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Minutes of the Board of Governors of the Federal Reserve

System on Tuesday, October 18, 1966. The Board met in the Board Room

at 10:00 a.m.

PRESENT: Mr. Martin, Chairman

Mr. Robertson, Vice Chairman

Mr. Shepardson

Mr. Mitchell

Mr. Daane
Mr. Maisel
Mr. Brimmer

Mr. Kenyon, Assistant Secretary

Mr. Bakke, Assistant Secretary

Mr. Molony, Assistant to the Board

Mr. Cardon, Legislative Counsel

Mr. Fauver, Assistant to the Board

Mr. Hackley, General Counsel

Mr. Harris, Coordinator of Defense Planning

Mr. O'Connell, Assistant General Counsel

Mr. Shay, Assistant General Counsel

Mr. Daniels, Assistant Director, Division

of Bank Operations

Miss Wolcott, Technical Assistant, Office of

the Secretary

Mr. Morgan, Staff Assistant, Board Members'

Offices
Messrs. Shuter and Via of the Legal Division

Messrs. Egertson, Kline, Lyon, and Maguire and

Miss McShane of the Division of Examinations

Application of United California Bank (Item No. 1). Unanimous

-"ZZETI.2.1. was given to a letter to United California Bank, Los Angeles,

Clifornia, approving the establishment of a branch in San Luis Obispo.

A copy of the letter is attached as Item No. 1.

Reports on competitive factors. After discussion, reports to

he Comptroller of the Currency on the competitive factors involved in

the
following proposed mergers of existing banks into newly-organized

4°4-operating banks were approved unanimously for transmittal, the
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conclusion in each case being that the proposal, in itself, would have

n° effect on competition. Each report noted that consideration had not

been given, in preparing the report, to the competitive aspects of the

Proposed acquisition of the institution concerned by Lincoln First Group

Inc., Rochester, New York.

Merger of Lincoln National Bank and Trust
Company of Central New York into Lincoln
National Bank of Syracuse, both of Syracuse,

New York.

Merger of The First National Bank of Jamestown

into Second National Bank of Jamestown, both
of Jamestown, New York.

Merger of First-City National Bank of Binghamton,

N. Y., into First-City National Bank of Southern

New York, both of Binghamton, New York.

Messrs. Kline and Lyon then withdrew from the meeting.

Denver Branch building.. On October 11, 1966, consideration

was .
given to a request of the Federal Reserve Bank of Kansas City for

authorization to award contracts for the construction of the proposed

Ilew Denver Branch building. The specifics of the request were set forth

in
a distributed memorandum dated October 7, 1966, from the Division of

ilank Operations, during discussion of which questions were raised regard-

the Bank's proposal to eliminate several items from the original

aPecifications and to negotiate on that basis with the low bidder for

the
general construction contract. At the conclusion of the discussion,

it '4as agreed that further consideration would be given to the proposed
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eliminations and that the Legal Division would explore the negotiation

Procedure further.

There had now been distributed a memorandum dated October 13,

1966, from Mr. Hackley in which he expressed the view that Reserve

Banks, although not legally subject to General Services Administration

Procurement regulations, should adhere as closely as possible to the

Principles of those regulations, which included provisions to the effect

that where all bids were too high, reasonable opportunity to negotiate

should be given to each responsible bidder who had responded to the

invitation for bids. The memorandum also noted that the Board on April 21,

1959, had written a letter to the Reserve Banks (F.R.L.S. #3053) indicat-

ing that after bids were opened there should be no revisions, except for

ril°difications suggested by the architect, unless new bids were called

fc/r. If all bids were considered too high, they should be rejected in

ting and new bids called for, and except in unusual circumstances it

lq°uld be inadvisable to invite such bids from less than all the original

bidders.
The letter also pointed out that departure from the principles

St .ated therein might be unavoidable in individual cases, in which event

an exPlanation should be furnished to the Board.

In discussing the situation at today's meeting, Hr. Hackley

eQtriMented that a matter of judgment was involved. The revisions proposed

Y the Kansas City Bank apparently would result in a net cost reduction

vPro ixmately $1 million, and a new invitation to bid might result in
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4 lower bid from a general contractor other than the original low bidder.

On the other hand, additional time would be needed to rewrite the plans

and specifications and call for new bids, and it was possible that the

upward movement of prices for material and labor would result in increased

cost. In this connection, he noted that in a distributed memorandum dated

October 14, 1966, the Division of Bank Operations had reported that the

Board's Consulting Architect estimated it would take at least a month to

submit the proposed changes in specifications to all the original bidders

and obtain responses.

Governor Shepardson reported that since the meeting on October 11

he had been in touch with both Chairman Scott and First Vice President

8°Ysen of the Federal Reserve Bank of Kansas City. Mr. Boysen had empha-

sized I.
tue importance of the time factor. The deadline for action on the

1°14 bid for general construction was October 31; the passage of time had

esulted in price increases for several subcontractors, who were getting

festive; and from a number of standpoints it seemed desirable to break

gr°1-uld soon. Mr. Boysen did not think the changes proposed by the Kansas

City
Bank eliminated from the building any items of real significance.

Governor Shepardson had also learned from his conversation with

Chairman
Scott that both the Kansas City and Denver directors felt ini-

tial,
'1Y that if they could get all of the features included in the original

sPeci
fications at the price estimated by the Denver architects, they would

be
getting a bargain. However, when it developed from the bids that the
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cost would exceed the architects' estimate by more than $1 million, the

directors concluded that certain features could be eliminated without

detriment to function or appearance of the building. On the question

of negotiation, Chairman Scott and Chairman Dobbins of the Denver Branch

Board both felt that the procedure of negotiating with the low bidder

waS, in the circumstances, the most ethical one, and in the long run

would result in savings to the Bank in view of prevailing cost trends.

Chairman Scott estimated it would take six weeks to two months to obtain

neW bids.

In light of the total situation, and bearing in mind the fact

that the Board's 1959 letter allowed for exceptions in unusual circum-

stances, Governor Shepardson believed that the Board would be justified

14 approving the negotiation procedure and authorizing the Bank to award

the 
contract.

Governor Mitchell indicated approval of the general procedure

but suggested that certain deletions contemplated by the Reserve Bank

be reinstated. When it came to questions of judgment on what features

Should be incorporated in new buildings, he felt the experience of the

Board in dealing with construction projects throughout the System should

be given some weight.

Governor Shepardson added that both Messrs. Scott and Boysen had

- agreeable to the suggestion that provision be made for standby power

aufc. .
'1clent to permit essential operations to be restored in emergencies



be di

lie no

10/18/66 -6-

and to the suggestion that the vault walls not be reduced to less than

30 inches (without Steelcrete reinforcement).

In further discussion of the procedure that might most appro-

Priately be followed, Governor Brimmer commented that the Reserve Bank

aPparently had believed that the Board would look with disfavor upon

any contract that departed materially from the architects' cost estimate,

which estimate had proved to be erroneous. In his opinion, if the orig-

inal specifications embodied features that the Bank's directors and

c'fficers felt desirable, they should have advised the Board of the dis-

crepancy between the architects' estimate and the bids received and

sc)ught the Board's counsel on how to proceed.

Governor Mitchell observed that while the Steelcrete vault

construction and the pneumatic tube system proposed to be deleted from

he 
specifications were items that apparently could be dispensed with,

other
items presumably should be retained. They had been considered

desirable features at the outset and he questioned the wisdom of elim-

inating them. If the original specifications, less the Steelcrete vault

feature and pneumatic tube system, were to be the basis for negotiating

c
emtract, he felt that that would be additional justification for

followi 
ng the procedure of negotiation.

Chairman Martin observed that if time and cost factors were to

sregarded the bidding could be reopened without too much concern.

ted, however, that the Chairman of the Kansas City Board, who
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happened to be an experienced construction man, had concluded that the

ethical procedure in the existing circumstances was to negotiate. It

occurred to Chairman Martin that perhaps the Board would benefit from

a meeting with Chairman Scott and other representatives of the Kansas

CitY Bank for the purpose of reviewing the situation.

Governor Maisel said it was his understanding that the Board was

faced with making a choice among four alternatives: (1) to authorize

acceptance of the bid as submitted; (2) to authorize the Reserve Bank to

negotiate changes with the low bidder; (3) to authorize negotiation of

revised specifications with all bidders, or at least three of them; or

(4) to instruct the Bank to obtain new bids.

Governor Brimmer said that while his preference would be the

last alternative, he recognized the problems involved in following that

c°11r8e. The important consideration in his mind was that the System's

ecord on the matter be satisfactory.

Chairman Martin pointed out that a problem of relationships

With.n the System also was involved. While the Board could tell the

ileserve Bank what items to include or exclude and how to handle its

neg°tiations, that would take the matter out of the directors' hands,

a" it should not be done without a full understanding of the situation

e°nfronting the Reserve Bank.

Governor Robertson then said that in his view the time element

was of
importance. Also, he would prefer to leave the details of the
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specifications for decision by the Kansas City and Denver directors.

He suggested that the Reserve Bank be apprised of the view that there

was some feeling that the Bank should negotiate with all bidders on the

basis of revised specifications. If Chairman Scott felt there was valid-

ity in that approach, he could proceed accordingly. If, on the other

hand, he felt it was not appropriate, then perhaps a meeting between

Chairman Scott and members of the Board could be arranged.

A consensus developed in favor of the procedure suggested by

Governor Robertson, and it was understood that Governor Shepardson would

discuss the situation with Chairman Scott on that basis.

Messrs. Harris, Daniels, and Shuter then withdrew from the meeting.

Director appointments. The following actions were taken with

respect to the appointment of Chairmen, Deputy Chairmen, and Class C

directors at Federal Reserve Banks and the appointment of directors at

Federal 
Reserve Bank branches, with the understanding that advice of the

aPP°intments would be sent to the respective appointees at an appropriate

t lane
and that public announcement would be made near the end of the year

ir accordance with the usual practice:

The following were reappointed as Class C directors of the
Federal Reserve Banks indicated, each for a three-year term
beginning January 1, 1967:

Name Bank

Everett N. Case
Bayard L. England
Albert G. Clay
John A. Hunter
William King Self
Max Levine

New York
Philadelphia
Cleveland
Atlanta
St. Louis
Dallas
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The following were reappointed as directors of the Federal
Reserve Bank branches indicated, each for a three-year term
beginning January 1, 1967:

Name Branch 

Arnold J. Kleff, Jr Baltimore
James A. Morris Charlotte
Mays E. Montgomery Birmingham
James E. Ward Nashville
George Benjamin Blair New Orleans
Max P. Heavenrich, Jr. Detroit
Lisle Baker, Jr. Louisville
C. Robert McNally, Jr. El Paso
George T. Morse, Jr. Houston

The following were reappointed as directors of the Federal
Reserve Bank branches indicated, each for a two-year term
beginning January 1, 1967:

Name Branch 

C. G. McClave Helena
Robert F. Dwyer Portland
Peter E. Marble Salt Lake City
Robert D. O'Brien Seattle

The following were designated as Chairmen and Federal
Reserve Agents of the Federal Reserve Banks indicated for
the year 1967, with compensation fixed at an amount equal
to the fees that would be payable to any other director of
the same Bank for equivalent time and attendance to official
business:

Name Bank

Erwin D. Canham Boston
Everett N. Case New York
Willis J. Winn Philadelphia
Joseph B. Hall Cleveland
Edwin Hyde Richmond
Jack Tarver Atlanta
Franklin J. Lunding Chicago
Frederic M. Peirce St. Louis
Carl J. Thomsen Dallas
Frederic S. Hirschler San Francisco
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The following were appointed as Deputy Chairmen of the
Federal Reserve Banks indicated for the year 1967:

Name

Kenneth H. Hannan
Bayard L. England
Logan T. Johnston
Edwin I. Hatch
Smith D. Broadbent, Jr.
Robert F. Leach
Dolph Simons
Max Levine

Bank

New York
Philadelphia
Cleveland
Atlanta
St. Louis
Minneapolis
Kansas City
Dallas

frLit 4,
.1431

Problem banks. In the light of certain data that had been col-

lected by the staff at the request of members of the Board, there was a

further discussion of the merger application, voted upon at yesterday's

meeting, involving two banks in Elkhart, Indiana. While the discussion

did not result in any change in the decision on that application, it led

t° comments on the handling of problem bank cases generally.

Governor Shepardson recalled that for some time the Board had

f°110wed the practice of reviewing periodically at Board meetings reports

" Problem banks prepared by the Division of Examinations.

4°14ever, that practice had not

banks continued to be prepared

but it was not given formal consideration

'raised. In view of the passage of the

Since 1960,

been followed. A memorandum on problem

annually for the information of the Board,

unless specific questions were

Financial Institutions Supervisory

Act nf 1966, and having in mind recent experience with certain problem

banks, e
4 thought it advisable for the Board to reexamine its procedures--

both at Board and staff level. He suggested that the Division of Exami-

nations review the situation and present a proposed program to the Board.
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Following discussion, there was general agreement with the

sugges ion made by Governor Shepardson.

The meeting then adjourned.

•

3900

Assistant Secretar



BOARD OF GOVERNORS
OF THE

FEDERAL RESERVE SYSTEM
WASHINGTON, D. C. 20551

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

Gentlemen:

Item No. 1
10/18/66

ADDRESS orrtccm. CORRESPONDENCE

TO THE BOARD

October 18, 1966

The Board of Governors of the Federal

Reserve System approves the establishment of a branch

by United California Bank, Los Angeles, California,

at the intersection of U. S. Highway 101 and Madonna

Road, San Luis Obispo, California, provided the branch

is established within 18 months from the date of this

letter and provided further that branch operations

now conducted at 951 Higuera Street, San Luis Obispo,

California, are discontinued simultaneously with the

Opening of the new branch.

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.)


