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Minutes of the Board of Governors of the Federal Reserve System

O n Monday, May 17, 1965. The Board met in the Board Room at 10:00 a.m.

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

Mr.
Mr.
Mr.
Mr.
Mr.
Mr.

Mr.
Mr.
Mr.

Mr. Director, Division of Bank

Mr. Director, Division of

Mr. Office of the

Mr.
Mr.

Sherman, Secretary
Kenyon, Assistant Secretary
Noyes, Adviser to the Board
Molony, Assistant to the Board
Hackley, General Counsel
Brill, Director, Division of Research and
Statistics
Farrell, Director, Division of Bank Operations
Solomon, Director, Division of Examinations
Sammons, Adviser, Division of International
Finance
Daniels, Assistant
Operations
Leavitt, Assistant
Examinations
Spencer, General Assistant,
Secretary
Young, Senior Attorney, Legal Division
Egertson, Supervisory Review Examiner, and
Messrs. Poundstone and White, Review Examiners,
Division of Examinations

Ratification of actions. Actions taken by the available members

o the Board at a meeting held on May 14, 1965, as recorded

°f that meeting, were ratified by unanimous vote.

Circulated or distributed items. The following items, copies

in the minutes

Of which are attached to these minutes under the respective item numbers

Indicated, were approved unanimously:

Letter to The Vienna Trust Company, Vienna, Virginia,
4PProving the establishment of a branch in Reston.

Item No.

1



11.

5/17/65 -2-

Letter to The Etna Bank, Etna Green, Indiana, approv-
ing the establishment of a branch in Atwood, provided
the bank increases its capital stock.

Letter to The Farmers State Bank, of Englewood, Ohio,
Englewood, Ohio, approving the establishment of a
branch at 30 South Main Street, Dayton, provided the
bank increases its capital stock.

Letter to Wells Fargo Bank, San Francisco, California,
approving the establishment of a branch at First Street
and Shaw Avenue, Fresno.

Letter to McHenry State Bank, McHenry, Illinois, (1) in-
terposing no objection to an investment in bank premises,
444 (2) approving a further investment in bank premises.

Letter to Wells Fargo Bank International Corporation,
san Francisco, California, granting permission to pur-
cshase shares of Financiera de Desarrollo e Inversion,
' A., San Salvador, El Salvador (in formation).

Letter to the Federal Reserve Bank of Chicago waiving the
ilssessment of a penalty incurred by State Bank of Lima,
°we, Indiana, because of a deficiency in its required
re
serves.

Letter to Union National Bank, Kansas City, Missouri,
!ranting its request for permission to maintain reduced,e

serves.

Letter to the Small Business Administration regarding
the treatment normally accorded by bank examiners to
4 °se portions of loans guaranteed by the Small Busi-
ess Administration.

Leta ter to the Federal Reserve Bank of Dallas approving
tichange in the classification of member banks in the
andeventh District for the purpose of electing Class A

Class B directors.

Item No.

2

3

4

5

6

7

8

9

10
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Proposed investment in bank premises. There had been distrib-

uted a memorandum from the Division of Examinations dated May 7, 1965,

with regard to a proposed investment in bank premises by American Bank

and Trust Company, Lansing, Michigan, that would require the Board's

approval under section 24A of the Federal Reserve Act. A draft of

letter that would approve an investment of not to exceed $1,500,000

but urge that the bank's capital funds be

the memorandum.

The memorandum indicated that the cost of the proposed addition

to the bank's main office building would be offset by additional bor-

rowing by an affiliated building corporation, sale of capital debentures,

Or a combination thereof to the extent required. The bank's capital

Pc3sition was less than satisfactory, perhaps $3,500,000 short of the

desired level. The Reserve Bank had discussed the situation with the

management of American Bank and consideration reportedly was being

iven by the bank to a capital increase, but there was no commitment.

Governor Robertson questioned whether, since the bank's capital

Position was not

in bank
premises

increased was submitted with

satisfactory, approval should be given to

of such magnitude, at least

stePa by the bank to augment its capital.

an investment

in the absence of definite

During the discussion that followed, it was noted that American

Sank had experienced rapid deposit growth in the past several years.
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This growth had created difficulty in maintaining a satisfactory capital

Position and also resulted in the need for enlarged banking quarters.

The bank's asset condition was good, and management seemed reasonably

competent. Also, the bank had added to its capital in 1961 and 1964.

There followed comments on the strengths and weaknesses involved

in a bank's financing the cost of banking quarters through borrowing by

an affiliated building corporation, and Mr. Solomon indicated that the

Division of Examinations saw on balance a slight advantage in such a

Procedure in this case.

Chairman Martin then suggested that the request of American

sank be held in abeyance and that the Federal Reserve Bank of Chicago

be
 apprised of the Board's concern about American Bank's need for

additional capital. The purpose would be to try at least to firm up

snme definite plan on the part of the bank for improving its capital

Position.

There was agreement with this suggestion.

Re ort on competitive factors(Lumberton-Sanford, North Carolina).

Unanimous approval was given to the transmittal of a report to the Comp-

trnller of the Currency on the competitive factors involved in the pro-

Pc)sed merger of The National Bank of Sanford, Sanford, North Carolina,

into Southern National Bank of North Carolina, Lumberton, North Carolina.
The c

onclusion read as follows:
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There appears to be little, if any, competition existing
between The National Bank of Sanford and Southern National Bank
of North Carolina, Lumberton. While consummation of the pro-
posed merger would expose Sanford Bank's chief competitors to
the competitive capabilities of a substantially larger institu-
tion and eliminate one of two banks headquartered in Lee County,
the overall effect of the transaction on competition does not
appear to be significantly adverse.

Application of Bank of Wood County Company. There had been

distributed a memorandum from the Division of Examinations dated May 6,

1965, and supporting papers with respect to the application of The Bank

of Wood County Company, Bowling Green, Ohio, to merge with The First

National Bank of North Baltimore, North Baltimore, Ohio. The Division's

recommendation was favorable.

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

the facts of the case and the reasons underlying the recommendation of

the Division of Examinations, his comments being based substantially

on the information presented in the May 6 memorandum.

Following Mr. Egertson's comments, all of the members of the

Board indicated that they would favor approval of the proposed trans-

act.
°11- Accordingly, the application was approved unanimously, with

the understanding that the Legal Division would draft an order and sup-

P°rting statement for the Board's consideration.

The meeting then adjourned.

Secretary's Note: Acting in the absence
of Governor Shepardson, Governor Robertson
today approved on behalf of the Board a
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memorandum from the Division of Research
and Statistics recommending the appointment
of Sylvia E. Withers as Statistical Clerk
in that Division, with basic annual salary
at the rate of $4,630, effective the date
of entrance upon duty.

- , •-,„ A...„1,,I......,.(

Secretary



BOARD OF GOVERNORS
OF THE

FEDERAL RESERVE SYSTEM
WASHINGTON, D. C. 20531

Board of Directors,
The Vienna Trust Company,
Vienna, Virginia.

Gentlemen:

Item No.
5/17/65

ADDRESS OFFICIAL CORRESPONOENDE

TO THE BOARD

May 17, 1965

The Board of Governors of the Federal Reserve

System approves the establishment by The Vienna Trust

Company, Vienna, Virginia, of a branch at 1601 Washington

Square, North, George Washington Plaza, Reston, Fairfax

County, Virginia, provided the branch is established

within six months from the date of this letter.

Very truly yours,

(Signed) Karl E. Bakke

Karl E. Bakke,
Assistant Secretary.

(The letter to the Reserve Bank stated that the
Board also had approved a six—month extension
of the period allowed to establish the branch;
and that if an extension should be requested,
the procedure prescribed in the Board's letter
Of November 9, 1962 (S-1846), should be followed.)



BOARD OF GOVERNORS
OF THE

FEDERAL RESERVE SYSTEM
WASHINGTON, O. C. 20551

Board of Directors,
The Etna Bank,
Etna Green, Indiana.

Gentlemen:

Item No. 2
5/17/65

ADDRESS OPFICIAL CORRESPONDENCE

TO THE BOARD

May 17, 1965

The Board of Governors of the Federal Reserve

System approves the establishment by The Etna Bank, Etna

Green, Indiana, of a branch in Atwood, Kosciusko County,

Indiana, provided the branch is established within one

year from the date of this letter, and that, prior to

establishment of the branch, the bank's capital stock
is increased to the amount required by Paragraph 3 of

Section 9 of the Federal Reserve Act and related Federal

statutes. The amount required in this instance cannot be

less than $100,000.

Very truly yours,

(Signed) Karl E. Bakke

Karl E. Bakke,
Assistant Secretary.

(The letter to the Reserve Bank stated that the
Board also had approved a six-month extension
of the period allowed to establish the branch;
and that if an extension should be requested,
the procedure prescribed in the Board's letter
of November 9, 1962 (3-1846), should be followed.)



BOARD OF GOVERNORS
OF THE

FEDERAL RESERVE SYSTEM
WASHINGTON, D. C. 20351

Board of Directors,
The Farmers State Bank, of Englewood, Ohio,
Englewood, Ohio.

Gentlemen:

1,0"1

21  i

Item No. 3
5/17/65 .

ADDRESS OFFICIAL CORRESPONDENCE

TO THE BOARD

May 17, 1965

The Board of Governors of the Federal Reserve System
approves the establishment by The Farmers State Bank, of
Englewood, Ohio, Englewood, Ohio, of a branch at 18 on the Mall,
30 South Main Street, Dayton, Montgomery County, Ohio, provided
the branch is established within six months from the date of
this letter, and that, prior to establishment of the branch,
the bank's capital stock is increased to the amount required by
Paragraph 3 of Section 9 of the Federal Reserve Act and related
Federal statutes. The bank's. proposal to increase its capital
stock to $300,000 would satisfy statutory requirements.

Very truly yours,

(Signed) Karl E. Bakke

Karl E. Bakke,
Assistant Secretary.

(The letter to the Reserve Bank stated that the
Board also had approved a six-month extension
of the period allowed to establish the branch;
and that if an extension should be requested,
the procedure prescribed in the Board's letter
of November 9, 1962 (S-1846), should be followed.)



BOARD OF GOVERNORS
OF THE

FEDERAL RESERVE SYSTEM
WASHINGTON, D. C. 20551

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

Gentlemen:

Item No. 4
5/17/65

ADDRESS orriatm. CORRESPONDENCE

TO THE SOARD

May 17, 1965

The Board of Governors of the Federal
Reserve System approves the establishment by
Wells Fargo Bank, San Francisco, California, of
a branch at the intersection of First Street and
Shaw Avenue, Fresno, California, provided the
branch is established within one year from the
date of this letter.

Very truly yours,

(Signed) Karl E. Bakke

Karl E. Bakke,
Assistant Secretary.

(The letter to the Reserve Bank stated that the

Board also had approved a six-month extension
of the period allowed to establish the branch;

and that if an extension should be requested,
the procedure prescribed in the Board's letter
of November 9, 1962 (S-1846), should be followed.)



BOARD OF GOVERNORS

OF THE

FEDERAL RESERVE SYSTEM
WASHINGTON, 0. C. 20551

Board of Directors,
McHenry State Bank,
McHenry, Illinois.

Gentlemen:

Item No. 5

5/17/65

ADDRESS OFFICIAL CORRESPONDENCE

TO THE BOARD

May 17, 1965

The Board of Governors of the Federal

Reserve System has received the request of your bank

for approval of an investment in bank premises of

$410,000 for the construction of an addition to the

present banking quarters. It is noted that this

latter amount includes $58,900 for land acquisition

and $57,372 for preliminary construction costs, which

amounts have already been spent. These expenditures

are a part of the total construction program of the

bank, and, as such, required the prior approval of

the Board of Governors under Section 24A of the Fed-

eral Reserve Act. Since these expenditures have

already been made, the prior approval contemplated

by the statute cannot be given. However, on the basis

of available information, the Board offers no objection

to these expenditures. In order to complete the con-

struction project, the Board approves a further expend-

iture of $293,728. It is understood that the final

investment in bank premises will not exceed $550,000.

Very truly yours,

(Signed) Karl E. Bakke

Karl E. Bakke,
Assistant Secretary.



BOARD OF GOVERNORS
OF THE

FEDERAL RESERVE SYSTEM
WASHINGTON, D. C. 20551

Wells Fargo Bank International Corporation,
464 California Street,
San Francisco, California 94120.

Gentlemen:

Item No. 6
5/17/65

ADDRESS OFFICIAL CORRESPONDENCE

TO THE BOARD

May 17, 1965.

In accordance with the request in your letter of April 1,
1965, transmitted through the Federal Reserve Bank of San Francisco,
and on the basis of information furnished, the Board of Governors
grants consent for your Corporation to purchase and hold 20,000

Pares, par value Colones 25 each, of the capital stock of
,Inanciera de Desarrollo e Inversion, S.A. ("FDI"), San Salvador,
41 Salvador (in formation), at a cost of approximately US$200,000,
Provided such stock is acquired within one year from the date of
this letter.

The Board also approves the purchase and holding of sharesof pn
within the terms of the above consent in excess of 10 per

cent of your Corporation's capital and surplus.

th The foregoing consent is given with the understanding—
the foreign loans and investments of your Corporation, in-

ci nding the investment now being approved, will not exceed the guide-
:Liles established under the voluntary foreign credit restraint effort
"ew in effect.

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- Laurence H. Jones,
Vice President and Cashier,
Federal Reserve Bank of Chicago,
P. 0. Box 834,
Chicago, Illinois. 60690

Dear Mr. Jones:

Item No. 7
5/17/65

ADDRESS OFFICIAL CORRESPONOCMCIE

TO THE BOARD

May 17, 1965

This refers to your letter of May 4, 1965, regarding the
Penalty of $25.32 incurred by the State Bank of Lima, Howe, Indiana,

°n an average daily deficiency of $11,000 in reserves for the bi-

weekly computation period ended April 14, 1965.

It is noted that (1) the deficiency resulted from the loss
bY the truck carrier of a cash letter to your Bank containing a trans-
fer draft; (2) the loss was not noticed by the bank until it was too
late to make adjustments within the reserve computation period; (3)
the bank ordinarily carries an excess reserve of about 10 per cent of

48 requirement; and (4) your current records show that the bank has
not been penalized for a deficiency in reserves, although it was granted

a waiver•under the provision of Paragraph E of the Board's instructions

(F.R.L.S. 16120) in December 1964.

In the circumstances, the Board authorizes your Bank to

waive the assessment of the penalty of $25.32 for the period ended

April 14, 1965.

Very truly yours,

(Signed) Merritt Sherman

Merritt Sherman,
Secretary.
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BOARD OF GOVERNORS
OF THE

FEDERAL RESERVE SYSTEM
WASHINGTON, D. C. 20551

Board of Directors,
Union National Bank,
Kansas City, Missouri.

Gentlemen:

Item No. 8
5/17/65

ADDRESS OFFICIAL CORRESPONDENCE

TO THE BOARD

May 17, 1965

With reference to your request submitted through

the Federal Reserve Bank of Kansas City, the Board of

Governors, acting under the provisions of Section 19 of

the Federal Reserve Act, grants permission to the Union

National Bank to maintain the same reserves against deposits

as are required to be maintained by nonreserve city banks,

effective with the first biweekly reserve computation

period beginning after the date of this letter.

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.



BOARD OF GOVERNORS
OF THE

FEDERAL RESERVE SYSTEM

WAS

Item No. 9
5/17/65

OFFICE OF THE CHAIRMAN

May 18, 1965

Mr. Eugene P. Foley, Administrator,

Small Business Administration,
Washington, D. C. 20416

Dear Mr. Foley:

This acknowledges your letter of April 1, 1965, 
relating

to current efforts of the Small Business Administrat
ion to stimulate

sales of its loans to banks and other financial inst
itutions, and,

in connection therewith, your desire for information as
 to the treat-

ment our bank examiners normally accord those portions of 
loans

guaranteed by the Small Business Administration, 
particularly in

the determination of a bank's ratio of loans to deposits.

In the appraisal of a bank's overall financial
 condition,

examiners endeavor to determine the degree of risk in
 the various

types of loans and securities in which the bank has i
nvested. In

evaluating the risk involved in a loan portfolio, e
xaminers for the

Federal Reserve System accord full weight to any insuranc
e or guar-

antees provided by the U. S. Government, its agencies, or 
corporations

established by it. Outstanding directives to examiners recognize that

68A loans are in this special class and instruct examiners 
to group

such loans with other loans insured or guaranteed by o
ther agencies

°f the U. S. Government such as the Federal Housing 
Administration

and the Veterans Administration.

The ratio of loans to deposits to which you 
refer is only

°Ile of many ratios and percentages used by examiners in
 appraising

financial condition of a bank. This particular ratio is helpful

ln determining whether a bank has overextend
ed its loan portfolio in

relation to its deposit liabilities. A high ratio, per se, does not

necessarily indicate that a bank is overextended; however, 
if certain

lo,ther adverse factors are present, such a position would 
be criticized

the examiner. In any event, the examiner takes into 
consideration

secveral factors before arriving at a conclus
ion as to the propriety

the dollar volume of a loan portfolio. One of these factors is

'le volume of insured or guaranteed loans, includi
ng, of course, the

Portion of loans guaranteed by the Small Business Ad
ministration.
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Mr. Eugene P. Foley -2-

Thus, while published banking data include the amount of

guaranteed or insured portions of loans in the loan category,
customary examining practices require full recognition of the special

features of SBA loans. It has been our experience that bankers also

recognize the relatively riskless nature of SBA loans and are generally
aware of the treatment accorded such loans by examiners.

Copies of this letter will be forwarded to all Federal Reserve
Banks for distribution to examiners.

Sincerely yours,

(Signed) Wm. McC. Martin, Jr.

'Wm. McC. Martin, Jr.



BOARD OF GOVERNORS
OF THE

FEDERAL RESERVE SYSTEM
WASHINGTON, D. C. 20551

Mr. Watrous H. Irons, President,

Federal Reserve Bank of Dallas,

Station K,
Dallas, Texas. 75222

Dear Mr. Irons:

Item No. 10
5/17/65

ADDRESS OFFICIAL CORRESPONDENCE

TO THE BOARD

May 17, 1965

AS recommended in Mr. Murffis letter of April 23, 1965,

the Board has changed the classification of member banks in the

Eleventh District, for the purpose of electing Class A and Class B

directors, to the following:

Group Banks with Capital and Surplus of:

1 $3,000,000 and over.

2 $500,000 and over, but under $3,000,000.

3 Under $500,000.

Very truly yours,

(Signed) Merritt Sherman

Merritt Sherman,
Secretary.


