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Minutes for  August 10, 1966

To: Members of the Board

From: Office of the Secretary

Attached is a copy of the minutes of the
Board of Governors of the Federal Reserve System on
the above date.

It is not proposed to include a statement
with respect to any of the entries in this set of
minutes in the record of policy actions required to
be maintained pursuant to section 10 of the Federal
Reserve Act.

Should you have any question with regard to
the minutes, it will be appreciated if you will advise
the Secretary's Office. Otherwise, please initial
below. If you were present at the meeting, your
initials will indicate approval of the minutes. If
you were not present, your initials will indicate
only that you have seen the minutes.

Chm. Martin

Gov. Robertson

Gov. Shepardson

Gov. Mitchell

Gov. Daane

Gov. Maisel

Gov. Brimmer
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Minutes of a meeting of the available members of the Board

of Governors of the Federal Reserve System on Wednesday, August 10,

1966. The meeting was held in the Board Room at 10:00 a.m.

PRESENT: Mr. Robertson, Vice Chairman

Mr. Mitchell
Mr. Br ittuaer

Mr. Sherman, Secretary
Mr. Kenyon, Assistant Secretary

Mr. Bakke, Assistant Secretary

Mr. Young, Senior Adviser to the Board and

Director, Division of International Finance

Mr. Molony, Assistant to the Board

Mr. Cardon, Legislative Counsel

Mr. Fauver, Assistant to the Board

Mr. Hackley, General Counsel

Mr. Solomon, Director, Division of Examinations

Mr. Sammons, Associate Director, Division of

International Finance

Mr. Leavitt, Assistant Director, Division of
Examinations

Miss Eaton, General Assistant, Office of the

Secretary
Mr. Forrestal, Senior Attorney, Legal Division

Mr. Dahl, Chief, Special Studies and Operations
Section, Division of International Finance

Messrs. Egertson and Maguire, Supervisory Review
Examiners, Division of Examinations

The following actions were taken subject to ratification at the

next meeting of the Board at which a quorum was present:

Approved items. The following items, copies of which are

attached to these minutes under the respective numbers indicated, were

yd unanimously after consideration of background material that

had been made available to the Board and clarification of points of

information about which members of the Board inquired:
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Letter to Security Trust Company of Rochester,
Rochester, New York, approving the establishment
of a branch in the Township of Hornellsville and
commenting on the bank's capital position.

Letter to Bloomsburg Bank-Columbia Trust Company,
Bloomsburg, Pennsylvania, approving the establish-
ment of a branch in Scott Township.

Letter to United California Bank, Los Angeles,
California, approving the establishment of a
branch in San Jose.

Letter to United California Bank, Los Angeles,
California, granting an extension of time to
establish a branch in Oxnard.

Letter to the Presidents of all Federal Reserve
Banks regarding a meeting of Federal Reserve
examining officials in Salt Lake City, Utah, on
°ctober 21, 1966, at the time of the 1966 con-
vention of the National Association of Supervisors
of State Banks.

29()-;

Item No.

1

2

3

4

5

With regard to the examiners' meeting (Item No. 5), the Board

authorized attendance by Mr. Solomon and two other officials of the

nivision of Examinations. It also authorized payment of a registration

fee of $40 (for the State bank supervisors' convention) for each Board

representative.

Foreign Investors Tax Act of 1966 (Item No. 6). There had been

distributed a memorandum of August 9, 1966, from the Legal Division, to

which was appended a draft of letter embodying alternative choices of

coMment to the Budget Bureau in response to a request for the Board's

views on H.R. 13103, the Foreign Investors Tax Act of 1966.
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While the Board had not heretofore been asked for a report,

the bill had passed the House on June 15 and was presently the subject

of hearings before the Senate Finance Committee. A number of witnesses

had given adverse testimony at both House and Senate hearings, based

Upon arguments that certain portions of the proposed legislation would

have a deleterious effect upon the U.S. balance of payments position.

The Provisions criticized in this regard involved: (1) the imposition,

beginning in 1972, of income tax on interest received by nonresident

alien and foreign corporate depositors in U.S. banks; (2) the inclusion

of U.S. bank deposits in the gross estate of nonresident alien decedents;

(3) the subjection to Federal estate tax of U.S. Government bonds owned

by 
nonresident aliens, regardless of the locus of such bonds at death;

and (4) the introduction of a concept that nonresident aliens and foreign

c°rPorations engaged in business in the United States would be taxed on

world-wide income "effectively connected" with doing business here,

rather than on income derived from U.S. sources alone.

M . Forrestal pointed out that while each of the cited provisions

eciuld have an adverse effect on the U.S. balance of payments, there were

also arguments in support of a view that the impact of the bill in this

area would not be so substantial as to warrant objection to the bill as

a Whole. Depending upon the extent to which the Board was persuaded by

the 
adverse arguments, including those of the Federal Reserve Bank of

New York, response to the Budget Bureau could take the form of (a) general
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endorsement of the bill, (b) support only for provisions other than

those alleged to have a potentially undesirable influence on the U.S.

balance of payments, or (c) a noncommittal "no objection."

Mr. Sammons observed that in 1963 the President had appointed

a task force headed by Secretary of the Treasury Fowler (at that time

Under Secretary of the Treasury) to study means of promoting increased

foreign investment in U.S. corporate securities and greater foreign

Participation in financing operations abroad of U.S. corporations. This

task force's study had led to certain proposals for liberalizing the

Federal tax treatment of foreign investors, and the Treasury Department

had subsequently caused implementing legislation to be introduced. How-

ever, the House Ways and Means Committee had used the bill as a vehicle

f'°r effecting a broad revision of Internal Revenue Code provisions look-

ing toward equitable tax treatment of foreign entities. This had clouded

the original format and intent of the legislation, and had given rise to

much of the opposition cited by Mr. Forrestal.

Mr. Sammons then offered comn lents about particular sections of

he bill. He noted that the proposal to tax interest earned by for-

eigners on bank deposits, together with a contemplated amendment to

remove the present tax exemption for interest on bankers' acceptances,

"7°u'ld serve to eliminate a competitive advantage now held by banks over

°ther financial intermediaries in attracting foreign funds. While these

Pr°13"als could be justified on grounds of equity, they presented some-

thing of a dilemma.
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Mr. Sammons also observed that the proposed revision of Federal

estate tax rates applicable to U.S. assets of deceased nonresident

aliens would reduce the level of tax, but returns would still have to

be filed and the Internal Revenue Service could freeze assets of the

estate in this country pending settlement of tax liabilities. These

were undesirable features from the standpoint of encouraging inflow of

investments from abroad, and the revenues derived from this source were

r
elatively small. Therefore, the Board might want to recommend an amend-

ment to the bill to carry out the Fowler Task Force's suggestion for

outr ight repeal of this tax provision.

Finally, Mr. Sammons noted that Senator Dirksen proposed to

°ffer an amendment to the bill making the Interest Equalization Tax

inapplicable to dollar loans (with a maturity of one year or longer) by

f°reign branches of U.S. banks to foreign subsidiaries of U.S. corpora-

tions. He recommended that the Board support this proposal.

Governor Brimmer said he understood that as a matter of legis-

lative strategy it had been necessary for the Administration to support

the provision for taxing interest earned by foreigners on deposits with

U'S. banks, beginning in 1972. However, he also understood that Secretary

Fowler was concerned about the balance of payments implications of such

step and hoped that others might raise the issue.

In the course of further discussion, a consensus developed that

it would be desirable for the Board's views to emphasize those provisions
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of the bill having U.S. balance of payments implications, with reference

to the Dirksen proposal included. Accordingly, a letter to the Budget

Bureau in the form attached to these minutes as Item No. 6 was approved 

unanimously. It was understood that a copy of the letter would be trans-

mitted to the Secretary of the Treasury and, if consultation with him

by Governor Robertson indicated that transmitting the Board's views to

the Senate Finance Committee would be helpful, a copy would also be sent

to the Chairman of that Committee.

The meeting then adjourned.

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

a letter to the Federal Reserve Bank of
Richmond (copy attached as Item No. 7)
approving the designation of Wenifred 0.

Pearce as special assistant examiner.



BOARD OF GOVERNORS

OF THE

FEDERAL RESERVE SYSTEM
WASHINGTON, D. C. 20551

Board of Directors,
Security Trust Company of Rochester,
Rochester, New York.

Gentlemen:

Item No. 1
8/10/66

ADDRESS OFFICIAL CORRESPONDENCE

TO THE BOARD

August 10, 1966

The Board of Governors of the Federal Reserve

System approves the establishment of a branch by Security

Trust Company of Rochester, Rochester, New York, in the

Big N Hornell Shopping Plaza, Township of Hornellsville,

Steuben County, New York, provided the branch is established

withir one year from the date of this letter and provided

Operations at the bank's existing office at One East Avenue,

Arkport, New York, are discontinued simultaneously with
the opening of the new office.

The Board continues to feel that careful con-

sideration should be 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.)
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BOARD OF GOVERNORS

OF THE

FEDERAL RESERVE SYSTE
WASHINGTON, O. C. 20551

Board of Directors,
Bloomsburg Bank-Columbia
Trust Company,

Bloomsburg, Pennsylvania.

Gentlemen:

Item No.
8/10/66

ADDRESS arrictAL CORRESPONDENCE.

TO THE BOARD

August 10, 1966

The Board of Governors of the Federal Reserve

System approves the establishment by Bloomsburg Bank-

Columbia Trust Company, Bloomsburg, Pennsylvania, of a

branch in the Scott Town Shopping Center, U. S. Highway
11, Scott Township, Columbia County, Pennsylvania, provided
the branch is established within one year from the date of
this letter.

Very truly you

(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,
United California Bank,
Los Angeles, California.

Gentlemen:

Item No. 3
8/10/66

ADDRESS OFFICIAL CORRESPONDENCE

TO THE BOARD

August 10, 1966

The Board of Governors of the Federal Reserve.

System approves the establishment by United California

Bank, Los Angeles, California, of a branch in the vicinity

of the intersection of Kooser Road and Almaden Expressway,

San Jose, 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 ifan 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 8/10/66

FEDERAL RESERVE SYSTEM
WASHINGTON., D. C. 20551

ADDRESS OFFiCIAL CORRESPONDENCE

TO THE BOARD

August 10, 1966

Board of Directors,
United California Bank,
LOS Angeles, California.

Gentlemen:

The Board of Governors of the Federal Reserve

System extends to May 3, 1967, the time within which

United California Bank, Los Angeles, California, may

establish a branch at the southwest corner of the inter-

section of Third Street and B Street, Oxnard, California.

Very truly yours,

(Signed) Karl E. Bakke

Karl E. Bakke,
Assistant Secretary.



Deai Si

BOARD OF GOVERNORS
OF THE

FEDERAL RESERVE SYSTEM
WASHINGTON, D. C. 20551

Item No. 5
8/10/66

ADDRESS OFFICIAL CORRESPONOE CE

TO THE (MARE)

August 11, 1966.

As you know, it is customary to hold a Conference of
Reserve Bank Officials of Bank Examinations Departments in
conjunction with the Annual Convention of the National Association
of Supervisors of State Banks (NASSB). The 1966 Convention is
scheduled to be held in Salt Lake City, Utah, from October 17 to
October 21, 1966. A meeting of Bank Examinations Personnel is
being scheduled from 9 a.m. to 1 p.m. on October 21, at the Hotel
Utah.

The Vice Presidents in Charge of Examinations are being
requested to submit topimto be included on the agenda for the
meeting. When this agenda has been completed, a copy, together
vith a list of those attending the Convention, will be forwarded
to you.

Very truly yours,

Merritt Sh rm n
Secreta

TO THE PRESIDENTS OF ALL FEDERAL RESERVE BANKS,



BOARD OF GOVERNORS

OF THE

FEDERAL RESERVE SYSTEM
WASHINGTON, D. C. 20551

Mr. Wilfred H. Rommel,
A
ssistant Director for Legislative Reference,
Bureau of the Budget,
Wa
shington, D. C. 20503'

Dear Mr. Rommel:

Item No. 6
8/10/66

ADDRESS OFFICIAL CORRESPONDENCE

TO THE BOARD

August 10, 1966.

This is in response to your Legislative Referral

emorandum of July 15, 1966, requesting the views of the Board
?t
954 
1 a bill, H. R. 13103, "To amend the Internal Revenue Code of

to provide equitable tax treatment for foreign investment
In the United States."

out The Board notes that the proposed legislation arose

of a Presidential task force on "Promoting Increased Foreign

Pvestment in U. S. Corporate Securities and Increased Foreign

referred 
for U. S. Corporations Operating Abroad", sometimes

force 
to as the "Fowler Task Force". The report of this task

taxation 
contained recommendations designed to modify the U. S.

of foreign investors so as to increase foreign invest-
in1, the United States. A number of these recommendations

have been incorporated in H. R. 13103.

The Board appreciates that the present bill incorporatesthe
result of a careful and systematic review of the taxation of

nonresident aliens and foreign corporations, and refrains from

4Preasing any view on the tax equity issues involved. From the

andPoint of the U. S. balance of payments, the provisions ofthe 
bill implementing the Fowler Task Force Report which would

e;courage foreign investment in the United States are important,

ojecially those provisions which exempt from income tax interest

dePosits in foreign branches of U. S. banks, and on deposits offo
reign central banks and the Bank for International Settlements.

The Board questions the desirability, in view of the

rm balance of payments problem, of announcing at this time

' imposition of the proposed tax of interest on U. S. bank
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deposits beginning in 1972. This tax could have a worsening effect
O n the U. S. balance of payments position now; it is uncertain what

the effect might be in 1972. It is suggested that this provision

of the bill be deleted until such time as the balance of payments

Position of the United States has substantially improved.

Finally, the Board endorses the objectives of the so-called

krksen Amendment to H. R. 13103, which would allow the President

to exempt dollar loans made by foreign branches of U. S. banks from

the Interest Equalization Tax. It believes that such an exemption

would be presently beneficial from the balance of payments point of

view; in addition, it would permit foreign branches of U. S. banks

t° compete on the basis of equality with other banks in the foreign

countries where the branches are located.

Very truly yours,

eyt",/

Merritt Sherman .
Secretary.
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BOARD OF GOVERNORS
OF THE

FEDERAL RESERVE SYSTEM
WASHINGTON, D. C. 20551

Mr. John L. Nosker, Vice President,
Federal Reserve Bank of Richmond,
Richmond, Virginia. 23213

Dear Mr. Nosker:

Item No. 7
8/10/66

ADDRESS uICIAl. CORRESPONDENCE

TO THE BOARD

August 10, 1966

In accordance with the request contained in your
letter of August 8, 1966, the Board approves the designation
of Wenifred 0. Pearce as a special assistant examiner for
the Federal Reserve Bank of Richmond.

The authorization heretofore given your bank to
appoint Mr. Pearce as an assistant examiner is hereby canceled.

Very truly yours,

(Signed) Elizabeth L. Carmichael

Elizabeth L. Carmichael,
Assistant Secretary.


