of the

Federal Reserve System as to the future status of Backlund-White,

Inc., Dunlap, Illinois, as a holding company affiliate.

From the information presented, the Board understands

that Backlund-White, Inc., operates an insurance agency in Dunlap,

Illinois; that it will become a holding company affiliate if and

when it acquires 606 (50.57) of the 1,200 outstanding shares of

capital stock of The Farmers National Bank of Knoxville, Knox-

ville, Illinois; and that it does not, directly or indirectly,

own or control any stock of, or manage or control, any other

banking institution.

In view of these facts the Board has determined that

Backlund-White, Inc., will not be engaged, directly or indirectly,

as a business in holding the stock of, or managing or controlling

banks, banking associations, savings banks, or trust companies

within the meaning of section 2(c) of the Banking Act of 1933

(12 U.S.C. 221a), and, accordingly, it will not be deemed to be

a holding company affiliate except for the purposes of Section 23A

of the Federal Reserve Act and will not need a voting permit from

the Board of Governors in order to vote the bank stock which it

will own.
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Mr. B. F. Backlund -2-

If, however, the facts should at any time indicate that

Backlund-White, Inc., might be deemed to be so engaged, this matter

should again be submitted to the Board. The Board reserves the

right to rescind this determination and make further determination

of this matter at any time on the basis of the then existing facts,

including additional acquisitions of bank stock even though not

constituting control.

Very truly yours,

(Signed) Karl E. Bakke

Karl E. Bakke,

Assistant Secretary.



BOARD OF GOVERNORS

OF THE

FEDERAL RESERVE SYSTEM

WASHINGTON, D. C. 20551

Mr. G. L. Hill, President,

Dacotah Bank Holding Co.,
P. 0. Box 1210,

Aberdeen, South Dakota.

Dear Mr. Hill:

Item No. 6
1/6/65

ADDRESS arriciAL CORRESP
ONDENCE

TO THE BOARD

January 6, 1965

This refers to the request contained in your letter 
of

December 12, 1964, submitted through the Federal Reserve B
ank of

Minneapolis, for a determination by the Board of Gov
ernors of the

Federal Reserve System as to the status of Dacotah
 Bank Holding

Co., Aberdeen, South Dakota, as a holding company affiliate.

From the information presented, the Board understand
s

that Dacotah Bank Holding Co. owns 66 per cent of the sto
ck of

an insurance agency, and 84 per cent of the stock of a ba
nk build-

ing company; that it is a holding company affiliate by
 reason of

the fact that it owns 768 (64 per cent) of the 1,200 
outstanding

shares of stock of Security Bank, Webster, South 
Dakota; and that

it does not, directly or indirectly, own or control a
ny stock of,

or manage or control, any other banking institution.

In view of these facts, the Board has determined t
hat

Dacotah Bank Holding Co. is not engaged, direc
tly or indirectly,

as a business in holding the stock of, or managing or
 controlling

banks, banking associations, savings banks, or t
rust companies

Within the meaning of section 2(c) of the Bank
ing Act of 1933

(12 U.S.C. 221a); and, accordingly, it is not deemed
 to be a

holding company affiliate except for the purpose
s of Section 23A

of the Federal Reserve Act and does not need a 
voting permit

from the Board of Governors in order to vote the
 bank stock

which it owns.
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If, however, the facts should at any time indicate

that Dacotah Bank Holding Co. might be deemed to be so engaged,

this matter should again be submitted to the Board. The Board

reserves the right to rescind this determination and make
 fur-

ther determination of this matter at any time on the basi
s of

the then existing facts, including additional acquisitions of

bank stocks even though not constituting control.

Very truly yours,

(Signed) Karl E. Bakke

Karl E. Bakke,
Assistant Secretary.
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BOARD OF GOVERNORS

OF THE

FEDERAL RESERVE SYSTEM

WASHINGTON, D. C. 20551

Mr. John Clarke, Vice President

and General Counsel,

lederal Reserve Bank of New York,

Now York, New York. 10045

Dear Mr. Clarke:

Item No. 7
1/6/65

ADDRESS OFFICIAL CORRES
PONDENCE

TO THE BOARD

January 8, 1965.

On January 5, 1965, Mr. Richard S. Simmons, of the law fir
m

of Cravath, Swain° & Moore, I Chase Manhattan Pl
aza, New York, attorneys

for Chemical Bank New York Trust Company, spoke 
by telephone with

Miss Hart of the Board's staff and asked that an 
urgent matter involving

the interpretation of section 221.3(i) of Regula
tion U be laid before

the Board. It is understood that Mr. Simmons had d
iscussed the matter

with you, and had called the Board's offices at y
our suggestion.

Mr,. Simmons stated that Chemical has loans 
outstanding to

Webb & Knapp, Inc., 383 Madison Avenue, New York,
 a real estate firm,

tn the amount of over a million dollars. The collateral Chemical holds

against these advances, if liquidated in the pr
esent market, would be

1- Sufficient to pay off the loans, and Chemi
cal is uncertain whether the

remainder of the loan could be collected f
rom the borrower. Mr. Simmons

asked whether Chemical can properly, under the 
exception provided in

!ection 221.3(i) of Regulation U, make a l
oan which would otherwise be

rorbidden by the regulation in order to s
trengthen the status of the

outstanding loans to Webb & Knapp. Section 221.3(1) reads as follows:

"Nothing in this part shall be construe
d as preventing

a bank from taking such action as it
 shall deem necessary

in good faith for its own protection."

The proposed loan involves the followi
ng state of facts. Webb &

Knapp owns the majority of the stock of Gulf
 States Land & Industries, Inc.,

a corporation that owns real estate and other 
properties. Stock of Gulf

States is now in process of registration on th
e American Stock Exchange,

arid because of the large block overhanging th
e market (due to Webb & Knapp's

finanoial situation), its value is current
ly depressed. However, a

Canadian creditor of Webb & Knapp which alre
ady holds some stock of Gulf

States as loan collateral is willing, if Chem
ical will lend the purchase

price, to purchase from Webb & Knapp a siz
able block of the stock for
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$3 million, in the expectation that its value will increase substantially

over the next few years. The purchased stock would be security for

Chemical's advances and Chemical believes that the Canadian concern is

good fora $3 million loan.

The block of stock in question is now held by Bankers Life &

Casualty Company as security for a $2 million loan to Webb & Knapp.
This loan would be paid off with the proceeds of the loan to the Canadian

concern, and some $575 thousand of the remaining $1 million would be
used to pay down Chemical's outstanding loans to Webb & Knapp, to a point

Where the market value of the collateral would cover the balance of those

loans. The remaining $425 thousand would be used to pay off other pressing

creditors of Webb & Knapp, including meeting current interest payments on

certain debentures.

On the assumption that registration of the stock of Gulf States
on the American Stock Exchange is virtually completed, it appears that
the proposed loan to the Canadian concern would violate the margin

lecluirements of Regulation U unless it falls within one of the exceptions

thereto, since the loan would be secured by stock and would exceed the

rilaximum loan value of the collateral as provided in the current Supplement
to the regulation. The only exception that may be applicable under the

circumstances is that set forth in section 221.3(i), quoted above.

The principal function of this exception is to make it clear

-11at a bank is free to demand more collateral than the regulation requires,

if it deems this necessary, and is not obliged to make or continue a loan

the minimum basis permitted by the regulation.. However, the Board has
held in a4 unpublished interpretation that a bank could accept the transfer

°f a regulated undermargined loan from a broker, something which otherwise

would not have been permissible under section 221.3(e), where the bank's

Only important purpose" for doing so was to strengthen the collateral for

0..existing loan and the bank in good faith deemed the action necessary for

this purpose.

The Board has concluded that, if in good faith, Chemical deems

he proposed loan to the Canadian creditor of Webb & Knapp "necessary . . .

'or its own protection" within the meaning of section 221.3(i), the loan
"1,,ould not be subject to the usual margin requirements of section 221.1.

conclusion is based on the assumption that the only important purpose

°f the loan is to strengthen Chemical's existing loans to Webb & Knapp,

.11(1 that the action is not being taken with a view to increasing the bank's

'can portfolio, and is not promotional or competitive in nature. Once

Iliad°, again assuming that registration of Gulf States' stock had been

;°mPleted, the loan would be subject to the regulation in all other resp
ects,

example in connection with withdrawals and substitutions (see 1956
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Federal Reserve Bulletin 117), except insofar 
as section 221.3(i) was

applicable, under the principles explained abo
ve, to actions Chemical

might deem necessary for the protection of its loan
s to Webb & Knapp,

In view of the urgency of the matter, Mt. 
Simmons was advised

orally of the Board's conclusion. It would be a
ppreciated if you would

supply him with the enclosed copy of this letter.

Very truly urs„

Merritt Sh
Secretary.

Enclosure
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BOARD OF GOVERNORS
OF THE

FEDERAL RESERVE SYSTEM
WASHINGTON, D. C. 20551

Mr. Alfred Hayes, Chairman,
Conference of Presidents,
Federal Reserve Bank of New York,
New York, New York 10045.

Dear Mr. Hayes:

Item No. 8
1/6/65

ADDRESS OFFICIAL CORRESPONDENCE

TO THE BOARD

January 15) 1965

In its letter of November 3, 1964, the Board indicated

that, before acting on the recommendation of the Conference of
Presidents that redemption credit for $1 Federal Reserve notes be

Prorated on the basis of the previous year's issues, it would like

to have an ad hoc committee appointed to explore fully the possible

application of sampling techniques for use in allocating redemption
credit for all denominations of Federal Reserve notes. Subsequent
tO the appointment of this committee, there was further discussion
of the matter at the joint meeting of the Board with the Presidents
Oh December 15, 1964.

After further consideration, the Board has approved the

use of a formula based on the previous year's issues to allocate
redemption credit for $1 Federal Reserve notes. The Board feels,

however, that the Ad Hoc Committee should continue its study to

develop a sampling procedure that could be used in allocating
redemption credit for other denominations of Federal Reserve notes.
The Board also feels that this study should be expanded to include

the development of procedures for estimating the amount of present

small-size currency that has been irretrievably lost, and, hence,

will never be presented for redemption.

The Old Series Currency Adjustment Act approved June 30,
1961, authorized adjustment of the amount of the old large-size
currency outstanding to take into account currency destroyed or
irretrievably lost. Under this authority, the Treasury, in
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August 1962, reduced the amount of outstanding Federal Reserve
notes prior to Series of 1928 by $18 million, approximately one-

half the amount outstanding in July 1961 when the liability for
such notes was transferred to the Treasury.

No systematic attempt has been made to determine how
many of the new small-size notes, which began with the 1928 Series,
have been irretrievably lost or destroyed incident to World War II
and otherwise. It is suggested that the study referred to earlier
in this letter undertake to develop such information through taking
a sample of Federal Reserve note redemptions by Series and year of

issue. Such information could support a request for additional

legislation authorizing further adjustments in Federal Reserve
note liabilities for the purpose of avoiding the necessity of
holding a gold reserve against notes that will never be presented
for redemption. It would be hoped that the information obtained

for redemptions by year of issue would afford as a by-product data
that could be used for allocating redemptions of Reserve Bank notes
in the denominations of 0 and over by Bank of issue.

Very truly yours,

(Signed) Merritt Sherman

Merritt Sherman,
Secretary.

cc: Mr. Thomas M. Timlen, Jr.


