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Minutes of the Board of Governors of the Federal Reserve System

on Monday, January 3, 1966. The Board met in the Board Room at 10:00 a.m.

PRESENT: Mr. Balderston, Vice Chairman
Mr. Robertson
Mr. Shepardson
Mr. Mitchell
Mr. Daane
Mr. Maisel

Mr. Sherman, Secretary
Mr. Kenyon, Assistant Secretary
Mr. Young, Senior Adviser to the Board and

Director, Division of International Finance
Mr. Holland, Adviser to the Board
Mr. Solomon, Adviser to the Board
Mr. Molony, Assistant to the Board
Mr. Fauver, Assistant to the Board
Mr. Hackley, General Counsel
Mr. Solomon, Director, Division of Examinations
Mr. O'Connell, Assistant General Counsel
Mr. Goodman, Assistant Director, Division of

Examinations
Miss Eaton, General Assistant, Office of the

Secretary
Mr. Furth, Consultant

Messrs. Brill, Koch, Partee, Axilrod, Bernard,
Eckert, and Keir of the Division of Research
and Statistics

Messrs. Sammons, Hersey, Katz, Reynolds, and
Gemmill of the Division of International
Finance

Money market review. Mr. Axilrod presented a review of Govern-

ment securities market developments, along with a personal explanation

of the factors underlying interest rate increases in 1965, following

which there was a general discussion of open market operations over

the year end. Mr. Gemmill then reported on foreign exchange market

developments. Tables on money market and capital market perspective

were distributed in connection with today's review.
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All members of the staff then withdrew except Messrs. Sherman,

Kenyon, Holland, Molony, Fauver, Hackley, Brill, Solomon (Examinations),

O'Connell, Goodman, and Eckert and Miss Eaton and the following entered

the room:

Mr. Hexter, Associate General Counsel
Mr. Leavitt, Assistant Director, Division of Examinations
Messrs. Egertson, Maguire, and McClintock, Supervisory

Review Examiners, Division of Examinations
Mr. Lyon, Review Examiner, Division of Examinations
Mr. Smith, Legal Assistant, Legal Division

Discount rates. The establishment without change by the Federal

Reserve Banks of New York, Chicago, Minneapolis, and San Francisco on

December 30, 1965, of the rates on discounts and advances in their

existing schedules was approved unanimously, with the understanding

that appropriate advice would be sent to those Banks.

Application of Central Wisconsin Bankshares. A memorandum

from the Legal Division dated December 30, 1965, transmitting a pro-

posed order and statement concerning the Board's denial on October 13,

1965, of the application of Central Wisconsin Bankshares, Inc., Wausau,

Wisconsin, to acquire shares of Central National Bank of Stettin,

Stettin, Wisconsin, a proposed new bank, had been distributed prior

to the meeting. The statement was discussed and, in view of questions

presented, it was agreed that it would be reviewed by the staff and

brought back to the Board for further consideration tomorrow. It was

understood that a dissenting statement by Governor Mitchell also was

being prepared.
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Messrs. O'Connell, Lyon, and Smith then withdrew from the meeting.

Report on competitive factors (Phoenix-Scottsdale, Arizona).

After discussion a report to the Federal Deposit Insurance Corporation

on the competitive factors involved in the proposed merger of Bank of

Scottsdale, Scottsdale, Arizona, into Pioneer Bank of Arizona, Phoenix,

Arizona, was approved unanimously for transmittal to the Corporation in

a form in which the conclusion read as follows:

Pioneer Bank of Arizona, Phoenix, and Bank of Scottsdale
became closely associated in April of 1965, at which time a
majority of each bank's stock came under the control of the
same individuals. This latter factor has limited a fairly con-
siderable amount of competition which previously existed between
the two banks. Since the service areas of the two banks par-
tially overlap, consummation of the proposed merger would
eliminate potential for renewed competition between the two
banks in the event the close relationship were to terminate.

Messrs. Egertson and Maguire then withdrew from the meeting.

Internal auditing and control procedures (Item No. 1). There

had been distributed a memorandum from the Division of Examinations

dated December 29, 1965, submitting a draft of letter to the Presi-

dents of all Federal Reserve Banks that would transmit for distribution

to examiners (and to State member banks upon their request) a state-

ment entitled "Criteria for Evaluation of Internal Audit and Inter-

nal Control Procedures." This statement had been developed by repre-

sentatives of the Federal Deposit Insurance Corporation and members of

the Board's staff in conjunction with a special industry committee of

bankers preeminent in the field of bank audit and control. Although

the statement was developed in connection with the Board's Regulation F,
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Securities of Member State Banks, and Part 335 of the Corporation's

Rules and Regulations, the principles set forth in the statement were

believed to be generally applicable to all banks, even though their

application would necessarily be governed to some extent by the size

of the bank involved. Copies of the statement had already been

furnished by the Federal Deposit Insurance Corporation to its super-

vising examiners.

After discussion the transmittal of the statement to the

Federal Reserve Banks was approved unanimously; a copy of the trans-

mittal letter is attached as Item No. 1. A suggestion was made that

the special industry committee of bankers that had assisted in the

development of the statement be invited to undertake also the develop-

ment of a statement that would have particular applicability to

smaller banks.

Mr. McClintock then withdrew from the meeting and Mr. Morgan,

Staff Assistant, Board Members' Offices, entered the room.

Time deposits of Iowa banks. Mr. Hackley reported on a call

he had received last Thursday from Mr. Lee of the Federal Deposit

Insurance Corporation regarding a ruling by the Comptroller of the

Currency that national banks in Iowa could pay more than 4 per cent

interest on time deposits, whereas State law provided that deposits

on which a higher rate was paid must be reported as borrowed money.

The State Superintendent of Banking was disturbed over the situation
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and feared it would result in a massive transferral of time deposits

from State to national banks. Mr. Lee was thinking of sending a

wire to banks in Iowa stating a position that if any bank paid more

than 4 per cent interest on time deposits the Corporation would not

regard the funds as deposits subject to deposit insurance. Mr.

Hackley reported having told Mr. Lee that it was the feeling of the

Legal Division that, despite the State statute, for purposes of

Regulation Q, Payment of Interest on Deposits, such funds would be

regarded as constituting deposits, and that in this respect it was

felt that the Comptroller's position was clearly correct. Mr. Lee

had then asked if Mr. Hackley could determine the position of the

Board. He (Mr. Hackley) had discussed the matter on Thursday with

Governor Robertson, then called Mr. Lee and suggested his holding the

matter over the weekend.

Mr. Hackley went on to say that it could be argued persuasively

that the question was one for interpretation by the Comptroller of the

Currency rather than the Board. It involved interpretation of section

24 of the Federal Reserve Act, which related only to national banks.

Even though it might be argued that the Board also had the right to

interpret this provision of the law, it seemed to the Legal Division

that the funds involved would still be deposits for purposes of the

Board's regulations, and it was hard to see why they would not be

deposits for purposes of deposit insurance under the regulations of

the Federal Deposit Insurance Corporation.
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Governor Robertson said he thought they were deposits for

reserve purposes as well as Regulation Q, irrespective of the fact

that they had to be shown as borrowed money by State statute. It

might be embarrassing, he felt, for the Federal Deposit Insurance

Corporation if it took the position that Mr. Lee had suggested. In

his view, however, the Board should not become embroiled in what

amounted at this point to a controversy between the Federal Deposit

Insurance Corporation and the Comptroller of the Currency. If he

(Governor Robertson) had to take a position on the question of

whether the funds were subject to reserve requirements, he would

say that they were. As of now the Board's position should be simply

to advise the Federal Deposit Insurance Corporation, if asked, that

the Corporation should not take the position it contemplated. But

the problem was essentially one for the Corporation to solve.

After some discussion there was general agreement with the

views expressed by Governor Robertson and Mr. Hackley.

Questions relating to Regulations Q and D. Mr. Brill referred

to the assignment that had been given to the staff to evaluate various

proposals for changes in Regulation Q relating to the definition of

time deposits and proposals for graduated reserve requirements. He

indicated that the work had been proceeding. However, complete informa-

tion would not be available for some time on the results of the survey

that had been undertaken of changes made or contemplated by member
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banks in rates on time and savings deposits under the increased flexi-

bility provided by Regulation Q. The staff therefore sought guidance

from the Board.

The matter was discussed in the light of various considerations,

including the fact that another meeting of the Interagency Coordinating

Committee was to be held tomorrow afternoon, and general agreement was

expressed with a suggestion that each Federal Reserve Bank be asked

to send to the Board by wire a summary statement highlighting current

and prospective developments in the respective districts.

Call for condition reports. Under the procedure prescribed

by statute the close of business on Friday, December 31, 1965, had

been selected as the date for the year-end call upon all insured banks

for reports of condition.

Mr. Sherman reported that in accordance with the usual procedure

a telegram had been sent to all Federal Reserve Banks this morning

requesting that a call be made upon State member banks on January 5,

1966, for reports of condition as of the close of business December 31,

1965, and the sending of the telegram was ratified by unanimous vote.

The meeting then adjourned.

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

Telegram to the Federal Reserve Bank of Minneapolis (attached
Item No. 2) approving the appointment of Bruce Meldean Piepho as
assistant examiner.
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Memorandum dated January 3, 1966, from Mr. Young, Senior Adviser
to the Board and Director, Division of International Finance, recom-
mending the establishment of a new budget position in the Special
Studies and Operations Section of the Division of International Finance,
with the understanding that a budget position in the Asia, Africa, and
Latin America Section would be abolished.

Secretary



BOARD OF GOVERNORS Item No. 1
OF THE 1/3/66

FEDERAL RESERVE SYSTEM
WASHINGTON, D. C. 20551

ADDRESS! OFFICIAL CORREBPONDINCIE

TO THE BOARD

January 14, 1966.

Dear Sir:

There are enclosed for distribution to your examiners copiesof a statement entitled Criteria for Evaluation of Internal Audit and
Internal Control Procedures, which was developed by representatives ofthe Federal Deposit Insurance Corporation and the Federal Reserve Systemin conjunction with a special committee of bankers experienced in the
field of bank audit and control.

Although the statement was developed in connection with the
Board's Regulation F (Securities of Member State Banks) and Part 335of the Federal Deposit Insurance Corporation's Rules and Regulations,
Which cover only certain banks, the principles set forth in the
statement are applicable to all banks. While their application must
be, to some extent, governed by the size of the bank involved, the
Board favors the principles enumerated in the statement and urges that
continuing efforts be made to stress their importance to directors
and officers of State member banks where appropriate.

It is not planned at this time to make a general distribution
Of the statement to State member banks; however, copies of the state-
ment may be made available to them upon request or in other appropriate
cases.

Very truly yours,

c- c77
' • •

Merritt Sherman,
Secretary.

Enclosure.

TO THE PRESIDENTS OF ALL FEDERAL RESERVE BANKS.
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TELEGRAM

LEASED WIRE SERVICE

BOARD OF GOVERNORS OF THE FEDERAL RESERVE SYSTEM
WASHINGTON

January 4, 1966.

GROBEL MINNEAPOLIS

Relet December 28, 1965, Board approves appointment of

Bruce Meldean Piepho as assistant examiner for Federal

Reserve Bank of Minneapolis effective today.

(Signed) Elizabeth L. Carmichael

CARMICHAEL

Item No. 2
1/3/66


