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Minutes of the Board of Governors of the Federal Reserve

System on Wednesday, July 27, 1966. The Board met in the Board

Room at 10:00 a.m.

PRESENT: Mr. Robertson, Vice Chairman
Mr. Shepardson
Mr. Mitchell
Mr. Brimmer

Mr. Sherman, Secretary
Mr. Kenyon, Assistant Secretary
Mr. Bakke, 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. Johnson, Director, Division of Personnel

Administration
Mr. Byrne, Director, Division of Data Processing
Mr. Hexter, Associate General Counsel
Mr. Hooff, Assistant General Counsel
Mr. Sammons, Associate Director, Division of

International Finance
Mr. Kiley, Assistant Director, Division of Bank

Operations
Miss Wolcott, Technical Assistant, Office of the

Secretary
Mr. McIntosh, Technical Assistant, Division of

Bank Operations
Messrs. Egertson, Maguire, and Poundstone, and

Miss McShane of the Division of Examinations

Approved letters. The following letters were approved unani-

mously after consideration of background information that had been

rlide available to the Board. Copies are attached under the respective

item numbers indicated.
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Item No.

Letter to Rhode Island Hospital Trust Company,
Providence, Rhode Island, approving the estab-
lishment of a branch in Warwick and commenting
on the bank's capital position.

Letter to The First Pennsylvania Banking and
Trust Company, Philadelphia, Pennsylvania,
approving the establishment of a branch in
Hilltown Township.

Letter to Wells Fargo Bank, San Francisco,
California, approving the establishment of a
branch in Madera County.

Letter to Marine Midland International Corpora-
tion, New York, New York, granting permission
to purchase additional shares of Credico, Inc.,
Montreal, Canada.

Application for membership (Item No. 5). There had been

distributed a memorandum from the Division of Examinations dated

July 25, 1966, relating to the application made on behalf of the newly-

°rganized Central Dakota Bank, Lehr, North Dakota, for membership in

the Federal Reserve

Sank of Minneapolis

ing that the bank's

Pctential for growth

1

2

3

4

System. The recommendations of the Federal Reserve

and the Division were favorable, although recogniz-

prospects were rather limited in view of the thin

in business. The Federal Deposit Insurance Corpo-

ration, on the other hand, did not feel that the bank would meet the

standards of an acceptable Federal deposit insurance risk, taking into

account the capital structure contemplated.

Discussions between Reserve Bank representatives and the Super-

vis 
ing Examiner of the Corporation's Minneapolis District, and between
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representatives of the Division of Examinations and the Federal Deposit

Insurance Corporation in Washington, had failed to resolve the differ-

ences of opinion.

In commenting on the situation, Mr. Solomon said that the

organizers had proposed a capital of $150,000, but the State Banking

Board had made its approval of the bank's charter contingent upon an

increase in starting capital to $250,000. Mr. Solomon was of the opin-

ion that the figure contemplated by the organizers would have been

satisfactory for a bank in a community the size of Lehr, and would have

been acceptable to the Corporation. However, in view of the increased

capital structure called for by the State authorities, the Corporation

believed that the organizers might become overcommitted in seeking to

raise the additional $100,000.

During discussion Governor Brimmer indicated that Mr. Solomon's

Observation was in accord with information he had received during a

visit with officials of the Minneapolis Reserve Bank in June, and he

was not persuaded by the Corporation's reservations. On balance, he

Shared the view of the Division and would approve the application,

although he was somewhat concerned about the heavy debt that could result

if it became necessary for one of the organizers to take up to the total

number of unsold shares, as that individual had committed himself to do

in the event subscription undertakings in addition to his own did not

absorb the offering.



eViH9

7/27/66 -4-

Governor Robertson said that the situation was a matter of some

concern to him. The Federal Deposit Insurance Corporation was the insur-

ing agency, and it appeared to the Corporation that the new bank would

not be an acceptable risk. If the bank was already established and the

Corporation recommended unfavorably, he would be inclined to disapprove

the application for membership. However, the bank was not yet in opera-

tion, and it appeared that the principal basis for the unfavorable

recommendation was the capital structure of $250,000 instead of $150,000.

The Corporation apparently did not question the quality of the proposed

management, and the need for the services of a bank in the community

seemed evident. The question of insurance risk, therefore, appeared to

hinge upon whether providing $250,000 in capital would impose too great

a strain upon the organizers' resources. From the facts presented, how-

ever, it did not appear that this would be the case; and, particularly

if any growth in the community was expected, he would prefer to see the

bank start off with the higher capital structure.

Governor Robertson stated that he disliked placing the Federal

bePosit Insurance Corporation in the position of having to insure a

bank against that agency's wishes, but under the Federal Reserve Act as

Presently written, and on the basis of the facts in the case under

c°nsideration, he would approve the application.

At the conclusion of the discussion the application was approved 

unanimously. A copy of the letter notifying the Organizing Committee

°f Central Dakota Bank of this action is attached as Item No. 5.
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At this point Messrs. Hooff, Sammons, Egertson, Maguire, and

Poundstone, and Miss McShane withdrew from the meeting and Mr. Cardon,

Legislative Counsel, entered the room.

Check collection system (Items 6-9). Following consideration

of means to improve the check collection system, the Conference of

Presidents, on June 27, 1966, took several actions. Among these were

aPProval of: (1) a proposal to advise all member banks that approxi-

mately one year after date of announcement, items not bearing MICR

identification of the payor's routing symbol and transit number would

n° longer be handled as "cash items"; and (2) a position paper, entitled

"Federal Reserve Commitment of Resources to Study Improvements in the

Payments Mechanism," to be used as the basis for a subsequent press

release (issuance of which was also approved in principle) and for

public statements by System spokesmen.

At the instance of Governor Mitchell, consideration was given

at the Board meeting on June 29 to distributed drafts of a revised

Position paper and a Press release based thereon. Several changes were

suggested, one of which was to include in the press release reference

to the Reserve Bank announcement relating to the handling of items not

bearing appropriate magnetic ink symbols. Also, the hope was expressed

that some term other than "payments mechanism" could be used to avoid

P"sible confusion with international balance of payments matters. At

the
conclusion of the discussion it was understood that revised drafts
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of the proposed position paper and press release would be prepared for

further consideration in connection with related recommendations.

There had now been distributed a memorandum dated July 21, 1966,

from Mr. Farrell, submitting for consideration: (1) a draft circular

to commercial banks from individual Reserve Banks, prepared by the

Presidents' Conference Subcommittee on Collections after consultation

with the Reserve Banks, announcing limitations on the handling of non-

encoded items effective September 1, 1967; (2) a revised draft of the

Proposed position paper, entitled "Federal Reserve Commitments on

ImProvements in Procedures for Handling Financial Transfers"; (3) a

revised draft of proposed press release, which now included the essence

of the Reserve Bank circular announcing future limitations on what

would be handled as cash items; and (4) a draft of a proposed letter to

the Chairman of the Presidents' Conference indicating Board action on

the aforementioned items and setting the morning of August 8, 1966, as

the release date for the press statement.

Following supplemental remarks by Mr. Farrell, the Board members

explored various aspects of the check collection procedure, and Governor

Mitchell suggested changes in the wording of the proposed press release.

Governor Mitchell also commented that the proposed change in

Procedure would serve to encourage local or regional clearing arrange-

ments for check collection, particularly with respect to noncash items.

In response to a question from Governor Shepardson concerning

he Prospective reaction of commercial banks to the proposal under
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consideration, Governor Mitchell commented that there was no simple

answer to this. In the final analysis, however, it was his view that

implementation of restrictions upon what the Reserve Banks would accept

as cash items would have a moderating influence on float, a phenomenon

in which increasing Congressional concern was being manifested. If the

System didn't soon take administrative steps to dampen float, it was

possible that Congress would seek to do so legislatively.

There followed further discussion concerning the implications

of various aspects of the proposed change in procedures, particularly

With respect to the matter of announcing the possibility that a charge

would be imposed by the Reserve Banks for handling noncash items. In

this connection, Mr. Hackley noted that this proposal could well reopen

issues previously raised in the Congress concerning establishment of

Charges for all collection activities of the Reserve Banks, as well as

the question of a regulation to fix check-cashing charges at member

banks
These possibilities were acknowledged, but the consensus was

that reference to the prospect of handling charges in the event of

Widespread non-compliance with the encoding procedures sought to be

encour aged would provide a tangible impetus in the direction of coopera-

ti°fl in this endeavor, and the risks were worth taking.

At the conclusion of the discussion, unanimous approval was

given to the proposed letter to the Chairman of the Presidents' Confer-

ence, which letter would indicate that the Board interposed no objection
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to the proposed circular letter from each Federal Reserve Bank to all

banks in its District. Unanimous approval also was given to the posi-

tion paper and to the press release, as amended by Governor Mitchell.

Copies of the several documents are attached as Items 6-9.

Governor Mitchell then indicated that the approved package

seemed to cover the problem with one exception: the inherent ineffi-

ciency in operation of coin, currency, and check services caused by

strict adherence to Reserve Bank and branch boundaries. He cited

instances where more expeditious handling of money shipments and check

clearings would be achieved by allowing banks to resort to the most

Proximate System facilities, even though in another District. In this

connection, he suggested that it might be appropriate to draft a letter

to the Conference of Presidents indicating a reluctance to disturb

existing relationships by actual realignment of Reserve Bank and branch

boundaries at this time, but pointing out the operational shortcomings

Of treating the present boundaries as artificial service barriers.

Such a letter would request the Conference of Presidents to study

P°ssible approaches to the problem short of revising boundary lines.

Following discussion, it was understood that the staff would

4aft for the Board's consideration a letter along the lines suggested

bY Governor Mitchell.

Messrs. Byrne and McIntosh then withdrew from the meeting.

sport by Haskins & Sells (Items 10 and 11). There had been
di— 

cributed a report by the accounting firm of Haskins & Sells covering
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their review, commencing in 1965 and continuing through March 1966, of

procedures employed by the Board's examiners in their examinations of

the Federal Reserve Banks. The report, dated March 31, 1966, stated

that the firm's review had consisted principally of evaluating changes

in the examiners' procedures introduced during 1965, discussing with

representatives of the Division of Examinations proposed changes in

such procedures, and advising and assisting in the use of statistical

sampling techniques.

There had also been distributed a memorandum dated July 25,

1966, from the Division of Examinations commenting on the Haskins &

Sells report and recommending that the firm continue to be retained.

Attached to the memorandum was a letter from Haskins & Sells

to Governor Shepardson dated May 31, 1966, which outlined further ser-

vices that the firm proposed to offer. These would include, during

1966, additional work in the application of statistical sampling tech-

to the examination of Reserve Banks, help in strengthening the

field force through the establishment of desired qualifications for

such Personnel and recruiting suitable applicants, and an evaluation

visit to one of the Reserve Banks during its examination by the field

staff; also, the firm's services were offered in connection with exami-

liation of the Board's financial statements for the year ending December

31, 1966.

In commenting on the distributed material, Mr. Solomon pointed

°ut that the recommendations and suggestions made by Haskins & Sells
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in previous years with respect to examination of the Reserve Banks had

been substantially implemented. The philosophy of the present approach

Placed more emphasis on evaluation of procedures and internal control

and less on actual verification on examination dates. These changes

in character of the examinations allowed a reduction in the size of

the examining staff, but they also called for highly-qualified examiners.

Recruiting personnel with the necessary background and potential pre-

sented a real problem, further complicated by the continuous travel

required of the field staff. Haskins & Sells was giving its attention

to this matter, and the Division had also asked the firms of Arthur

Andersen & Co. and Booz, Allen and Hamilton, Inc., for suggestions.

The latter firm had furnished a list of four companies, any one of which

might be able, for a fee, to recruit personnel of the desired type.

Another possible source was a college placement bureau.

Governor Shepardson underscored the need to strengthen the field

staff, particularly in the top grades. He felt that the Board should

use all facilities at its disposal, including seeking the help of qual-

ified firms of the type mentioned by Mr. Solomon.

Governor Brimmer suggested that Reserve Bank and branch offi-

cials might be encouraged to assist in pursuing potential sources of

examining personnel. While he favored proceeding along the lines sug-

gested by Governor Shepardson, he thought the System's own resources

or recruiting should be mobilized as well.
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Governor Shepardson concurred in this addition to the scope of

his own observations regarding the approach to recruitment, following

Which he recommended that the firm of Haskins & Sells be retained to

Perform the services proposed in its letter to him of May 31, includ-

ing examination of the Board's 1966 financial statements.

After discussion, Governor Shepardson's recommendations con-

cerning recruitment of examiners and adoption of the Haskins & Sells

Proposals were approved unanimously. Copies of the letters subsequently

sent to Haskins & Sells are attached as Items 10 and 11.

Participation by member bank in litigation. Mr. Hexter reported

that in a recent telephone call, counsel for Harris Trust and Savings

Bank, Chicago, Illinois, had inquired whether the Board would object to

the bank's filing an amicus curiae brief in support of the defendant's

Position in Baker, Watts & Co. et al. v. Saxon, litigation attacking

the validity of a 1963 ruling by the Comptroller of the Currency that

national banks may underwrite revenue bonds not directly supported by

general taxing authority. Mr. Hexter noted that the Board had declined

to apply this interpretation of the underlying statute to underwriting

activities of State member banks, and that if the bank did file an amicus

curiae brief supporting the Comptroller's ruling, its position would be

contrary to that taken by the Board.

In answer to the question posed by counsel for Harris Trust and

Savings Bank, Mr. Hexter had expressed the belief that the Board would
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interpose no objection, since in his view a member bank had an inherent

right to court test of any provision of law to which the bank was

subject. However, he had indicated he would present the matter to the

Board and then advise counsel for the bank.

There was agreement with the point of view expressed by Mr.

Rexter, and he was authorized to report that the Board would have no

objection to filing of the proposed brief.

Hearing on interest rates and related matters (Item No. 12).

Governor Robertson drew attention to a letter dated July 21, 1966, from

Congressman Dow of New York to Chairman Martin in which the Congressman

stated that he had called a hearing to be held at the Orange County

Courthouse in Goshen, New York, on August 5, 1966, at which he would

seek to determine the availability of adequate supplies of money and

credit in the New York 27th District, the extent to which the building

construction industry, building trades, and allied supply industries

were being curtailed due to the condition of the mortgage money market,

and the

and the

amount of movement of financial resources out of the district

residual effect of such loss. Congressman Dow inquired whether

arrangements could be made for a member of the Federal Reserve staff to

attend the hearing.

After discussion, unanimous approval was given to a reply from

he Vice Chairman to Congressman Dow in the form attached as Item No. 12,

1/1-01 the understanding that President Hayes would be asked to arrange
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for a member of the staff of the New York Reserve Bank to attend the

hearing as an observer.

The meeting then adjourned.

Secretary's Note: On July 26, 1966,
Governor Shepardson approved on behalf
of the Board the following items:

. Memorandum from the Division of Personnel Administration and the
Division of Administrative Services dated July 25, 1966, recommending
revised wage rates for the following employees, effective July 3, 1966,
When actually employed:

1,11.1212

Hourly wage rate 
From To

lizabeth J. Stannard, Substitute Maid, $1.74 $1.79
Division of Personnel Administration

Ruth Page, Substitute Maid, Division of 1.74 1.79
Personnel Administration

Josephine S. Marcey, Substitute Telephone 1.99 2.05
Operator (contract employee), Division
of Administrative Services

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

Transfers

from budget position No. 7 to budget position No. 10, Administrative
S(,t,aff, with no change in basic annual salary at the rate of $4,953
\Y-5,096 under the revised salary schedule approved by the Board on
julY 25, 1966), effective July 31, 1966.

Janet L. Lemley, Stenographer, Division of International Finance,

Nancy Lee White, from the position of Stenographer in the Division
ess! Personnel Administration to the position of Stenographer in the Divi-
alc'n of International Finance, with no change in basic annual salary
,t the rate of $4,149 ($4,269 under the revised salary schedule approved
uY the Board on July 25, 1966), effective July 31, 1966.
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BOARD OF GOVERNORS
OF THE

FEDERAL RESERVE SYSTEM
WASHINGTON, D. C. 20551

Board of Directors,
Rhode Island Hospital

Trust Company,
Providence, Rhode Island.

Gentlemen:

Item No. 1

7/27/66

ADDRESS OFFICIAL CORRESPONDENCE

TO THE BOARD

July 27, 1966

The Board of Governors of the Federal Reserve

System approves the establishment by Rhode Island Hospital

Trust Company, Providence, Rhode Island, of a branch at

the intersection of Bald Hill Road and East Avenue,

Warwick, Rhode Island, provided the branch is established

within one year from the date of this letter.

The Board trusts that continuing attention is

being given to means to strengthen the bank's somewhat

less than satisfactory capital position.

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.)



0

BOARD OF GOVERNORS
OF THE

FEDERAL RESERVE SYSTEM
WASHINGTON, D. C. 20551

Board of Directors,
The First Pennsylvania Banking

and Trust Company,
Philadelphia, Pennsylvania. 19101

Gentlemen:

Item No. 2
7/27/66

ADDRESS OFFICIAL CORRESPONDENCE
TO THE BOARD

July 27, 1966

The Board of Governors of the Federal Reserve

System approves the establishment by The First Pennsyl-

vania Banking and Trust Company, Philadelphia, Pennsylvania,

of a branch on the north side of County Line Road between

Route 113 and Cherry Lane, Hilltown Township, Bucks County,

Pennsylvania, 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.)
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BOARD OF GOVERNORS
OF THE

FEDERAL RESERVE SYSTEM
WASHINGTON, D. C. 20551

Board of Directors,

Wells Fargo Bank,
San Francisco, California.

Gentlemen:

Item No. 3
7/27/66

ADDRESS OFFICIAL CORRESPONDENCE

TO THE BOARD

July 27, 1966

The Board of Governors of the Federal Reserve

System approves the establishment by Wells Fargo Bank,

San Francisco, California, of a branch either at the

northeast corner of the intersection of Amerine and

Howard Roads, Madera, California, or in an unin
corporated

area of Madera County south of Howard Road between Pine

Street and Dwyer Avenue, provided the branch is estab-

lished 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.)
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BOARD OF GOVERNORS Item No. 4

OF THE 7/27/66

FEDERAL RESERVE SYSTEM
WASHINGTON, O. C. 20551

ADDRESS OFFICIAL CORRESPONDEN
CE

TO THE BOARD

July 27, 1966.

Marine Midland International Corporation,

120 Broadway,
New York, New York. 10005

Gentlemen:

As requested in your letter of June 20, 1966, the Bo
ard

of Governors grants consent for your Corporation to acquire a
 maxi-

mum of approximately 126,000 additional shares of Class B (vot
ing)

stock of Credico, Inc., Montreal, Quebec, Canada, at a. cost of ap-

Proximately US$600,000, provided such stock is acquired 
within one

Year from the date of this letter. In this connection, the Board

also approves the holding of such shares in excess of 10 per
 cent

of your Corporation's capital and surplus.

It is understood that the proposed acquisition 
will in-

crease the percentage of Credico's voting stock held by y
our

Corporation to approximately 72 per cent. However, it is further

understood that it is your intention to retain not more 
than 24

per cent of the voting stock of Credico, by placing the m
ajor por-

tion of this block with suitable Canadian institutions.

The foregoing consent is being given with the u
nder-

standing that the investment now being approved, comb
ined with

Other foreign loans and investments of your Corporation, 
will not

cause the total of such loans and investments to exceed 
the guide-

lines established under the voluntary foreign credit re
straint

effort now in effect and that due consideration is being 
given to

the priorities contained therein.

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, 0. C. 20551

°rganizing Committee,
Central Dakota Bank,
Lehr, North Dakota.

Gentlemen:

Item No. 5
7/27/66

ADDRESS OFFICIAL CORRESPONDENCE

TO THE BOARD

July 27, 1966

The Board of Governors of the Federal Reserve System approves

application made on behalf of Central Dakota Bank, Lehr, North

.akota, for stock in the Federal Reserve Bank of Minneapolis, effective

and when the bank opens for business under appropriate State

authorization, subject to the numbered conditions hereinafter 
set forth.

1. Such bank shall at all times conduct business and

exercise its powers with due regard to the safety of its

depositors, and, except with the permission of the Boa
rd

of Governors of the Federal Reserve System, such bank

shall not cause or permit any change to be made in the

general character of its business or in the scope of t
he

corporate powers exercised by it at the time of admiss
ion

to membership.

2. The net capital and surplus funds of such bank shall 
be

adequate in relation to the character and condition 
of its

assets and to its deposit liabilities and other c
orporate

responsibilities.

3. At the time of admission to membership, such bank shal
l

have paid-in and unimpaired capital stock of $100,00
0 and

other capital funds of not less than $150,000.
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Organizing Committee -2-

In connection with the foregoing conditions of 
membership,

Particular attention is called to the provisions 
of the Board's

Regulation H, regarding membership of State banki
ng institutions in the

rederal Reserve System, with especial reference to S
ection 208.7 thereof.

A copy of the Regulation is enclosed.

If at any time a change in or amendment t
o the bank's charter

iS made, the bank should advise the Federal Reserv
e Bank, furnishing copies

of any documents involved, in order that it may b
e determined whether or

not such change affects the bank's status as a mem
ber of the Federal

Reserve System.

Acceptance of the conditions of membershi
p contained in this

letter should be evidenced by a resolution ad
opted by the board of

51irectors after the bank's Certificate of
 Authority to Commence Business

has been issued. A certified copy of such resolution, 
together with

?dvice of compliance with the provisions of 
condition numbered 3, should

be transmitted to the Federal Reserve Bank 
of Minneapolis. Arrangements

!ill thereupon be made to accept payment for 
an appropriate amount of

!'ederal Reserve Bank stock, to accept the depo
sit of the required reserve

balance, and to issue the appropriate amount 
of Federal Reserve Bank stock

to the bank.

The time within which admission to 
membership in the Federal

Reserve System in the manner described may be 
accomplished is limited

tt° six months from the date of this lett
er, unless the bank applies to

th
h 
e Board and obtains an extension of time.

 When the Board is advised

at all of the requirements have bee
n complied with and that the

ZPPropriate amount of Federal Reserve Bank stock
 has been issued to the

,ank, the Board will forward to the bank a 
formal certificate of membership

In the Federal Reserve System.

The Board of Governors sincerely hop
es that you will find

Lembership in the System beneficial and 
your relations with the Reserve

"Ilk pleasant. The officers of the Federal Res
erve Bank will be glad to

Vsist you in establishing your relationships wit
h the Federal Reserve

joatem an
d at any time to discuss with re

presentatives of your bank means

r making the services of the System mo
st useful to you.

Very truly yours,

(Signed) Elizabeth L. Carmichael

Elizabeth L. Carmichael,

Assistant Secretary.

flclosures.
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BOARD OF GOVERNORS
OF THE

FEDERAL RESERVE SYSTEM
WASHINGTON, 0. C. 20551

Mr. Edward A. Wayne, Chairman,
Conference of Presidents,
Federal Reserve Bank of Richmond,
Richmond, Virginia. 23213

Dear Mr. Wayne:

Item No. 6
7/27/66

ADDRESS OFFICIAL CORRESPONDENCE

TO THE BOARD

July 28, 1966.

This refers to the actions of the Conference of Presidents
on June 27, 1966, approving (1) an announcement by all Reserve
Banks that approximately one year after the date of the announce-
ment checks and other instruments not bearing MICR identification
would no longer be handled as cash items, with the understanding
that the Subcommittee on Collections would draft a letter to be
used in making this announcement; and (2) a position paper on
Federal Reserve Commitment of Resources to Study Improvements in
the Payments Mechanism, to be used as the basis for a subsequent
press release and for public statements by Members and staff of
the Presidents' Conference and the Board.

The Board has noted without objection the enclosed letter,
Prepared by the Subcommittee on Collections, announcing further
limitations on cash items effective September 1, 1967. The Board
has also approved the enclosed position paper setting forth Federal
Reserve commitments on improvements in procedures for handling
financial transfers, as well as the enclosed copy of a press
statement to be issued in this connection. With regard to the
Position paper, it will be noted that the term "payments mechanism"
has not been used in order to avoid possible confusion with inter-
national balance of payments matters.

It will also be noted that the Board's press statement,
which is dated August 5, 1966, and is to be handed to the press on
that date for release on the morning of August 8, includes the
essence of the letter to be sent by the various Federal Reserve
Banks announcing future restrictions on cash items. In order that
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Mr. Edward A. Wayne -2-

the information to be contained in the letters from the Reserve
Banks to their member banks may become available at approximately
the same time as that contained in the Board's press statement,
it is suggested that the letters from the individual Reserve
Banks announcing the change in cash item procedures be dispatched
SO as to reach addressees on or after August 8.

A copy of this letter and the enclosures is being sent
to each Reserve Bank President.

Very truly yours,

(Signed) Merritt Sherman

Merritt Sherman,
Secretary.

Enclosures
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FEDERAL RESERVE BANK OF Item No. 7
7/27/66

To All Banking Institutions in the
Federal Reserve District and Others Concerned:

COLLECTION OF ITEMS REQUIRING

SPECIAL HANDLING AS NONCASH ITEMS

Effective September 1, 1967, the Federal Reserve Banks will

Classify as items requiring special handling all checks, drafts, and

Similar items received by them on which the payor's routing symbol-

transit number has not been preprinted, or post-encoded before their

receipt by a Federal Reserve office in E-13B magnetic ink characters
in the manner prescribed and in the location assigned by The American

Bankers Association. After that date all such items must be sent to
the Federal Reserve offices as noncash items.

On and after that date, all such items sent as cash items

Will be handled by the receiving Federal Reserve office as follows:

(a) Items of $1,000 or more received from banks

located outside the city of the receiving Federal

Reserve office will be charged back and entered for

colleccion as noncash items; and

(b) All other items will be charged back and

returned.

Since the introduction of the Magnetic Ink Character Recog-

nition Program by The American Bankers Association, bankers have become

Increasingly aware of the operating problems caused by "headache"

Items. The term "headache items" is used to describe any of a number
of types of nonstandard checks, drafts or similar instruments which,

because of their design or size, cause errors or require special han-

dling in present check handling operations. Efforts have been made
and are continuing to be made by The American Bankers Association,

individual commercial banks, and the federal Reserve System to elimi-
nate such items from the check collection system.

Consistent with this program the Federal Reserve Banks pre-
viously announced that (1) after Janyary 1, 1964, they would no longer

accept as cash items any items that, because of their size, could not

be processed in the customary manner through low-apeed proof machine

equipment, and (2) after January 1, 1965, they would no longer accept

as cash items any items containing more than a single thickness of
card or paper. With the substantial progress being made by the banks

Of the country in redesigning their check forms ,to include the
magnetic ink preprinting of their routing symbol-transit numbers, and
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with the expanded use by the commercial banks and the Foderal Reserve

Banks of high-speed processing equipment which relies on such pre-

printing, the Federal Reserve Banks have concluded that it is now

appropriate to take this next step of classifying as noncash items

all items which do not bear the payor's routing symbol-transit number

in magnetic ink characters. Prior to the effective date, depending

Upon progress shown in the meantime in the elimination of such items

from the collection system, further consideration will be given to

the matter with a view to determining whether it would be appropriate

for the Federal Reserve Banks to take additional action, including

Possibly the imposition of a collection charge on such items.

We believe you will recognize this action as a constructive

and mutually beneficial step toward improving the efficiency of the

country's check collection system and minimizing operating problems

by eliminating from cash item channels an additional type of "head-

ache" item. We urge you to support the action and solicit your

cooperation in complying with it.

We appreciate your support of the action which has been

taken to date, and we look forward to your continuing efforts to

attain the ultimate goal of having all checks, drafts, and similar

items which are to be handled as cash items, fully encoded in accor-

dance with the Magnetic Ink Character Recognition Program of The

American Bankers Association.

request.
Additional copies of this circular will be furnished upon

Very truly yours,

President
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Item No. 8

7/27/66

Position Paper on 

Federal Reserve Commitments 

on Improvements in Procedures for 

Handling Financial Transfers

This is a statement of purposes, 
objectives, and posture to

be assumed by the Federal Reserve Sy
stem regarding efforts to improve

procedures for handling financial t
ransfers. It provides the basis for

a subsequent Federal Reserve press 
release, as well as for public state-

ments by Members and staff of the Pres
idents' Conference and the Federal

Reserve Board.

Background 

Automation in business and bankin
g record keeping, economic

or accounting analysis, and commun
ication is spreading at an acceler

at-

ing rate. Currently, larger and more powerfu
l computers are being

used with increasing efficiency an
d broader application, because

technology of data transmission has 
provided for the linkage, on a

practical basis, of widely sepa
rated sources of data.

These developments have great
 significance for the Federal

Reserve System, which serves t
he money settlement needs of the natio

n

through its 36 offices and the 
offices of its member banks. The

technological advances that h
ave been made and that are in the proce

ss

of being applied to data handling 
and transmission require that the

System adapt its facilities as soo
n as practicable to accommodate

financial transfers based on e
lectronic data processing and trans-

mission.
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Looking to the future, the System should adopt 
an approach

that helps arrangements for such transfer
s to incorporate the latest

technological advances while continuing to 
be oriented toward the

public interest. Such an approach would recognize the desired s
truc-

ture of the banking system, enable improved im
plementation of monetary

policy, achieve economies in financial transfer
s, and reduce or elimi-

nate some operational problems such as float an
d delays in collection.

The System's progress up to this time in cop
ing with automa-

tion is indicated by its sponsorship of MICR pr
ogram and the substantial

conversion of its check processing operati
on to electronic equipment.

The Federal Reserve Banks are prepared to
 make a further step

in automation by requiring that items sent to 
the Federal Reserve Banks

must have MICR identification or they will b
e subject to special han-

dling with delayed credit.

Role of the Federal Reserve System

There are several reasons why the Federal Re
serve should

assume a role as an active participant in re
shaping procedures for

handling financial transfers:

1. Because of its present pivotal position, 
the Federal

Reserve cannot avoid involvement in an
y financial

transfer arrangement which will deve
lop in the future.

Adoption of a passive role in such d
evelopments would

impede planning by commercial banks, eq
uipment manu-

facturers and other sectors of the priv
ate economy,

since they would be forced to anticipate or aw
ait
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the ultimate role of the Federal Reserve. There-

fore, to facilitate planning by commercial ban
ks,

equipment manufacturers and others it is desirabl
e

that the System indicate its intentions with re
spect

to automation.

2. Since the Federal Reserve, in exercising its m
onetary

policy functions, depends on reliable and t
imely

economic data, it is desirable to develop in
forma-

tional by-products from banking operations 
flowing

through an automated network.

3. It is technically feasible and desirable 
to have an

integrated Federal Reserve computer-commun
ications

system that can be utilized for both the mo
vement of

funds and the transmittal of economic-ban
king data.

4. By speeding the development and coordinati
on of

improvements in the system, the Federal 
Reserve may

avoid implementation of some costly and t
ime-wasting

intermediate steps that would soon becom
e out-dated

as new technology is put to work.

It is not intended to indicate that the Fe
deral Reserve

System is the only party involved. In moving ahead on this program,

the System encourages cooperative efforts
 by banking groups and other

interested parties in the development o
f an improved country-wide

System for transferring funds. The Federal Reserve intends to serve

as an active participant in developments, accept
ing responsibility



-4- 4 2

where its unique organizational structure and capabilities indicate

that it can best serve to blend public and private interests. It is

further intended that as automation makes possible more efficient

and expeditious operations in money settlement, the Federal Reserve

will be prepared and ready to utilize the most advanced technology.

Focus for Study, Decision Making and Implementation 

Through its committee structure, the Federal Reserve System

is now carrying on several studies aimed at greater economy of opera-

tion and the more expeditious movement of funds.

The Conference of Presidents recently realigned its committee

structure, partially in recognition of the major impact of computer-

communications technology on the banking industry.

The Committee on Inter-Bank Electronic Communications is

charged with coordinating the planning in this area. Two subcommittees

have been established. One deals with innovations in procedures for

handling financial transfers of any kind. This involves thinking

into the future where the check's life may be cut short when it

reaches a Federal Reserve Bank and ultimately where settlements by

checks may be replaced by other means. Its task is to visualize the

System's role in money settlement with perhaps a different generation

of automation and transmission equipment.

The other subconmittee deals with all other aspects of

inter-bank communications and data processing including the present

leased wire system. This group is concerned with uses and selection

of equipment now available for the transmission of money and informa-

tion throughout the System. In the future, present wire transfer
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facilities of the System will be replaced by new equipment which will

not only handle the present volume more efficiently but will accommo-

date internal data flows and a vastly expanded wire transfer system

to banks, businesses and the community generally.

The Committee on Collections is charged with developing as

rapidly as possible all feasible methods for short-run improvements

in the existing check collection system. This includes ways in which

money settlement can be consummated without directly involving Federal

Reserve facilities. Many of the 4.6 billion checks processed by the

System in 1965 could have been more expeditiously handled by local

clearing centers. This Committee is appraising the System's potential

contribution to organizing such clearing bureaus and participating in

their operation.

The studies and recommendations flowing from these various

committees and subcommittees should provide definitive plans for a

management information system designed for the Federal Reserve and

coordinated with other similar systems operating in the public and

private sectors of the economy.

In the design and restructuring of this new system, the

planning process must be accompanied by a series of policy decisions.

In a system of the scale envisaged here, no amount of planning at one

point in time can design the ultimate system. Instead, it must evolve

from skilled systems planning conducted in the light of ever-changing

technology, adaptation to that technology by the related industries,

and changing structural relationships within the related industries.
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Allocation of Federal Reserve System Resou
rces 

Mearly, the development of an improved m
oney transfer and

management information system will require 
that the Federal Reserve

System devote substantial resources to the problem
s. These will be

available from the Board's and Banks' sta
ffs and outside consultants

When necessary.

Recognizing the needs and opportunities 
outlined above,

the Federal Reserve acknowledges its central 
responsibilities and is

Prepared to provide the resources necessary fo
r successful completion

Of its role in achieving these goals.

July 1966.
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For release in
morning newspapers
of Monday, August 8.

Item No. 9
7/27/66

2715
August 5, 1966.

The Federal Reserve System is stepping up efforts to increase

the use of automation in order to expedite--and cut the cost of--the

Processes by which it clears millions of checks each day, the System's

Board of Governors announced today.

To that end, the Board said, the 12 Federal Reserve Banks have

taken a further step--the third since the beginning of 1964--aimed at

discouraging the use of checks that cannot be handled by high-speed

electronic equipment.

In addition, the Board disclosed, System committees are going

forward with studies aimed at:

1. In the early future, replacing the System's present

facilities for transferring funds by wire with new equipment that will

lIct only handle the present volume more efficiently but also accommodate

the movement of masses of economic data and permit an expanded system of

fund transfers by wire for banks, businesses and the public.

2. In the farther future, devising means of making payments

14°te directly and expeditiously than by check--by taking advantage of

technological progress in the development of advanced automation and

tra
nsmission equipment.

3. Also, exploring ways for consummating more money settlements

Ilitilcut directly involving Federal Reserve facilities. This might be
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accomplished by the direct exchange of checks among computer centers or

through the wider use of local clearing centers that could more expedi-

tiously handle many of the more than 4-1/2 billion checks now processed

annually by the Federal Reserve.

The new step aimed at minimizing the use of checks that cannot

be handled by high-speed electronic equipment was made known in letters

flrft the 12 Federal Reserve Banks to all banking institutions in their

respective districts, advising that:

"Effective September 1, 1967, the Federal Reserve banks will

Classify as items requiring special handling all checks, drafts, and

similar items received by them on which the payor's routing symbol-

transit number has not been preprinted, or post-encoded before their

receipt by a Federal Reserve office, in E-13B magnetic ink characters

in the manner prescribed and in the location assigned by The American

8ankers Association. After that date all such items must be sent to the

ederal Reserve offices as noncash items.

"On and after that date, all such items sent as cash items

/441 be handled by the receiving Federal Reserve office as follows:

"(a) Items of $1000 or more received from banks

located outside the city of the receiving Federal

Reserve office will be charged back and entered

for collection as noncash items; and

"(b) All other items will be charged back and

returned."

Thus, while a bank will continue to receive credit in its account

41 the Federal Reserve Bank within two days for checks bearing the paying

114nk's identifying routing symbol-transit number in magnetic ink characters
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that can be "read" by electronic devices, for other checks the presenting

bank will receive credit only after collection is actually accomplished--

a Process that often requires well over two days.

The Reserve Bank letters also noted that, depending upon progress

Shown over coming months in the elimination from the collection system of

Checks that cannot be machine-processed, further consideration will be

given—before September 1, 1967--"to determining whether it would be

appropriate for the Federal Reserve Banks to take additional action,

including possibly the imposition of a collection charge on such items."

"We believe you will recognize this action as a constructive

and mutually beneficial step toward improving the efficiency of the

country's check collection system and minimizing operating problems by

eliminating from cash item channels an additional type of 'headache' item,"

the Reserve Banks added. "We urge you to support the action and solicit

Your cooperation in complying with it.

"We appreciate your support of the action which has been taken

to date, and we look forward to your continuing efforts to attain the

Ultimate goal of having all checks, drafts, and similar items which are

to be handled as cash items, fully encoded in accordance with the

Ilagnetic Ink Character Recognition Program of The American Bankers

Association."

The letters also recalled earlier steps taken by the Federal

Ileserve toward eliminating "headache items" from the check clearing process.

headache items" is the description given to various types of nonstandard

Checks, drafts or similar instruments that, because of their design or size,

cause errors or require special handling in check clearing operations.
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In the earliei stepsi the Fedetal Reserve Banks had announced

that (1) after January 1, 1964, they would no longer accept as cash

items any items that, because of their size, could not be processed in

the customary manner through lou-speed proof machine equipment, and

(2) after January 1, 1965, they would no longer accept as cash items

any items containing more than a single thickness of card or paper.

Commenting on the new steps and studies designed to advance the

automation of check clearings--already 88 per cent accomplished in

Federal Reserve clearing operations--and to develop an improved money

transfer and management information system, the Board of Governors said:

"Automation in business and banking record keeping, economic

or accounting analysis, and communication is spreading at an accelerating

l*ate. Currently larger and more powerful computers are being used with

Increasing efficiency and broader application because technology of data

transmission has provided for the linkage, on a practical basis, of

IlidelY separated sources of data.

"These developments have great significance for the Federal

Reserve System, which serves the money settlement needs of the nation

threugn its 36 offices and the offices of its member banks. The

technological advances that have been made and are in the process of

-g applied to data handling and transmission require that the System

daPt its facilities as soon as practicable to accommodate financial

ttansfers bared on electronic data processing and transmission.

"The System's progress up to this time in coping with automation is

indicated by its cooperation in the MICR (Magnetic Ink Character Recognition)
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Program and the substantial conitersion of its check processing operation

to electronic equipment.

"In moving ahead on this program, the System encourages cooperative

efforts by banking groups and other interested parties in the development

Of an improved country-wide payments system. Its expectation is that as

automation makes possible more efficient and expeditious operations in

looney settlement, the Federal Reserve will be prepared and ready to

serve the most advanced technology."

-0-
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BOARD OF GOVERNORS
OF THE

FEDERAL RESERVE SYSTEM
WASHINGTON, D. C. 20551

skins & Sells,
1000 Connecticut Avenue, N. W.,
Washington, D. C. 20036

Dear Sirs:

Item No. 10
7/27/66

ADDRESS OFFICIAL CORRESPONDENCE

TO THE BOARD

August 4 1966.

Thank you for your letter of May 31, 1966 suggesting certain

services that your firm might render during 1966 with respect to the pro-

!edures employed by the Board's examiners in the examination of a Federal
Iteserve Bank, such services to be generally for the purposes outlined in
the Board's letter of May 9, 1963.

In summary, your proposed services for the current year would
comprehend:

1. In general--Assistance to the Division of

Examinations in resolving difficulties and

in refining the examination programs and

procedures with particular emphasis on the

matters referred to in your report of

March 31, 1966;

2. Specifically--
a. Assistance to the Division in extending

the use of statistical sampling techniques;

b. Assistance to the Division in the establish-

ment of qualitative standards for applicants

for examiner positions and in the recruit-

ment of qualified personnel for the examining

staff;

c. A visit by your representatives to one of the

Reserve Banks during the course of the examina-

tion of such Bank by the Board's staff for the

principal purposes of observing and evaluating

• the effectiveness of the examination procedures,

and assisting in resolving any problems that

may have developed in applying such procedures.
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The Board has approved your proposals and desires that you

undertake the services outlined during the current year. With reference

to item 2.c. in the above summary, you will of course, have full discre-

tion regarding the scope of your review, the manner in which it will be

conducted, and the choice of the examination to be the subject of your

study.

It is understood that your compensation will be on the basis
Of your regular fee rates.

A separate letter has been addressed to you with regard to the

Proposed services with respect to the examination of the financial state-

ments of the Board for the year ended December 31, 1966.

Very truly yours,

Merritt She an,
Secretary.



BOARD OF GOVERNORS
OF THE

FEDERAL RESERVE SYSTEM
WASHINGTON, D. C. 20551

Haskins & Sells,
1000 Connecticut Avenue, N. W.,
Washington, D. C. 20036

Gentlemen:

Item No. 11
7/27/66

ADDRESS OFFICIAL CORRESPON0ENCE

TO THE BOARD

July 27, 1966.

It is requested that your firm undertake, as promptly
after January 1, 1967, as is convenient, an audit of the books
and accounts of the Board of Governors of the Federal Reserve
System for the year 1966.

No restrictions have been or will be placed by the
Board upon your firm as to the scope of the audit or the manner
In which it is to be conducted, and you will make the audit as
extensive and in such manner as appears to you to be desirable
in accordance with generally accepted auditing standards. Com-
pensation will be on the basis of the fee customarily charged
by your firm for audit work of this type.

Very truly yours,

(Signed) Merritt Sherman

Merritt Sherman,
Secretary.
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BOARD OF GOVERNORS
OF THE

FEDERAL RESERVE SYSTEM
WASHINGTON

The Honorable John G. Dow,

House of Representatives,

Washington, D. C. 20515

Dear Mr. Dow:

Item No. 12
7/27/66

OFFICE OF THE VICE CHAIRMAN

July 27, 1966.

In the absence of Chairman Martin, I wish to

acknowledge receipt of your letter of July 21, in which you

state that you have called for a hearing on interest rates

and related matters, to be held at the Orange County Court-

house in Goshen, New York, on August 5, 1966.

We note that your hearing is directed specifically

toward conditions in the New York 27th Congressional District,

and we have asked the New York Federal Reserve Bank to have a

member of its staff attend the hearing as an observer. In

this connection, you may find the enclosed statements of members

of the Board before the Committee on Banking and Currency of the

House of Representatives in May and June of interest as Board

views regarding the general subject of your hearing.

More recently, the Board submitted a proposal for

legislation that would broaden authority to regulate interest

rates. A copy of the Board's letter of July 15, 1966, to the

Chairman of the Senate Committee on Banking and Currency is

enclosed, along with a draft of the legislation that the Boa
rd

suggested. A similar letter was sent to the Chairman of the

House Banking and Currency Committee at the same time.

We are as interested as you in making sure that we

have the benefit of all available facts for use in the formula-

tion of monetary policy.

Sincerely,

(Signed) J. L. Robertson

J. L. Robertson


