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INTERNAL FUNDS

Changes In
Corporate
Financing Patterns

CORPORATE FINANCING in credit and capital markets has re-
mained large in 1969. The volume of funds raised in long-term
markets has been about the same as in 1968, but use of short-
term funds to finance capital outlays has increased. In addition,
liquidity positions have declined sharply, and by fall, increased
costs and reduced supplies in money and security markets re-
sulted in the first drop since early 1967 in corporate holdings of
liquid assets.

The flow of internal funds, the principal source of funds for
nonfinancial corporations, continued at the average level of 1968
through the third quarter of 1969. But outlays for fixed assets, the
principal use of corporate funds, rose through the third quarter
to a level well above the 1968 average. Such spending appears to
have increased somewhat further in the fourth quarter, and the
flow of internal funds may have declined.

To fill the widening gap between internal flows and spending
plans, nonfinancial corporations increased their reliance on ex-
ternal sources of funds, primarily on nonbank suppliers of rela-
tively short-term credit. Moreover, they added almost nothing to
their holdings of liquid assets over the first three quarters, in
contrast to a substantial build-up of these assets in 1968. Cessa-
tion of growth in corporate holdings of liquid assets, combined
with a marked increase in short-term debts, resulted in the
sharpest decline in liquidity ratios since 1966.

The flow of internal funds to nonfinancial corporations, after al-
lowance for inventory valuation adjustment, was at a seasonally
adjusted annual rate of $63 billion in the first three quarters of
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Seasonally adjusted annual rates.
“Undistributed profits” are after al-
lowance for inventory valuation ad-
justment and inclusion of foreign
branch profits. Latest data, Q3 1969,
preliminary.
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1969. This was slightly less than the flow in the fourth quarter
of 1968, about the same as the average for that year, and not
much above the amounts available in 1967 and 1966.

This relative stability is attributable to offsetting movements
in the two components of internal funds. Capital consumption
allowances have grown steadily, but the retained-profits com-
ponent has declined over the past several years and it now ac-
counts for only one-fourth of total corporate internal funds.

The most recent declines in the profits component have re-
flected not only a continued rise in dividend payments but also a
downward trend in corporate earnings. After rising about one-
seventh from the third quarter of 1967 to the third quarter of
1968, profits—before taxes and after inventory valuation ad-
justment—Ileveled off in the fourth quarter and then declined
as growth in sales slowed and the rise in costs accelerated. The
decline was quite moderate through the third quarter of 1969,
but when combined with a further increase in dividend payments,
it resulted in a marked drop in retained earnings. The trend seems
to have persisted in the fourth quarter.

Despite the shortfall in internal funds, the high cost of external
financing, and the existence of a relatively large amount of un-
used capacity, outlays for plant and equipment have continued to

1 Nonfinancial corporations’ FIXED INVESTMENT
grows faster than INTERNAL FUNDS

BILLIONS OF DOLLARS

INTERNAL FUNDS
f FIXED INVESTMENT

1968 1969
3 OTRS.

__ o8 = |
1965 1966 1967

1969 figures are seasonally adjusted annual rates. “Fixed investment”—outlays for plant,
equipment, and residential construction. ‘““Internal funds’—capital consumption allowances
and undistributed profits (see note to chart above)., 1969 includes preliminary data for Q3.
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FLOW OF FUNDS-—NONFINANCIAL CORPORATIONS

In billions of dollars; quarterly figures at seasonally adjusted annual rates

1969

item 1967 | 1968
3 qtrs.

[ ’ 11 ’Hl"

114.7 106.2

3%

102.2

Sourges 91.6 104.7 107.7

MOTEBAZES. . ot evvvvesen 21.5 17.9 18.7 20.2 18.5 17.3
Bank loans, ne.c......... 6.4 9.6 11.0 12.7 12.6 7.8
Open market paper....... 1.5 1.6 4.8 5.6 4.3 4.6
Other loans.............. —.1 2.0 5.0 3 8.2 6.5

Other....... Crereeeeae 1.1 10.6 4.9 12.6 —.6 2.6
Federal tax liabilities...... —4.1 3.7 .6 4.6 3.7 .9
Other liabilities. .. ....... 5.2 6.9 4.3 8.0 31 1.7

Usis‘ ....... .. 83.3 97.9 10i.1 107.8 98.9 96,7

Net trade and consumer credit
scell A

Discrepancy . .........ccuute 8.2 6.9 6.5 6.9 7.2 5.4

» Preliminary.
n.e.c. Not elsewhere classified.

I After allowance for inventory valuation adjustment and inclusion of foreign branch profits.

move upward in 1969 and are scheduled to rise further into 1970.
While some companies have canceled or postponed spending
plans, total expenditures by nonfinancial corporations for fixed
assets in the first three quarters exceeded the 1968 rate by nearly
13 per cent. The rise reflected not only the increase in prices
of capital goods but also a substantial rise in real capital invest-
ment. Helping to account for the continued expansion have been
such factors as shortages of capacity in particular sectors, the
long-range nature of many spending programs, the overriding
desire to improve efficiency and offset rising labor costs, and the
persistence of inflationary expectations.

Inventory spending has shown a larger percentage increase
than capital outlays, but in dollar terms the increase has been
small. Moreover, credit extended to customers—net of trade debt
owed to suppliers—has increased at a somewhat slower rate than
in 1968, with the result that additions to inventories and net
receivables, taken together, have absorbed no more funds than
they did last year. And holdings of liquidity instruments changed
little over the first three quarters, compared with a sizable build-
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up in 1968. Thus, for corporations as a whole, the increase in
demands on credit and capital markets has been related to expan-
sion of fixed assets—not to expansion of short-term assets.

With loan funds from corporations’ usual sources increasingly
scarce and costly, the composition of corporate external financ-
ing has changed. Nonfinancial corporations raised a record vol-
ume of funds in credit and capital markets in the first three
quarters of 1969, but this was accomplished through reliance on
sources other than the banks and the bond markets. In particular,
corporations sharply increased their nonbank borrowing in rela-
tively short-term form—such as by the issuance of commercial
paper—and raised an unusually large share of long-term funds
through issuance of equity securities.

Financing in credit and capital markets reached a peak in the
second quarter of the year when it provided more than 40 per
cent of total corporate funds. After midyear, increasingly tight
conditions in these markets were reflected in a marked decline in
corporate external financing.

Net issues of long-term securities—bonds, stocks, and mort-
gages—declined moderately as 1969 progressed but remained
large by historical standards, at an average rate in the first three
quarters of the year that was a little higher than in 1968. Mort-
gage financing declined from last year’s peak, but the moderate
volume of funds provided by net stock issues contrasted with net
retirement of stock, on balance, in 1968. The latter shift reflected
in part a decline in financings associated with mergers and acqui-
sitions. As a result of the surge in merger activity, a substantial
amount of corporate stock had been retired in 1968 and early
1969, primarily through cash payments to stockholders of the
acquired company but also through issuance to them of con-
vertible bonds of the surviving company. Since then, a variety
of realized and prospective problems have made mergers much
less attractive to both buyers and sellers.

Data on gross offerings of corporate bonds and stocks, which
do not reflect cash retirements or simultaneous exchanges of debt
securities for equities, indicate an increased importance, particu-
larly through midyear, of financing with stock and with debt
issues convertible into stock. In addition, mortgage loans and
long-term debt instruments more frequently included equity
features, such as warrants to purchase stock, but data are not
available to measure the importance of this development.
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Importance of STOCK and CONVERTIBLE
2 | BOND offerings reaches peak in
early 1969 and then declines

STOCK AND CONVERTIBLE
BOND ISSUES

! i |
1965 1968 1967 1968 1869

Per cent of total gross offerings of corporate stocks and bonds. Baged on Securities and Ex-
change Commission data, not seasonally adjusted. Includes issues of financial as well as non-
financial corporations. Latest data, Q3 1969, partly estimated by Federal Reserve.

Gross bond and stock offerings in the first half of 1969 were
one-fourth larger than in the same period of 1968, and stock
offerings accounted for most of the increase. Convertible debt
issues also rose sharply whereas straight bond issues declined
nearly one-eighth. Equity and equity-type securities together ac-
counted for more than half of the total new-issue volume in the
first quarter of 1969 and for nearly half of the total in the second
quarter.

Since then, declines in stock prices and corporate earnings and,
during the autumn, investor uncertainty about prospective finan-
cial developments have reduced the usefulness of these instru-
ments as a means of attracting funds, although small and
medium-sized companies have continued to seeck a substantial
volume of funds in equity markets. In the third quarter and
apparently in the fourth quarter also, nonconvertible bonds ac-
counted for most of the increase in security issues over the year-
earlier volume, and yields on these securities reached new peaks.

Nonfinancial corporations have obtained a relatively large
volume of funds from banks in 1969, although these lenders
found it increasingly difficult to meet corporate demands. One of
the steps banks took to expand their lending capacity was to sell
loans to nonbank lenders, primarily to the banks’ affiliates. Since
corporations have also obtained a greatly increased volume of
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funds through sale of their own commercial paper, the total
amount supplied by sources other than banks and long-term
security markets has reached record proportions.

NONFINANCIAL CORPORATIONS increase

3 |reliance on sources other than banks and
long-term security markets

PER CENT

BONDS, STOCKS, MORTGAGES

BANK LOANS NEC. 20

I1 :

OTHER BORROWING

Vv
U
1965 1966 1957 1968 Sgas 04 00 @2 ©

Per cent of total inflows to nonfinancial corporations. Total inflows comprise items listed in
the table on page 913 under ‘“Sources.” Q3 1969, preliminary. .

Such other sources had provided no more than 1.5 per cent of
total corporate funds in any of the years 1964-67 and only 3.4
per centin 1968, In the first three quarters of 1969 they provided
more than 9 per cent, and they continued to be unusually im-
portant through the year-end. The bulk of the funds supplied by
these sources, and of those provided by banks, were of relatively
short maturity, and to the extent such funds were used to finance
plant and equipment spending, corporations will probably be
seeking opportunities to replace them with more permanent
capital,

Over the first three quarters of the year, nonfinancial corporations
shifted a significant portion of their deposits and holdings of U.S.
Government securities into higher-yielding investments. In so do-
ing, they put commercial banks under increased pressure and
narrowed the market for U.S. Government securities, but pro-
vided the dominant support of the markets for short-term munici-
pal securities and open market paper.



CORPORATE FINANCING PATTERNS 917

Through September the corporate sector reduced its time
deposits at commercial banks at an annual rate of nearly $14
billion and its holdings of U.S. Government securities at an
annual rate of $4 billion. Net acquisitions of short-term State
and local government securities and of commercial and finance
company paper about offset these reductions, and total liquid
assets held by nonfinancial corporations changed little over this
period.

In 1968, on the other hand, these corporations had been able
to raise sufficient funds both to cover current outlays and to add
substantial amounts to their holdings of liquid assets. In the 4
years 1964—67 additions to these holdings had averaged only a
little over $1 billion a year and had been far too small, given the
continued rapid expansion in short-term debts, to prevent a per-
sistent and marked erosion in liquidity ratios. But in 1968 ac-
cumulation of liquid assets totaled $10 billion, and the long-term
decline in corporate liquidity was brought to a halt.

This situation was reversed abruptly in 1969. Though liquid-
asset accumulation continued in the first quarter at close to the
1968 rate and liquid assets were not actually reduced until the
third quarter, short-term debts rose rapidly throughout the year
and the ratio of liquid assets to total current liabilities resumed
its earlier sharp downward movement. At the end of the third

4 ICORPORATE LIQUIDITY declines again

PER CENT

ar 02 " o3 Ty

Ratio of sum of cash and deposits in banks, holdings of U.S. Govt. securities, and miscel-
laneous current assets to total current liabilities. Based on end-of-quarter SEC data, not
seasonatly adjusted, Latest data, Q3 1969, estimated by Federal Reserve.
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quarter, the liquidity ratio shown in Chart 4 was one-seventh
lower than on the same date in 1966 when financial conditions
had also undergone a period of marked tightness.

* * *

Heavy reliance on short-term debt and reduced liquidity have
put corporate financial positions under unusual strain during
1969. This development, if continued and extended, seems likely
to become an increasingly important consideration in the formu-
lation of spending and investment plans for many individual
firms, although the extent of the constraint cannot be quantified.
Even more compelling, however, will be the probable influence
of deteriorating financial positions on future financing plans.
The balance-sheet structure that has resulted from corporate
adjustment to the financial pressures of 1969 is very likely to
stimulate a restructuring when conditions permit. o



Staff Economic Studies

The research staffs of the Board of Gover-
nors of the Federal Reserve System and of
the Federal Reserve Banks undertake studies
that cover a wide range of economic and
financial subjects, and other staff members
prepare papers related to such subjects. In
some instances the Federal Reserve System
finances similar studies by members of the
academic profession.

From time to time the results of studies
that are of general interest to the economics
profession and to others are summarized—or
they may be printed in full—in this section
of the BULLETIN.

In all cases the analyses and conclusions
set forth are those of the authors and do not
necessarily indicate concurrence by the
Board of Governors, by the Federal Reserve
Banks, or by the members of their staffs.

Single copies of the full text of each of
the studies or papers summarized in the
BULLETIN are available in mimeographed
form. The list of Federal Reserve Board
publications at the back of each BULLETIN
includes a separate section entitled “Staff
Economic Studies” that enumerates the stud-
ies for which copies are currently available
in that form.

Study Summaries

THE AVAILABILITY OF MORTGAGE LENDING COMMITMENTS

Robert Moore Fisher—Staff, Board of Governors

Prepared as a staff paper in the fall of 1969,

This paper explores some aspects of pub-
lished and unpublished statistics on mort-
gage lending commitments—a type of agree-
ment that has become a more common
and important feature of mortgage and real
estate transactions. The paper uses graphic,
statistical, and descriptive approaches to
analyze the influence of major shifts in mon-
etary policy on changes in the volume of
both new and outstanding mortgage commit-
ments. It discusses the relation of the volume
of commitments to changes in the definition
and in the reporting of mortgage commit-
ments, cash flows to lenders, investment
preferences of lenders, maturity structure of
commitments, housing starts, age of residen-

tial properties that are being financed, and
future mortgage-lending volume. Seasonally
adjusted mortgage commitment series are
used wherever possible, including newly de-
rived estimates for all savings and loan asso-
ciations insured by the Federal Savings and
Loan Insurance Corporation and all New
York State mutual savings banks. Finally,
certain technical features of mortgage com-
mitments are outlined in an appendix and
defined in a glossary.

Based on mortgage commitment series
that are limited in coverage, the analysis
indicates that between 1958 and 1968 the
volume of new commitments changed di-
rection one or two calendar quarters or
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more before the backlog of outstanding
commitments reversed its own trend. During
the credit restraint periods of 1958-59 and
1966, the percentage drop in new mortgage
commitments was approximately twice the
relative decline in outstanding commit-

ments, after adjustment for seasonal varia-
tion. In the residential mortgage market,
cyclical changes in new mortgage commit-
ments during the 1958--68 period appear to
have led major swings in housing starts by
one or more months. ]

IMPORTED INFLATION AND THE INTERNATIONAL ADJUSTMENT PROCESS

Ruth Logue—Staff, Board of Governors

Prepared as a dissertation and submitted to The George Washington University in partial satisfaction
of the requirements for the degree of Doctor of Philosophy in February 1969.

This study presents practical and theoretical
reasons why continental European countries
were not able to prevent their external pay-
ments surpluses from resulting in domestic
inflation in the period [958-66. It also re-
lates the problem of adjusting imbalances in
international payments under fixed exchange
rates to the inability of these countries to off-
set their surpluses.

Accounts of the development and func-
tioning of European instruments of monetary
policy, primarily from central bank sources,
are used to evaluate the effectiveness of those
instruments in controlling inflationary pres-
sures that derive from balance of payments
surpluses. These sources contend that the in-
terest-rate effects of offsetting surpluses
produce further capital inflows. The study
challenges that position on the basis that an
inflow of funds should inittally lower interest
rates and that sterilizing that inflow should
not raise interest rates to a level higher than
prevailed before the inflow.

This study finds that the instruments of
monetary policy available to European cen-
tral banks were generally inadequate to
sterilize balance of payments surpluses. Only
emergence of a payments deficit or a much-
reduced surplus has enabled continental

920

central banks to put significant pressure on
bank liquidity. In this respect, the interna-
tional adjustment mechanism has functioned
in much of Europe like the classical gold
standard. The study also contends that capi-
tal inflows into Europe, rather than being
caused by tight monetary policies, have been
in part the result of high interest and profit
rates stemming from an inflationary econom-
ic climate financed by payments surpluses.
Divergent theories about the relationship be-
tween interest rates and inflation discussed
in the study reflect a fundamental disagree-
ment within the economics profession about
how monetary policy works.

The system of payments adjustment that
the International Monetary Fund was
founded to implement implicitly subordinates
automatic adjustment processes to national
economic policies shaped by international
consultation. The study concludes that a
significant improvement in this international
adjustment system under stable exchange
rates must wait upon a better consensus on
how monetary policy works and also upon
the development of new or improved instru-
ments of monetary policy in European and
other countries. o



Credit Extended by Banks to
Real Estate Mortgage Lenders

Credit extended to real estate mortgage
lenders by large commercial banks that sub-
mit weekly condition reports exceeded $4.3
billion, according to preliminary summaries
of reports as of October 29, 1969—toward
the end of the real estate building season.
This amount compared with $4.2 billion as
of February 26, 1969, the date of the previ-
ous survey, and $4.1 billion as of October
30, 1968.

On each of these reporting dates, loans
secured by the pledge of real estate mortgage
loans owned by the borrowers, as well as
loans otherwise secured or unsecured, ac-

counted for the largest share of total out-
standing credit extended to real estate mort-
gage lenders. As in earlier reports—pub-
lished in BULLETINS for April 1969 and
earlier—these loans were advanced largely
to real estate mortgage companies.

Real estate loans purchased by large com-
mercial banks from real estate mortgage
lenders under resale agreements increased
more than $200 million between February
and October 1969. This increase accounted
for about a sixth of the total expansion
during the same period in all real estate
loans held by these banks. O

CREDIT EXTENDED TO REAL ESTATE MORTGAGE LENDERS BY WEEKLY REPORTING BANKS

Antounts in millions of dollars

Outstanding on— Increase, or decrease (—)
QOct, 30, | Feb. 26, | Oct. 30,
Credit, by type of borrower Oct, 30, | Feb. 26, | Oct. 29, | 1968, to | 1969, to | 1968, to
1968 1969 1969 | Feb. 26, | Oct. 29, | Oct, 29,
1969 1969 1969
Loans to real estate morigage lenders, total . ... ........... 3,442 3,535 3,468 94 —67 26
Life inSurance COmpanies. . ....o.uuererrnenneennnnn. 315 443 271 128 —173 —45
Mortgage COMPpPAanIes. .. ....oovv i, 2,194 2,106 2,284 —88 178 90
Mutual savings banks ., ... .o i 24 17 51 -6 34 28
Savings and loan associations., . . ................... 157 169 175 12 6 18
(@114 1= 1 752 799 687 48 —112 — 65
Real estare loans purchased by banks from real estate mori-
gage lenders under resale agreements, total.............. 668 670 887 2 217 219
Life insurance companies. ...........coovviinnan. 78 122 123 44 2 45
Mortgage cCOmMpPanies . ... ...vovvviiiie ... 268 220 233 —48 13 —35
Mutual savings banks. . ........ ... oo oo, 95 141r 216 46" 75 121
Savings and loan associations. . .................... 32 33 94 2r 61 62
Otherl, ..o i i i e e 196 155 222 —41 67 26
Total credit extended. . ............ .. ... ... ... ... ... 4,110 | 4,206 4,355 96 150 246
Life insurance companies. . .......vvvirennninnenn.n 393 565 394 172 —171 1
Mortgage Companies. .. ....cvvrerviinanrarienani. 2,462 | 2,326 | 2,517 —136 191 55
Mutual savings banks. . ....... ... .. . i 118 1587 267 40" 109 149
Savings and loan associations. ..................... 189 2027 269 14r 67 80
Otherl. . . e 947 954 908 7 —46 -39
Number of weekly reporting banks...................... 335 336 333 | -3 -2
With loans to real estate mortgage lenders. .......... 268 263 259 —5 —4 -9
With real estate loans purchased from real estate
mortgage lenders under resale agreements.......... 83 84 76 | —8 -7
With both of theabove.......... .. ... . .. .. ... 73 72 66 —1 -6 -7

! Firms (other than banks) that make or hold substantial amounts
of real estate loans. rRevised,

Nore.—Details may not add to totals because of rounding. Figures

far October 1969 are preliminary.
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Statement to Congress

Statement of Andrew F. Brimmer, Member,
Board of Governors of the Federal Reserve
System, before the Subcommittee on Finan-
cial Institutions of the Committee on Bank-
ing and Currency, U.S. Senate, December
4, 1969,

[ appreciate this opportunity to appear be-
fore your committee to present the views of
the Board of Governors on S. 721.

Briefly, S. 721 would add to the Truth in
Lending Act provisions requiring the Board
to regulate the issuance of unsolicited credit
cards, and limiting the liability of consumers
for the unauthorized use of credit cards. The
bill would apply to credit cards of both
bank and nonbank issuers.

REGULATION OF ISSUANCE OF
UNSOLICITED CREDIT CARDS

Section 2 of the bill would require the Board
to prescribe regulations “governing the con-
ditions under which’ unsolicited credit cards
might properly be issued. The Board’s reg-
ulations would be required to prescribe
“minimum standards” for card issuers in
checking the “credit worthiness of prospec-
tive cardholders” in order (1) to protect
consumers against “overextending them-
selves” through the use of unsolicited credit
cards, and (2) when the issuer is a federally
insured bank, to “safeguard the safety and
soundness” of the bank.

We, at the Board, of course, are more fa-
miliar with credit-card arrangements of
banks than with the credit-card programs of
nonbank issuers. Banks have found that the
most effective way to obtain customers for a
new credit-card plan is to mail a large num-
ber of unsolicited cards. This procedure re-

solves simultaneously the problem of having
enough merchants signed to participate in
the bank’s plan to make the card useful to
its customers, and of having enough card-
holders to make the plan attractive to mer-
chants. Although the unsolicited mailing of
credit cards by banks has involved some
problems, there have been no developments
to date that, in the Board’s judgment, would
warrant preventing this method of card dis-
tribution. If this method of card issuance
were prevented or restricted to the extent
that it would no longer be practicable, banks
would be seriously hampered in launching
credit-card plans. This would give those
banks already in the field a protected posi-
tion, discouraging competition.

While S. 721 would not prohibit unsolic-
ited mailings, it would provide for Federal
regulation of such mailings. In determining
whether such regulatory authority is needed,
you will presumably want to consider
whether recipients of unsolicited cards need
government protection from incurring too
much debt through the use of the cards, and
whether regulation is needed to guard the
safety and soundness of the issuing banks.
The evidence available to the Board suggests
that this authority is not needed for either
purpose. The Board has instructed its exam-
iners to make sure that banks realize the im-
portance of developing and carefully screen-
ing mailing lists for credit cards from their
own records, and, in so doing, checking the
creditworthiness of intended credit-card re-
cipients. The other Federal banking agencies
are following similar practices with respect
to the banks they examine. Under the criteria
being followed by banks for issuing credit
cards, bank credit-card operations are gen-
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erally sound from the point of view of the
consumer as well as the bank. Banks are
taking care to see that the people to whom
credit cards are sent are able to meet obliga-
tions within the established limits.

A review of reports of examination for 74
State member banks with credit-card plans *
indicates that they have exercised prudence
in credit-card management.

While unsolicited mailings were found to
have been the principal means of distribut-
ing cards, no significant problems were un-
covered—certainly none of the magnitude of
the difficulties surrounding the Chicago epi-
sode of late 1966 and early 1967. Ten of the
74 banks mailed cards on an unsolicited
basis without obtaining adequate credit in-
formation on potential customers.

Other unsatisfactory features drawing
comments of examiners are as follows:

Number of
banks
Lack of control over unissued cards 1
Inadequate collection policies and
practices .. ......... .. ... ... 5
Inadequate procedures for reclaim-
ing credit cards when accounts

Problem

became delinquent . . ... . ... 2
No preprinted expiration dates * . . 2
Lack of control on customers ex-

ceeding limits .. ... .. .. . ... 4
Customers not informed of credit-

card limits .. ... . .. .. . 1
Slow processing of items . . .. . .. 4

In each of these instances, the unsatisfac-
tory features noted by Federal Reserve
bank examiners were corrected by manage-
ment where problems existed. Specifically, in

' As of June 30, 1968, there were 64 State member
banks with credit-card plans. On last December 30,
the number was 65, and it was 93 on June 30, 1969.
Since State member banks are examined once each
year, the reports on 74 banks provide almost com-
plete coverage since the guidelines were recommended
in the late summer of 1968.

2 Plans became effective in the 1950’s, and no prob-
lems have been encountered.

the 10 cases involving lack of adequate
credit information, practices were changed
promptly, and such information is now ob-
tained before cards are granted.

Additional evidence as to bank credit-
card distribution practices is provided by a
survey undertaken by the Federal Reserve
Banks in August this year. The survey cov-
ered the practices followed by Federal Re-
serve member banks that began bank credit-
card plans between June 30, 1968, and the
end of August 1969. The results are sum-
marized in the following table.

BANK PRACTICES IN THE DISTRIBUTION
OF CREDIT CARDS, BY FEDERAL
RESERVE DISTRICT

Number of Use of—
banks start-
Federal Reserve ing plans,
district! July 1968- |Unsolicited| Outside Pre-
Aug. 1969 mailing lists mailers
1. Boston........ 6 All None All
2. New York..... 22 Virtually None Most
all
3. Philadelphia.. .. 0 e e e
4. Cleveland. ... .. 26 Most Few Most
5. Richmond..... 52 Virtl’Jlally Few Most
a
6. Atlanta........ 75 Most Few n.a.
7. Chicago. . .. 5 All None n.a,
10, Kansas City. ... 18 Most One n.a.
11, Dallas......... 16 Most None Most
12, San Francisco. . 21 Some None Some

1 Information on new bank credit-card plans started in the St. Louis
(8) and Minneapolis (9) Districts was incomplete and could not be
used in this tabulation.

n.a. Not available.

Several conclusions can be drawn from
this survey. Unsolicited mailing of cards is
generally used in starting new plans; but in
some Federal Reserve districts, an applica-
tion-type system is also used frequently. In
most cases, mailing lists are compiled from
present customers of the banks, and these
are screened before cards are mailed, al-
though a few banks were reported to have
used outside sources (such as directory serv-
ices, credit bureaus, or credit rating firms)
in adding to mailing lists that were com-
posed primarily of their own customers, and
one bank was reported to have used a list of
names obtained outside the bank without
screening it.
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Where information was available from the
Federal Reserve Bank survey, it indicated
that pre-mailers were generally used, as rec-
ommended in the Federal Reserve guide-
lines. These pre-mailers advise the customer
that a card is being sent unless the customer
indicates to the bank that he wishes his name
removed from the list. In this way the cus-
tomer is able to refuse a card before it is
sent. The pre-mailer also helps reduce the
prospects of fraud by alerting the customer
to expect the card and also informs the bank
of changes in addresses. During a single
week this summer, for example, more than
2 million bank credit cards were mailed in
New York when a new plan was adopted by
a group of three major banks. The fact that
these cards had been preceded by pre-mail-
ers undoubtedly contributed to holding re-
ported losses or thefts of cards during this
mailing to 250 cases. On the other hand, the
pre-mailer still puts the burden on the poten-
tial card recipient to take a positive step to
stop the card’s arrival if he does not want it.

A handful of banks have sent cards via
registered mail, a practice that places an un-
reasonable burden on consumers. Since reg-
istered mail must be accepted by a respon-
sible person at the address indicated, in many
cases this means that the potential card-
holder must make a special effort to pick up
the letter at his post office. Not infrequently
this means taking time off from work (many
times without pay), incurring transportation
costs and other inconveniences. The main
objective of employing the registered mail
technique is to minimize the exposure of the
issuer to financial losses associated with the
distribution of its own card through unsolic-
ited mailings. The consumer should not be
asked to spend his time or money (or both)
on a trip to the post office to provide this
protection for card issuers.

As you know, bills have been introduced
in the Congress that would make unsolicited
credit cards “nonmailable matter” unless (a)

they are sent by the issuer by registered mail,
restricted to delivery to the addressee only,
(b) the envelope is marked ‘“unsolicited
credit card—addressee may refuse,” and (c)
the issuer guarantees payment of return
postage.

In reporting on these bills the Board sug-
gested amendments to eliminate the require-
ment for registered mail and require issuers
to use unmarked envelopes enclosing an un-
marked return envelope with the card in it,
and a notice that the card may be refused by
depositing the unopened return envelope in
the nearest post office or letter box. This sug-
gestion, by eliminating the requirement for
registered mail, would seem to overcome a
real source of great annoyance of intended
card recipients. Furthermore, the use of un-
marked envelopes would seem clearly to re-
duce security problems in the distribution of
credit cards.

Let me turn now to the question whether
individual consumers might get deeply into
debt because of so-called “easy credit” ex-
tended through bank credit-card plans. It is
difficult to measure this risk. Under most of
the plans the customer is given an initial
credit limit of $300, although the limit may
be higher for customers with the best credit
ratings. The average amount outstanding
per active bank credit-card account was
about $180 on June 30, 1969. These figures
suggest that the unsolicited bank credit card
is not often a cause, in itself, of a customer
incurring extensive indebtedness.

In addition, the credit standards are aimed
at middle income consumers who, by and
large, can afford to contract debt within the
applicable limits. This is indicated also by
the Board’s recent Survey of Consumer
Awareness of Credit Costs, which was con-
ducted in May and June of this year in con-
nection with our responsibilities under the
Truth in Lending Act. Tabulations from this
survey, which sampled more than 5,000 rep-
resentative households, are now becoming
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available; information on ownership of bank
credit cards has been obtained in some de-
tail. On an over-all basis, 1,324 houscholds
—or slightly more than 25 per cent of the
total number sampled—replied “yes” when
asked “Do you have a credit card issued to
you by a bank?”

Responses to the ownership question,
when analyzed by education and income
levels, showed results that one might have
expected. Ownership of at least one bank
credit card tended to rise significantly as the
educational level of the head of the house-
hold increased. Only 13.7 per cent of those
with a grade school education or less held
bank credit cards, while nearly 40 per cent
of the college graduates sampled owned
cards. Similarly, less than 10 per cent of the
households with a total family income under
$3,000 in 1968 reported ownership of cards,
but more than 40 per cent of families with
annual income above $15,000 held cards.
These figures tend to substantiate our belief
that the practices currently used to issue
bank credit cards have not placed an unduly
large number of cards in the hands of “un-
sophisticated” potential users.

To conclude, then, Mr. Chairman, with
respect to section 2 of the bill, the Board
recommends against its enactment as intro-
duced. If your committee determines that
restrictions should be placed on unsolicited
mailings, we urge that you follow the course
you adopted as to S. 823, the Fair Credit
Reporting Act. As you recall, the introduced
version of S. 823 would have required the
Board of Governors to prescribe regulations
governing the operations of credit reporting
agencies. Before reporting the bill to the
Senate, your committee eliminated this regu-
latory authority, and instead spelled out in
the bill, itself, rules and procedures relating
to consumer reports. It should be possible to
do the same thing for unsolicited mailings of
credit cards by spelling out in the statute
whatever restrictions you may conclude are
needed. One possibility, as [ have mentioned,

would be to require issuers to provide recipi-
ents of unsolicited cards with a simple means
of returning them.

If, however, you should decide that re-
strictions are needed but cannot be specified
in the statute, and therefore must be imposed
by administrative regulation, we strongly
urge that this responsibility be vested in
some agency other than the Board. As Gov-
ernor Robertson testified at your hearings on
S. 823, assignment to the Board of wide-
ranging duties in the general area of con-
sumer protection would be inconsistent with
effective performance of our primary duties
in the field of monetary policy. In view of
the increasing interest Congress is showing
in enacting legislation to protect consumers,
we believe responsibility for implementing it
should be vested in an agency more familiar
with consumer problems and more expert in
coping with them,

CONSUMER LIABILITY FOR FRAUD LOSSES

Section 3 of S. 721 would place a maximum
limit of $59 on the liability of any person to
whom a credit card had been issued for any
unauthorized use of the card. This liability
could attach only if (a) the cardholder had
accepted the card by requesting, signing, or
using the card; (b) the card issuer had noti-
fied the holder of his potential liability under
the card; (c¢) the issuer had provided a
means of identifying the user of the card as
a person authorized to use it; (d) the un-
authorized use occurred before the holder
had notified the issuer of the loss or theft of
the card; and (e) the issuer, upon receipt of
such notice, had taken steps to guard against
the unauthorized use of the card.

The Board would be required by the bill
to prescribe regulations concerning the
notice to be given to a customer as to his
potential liability under a card. Further-
more, section 105 of the Truth in Lending
Act would apply to all of the provisions that
would be added to the Act by S. 721, and
section 105 requires the Board to prescribe
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regulations to carry out the provisions of the
Act.

Of course, the critical question of custom-
er liability for fraud losses where he fails to
receive a card mailed to him is not entirely
a problem of unsolicited mailing. The same
problem obviously could arise concerning re-
quested cards and even renewals of existing
cards. Furthermore, cards can be, and some-
times are, fraudulently used after their ac-
ceptance or use by the customer.

Most banks do not attempt to collect from
the intended recipient of a card for the
unauthorized use of the card that is lost or
stolen before it is received or otherwise ac-
cepted by the intended recipient. If there are
any banks that attempt to make collections
in such cases, we are not aware of them.
Moreover, it seems evident that from a legal
standpoint, efforts to collect in such cases
would probably not be successful, even in
States that have no statutory protection for
consumers in such situations.

In the case of misuse of cards stolen or
lost after being accepted by the cardholder,
it is generally true that the customer has no
liability for fraud losses after the bank has
been informed that the card is lost or stolen.
As for the liability of the cardholder prior to
informing the bank, there is much more vari-
ation in banks’ policies. Some banks seek to
collect in these cases from the customer for
all losses occurring before the bank was noti-
fied. Others do not attempt to collect even
where the customer does not report the loss
or theft of the card. Still other banks (and
some State statutes) specify an upper limit
on the dollar liability of the customer.

As we understand the situation, the ma-
jority of banks follow the practice of absorb-
ing losses, but do not reveal the policy to
their customers for fear they might be unduly
careless in their handling of the card. This
is often true even where the banks inform the
customer that his liability is limited to, say,
$50 or $100. These announced limits are
primarily designed to make the customer

take care in the handling of the card and to
stimulate prompt reporting of lost or stolen
cards. Actual policy, therefore, is often
more lenient than announced policy.

We would like to see all banks inform
their credit-card customers of their potential
liability. This and the related aspects of cus-
tomer liability are too important to leave to
uncertainty on the part of the customer. Fail-
ure to disclose the terms of liability is not a
tolerable standard of business conduct for
card issuers.

The Board, accordingly, favors cnactment
of legislation along the lines of section 3 of
S. 721 limiting the liability of issuees of
credit cards for any unauthorized use of
their cards. A few States have enacted legis-
lation in this area, but their approach has
not been uniform. While it is not self-evi-
dent that a Federal law is needed, the situa-
tion suggests that Federal legislation might
be preferable in view, particularly, of the
regional and national scope of some credit-
card operations. The Board believes, how-
ever, that such legislation should be drafted

~ 50 as not to require implementation by regu-

lations. In effect, such legislation would con-
stitute a defense for the person to whom a
credit card has been issued in any action by
the issuer to enforce liability under the card.
This seems to be the case with respect to the
Massachusetts statute which, Mr. Chairman,
I believe you indicated was a pattern for this
part of S. 721. In the Board’s judgment, the
subject is one that lends itself to legislative
specification.  Accordingly, implementing
regulations would not be needed.

If appropriate legislation with respect to
consumer liability were enacted, the Board
believes that the major problem associated
with unsolicited mailings of credit cards
would be solved. Obviously, to be effective
and acceptable, such legislation should apply
to all credit cards, including travel and en-
tertainment cards, gasoline cards, and so on,
as well as bank credit cards. The scope of
S. 721 follows this principle. o
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Records of policy actions taken by the Federal Open Market Com-
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Board’s Annual Report, are released approximately 90 days following
the date of the meeting and are subsequently published in the Federal
Reserve BULLETIN.
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follows:
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MEETING HELD ON SEPTEMBER 9, 1969
1. Authority to effect transactions in System Account.

Revised estimates by the Commerce Department indicated that real
GNP had expanded at an annual rate of 2.0 per cent in the second
quarter, after rising at rates of 2.5 per cent in the first quarter and 3.5
per cent in the second half of 1968. Average prices, as measured by
the GNP deflator, advanced at an annual rate of 5.1 per cent in the
second quarter, a little faster than in the first. Staff projections con-
tinued to suggest that growth in real GNP would slow further during
the second half of 1969, particularly in the fourth quarter, but that
upward pressurcs on prices would diminish only moderately.

Recent economic information offered additional evidence that the
expansion in final demands was slowing somewhat. Contrary to carlier
indications, both retail sales and nonfarm employment werc now esti-
mated to have declined in July, and it was expected that the preliminary
estimate of the industrial production index for that month—which had
shown a sharp increase—would be revised downward. In August,
according to weekly figures, retail sales rose but, after adjustment for
price increascs, remained below the level of a year carlier, Nonfarm
employment advanced at a considerably slower pace in August than
carlier in the year, and tentative indications were that the industrial
production index would at most rise only slightly. On the other hand,
the unemployment rate edged down to 3.5 from 3.6 per cent in July.

Increases in prices of industrial commodities continued widespread
from mid-July to mid-August, and the average rose appreciably. How-
ever, the total wholesale price index declined slightly as a result of a
reduction in prices of farm and food products. The consumer price
index again rose sharply in July, largely because of increases in prices
of foods and services.

The staff projection suggested that real GNP would expand in the
third quarter at about the second-quarter rate but would rise less
in the final 3 months of the year. Growth in private final sales was
expected to slow further in the second half, but it appeared likely that
the expansion in GNP would be sustained in the third quarter by some
increase in business inventory accumulation and by a rise in Federal
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expenditures resulting from the July pay increase. The projections for
the fourth quarter suggested little further change in inventory invest-
ment and a renewal of earlier declines in Federal outlays on goods and
services.

With respect to other categories of private expenditures, consumer
spending was now projected to rise at a slower rate in both the third
and fourth guarters than it had in the second, despite an anticipated
increase in the growth rate of disposable income in the third quarter.
Declines in residential construction outlays were expected to continue.
The latest Commerce—-SEC survey of business plans, taken in August,
suggested that spending on ncw plant and equipment would rise more
in the third quarter than the May survey had indicated but that such
spending would remain about unchanged in the fourth quarter. For
1969 as a whole, the survey implied a level of capital outlays 10.6 per
cent above that of 1968, compared with the increases of 12.6 and 14
per cent, respectively, that had been indicated by the surveys taken
in May and February.

The deficit in the U.S. balance of payments on the liquidity basis
remained very large in both July and August. The official settlements
balance was in surplus for July as a whole, mainly because of a large
increase in outstanding Euro-dollar borrowings of U.S. banks in the
first half of the month. In August, however, when there was a much
smaller increase in such borrowings, the payments balance shifted into
deficit on the official settlements basis also. Both exports and imports
declined in July, but imports fell more and a slight surplus was recorded
in merchandise trade that month,

Following the announcement of the devaluation of the French franc
on August 8, interest rates in the Euro-dollar market reversed the de-
cline that had been under way since early July, and conditions in for-
eign exchange markets became unsettled; sterling, the lira, and the
Belgian franc were under selling pressure, and the guilder and mark
were in strong demand. Although activity in the exchange markets was
greatly reduced after mid-August, uncertainties persisted—partly be-
cause of possibilities of a revaluation of the mark following the German
clections scheduled for September 28. In mid-August the Bank of Italy
increased its basic discount rate from 3%2 to 4 per cent,

On August 20 the Treasury auctioned a $2.1 billion strip of bills
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consisting of additions to outstanding issues maturing from mid-Sep-
tember to jate October. Commercial banks, which were allowed to
make payment for the new bills through credits to Treasury tax and
Joan accounts, bid successfully for the bulk of the offering. The Treas-
ury was expected to announce around mid-September the terms on
which it would refund notes and bonds maturing on October 1, of
which the public held about $5.6 billion.

In the early part of September the Treasury’s cash balances at both
commercial banks and Federal Reserve Banks had been drawn down
to quite low levels. The Treasury temporarily financed part of its cash
needs by selling $322 million of special short-term certificates of in-
debtedness to the Federal Reserve on September 5. It appeared likely
that the Treasury would experience further cash drains prior to the
mid-September tax date and would need to borrow a substantial amount
of additional funds directly from the System in the period through mid-
month.

After declining somewhat in earlier weeks, long-term interest rates
turned up around mid-August and subsequently reached new highs in
an atmospherc of renewed concern over the persistence of inflationary
pressures and cxpectations of continuing monetary restraint. The ad-
vances in yiclds also reflected a sizable volume of new issues by vari-
ous Federal agencics, a growing calendar of new corporate bonds, and
the possible offering of an intermediate-term issue in the Treasury’s
forthcoming refunding. The volume of State and local government
securities coming to market had remained relatively light, as many
potential issuers had been unable to offer bonds because market in-
terest rates exceeded statutory ceilings. However, uncertainties arising
out of legislative proposals aftecting the tax-exempt status of municipal
abligations and further reductions in bank holdings had contributed to
sizable increases in yields on such obligations.

Most short-term interest rates, while fluctuating over a fairly wide
range, had changed little on balance since the previous meeting of the
Committee. The market rate on 3-month Treasury bills, which ranged
from about 6.75 to 7.15 per cent over the interval, was at 7.09 per
cent on the day before this meeting—up slightly from its level 4 weeks
earlier.

System open market operations since the previous meeting had been




932 FEDERAL RESERVE BULLETIN o DECEMBER 1969

directed at maintaining firm conditions in the money and short-term
credit markets. Operations were complicated over much of the period
by the alternating tendencies towards tautness and ease in the money
market and in early September by the sizable declines in the Treasury’s
cash balances at Reserve Banks. The Federal funds rate fluctuated
widely, but the average effective rate—about 9 per cent—was approxi-
mately the same as in the previous interval. Member bank borrowings
averaged $1,250 million in the 4 weeks ending September 3, unchanged
from the preceding 4 weeks, and average net borrowed reserves also
were little changed from their earlier level.

Preliminary cstimates suggested that commercial banks had in-
creased their holdings of U.S. Government securities in August in con-
nection with bank underwriting of the tax-anticipation bills sold by the
Treasury late in the month, However, bank holdings of municipal and
Federal agency securities decreased substantially for the second con-
sccutive month. Business loans outstanding, which had changed little
in June and July, rose considerably during August but other loans
declined by a nearly equal amount.

Total bank credit, as measured by the adjusted proxy series—daily-
average member bank deposits, adjusted to include changes in the
daily average of liabilities of U.S. banks to foreign branches—declined
at an annual rate of about 10 per cent from July to August. It was
estimated that with a further adjustment for funds raised from non-
deposit sources other than Euro-dollars, the proxy series would have
declined at an annual rate of about 8 per cent. The volume of funds raised
through sales of commercial paper by bank affiliates increased some-
what further on the average in August, but outstanding loans sold to
nonbank customers under repurchase agreements declined. As a result
of an action taken by the Board of Governors in late July, any such
repurchase agreements entered into on or after July 25 became subject
to Regulations D and Q on August 28.

Private demand deposits and the money stock were estimated to
have decreased from July to August—the latter at an annual rate of
about 514 per cent—as U.S. Government deposits rose somewhat on
the average following 2 months of substantial decline. There was a
further sizable reduction in the outstanding volume of large-denomina-
tion CD’s, notably at banks outside of New York and Chicago. Net
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outflows of other time and savings deposits continued, although they
were considerably smaller than thosc in July, following midyear in-
terest crediting. At nonbank thrift institutions, which also had experi-
enced sizable net outflows of savings funds in early July, flows ap-
peared to have rcmained relatively weak in the first half of August.

Staff projections suggested that the average level of member bank
deposits would incrcase at an annual rate of 2 to 5 per cent from
August to September if prevailing conditions were maintained in money
and short-term credit markets. It was thought likely that there would
be little net change in the combined total outstanding of Euro-dollar
liabilities of banks, funds raised by sales of loans under RP’s, and
funds raised through sales of commercial paper by bank affiliates. Ex-
pectations with regard to Euro-dollar borrowings by U.S. banks were
affected by the fact that on August 13 the Board of Governors had
established a 10 per cent marginal reserve requirement on such borrow-
ings by member banks. The reserve requirement was to be met begin-
ning with the week of October 16, based on an initial 4-week com-
putation period beginning September 4.

All of the increase in the average level of member bank deposits
anticipated in September reflected an expected sharp rise in U.S. Gov-
ernment deposits; both private demand deposits—as well as the money
stock—and time and savings deposits were projected to contract fur-
ther. It appeared likely, however, that the rate of reduction in time
and savings deposits would moderate from that experienced earlier in
the summer, becausc a smaller volume of large-denomination CD’s
would be maturing and because prospects were for somewhat less
weakness in other time and savings deposits.

The Committee decided that no change in monetary policy should
be made at this time, both on general economic grounds and in light
of the forthcoming Treasury refunding. Note was taken of the indica-
tions that the rate of real economic growth was slowing, but it was
agreed that the persistence of strong inflationary pressures and expecta-
tions militated against a relaxation of monetary restraint at present. At
the same time, a number of members emphasized the desirability of
avoiding any firming in the stance of policy.

The Committee concluded that open market operations should be
directed at maintaining the prevailing firm conditions in money and
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short-termi credit markets, subject to the proviso that operations should
be modified, to the extent permitted by the Treasury refunding, if bank
credit appeared to be deviating significantly from current projections.
It was also agreed to renew the additional provisos that had been in-
cluded in the previous directive; these called for modification of opera-
tions if pressures arose in connection with foreign exchange develop-
ments or in connection with regulatory actions taken by the Board of
Governors.

The following current economic policy directive was issued to the
Federal Reserve Bank of New York:

The information reviewed at this meeting indicates that expansion
in real economic activity slowed somewhat in the first half of 1969
and some further moderation during the second half is projected.
Substantial upward pressures on prices and costs are persisting, Long-
term interest rates recently have risen to new peaks, while short-term
rates have changed little on balance. In August the money supply
decreased while U.S. Government deposits rose somewhat; bank
credit declined further on average; the run-off of large-denomination
CD’s continued without abatement; and there were further net out-
flows from consumer-type time and savings accounts at banks. The
U.S. foreign trade surplus was very small in July. The over-all bal-
ance of payments deficit on the liquidity basis remained very large
in both July and August, while the balance on the official settle-
ments basis shifted into deficit in August as U.S. banks’ borrowings
of Euro-dollars leveled off. In light of the foregoing developments,
it is the policy of the Federal Open Market Committee to foster
financial conditions conducive to the reduction of inflationary pres-
sures, with a view to encouraging sustainable economic growth and
attaining reasonable equilibrium in the country’s balance of payments,

To implement this policy, while taking account of the forthcoming
Treasury refunding, System open market operations until the next
meeting of the Committee shall be conducted with a view to main-
taining the prevailing firm conditions in money and short-term: credit
markets; provided, however, that operations shall be modified, to the
extent permitted by the Treasury refunding, if bank credit appears
to be deviating significantly from current projections or if pressures
arise in connection with foreign exchange developments or with bank
regulatory changes.
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Votes for this action: Messrs. Martin, Hayes,
Bopp, Brimmer, Clay, Coldwell, Scanlon, and Sher-
rill. Votes against this action: Messrs. Maisel and
Mitchell,

Absent and not voting: Messrs, Daane and
Robertson.

Messrs. Maisel and Mitchell dissented from this action for reasons
similar to those underlying their dissent from the directive adopted at
the previous meeting. They believed that in measuring the degree of
monetary firmness or restraint the Committee should give more weight
to movements in key monetary aggregates—such as the money stock,
private demand deposits, total and nonborrowed reserves, and bank
credit—and in longer-term interest rates. In their judgment, the fact
that the monetary aggregates had been declining and longer-term in-
terest rates had been rising in recent weeks indicated that restraint had
been steadily increasing, even though money market conditions had
been relatively stable. They favored maintaining the over-all posture of
restraint measured in terms of such aggregates and interest rates, and
permitting more flexibility in money market conditions in order to do so.

2. Amendment to continuing authority directive.

The Committee amended paragraph 2 of the continuing authority direc-
tive to the Federal Reserve Bank of New York regarding domestic
open market operations, to increase the dollar limit on Federal Reserve
Bank holdings of short-term certificates of indebtedness purchased
directly from the Treasury from $1 billion to $2 billion. With this
change, paragraph 2 read as follows:

2. The Federal Open Market Committee authorizes and directs
the Federal Reserve Bank of New York to purchase directly from
the Treasury for the account of the Federal Reserve Bank of New
York (with discretion, in cases where it seems desirable, to issue par-
ticipations to one or more Federal Reserve Banks) such amounts of
special short-term certificates of indebtedness as may be necessary
from time to time for the temporary accommodation of the Treasury;
provided that the rate charged on such certificates shall be a rate %4
of 1 per cent below the discount rate of the Federal Reserve Bank of
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New York at the time of such purchases, and provided further that
the total amount of such certificates held at any one time by the
Federal Reserve Banks shall not exceed $2 billion.

Votes for this action: Messrs. Martin, Hayes,
Bopp, Brimmer, Clay, Coldwell, Maisel, Mitchell,
Scanlon, and Sherrill. Votes against this action:
None,

Absent and not voting: Messrs. Daane and
Robertson.

This action was taken on recommendation of the System Account
Manager, who advised that the Treasury’s needs for temporary accom-
modation might well exceed the existing $1 billion limit in the period
before the mid-September tax-payment date. It was agreed that the
limit in question would revert to $1 billion at the close of business on
October 7, 1969, the day on which the next meeting of the Committee
was scheduled, unless otherwise decided by the Committee on or
before that date.

3. Ratification of amendment to authorization for System
foreign currency operations.

The Committee ratified an action taken by members on August 27,
1969, effective September 2, 1969, to increase the System’s swap
arrangement with the National Bank of Belgium from $300 million
to $500 million equivalent, and to make the corresponding amendment
to paragraph 2 of the authorization for System foreign currency opera-
tions. As a result of this action, paragraph 2 of the authorization read
as follows:

2. The Federal Open Market Committee directs the Federal Re-
serve Bank of New York to maintain reciprocal currency arrange-
ments (“swap” arrangements) for System Open Market Account for
periods up to a maximum of 12 months with the following foreign
banks, which are among those designated by the Board of Governors
of the Federal Reserve System under Section 214.5 of Regulation N,
Relations with Foreign Banks and Bankers, and with the approval
of the Committee to renew such arrangements on maturity:
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Amount of
. arrangement
Foreign bank (millions of

dollars equivalent)
Austrian National Bank . ... . . . . ... . ... 100
National Bank of Belgium ... . =~ ... ... 500
Bank of Canada .............. .. .. ..... ... 1,000
National Bank of Denmark . .. . . ... .. .. .. 100
Bank of England . ... .. .. ... . .. .. . .. ... 2,000
Bank of France .. ..... ... ... .. R 1,000
German Federal Bank ... ... .. . . . .. .. ~...... 1,000
Bank of Italy ... .. .. ... e ... 1,000
Bankof Japan . ... ... ... . .. . ... ..... ... 1000
Bank of Mexico .. ... .. ... .. ... R 1
Netherlands Bank . ... . ... .. .... . _.... .. 300
Bank of Norway . ... ... ... ... ... ... ... .. 100
Bank of Sweden . ... ... . ... ... . ... . ... . . 250

Swiss National Bank . ......... . ... . ... .. . 600
Bank for International Settlements:

Dollars against Swiss francs . ... .. .. ... 600
Dollars against authorized European
currencies other than Swiss francs . . ... 1,000

Votes for ratification of this action: Messrs. Mar-
tin, Hayes, Bopp, Brimmer, Clay, Coldwell, Maisel,
Mitchell, Scanlon, and Sherrill. Votes against ratifi-
cation of this action: None.

Absent and not voting: Messrs. Daane and
Robertson.

The action in question had been taken by members on recommenda-
tion of the Special Manager of the System Open Market Account. The
latter had advised that the increase in the swap line would be helpful
in permitting the National Bank of Belgium to cope with short-run
speculative pressures on the Belgian franc arising out of the recent
devaluation of the French franc and would thus contribute to stability
in foreign exchange markets.




Law Department

Statutes, regulations, interpretations, and decisions

COLLECTION OF CHECKS AND OTHER ITEMS
BY FEDERAL RESERVE BANKS

AMENDMENT TO REGULATION J

Effective October 1, 1969, section 210.5 is
amended by adding a paragraph (c) as follows:

SECTION 210.5 SENDER’S AGREEMENT

F P # 5 *

(c) Whenever any action or proceeding is
brought in any court against a Federal Reserve
Bank which has collected an item, based upon the
alleged failure of the sender of such item to have
the authority to make the warranty and the agree-
ment referred to in paragraph (a) of this section, or
upon any action taken by such Federal Reserve
Bank within the scope of its authority for the pur-
pose of collecting such item, or upon any warranty
or agreement with respect thereto made by such
Federal Reserve Bank consistently with paragraph
(b) of § 210.6 of this Part, such Federal Reserve
Bank may, upon the entry of a final judgment or
decree in such action or proceeding, recover from
the sender in the manner provided herein the
amount of attorneys’ fees and other expenses of lit-
igation actually incurred, and, in addition, any
amount required to be paid by such Federal Re-
serve Bank under such judgment or decree, to-
gether with interest thereon. Such recovery may be
cffected by charging the amount thereof to any ac-
count of the sender maintained on the books of
such Federal Reserve Bank (or if the sender is an-
other Federal Reserve Bank, by entering a charge
therefor against such other Federal Reserve Bank
through Interdistrict Settlement Fund), provided
only (1) that such Federal Reserve Bank shall have
made seasonable demand on the sender in writing
to assume the defense of the action or proceeding,
and (2) that the sender shall not have made any
other provision acceptable to such Federal Reserve
Bank for the payment of such amount. A Federal
Reserve Bank against which any such charge has
been entered through the Interdistrict Settlement
Fund may recover from its sender, in any case
herein provided, as if the action or proceeding
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against the Federal Reserve Bank which entered
the charge had been brought against it. The fail-
ure of any Federal Reserve Bank to avail itself of
the remedy provided by this paragraph shall not
prejudice the enforcement by it in any other man-
ner of the indemnity agreement referred to in
paragraph (b) of this section.

RELATIONSHIPS WITH DEALERS IN
SECURITIES

AMENDMENT TO REGULATION R

Effective January 1, 1970, scction 218.2 is
amended to read as set forth below. The foot-
notes to section 218.2 are unchanged, except for
the addition of a new footnote 4,

SECTION 218.2 EXCEPTIONS

Pursuant to the authority vested in it by section
32, the Board of Governors of the Federal Reserve
System hereby grants permission * for any officer,
director, or employee of any member bank of the
Federal Reserve System, unless otherwise prohib-
ited,” to be at the same time an officer, director, or
employee of any corporation or unincorporated as-
sociation, a partner or employee of any partner-
ship, or an individual, engaged in the issue, flota-
tion, underwriting, public sale, or distribution, at
wholesale or retail, or through syndicate participa-
tion, of only such securities as national banks may
lawfully underwrite and deal in pursuant to para-
graph Seventh of section 5136, Revised Statutes
(12 U0.8.C. 24) .}

DEFENSE PRODUCTION LOANS

AMENDMENT TO REGULATION V

Effective October 27, 1969, section 7(a) of
Regulation V is amended to read as follows:

2 [No change in footnote.]

4 [No change in footnote.]

* Made applicable to State member banks by paragraph
20 of section 9 of the Federal Reserve Act (12 U.S.C. 335).



SUPPLEMENT TO REGULATION V

SECTION 7 MAXIMUM RATES OF
INTEREST, GUARANTEE FEES, AND
COMMITMENT FEES

* 0 ES E3

(a) Maximum rate of interest. The maximum in-
terest rate charged a borrower by a financing in-
stitution with respect to a guaranteed loan shall not
exceed 7%2 per cent per annum, except that the
agency guaranteeing a particular loan may from
time to time prescribe a higher rate if it deter-
mines the loan to be necessary in financing an
essential defense production contract.

ORDERS UNDER BANK MERGER ACT

THE CONNECTICUT BANK AND TRUST
COMPANY, HARTFORD, CONNECTICUT

In the matter of the application of the Connecti-
cut Bank and Trust Company for approval of
merger with The Tradesmens National Bank of
New Haven.

ORDER APPROVING MERGER OF BANKS

There has come before the Board of Governors,
pursuant to the Bank Merger Act (12 U.S.C.
1828(c) ), an application by The Connecticut Bank
and Trust Company, Hartford, Connecticut, a State
member bank of the Federal Reserve System, for
the Board’s prior approval of the merger of that
bank and The Tradesmens National Bank of New
Haven, New Haven, Connecticut, under the charter
and name of The Connecticut Bank and Trust Com-
pany. As an incident to the merger, the four offices
of The Tradesmens National Bank of New Haven
would become branches of the resulting bank.
Notice of the proposed merger, in form approved
by the Board, has been published pursuant to said
Act.

Upon consideration of all relevant material in
the light of the factors set forth in said Act, in-
cluding reports furnished by the Comptroller of
the Currency, the Federal Deposit Insurance Cor-
poration, and the Attorney General on the compet-
itive factors involved in the proposed merger,

IT 1S HEREBY ORDERED, for the reasons set forth
in the Board’s Statement of this date, that said
application be and hereby is approved, provided
that said merger shall not be consummated (a)

before the thirtieth calendar day following the date
of this Order or (b) later than three months after
the date of this Order unless such period is ex-
tended for good cause by the Board or by the
Federal Reserve Bank of Boston pursuant to dele-
gated authority.

Dated at Washington, D.C., this 24th day of
November, 1969,

By order of the Board of Governors,

Voting for this action: Chairman Martin and Gov-
ernors Robertson, Daane, Maisel, Brimmer, and
Sherrill. Absent and not voting: Governor Mitchell.

(Signed) ROBERT P. FORRESTAL,
Assistant Secretary.
[SEAL]

STATEMENT

The Connecticut Bank and Trust Company,
Hartford, Connecticut (“Hartford Bank”), with
total deposits of $800 million, has applied, pur-
suant to the Bank Merger Act (12 US.C.
1828(c)), for the Board’s prior approval of the
merger of that bank with The Tradesmens National
Bank of New Haven, New Haven, Connecticut
(“Tradesmens”), which has total deposits of $28
million.' The banks would merge under the charter
and name of Hartford Bank, which is a member
of the Federal Reserve System. As an incident to
the merger, the four offices of Tradesmens would
become branches of Hartford Bank, increasing the
number of its offices to S1.

Competition. Hartford Bank has its head office
and nine of its branches in Hartford; the bank
operates its other 37 branches in 27 communities
throughout most of the central and castern portions
of Connecticut, and has received authorization to
establish three additional branches in the central
area and one in the eastern area of the State.
Tradesmens operates its head office and two
branches in New Haven; it also has a branch in
Hamden, which is about five miles north of New
Haven and within the New Haven Standard Metro-
politan Statistical Area.

The head offices of the two banks are 36 miles
apart. Hartford Bank’s nearest office to an office
of Tradesmens is its branch at Wallingford, nine
miles northeast of Hamden, Hartford Bank also
operates two branches in Meriden and two branches
in Middletown, which are 14 miles and 17 miles,
respectively, northeast of Hamden. Both Trades-
mens and the Wallingford branch of Hartford Bank
derive some business from the town of North

! Figures arc as of December 31, 1968.
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Haven, but there is no meaningful competition
between the banks.

Hartford Bank is precluded by the home-office-
protection feature of State law from establishing
de novo branches in New Haven and Hamden.
Both East Haven and West Haven are open to
entry by de novo branching, but it is questionable
whether an office in either town would enable Hart-
ford Bank to compete effectively with the New
Haven banks. There are several towns that are
open to entry by de novo branching, including
Wallingford and others in which Hartford Bank
already has offices, where Tradesmens could be-
come a direct competitor of Hartford Bank. How-
ever, in view of the size of Tradesmens and its
posture in the New Haven/Hamden market, it
appears unlikely that it would undertake to estab-
lish such branches.

Tradesmens, with 5.3 per cent of the deposits, is
the fourth largest of the 11 banks operating in
the New Haven/Hamden area. It is substantially
smaller than the three largest banks, which hold
about 85 per cent of area deposits. Following the
proposed merger, Hartford Bank would be the
largest bank operating offices in the New Haven/
Hamden area. Hartford Bank, with 18.3 per cent
of the deposits, is the second largest of Connecti-
cut’s 66 banks; Tradesmens, with 0.6 per cent of
the total deposits, ranks twenty-second in the State.

The effect of the merger on competition would
be slightly adverse.

Financial and managerial resources and pros-
pects. The banking factors with respect to each of
the banks proposing to merge are reasonably satis-
factory, as they would be with respect to the re-
sulting bank.

Convenience and needs of the community. The
merger would have no material effect on the bank-
ing convenience and needs of the communities in
which Hartford Bank presently operates offices.

Hartford Bank, Connecticut’s second largest
bank, would offer a much greater variety of bank-
ing services than Tradesmens provides. While many
of the services that Hartford Bank would provide
are already available from the larger New Haven
banks, the addition of a convenient alternative
source of full banking services would benefit the
banking convenience and needs of the residents of
the New Haven/Hamden area. As already in-
dicated, Hartford Bank is precluded by the restric-
tions of State law from establishing de novo
branches in New Haven and Hamden.

Summary and conclusion. In the judgment of
the Board, the slightly adverse effect of the merger
on competition would be outweighed by the bene-
fits for the banking convenience and needs of the
New Haven and Hamden communities.

Accordingly, the Board concludes that the appli-
cation should be approved.

THE COLONIAL BANK AND TRUST
COMPANY, WATERBURY, CONNECTICUT

In the matter of the application of The Colonial
Bank and Trust Company for approval of merger
with The Brooks Bank and Trust Company.

ORDER APPROVING MERGER OF BANKS

There has come before the Board of Governors,
pursuant to the Bank Merger Act (12 U.S.C. 1828
(c)), an application by The Colonial Bank and
Trust Company, Waterbury, Connecticut, a State
member bank of the Federal Reserve System, for
the Board's prior approval of the merger of that
bank and The Brooks Bank and Trust Company,
Torrington, Connecticut, under the charter and
name of The Colonial Bank and Trust Company.
As an incident to the merger, the six offices of The
Brooks Bank and Trust Company would become
branches of the resulting bank. Notice of the pro-
posed merger, in form approved by the Board, has
been published pursuant to said Act.

Upon consideration of all relevant material in the
light of the factors set forth in said Act, including
reports furnished by the Comptroller of the Cur-
rency, the Federal Deposit Insurance Corporation,
and the Attorney General on the competitive fac-
tors involved in the proposed merger,

IT 1S HEREBY ORDERED, for the reasons set forth
in the Board’s Statement of this date, that said ap-
plication be and hereby is approved, provided that
the said merger shall not be consummated (a)
before the thirtieth calendar day following the
date of this Order or (b) later than three months
after the date of this Order unless such period is
extended for good cause by the Board or by the
Federal Reserve Bank of Boston pursuant to dele-
gated authority.

Dated at Washington, D.C., this 1st day of De-
cember 1969.

By order of the Board of Governors.

Voting for this action: Chairman Martin and Gov-
ernors Robertson, Daane, Maisel, Brimmer, and
Sherrill. Absent and not voting: Governor Mitchell.

(Signed) ROBERT P, FORRESTAL,

[SEAL] Assistant Secretary.
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STATEMENT

The Colonial Bank and Trust Company, Water-
bury, Connecticut (“Colonial Bank”), with total
deposits of $199 million, has applied, pursuant to
the Bank Merger Act (12 US.C. 1828(c)), for
the Board’s prior approval of the merger of that
bank with The Brooks Bank and Trust Company,
Torrington, Connecticut (“Brooks Bank™), which
has total deposits of $29 million." The banks would
merge under the charter and name of Colonial
Bank, which is a member of the Federal Reserve
System. As an incident to the merger, the six offices
of Brooks Bank would become branches of Colo-
nial Bank, increasing the number of its offices to
30.

Competition. Colonial Bank operates 24 banking
offices in 13 communities in New Haven County
and Litchfield County. The six offices of Brooks
Bank are in the City of Torrington (population
32,000), which is in Litchfield County. The head
offices of the banks are 19 miles apart, and their
nearest offices are about 11 miles apart. Neither
bank derives a significant amount of business from
the area served by the other. Connecticut law per-
mits State-wide branching, but a de novo branch
may not be established in a community where a
bank is headquartered. Brooks Bank is the only
bank headquartered in Torrington, and consum-
mation of the proposed merger would remove
home-office protection from that community. The
only other commercial banking office in the com-
munity is a branch of Hartford National Bank and
Trust Company (total deposits $943 million), the
State’s largest bank.

Colonial Bank, the eighth largest commercial
bank in Connecticut, holds approximately 4 per
cent of the commercial banking deposits in the
State. Brooks Bank, with less than 1 per cent of
the State’s commercial bank deposits, ranks 19th
in this respect. The effect of the proposed merger
on competition would not be adverse.

Financial and managerial resources and pros-
pects. The banking factors with respect to each of
the banks proposing to merge are reasonably satis-
factory, as they would be with respect to the re-
sulting bank.

Convenience and needs of the community, The
replacement of Brooks Bank by offices of Colonial
Bank would provide a convenient alternative source
of full banking services for the community of Tor-
rington and would remove home-office protection

1 Figures are as of December 31, 1968,

so that other banks could establish de novo
branches there.

Summary and conclusion. In the judgment of the
Board, the proposed merger would not have
an adverse effect on competition and would benefit
the banking convenience and needs of the Torring-
ton community.

Accordingly, the Board concludes that the ap-
plication should be approved.

SECURITY BANK AND TRUST COMPANY,
DANVILLE, VIRGINIA

In the matter of the application of Security Bank
and Trust Company for approval of merger with
The Bank of Danville.

ORDER APPROVING MERGER OF BANKS

There has come before the Board of Governors,
pursuant to the Bank Merger Act (12 U.S.C.
1828(c)), an application by Security Bank and
Trust Company, Danville, Virginia, a State mem-
ber bank of the Federal Reserve System, for the
Board’s prior approval of the merger of that bank
and The Bank of Danville, Danville, Virginia,
under the charter and name of Security Bank and
Trust Company. Notice of the proposed merger, in
form approved by the Board, has been published
pursuant to said Act,

Upon consideration of all relevant material in
the light of the factors set forth in said Act, in-
cluding reports furnished by the Comptroller of
the Currency, the Federal Deposit Insurance Cor-
poration, and the Attorney General on the com-
petitive factors involved in the proposed merger,

I'T 1s HEREBY ORDERED, for the reasons set forth
in the Board’s Statement ' accompanying its order
of this date concerning the acquisition of Security
Bank and Trust Company by Virginia Common-
wealth Bankshares, Inc., that said application be
and hereby is approved, provided that said merger
shall not be consummated (a) before the thirtieth
calendar day following the date of this Order or
(b) later than three months after the date of this
Order unless such period is extended for good
cause by the Board or by the Federal Reserve Bank
of Richmond pursuant to delegated authority.

Dated at Washington, D.C., this 1st Day of De-
cember 1969.

By order of the Board of Governors.

Voting for this action: Vice Chairman Robertson
and Governors Mitchell, Daane, Brimmer, and Sherrill.

* See page 958 of this BULLETIN,
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Absent and not voting: Chairman Martin and Gover-
nor Maisel. .
(Signed) ROBERT P. FORRESTAL,

Assistant Secretary.
[sEAL]

ORDERS UNDER SECTION 3 OF BANK
HOLDING COMPANY ACT

FIRST AT ORLANDO CORPORATION,
ORLANDO, FLORIDA

In the matter of the application of First at Or-
lando Corporation, Orlando, Florida, for approval
of acquisition of all of the voting shares (except
directors’ qualifying shares) of Central Park First
National Bank, Orlando, Florida, a proposed new
hank.

ORDER APPROVING ACQUISITION OF BANK SHARES
OF BANK HoLDING COMPANY

There has come before the Board of Governors,
pursuant to section 3(a)(3) of the Bank Holding
Company Act of 1956 (12 U.S.C. 1842(a)(3)),
and section 222.3(a) of Federal Reserve Regula-
tion Y 12 CFR 222.3(a) ), an application by First
at Orlando Corporation, Orlando, Florida, a reg-
istered bank holding company, for the Board’s
prior approval of the acquisition of all of the voting
shares (except directors’ qualifying shares) of
Central Park First National Bank, Orlando,
Florida, a proposed new bank.

As required by section 3(b) of the Act, the
Board gave written notice of receipt of the applica-
tion to the Comptroller of the Currency and re-
quested his views and recommendation. The Act-
ing Comptroller recommended approval of the ap-
plication.

Notice of receipt of the application was pub-
lished in the Federal Register on June 24, 1969
(34 Federal Register 9773), providing an oppor-
tunity for interested persons to submit comments
and views with respect to the proposal. A copy
of the application was forwarded to the United
States Department of Justice for its consideration.
Time for filing comments and views has expired
and all those received have been considered by the
Board.

IT 1s HEREBY ORDERED, for the reasons set forth
in the Board’s Statement of this date, that said
application be and hereby is approved, provided
that the acquisition so approved shall not be con-
summated (a) before the thirtieth calendar day

following the date of this Order or (b) later than
three months after the date of this Order, unless
such period is extended for good cause by the
Board or by the Federal Reserve Bank of Atlanta
pursuant to delegated authority, and that Central
Park First National Bank shall be opened for busi-
ness not later than six months after the date of this
Order.

Dated at Washington, D.C., this 24th day of
November 1969,

By order of the Board of Governors.

Voting for this action: Chairman Martin and Gov-
ernors Mitchell, Daane, Brimmer, and Sherrill. Voting
against this action: Governors Robertson and Maisel.

(Signed) ROBERT P. FORRESTAL,
Assistant Secretary.

[SEAL]

STATEMENT

First at Orlando Corporation, Orlando, Florida
(“*Applicant™), a registered bank holding company,
has applied to the Board of Governors, pursuant to
section 3(a)(3) of the Bank Holding Company
Actof 1956 (12 U.S.C. 1842(a)(3)), for prior ap-
proval of the acquisition of all (except directors’
qualifying shares) of the voting shares of a pro-
posed new bank, Central Park First National Bank,
Orlando, Florida (“Bank”).

Views and recommendation of supervisory au-
thority. As required by section 3(b) of the Act, the
Board gave written notice of receipt of the applica-
tion to the Comptroller of the Currency, and re-
quested his views and recommendation. The Act-
ing Comptroller of the Currency recommended
approval of the application.

Statutory considerations. Section 3(c) of the
Act provides that the Board shall not approve
an acquisition that would result in a monopoly
or would be in furtherance of any combination or
conspiracy to monopolize or to attempt to monopo-
lize the business of banking in any part of the
United States. Nor may the Board approve a
proposed acquisition, the effect of which, in any
section of the country, may be substantially to
lessen competition, or to tend to create a monopoly,
or which in any other manner would be in restraint
of trade, unless the Board finds that the anticom-
petitive effects of the proposed transaction are
clearly outweighed in the public interest by the
probable effect of the transaction in meeting the
convenience and needs of the communities to be
served. In each case, the Board is required to take
into consideration the financial and managerial re-
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sources and future prospects of the bank holding
company and the banks concerned, and the con-
venience and needs of the communities to be
served.

Competitive effect of the proposed transaction.
The 10 largest banking organizations in Florida,
which include eight bank holding companies, con-
trol 39 * per cent of the State’s total deposits. Ap-
plicant holds $351 million in deposits, represent-
ing 3.1 per cent of the total deposits for the State,
and is the State's fifth largest banking organization,
and the fifth largest of the State’s 13 bank holding
companies. Applicant estimates that total deposits
of Bank will be approximately $8 million at the
end of its first three-year period, an amount equal
to less than .1 per cent of the total deposits pres-
ently held by banks located in Florida.

Applicant became a bank holding company in
1967, through the acquisition of The First Na-
tional Bank at Orlando and four other banks in
the Orlando (Orange County) area which had
been chartered under the sponsorship of First
National. The present proposal would represent
Applicant’s first expansion within Orange County
since its formation. It has acquired, or has received
approval to acquire, four banks outside the county.
The five Orange County subsidiaries hold 42 per
cent of the total deposits held by 18 banks located
in the county. The State's largest and fourth largest
bank holding companies, with 8.3 per cent and
4.9 per cent of State deposits, respectively, have
offices in Orange County. Their shares of Orange
County deposits are 9.6 per cent and 9.7 per cent,
respectively.

Bank is to be situated in the Orlando Central
Park industrial complex, located approximately
two miles southwest of the city limits of Orlando,
and it will serve a rapidly growing residential and
industrial suburb that extends two miles north, two
miles east, four miles south, and five miles west
of the proposed site of its office. There are no
banks presently located within this area. However,
there is a pending charter application for a new
State bank to be located two miles east of Bank’s
proposed site, which application is sponsored by
a one-bank holding company that controls a
bank in Winter Park ($42 million of deposits) and
owns substantial interests {slightly less than 25 per
cent) in three smaller banks, all in Orange County.
In addition, a bank with $11 million deposits in

1 All banking data are as of December 31, 1968, uniess
otherwise noted, but reflect holding company acquisitions
approved by the Board to date.

South Orlando, which is affiliated with a $93 mil-
lion deposit bank in Orlando, has received author-
ization to move its banking office to a location two
miles north of Bank’s proposed location.

The closest of Applicant’s subsidiaries to Bank
are The First National Bank at Orlando, located
seven miles north of Bank's proposed office, and
South Orlando First National Bank, located five
miles to the northeast. The area served by these
banks includes a large portion of Bank’s proposed
service area. Applicant estimates that over 60 per
cent of Bank’s first year deposits would be derived
from existing customers of the South Orlando
bank, and that 80 per cent of Bank’s deposits of
individuals, partnerships, and corporations, and a
similar percentage of Bank’s loans will originate
from individuals and businesses already served
by its two nearby banks and other subsidiaries.
Florida law prohibits branching, and Applicant
asserts that the establishment of a new bank rep-
resents the only means whereby it can increase the
convenience of its services to customers in the area
to be served by Bank.

This proposal involves the acquisition of a new
bank which will not open for business unless the
application is approved. Consummation of the
proposal will not result in the elimination of present
or potential competition, and will not have an im-
mediate effect on the concentration of banking
deposits in any area. Nor does it appear that such
consummation will increase Applicant’s market
position to an extent that would adversely affect
other competing banks, Further, the interest al-
ready evidenced by other banks in locations near
Bank’s proposed site indicates that Bank’s estab-
lishment and acquisition by Applicant will not
deter the efforts of other banking organizations to
provide the area with competitive services.

On the basis of the foregoing, the Board con-
cludes that consummation of Applicant’s proposal
would not result in a monopoly, or be in further-
ance of any combination, conspiracy or attempt to
monopolize the business of banking in any relevant
area. It does not appear that the acquisition would
substantially lessen competition, tend to create a
monopoly, or restrain trade in any section of the
country.

Financial and managerial resources and future
prospects. Applicant and its subsidiary banks are in
satisfactory financial condition, and the manage-
ment of each is considered to be competent and
satisfactory in all respects. Applicant's exXisting
subsidiaries and those approved for acquisition have
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good earnings and growth records, and their pros-
pects appear favorable.

Bank has no financial or operating history. How-
ever, its pro forma capitalization is satisfactory,
its proposed management appears competent and
experienced, and its prospects as a subsidiary of
Applicant appear favorable,

Considerations relating to the banking factors
are regarded as consistent with approval of the
application.

Convenience and needs of the conununities in-
volved. The proposed site of Bank is in a rapidly
expanding residential and industrial area just out-
side Orlando. The population of the area which it
would serve has increased from 2,500 in 1950 to
an estimated 22,000 persons at the present time; in
addition, the area provides employment for 20,000
persons, many of whom reside outside the im-
mediate area. Projected expansion through attrac-
tion of new industries is expected to increase
area employment to 50,000 persons over the next
five-year period. The anticipated opening of Walt
Disney World in 1971, at a location about 10
miles southwest of Bank’s site, will provide the area
with a major tourist attraction which will further
contribute to its economic progress.

No convenient banking office is available at the
present time within Bank’s proposed service area,
and the needs of area residents are being served
by Orlando banks located at a distance of from
five to nine miles. Applicant's proposal would
make banking services more conveniently avail-
able to the area, and this consideration is consist-
ent with approval of the application.

Summary and conclusion. On the basis of all
relevant facts contained in the record, and in the
light of the factors set forth in section 3(c) of the
Act, it is the Board’s judgment that the proposed
acquisition would be in the public interest, and that
the application should be approved.

DISSENTING STATEMENT OF GOVERNORS
ROBERTSON AND MAISEL

In 1967, we dissented from the Board’s action
approving Applicant’s proposal to become a bank
holding company through the acquisition of five
banks which, as a group, dominated banking in
Orlando and Orange County.' The basis for our
dissent was that, in our judgment, the record pre-
sented a reasonable basis for concluding that rela-
tionships then existing among Applicant’s proposed

*The Board’s decision, and our dissent, in that case
are published at 1967 Federal Reserve BULLETIN 235.

bank subsidiaries would be dissipated in the future
if not locked in by holding company control, and
that, in that light, approval of the application was
precluded by considerations of concentration and
potential competition. The Board’s Statement in
support of its approval action noted the high
degree of concentration in the area, but concluded
that the proposal would only “replace and affiliate
relationship with a bank holding company system,”
and would therefore have no significant effect on
the extent of concentration then existing in the
area. In support of its action, the Board also noted
that “future proposals to expand Applicant’s sys-
tem through acquisition of additional banking sub-
sidiaries” would be subject to prior approval of the
Board.*

The present application represents a test of the
Board’s resolve to control Applicant’s expansion so
as to make possible meaningful deconcentration of
Orange County banking. By its action, the majority
has failed to meet this test.

The area which Bank would serve has excep-
tional growth potential, and is located within the
area served by two of Applicant’s subsidiaries.
Applicant states that over 80 per cent of Bank’s
deposits by individuals, partnerships and corpora-
tions and a similar percentage of Bank’s loans will
originate from individuals and businesses already
served by its two nearby banks and its other sub-
sidiaries. It can hardly be doubted that, with the
unusual growth predicted for the arca, banking
services will be provided locally. The only real ques-
tion is whether they will be provided by new com-
petitors or whether the present concentration will
be extended into the newly developing area. In our
opinion, the Board’s action on this proposal answers
this question in a manner inconsistent with the
public interest and with the Board’s earlier stated
position that future attempts at expansion by Ap-
plicant within the Orlando area would be closely
scrutinized with the objective of moderating fur-
ther impaction in the highly concentrated Orlando
area,

The appropriate analysis of an application such
as the present one was stated by the Board in a
recent decision, as follows:

“Inasmuch as entry into a commercial banking mar-
ket is restricted, opportunities for deconcentration are
limited. This is particularly true in a State . . . where
branching is highly restricted. If every newly develop-
ing need for banking facilities which arises in a con-
centrated market were to be filled by the market's
dominant organization, any meaningful deconcentra-
tion of the market's banking resources would be made

2 Id. at 237,
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impossible, and further concentration might be en-
couraged. Each application by such an organization to
expand within its present trade area, even through
acquisition of a new bank, must therefore be examined
to determine its probable effect on existing concentra-
tion, whether it will foreclose an opportunity for new
entry which could provide additional competition and
possibly promote a decrease in concentration, and its
effect in limiting the development of existing competi-
tors located in or near the area to be served by the
new institution.” *

Applying these criteria to the present application,
it is our view that acquisition of Bank by Applicant
will inevitably serve to perpetuate, or even to in-
crease, concentration of banking resources in the
Orlando area, will make it more difficult for po-
tential entrants to establish the economic justifica-
tion prerequisite to charter approval, and will tend
to limit the development of existing competitors
located in and near the area to be served.

With respect to the ‘“convenience and needs”
factor, the proposed acquisition will serve only to
make services which are already convenient more
so, and will tend to deny the area the competitive
services which are its greatest need.

We would deny the application.

In the matter of the application of First at
Orlando Corporation, Orlando, Florida, for approv-
al of acquisition of at least 80 per cent of the vot-
ing shares of Commercial Bank at Daytona Beach,
Daytona Beach, Florida.

ORDER APPROVING ACQUISITION OF BANK STOCK
BY BANK HoLbING COMPANY

There has come before the Board of Governors,
pursuant to section 3(a)(3) of the Bank Holding
Company Act of 1956 (12 US.C. 1842(a)(3))
and section 222.3(a) of Federal Rescrve Regulation
Y (12 CFR 222.3(a)), an application by First at
Orlando Corporation, Orlando, Florida, a regis-
tered bank holding company, for the Board’s prior
approval of the acquisition of at least 80 per cent
of the voting shares of Commercial Bank at Day-
tona Beach, Daytona Beach, Florida,

As required by section 3(b) of the Act, the
Board gave written notice of receipt of the appli-
cation to the Commissioner of Banking of the State
of Florida, and requesied his views and recom-
mendation with respect thereto. The Commissioner
recommended approval of the application.

Notice of receipt of the application was pub-
lished in the Federal Register on May 8, 1969

" Application of First Wisconsin Bankshares Corpora-
tion, 1968 Federal Reserve BULLETIN 645, 647-648.

(34 Federal Register 7474), providing an oppor-
tunity for interested persons to submit comments
and views with respect to the proposal. A copy of
the application was forwarded to the United States
Department of Justice for its consideration. Time
for filing comments and views has expired and all
those received have been considered by the Board.

IT 1S HEREBY ORDERED, for the reasons set
forth in the Board’s Statement of this date, that said
application be and hercby is approved, provided
that the acquisition so approved shall not be con-
summated (a) before the thirtieth calendar day
following the date of this Order or (b) later than
three months after the date of this Order, unless
such period is extended for good cause by the
Board, or by the Federal Reserve Bank of Atlanta,
pursuant to delegated authority.

Dated at Washington, D.C., this 26th day of
November 1969.

By order of the Board of Governors.

Voting for this action: Chairman Martin and Gov-
ernors Mitchell, Daane, Maisel, and Sherrill. Voting
against this action: Governors Robertson and Brimmer.

(Signed) ROBERT P. FORRESTAL,
Assistant Secretary.
[SEAL]

In the matter of the application of First at Or-
lando Corporation, Orlando, Florida, for approval
of acquisition of at least 80 per cent of the voting
shares of Peninsula State Bank at Daytona Beach
Shores, Daytona Beach Shores, Florida.

ORDER APPROVING ACQUISITION OF BANK Stock
BY BaNK HoLpiNG COMPANY

There has come before the Board of Governors,
pursuant to section 3(a)(3) of the Bank Holding
Company Act of 1956 (12 US.C. 1842(a)(3))
and section 222.3(a) of Federal Reserve Regula-
tion Y (12 CFR 222.3(a)), an application by
First at Orlando Corporation, Orlando, Florida, a
registered bank holding company, for the Board's
prior approval of the acquisition of at least 80 per
cent of the voting shares of Peninsula State Bank
at Daytona Beach Shores, Daytona Beach Shores,
Florida.

As required by section 3(b) of the Act, the
Board gave written notice of receipt of the applica-
tion to the Commissioner of Banking of the State
of Florida, and requested his views and recom-
mendation with respect thereto. The Commissioner
recommended approval of the application.

Notice of receipt of the application was pub-
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lished in the Federal Register on May 8, 1969 (34
Federal Register 7474), providing an opportunity
for interested persons to submit comments and
views with respect to the proposal. A copy of the
application was forwarded to the United States
Department of Justice for its consideration, Time
for filing comments and views has expired and all
those received have been considered by the Board.

IT 1S HEREBY ORDERED, for the reasons set
forth in the Board’s Statement of this date, that
said application be and hereby is approved, pro-
vided that the acquisition so approved shall not be
consummated (a) before the thirtieth calendar day
following the date of this Order or (b) later than
three months after the date of this Order, unless
such period is extended for good cause by the
Board, or by the Federal Reserve Bank of Atlanta,
pursuant to delegated authority.

Dated at Washington, D.C., this 26th day of
November 1969,

By order of the Board of Governors,

Voting for this action: Chairman Martin and Gov-
ernors Robertson, Mitchell, Daane, Maisel, Brimmer,
and Sherrill.

(Signed) ROBERT P, FORRESTAL,
Assistant Secretary.
[SEAL]

In the matter of the application of First at Or-
lando Corporation, Orlando, Florida, for approval
of acquisition of at least 80 per cent of the voting
shares of Exchange Bank at Holly Hill, Holly Hill,
Florida.

ORDER APPROVING ACQUISITION OF BANK STOCK
BY Bank HoLDING COMPANY

There has come before the Board of Governors,
pursuant to section 3(a)(3) of the Bank Holding
Company Act of 1956 (12 U.S.C. 1842(a)(3))
and section 222.3(a) of Federal Reserve Regula-
tion Y (12 CFR 222.3)a)), an application by First
at Orlando Corporation, Orlando, Florida, a reg-
istered bank holding company, for the Board’s
prior approval of the acquisition of at least 80 per
cent of the voting shares of Exchange Bank at
Holly Hill, Holly Hill, Florida.

As required by section 3(b) of the Act, the
Board gave written notice of receipt of the appli-

. cation to the Commissioner of Banking of the State
of Florida, and requested his views and recom-
mendation with respect thereto, The Commissioner
recommended approval of the application.

Notice of receipt of the application was pub-
lished in the Federal Register on May 8, 1969 (34

Federal Register 7475), providing an opportunity
for interested persons to submit comments and
views with respect to the proposal. A copy of the
application was forwarded to the United States
Department of Justice for its consideration. Time
for filing comments and views has expired and all
those received have been considered by the Board.

IT 1S HEREBY ORDERED, for the reasons set
forth in the Board's Statement of this date, that
said application be and hereby is approved, pro-
vided that the acquisition so approved shall not be
consummated (a) before the thirtieth calendar day
following the date of this Order or (b) later than
threc months after the date of this Order, unless
such period is extended for good cause by the
Board, or by the Federal Reserve Bank of Atlanta,
pursuant to delegated authority,

Dated at Washington, D.C., this 26th day of
November 1969,

By order of the Board of Governors.

Voting for this action: Chairman Martin and Gov-
ernors Robertson, Mitchell, Daane, Maisel, Brimmer,
and Sherrill.

(Signed) ROBERT P. FORRESTAL,
Assistant Secretary.
[SEAL]

STATEMENT

First at Orlando Corporation, Orlando, Florida
(“Applicant”), a registered bank holding company,
has applied to the Board of Governors, pursuant
to section 3(a) (3) of the Bank Holding Company
Act of 1956 (12 U.S.C. 1842(a)(3)), for prior
approval of the acquisition of at least 80 per cent
of the voting shares of the following Florida banks:
Commercial Bank at Daytona Beach, Daytona
Beach (“Commercial Bank”); Peninsula State Bank
at Daytona Beach Shores, Daytona Beach Shores
(“Peninsula Bank”): and Exchange Bank at Holly
Hill, Holly Hill (“Exchange Bank™). Although
each of these proposals is the subject of a separate
application and Board Order, this Statement con-
tains the Board’s findings and conclusions with
respect to the three applications, because many of
the facts and circumstances involved are common
to all three.

Views and recommendations of supervisory au-
thority. As required by section 3(b) of the Act,
notice of receipt of the applications was given to
the Commissioner of Banking of the State of Flor-
ida, and his views and recommendations were re-
quested. The Commissioner recommended approval
of all three applications,
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Statutory considerations. Scction 3(c) of the
Act provides that the Board shall not approve an
acquisition that would result in a monopoly or
would be in furtherance of any combination or con-
spiracy to monopolize or to attempt to monopolize
the business of banking in any part of the United
States. Nor may the Board approve a proposed
acquisition, the effect of which, in any section of
the country, may be substantially to lessen compe-
tition, or to tend to create a monopoly, or which
in any other manner would be in restraint of trade,
unless the Board finds that the anticompetitive
effects of the proposed transaction are clearly out-
weighed in the public interest by the probable effect
of the transaction in meeting the convenience and
needs of the communities to be served. In each
case, the Board is required to take into considera-
tion the financial and managerial resources and
future prospects of the bank holding company and
the banks concerned, and the convenience and
needs of the communities to be served.

Competitive effect of the proposed transactions.
Applicant is the fifth largest banking organization
and the fifth largest bank holding company in
Florida." It has ten subsidiary banks, which hold
$351 million of deposits. Acquisition of Commer-
cial Bank, which has deposits of $36 million, and
of Peninsula Bank and Exchange Bank, cach of
which has about $6 million in deposits, would in-
crease Applicant’s share of deposits in the State
from 3.1 to 3.5 per cent. Applicant’s standing
among banking organizations and bank holding
companies in the State would not be affected.

The three proposed subsidiary banks are among
16 banks in Volusia County, Exchange Bank and
Peninsula Bank, both of which were chartered in
1963 under the sponsorship of Commercial Bank,
continue to be closely allied with the latter. In
addition to the fact that large blocks of stock of
the three banks are held by the same shareholders,
the same three persons serve as principal officers
of the three banks.

The three banks are located in the Daytona
Beach area. Commercial Bank serves that entire
area, while Exchange Bank and Peninsula Bank
serve respective segments thereof, as well as a
limited area beyond Daytona Beach. Commercial
Bank is the largest of nine banks competing in
the described area and of 16 banks in the county,
and the three banks, considered as a group, con-

1Unless otherwise noted, all banking data are as of
December 31, 1968, refer to insured commercial banks,

and include all holding company applications approved
by the Board to date.

stitute, in terms of local deposits, the largest bank-
ing organization in Daytona Beach and Volusia
County. However, several organizations which are
substantially larger than either the Commercial
Bank group or Applicant have subsidiaries in Day-
tona Beach and elsewhere in Volusia County. The
duPont Trust, the largest bank holding company in
the State (30 subsidiary banks with $950 million
in deposits), has a $31 million deposit subsidiary in
Daytona Beach and a $12 million deposit sub-
sidiary in De Land (18 miles southwest of Day-
tona Beach); Atlantic Bancorporation, the third
largest bank holding company in the State (11
banks with $559 million in deposits), controls two
banks in Daytona Beach with combined deposits
of $38 million; Barnett Banks of Florida, Inc.,
the fourth largest bank holding company in the
State (16 banks with $558 million in deposits),
has a $30 million deposit subsidiary in De Land,
and, in addition, has proposed to establish a new
bank in Daytona Beach,

Commercial Bank and the subsidiaries of the
duPont Trust and Atlantic Bancorporation are the
only banks located within the City of Daytona
Beach. The other banks located within the larger
described service area are, in addition to Peninsula
Bank and Exchange Bank, two affiliated banks in
Ormond Beach with combined deposits of $36.5
million, and a small ($5.3 million deposits) inde-
pendent bank in Port Orange, which is located out-
side the service area of Commercial Bank, but
competes with Peninsula Bank. Therefore, in spite
of the relatively large size of Commercial Bank and
its affiliates in terms of locally-generated deposits,
Applicant would be the smallest of the three bank-
ing organizations with subsidiaries in Daytona
Beach, and only the third largest of five organiza-
tions in the larger service area, Further, one of the
smaller organizations (the Ormond Beach group)
has a strong position within the market, and an-
other holding company larger than Applicant has
proposed to establish a new bank in the area. In
view of the size and relative strength of existing
and potential competitors, it does not appear that
the viability of any competing banking organization
would be adversely affected by consummation of
the proposed acquisitions.

The nearest subsidiaries of Applicant to Daytona
Beach are located in Orlando, 63 miles to the
south. Because of the distance involved and the
number of banks located in the intervening areas,
no competition presently exists between Applicant’s
subsidiaries and any of the proposed subsidiary
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banks. Also, although the three subject banks are
so located as to be capable of competing among
themselves, the previously discussed relationship
among them precludes the existence of any mean-
ingful competition.

The origin and strength of those relationships
also indicate that there is little likelihood that com-
petition would develop among thc three banks in
the future. In that connection, although Applicant
has fled separate applications with respect to each
of the proposed subsidiaries, as required by Board
procedure, the record indicates that acquisition of
either or both of the smaliler banks could not likely
be consummated except in conjunction with ac-
quisition of Commercial Bank. Thus, approval of
the applications relating to Exchange Bank and
Peninsula Bank, coupled with denial of the Com-
mercial Bank application, would likely result in
eliminating all of the subject banks as means of
Applicant’s entry into the area. Such result would
not have the effect of fostering competition among
the banks.

In view of the Florida law's prohibition against
branching, it appears that thc same geographical
considerations which have prevented competition
between Applicant’s subsidiaries and the three sub-
ject banks in the past would likewise impede the
development of such competition in the future,
Future competition between Applicant and the
Commercial Bank group would therefore appear
to depend upon acquisition by Applicant of an-
other existing bank in the Daytona Beach area, or
its establishment and acquisition of a new bank in
that area. There is nothing in the record to indi-
cate a likelihood that Applicant would pursue such
alternative means of entry, and objective market
facts appear to point to a contrary conclusion.
With respect to alternative acquisitions, the only
independent banks in the Daytona Beach area, aside
from the subject banks, are the two affiliated banks
in Ormond Beach and the much smaller bank in
Port Orange. Acquisition of the Port Orange Bank,
however, would not give Applicant a geographic
location from which it could contribute significantly
to competition in the Daytona Beach area, and
acquisition of the two Ormond Beach banks, in
addition to being subject to some extent to a sim-
ilar locational disadvantage, would not appear sig-
nificantly preferable to the present proposal in its
competitive consequences, Nor does the establish-
ment by Applicant of a new bank in the area ap-
pear to be an attractive (and therefore likely)
prospect, since such bank would face competition

from two established subsidiaries of larger holding
companies, as well as from the Commercial Bank
group, with its established customer relationships
in the area. In addition, as has previously been
mentioned, another larger holding company has
proposed to establish a new bank on the opposite
side of Daytona Beach from Commercial Bank.

Considering the entire record, it does not ap-
pear that consummation of any or all of the pro-
posals will eliminate significant present or future
competition, or affect existing levels of concentra-
tion in the Daytona Beach area, The principal
competitive effect of the proposals would be to
strengthen the ability of the Commercial Bank
group to compete with subsidiaries of other large
organizations which presently serve the area, with-
out significant adverse effects on the area’s smaller
banks, which already compete with organizations
larger than Applicant.

For the foregoing reasons, the Board concludes
that consummation of the proposed acquisitions
would not result in a monopoly or be in furtherance
of any combination, conspiracy or attempt to
monopolize the business of banking in any part of
the United States, and would not restrain trade,
substantially lessen competition, or tend to create a
monopoly in any part of the country.

Financial and managerial resources and future
prospects. The financial condition of Applicant and
its present subsidiaries is satisfactory. Management
is considered to be of uniformly high quality
throughout Applicant’s system, and the prospects
of the holding company and its subsidiary banks
appear favorable.

The financial condition of Exchange Bank is gen-
erally satisfactory, but it appears likely that it will
need to raise additional capital in the near future.
Commercial Bank and Peninsula Bank have im-
mediate capital needs, and, in addition, have some
asset weaknesses, As previously noted, the three
banks share common management; the direction
which Applicant is capable of providing, partic-
ularly in the area of asset management, would be
of benefit to all three banks. In addition, Applicant
plans, in the event of consummation of the pro-
posals, to confer with supervisors of the banks
involved regarding additions to be made to the
capital of the three banks. Prospects of the banks,
while not unfavorable, would be improved by Ap-
plicant’s proposals.

These considerations weigh in favor of approval
of the three applications.

Convenience and needs of the communities in-
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volved. Consummation of the proposed acquisitions
would not affect the convenience or needs of cus-
tomers served by Applicant’s present subsidiaries.

It appears that the banking needs of the Day-
tona Beach area are being adequately served at
present. Commercial Bank offers fuil banking serv-
ices, as do the holding company subsidiaries located
in the area. However, the arca would benefit from
the increased loan capacity which the proposal
would provide to the subject banks by increasing
the facility of arranging loan participations with
other subsidiaries of Applicant. It is also proposed
by Applicant to improve the trust services offered
by Commercial Bank and to provide stronger man-
agement direction in other areas, These considera-
tions are consistent with, and provide some support
for, approval of the applications.

Summary and conclusion, On the basis of all
relevant facts contained in the records, and in the
light of the factors set forth in section 3(c¢) of the
Act, it is the Board’s judgment that the proposed
acquisitions would be in the public interest, and
that the applications should be approved.

STATEMENT OF GOVERNORS ROBERTSON AND
BRIMMER, DISSENTING IN PART

It is our view that Applicant’s acquisition of
Commercial Bank, either alone or in addition to
the two smaller banks, would have significant
adverse competitive effects which are not out-
weighed by any other considerations presented by
the record.

Our concern is not predicated upon the elimina-
tion of present competition. We agree with the con-
clusion of the Board that little competition now
exists between Applicant’s subsidiaries and the sub-
ject banks. Similarly, we do not dispute the con-
clusion that the present relationships of ownership
and interlocking management among the three
banks precludes their consideration as true alterna-
tive sources of banking service. But the acquisition
by the fifth largest banking organization in the
State of Florida of the leading competitor in one
of the State’s significant banking markets would, in
our opinion, have adverse effects on potential com-
petition which should preclude favorable con-
sideration of the proposal by the Board.

Commercial Bank, with $36 million in deposits,
is the largest bank in the Daytona Beach area and
in Volusia County, This position was achieved and
has been maintained despite the fact that it faced
direct competition from subsidiaries of two of the
largest banking organizations in the State, The

establishment of Exchange Bank and Peninsula
Bank under its sponsorship further evidences its
competitive vitality.

Applicant, in addition to being one of the largest
banking organizations in Florida, is the dominant
banking organization in Orlando (Orange County),
which is the closest major banking market to Day-
tona Beach. It controls five of the 18 banks in
Orange County, and accounts for 42 per cent of
the deposits held by all banks in that county, It is
more than 2.5 times as large as the second largest
banking organization in Orange County.

In a decision last year, the Board summarized
the objectives which Congress sought to achieve in
enacting section 3 of the Bank Holding Company
Act as follows:

“[TIhe primary objectives of Congress in establishing
a competitive standard to be applied to applications
such as that presently before the Board were to prevent
the concentration of banking resources in the hands of
a few large banking organizations and to protect and
encourage a framework for a banking structure consist-
ing of as many separate and competing banking orga-
nizations as can effectively and efficiently serve the
convenience and needs of the banking public.”’

The acquisition of Commercial Bank by Appli-
cant would frustrate these objectives by eliminating
a potential for deconcentration of the Daytona
Beach market and by providing an organization
which occupies a dominant position in one Florida
market with a leading position in a second market
in the State. Applicant will control over 30 per
cent of the deposits in the Daytona Beach area.
Over 73 per cent of such deposits will be held
by three bank holding companies, all of which
rank among the five largest banking organizations
in the State. Banking in the area will continue to
be dominated by four organizations.

As noted in the majority Statement, there is
nothing in the record to indicate a likelihood that,
in the event of a denial of its application involving
Commercial Bank, Applicant would pursue alter-
native means of entry into the Daytona Beach
area, In all probability, Applicant, intent on achiev-
ing entry through acquisition of the area’s largest
banking organization, has given little or no thought
to attaining the same objective through means
more consistent with the public interest. But one
function of Board decisions on applications such as
the present ones should be to direct the holding
company’s attention toward those means of expan-
sion which best serve the public interest, and there-
fore are more likely to receive Board approval, Un-

>—;—App1icalion of Charter New York Corporation, 1968
Federal Reserve BULLETIN 925, 928.




950 FEDERAL RESERVE BULLETIN o DECEMBER 1969

fortunately, the Board’s action on these applications
may have an opposite effect on holding companies
now formulating expansion plans.

We cannot agrce with the majority’s conclusion
that objective market facts indicate that it is un-
likely that Applicant would attempt to enter the
Daytona Beach area through means other than
acquisition of Commercial Bank. The facts are
that the market is a significant and a growing one.
The fourth largest holding company in the State
has already proposcd to establish a new bank in the
area. While that organization is larger than Appli-
cant, the difference does not appear so significant
as to make de novo cntry an attractive prospect
for the former, but unattractive for the latter. Fur-
thermore, if the size of present competitors in the
market is considered to make de novo entry by the
fifth largest banking organization in the State an
unattractive, and therefore unlikely, prospect, from
what source can new competition in the area be
expected to come? Tt is our view that the facts that
there are few independent banks remaining in the
area, and that entry barriers arc relatively high,
lead to the conclusion that an organization capable
of surmounting the existing barriers should not be
permitted to enter the arca through acquisition of
three banks which, combined, constitute the largest
local banking organization.

Because acquisition of Peninsula Bank and Ex-
change Bank, if not coupled with acquisition of
Commercial Bank, would have the effect of in-
jecting new competition into the Daytona Beach
area, we join with thc Board’s majority in approv-
ing those applications. In doing so, we recognize
the possibility that the owners of those banks might
well refuse to scll their interests except as part of
a “package” which also includes Commercial Bank.
If that were to occur, the competitive situation in
Daytona Beach would be unchanged by the actions
which we would take, and Applicant would re-
main only a potential competitor in the area, rather
than an actual one. In view of the evidence that
the Commercial Bank group is an effective com-
petitor and that the convenience and needs of the
community would be only minimally advanced by
its becoming a part of Applicant’s organization, we
view that alternative as far preferable to Appli-
cant’s entry through means which will eliminate
potential competition, increase the already sig-
nificant barriers to new entry, and thus tend to
prevent any diminution of the high level of con-
centration in the arca.

NORTHEASTERN BANKSHARE
ASSOCIATION,
LEWISTON, MAINE

In the marter of the application of Northeastern
Bankshare Association, Lewiston, Maine, for ap-
proval of acquisition of at least 51 per cent of the
voting shares of First-Manufacturers National
Bank of Lewiston and Auburn, Lewiston, Maine.

ORDER APPROVING APPLICATION UNDER
BANK HoLping COMPANY AcCT

There has come before the Board of Gover-
nors, pursuant to section 3(a)(3) of the Bank
Holding Company Act of 1956 (12 US.C.
1842(a)(3)) and section 222.3(a) of Federal
Reserve Regulation Y (12 CFR 222.3(a)), an
application by Northeastern Bankshare Associa-
tion, Lewiston, Maine, a registered bank holding
company, for the Board’s prior approval of the ac-
quisition of at least 51 per cent of the voting shares
of First-Manufacturers National Bank of Lewiston
and Auburn, Lewiston, Maine.

As required by section 3(b) of the Act, the
Board notified the Comptroller of the Currency of
receipt of the application and requested his views
and recommendation. The Comptroller recom-
mended that the application be given favorable
consideration., '

Notice of receipt of the application was pub-
lished in the Federal Register on August 7, 1969
(34 Federal Register 12850), which provided an
opportunity for interested persons to submit com-
ments and views with respect to the proposed
transaction. A copy of the application was for-
warded to the United States Department of Jus-
tice for its consideration. The time for filing com-
ments and views has expired and all those received
have been considered by the Board.

IT IS HEREBY ORDERED, for the reasons set forth
in the Board's Statement of this date, that said
application be and hereby is approved, provided
that the acquisition so approved shall not be con-
summated (a) before the thirtieth calendar day
following the datc of this Order or (b) later than
three months after the date of this Order, unless
such period is extended for good cause by the
Board, or by the Federal Reserve Bank of Boston
pursuant to delegated authority.

Dated at Washington, D.C., this 26th day of
November 1969,

By order of the Board of Governors.
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Voting for this action: Chairman Martin and Gov-
ernors Mitchell, Maisel, and Sherrill. Voting against
this action: Governor Robertson. Absent and not vot-
ing: Governors Daane and Brimmer.

(Signed) ROBERT P. FORRESTAL,
Assistant Secretary.

[SEAL]

In the matter of the application of Northeastern
Bankshare Association, Lewiston, Maine, for ap-
proval of acquisition of at least 51 per cent of the
voting shares of The Peoples National Bank of
Farmington, Farmington, Maine.

ORDER APPROVING APPLICATION UNDER
BANK HOLDING COMPANY ACT

There has come before the Board of Governors,
pursuant to section 3(a)(3) of the Bank Holding
Company Act of 1956 (12 U.S.C. 1842(a)(3)),
and section 222.3(a) of Federal Reserve Regula-
tion 'Y (12 CFR 222.3(a)), an application by
Northeastern Bankshare Association, Lewiston,
Maine, a registered bank holding company, for the
Board’s prior approval of the acquisition of at least
51 per cent of the voting shares of The Peoples
National Bank of Farmington, Farmington, Maine.

As required by section 3(b) of the Act, the
Board notified the Comptroller of the Currency
of receipt of the application and requested his
views and recommendation. The Comptroller rec-
ommended that the application be given favorable
consideration.

Notice of receipt of the application was pub-
lished in the Federal Register on August 22, 1969
(34 Federal Register 13570), providing an oppor-
tunity for interested persons to submit comments
and views with respect to the proposed acquisition.
A copy of the application was forwarded to the
United States Department of Justice for its con-
sideration. Time for filing comments and views has
expired and all those received have been considered
by the Board.

IT 1S HEREBY ORDERED, for the reasons set forth
in the Board’s Statement of this date, that said
application be and hereby is approved, provided
that the acquisition so approved shall not be con-
summated (a) before the thirtieth calendar day
following the date of this order, or (b) later than
three months after the date of this Order, unless
such period is extended for good cause by the
Board, or by the Federal Reserve Bank of Boston
pursuant to delegated authority.

Dated at Washington, D.C., this 26th day of
November 1969,

By order of the Board of Governors.

Voting for this action: Chairman Martin and Gov-
ernors Robertson, Mitchell, Maisel, and Sherrill.

Absent and not voting: Governors Daane and Brini-
mer.

(Signed) ROBERT P. FORRESTAL,
Assistant Secretary.
[SEAL]

STATEMENT

Northeastern Bankshare Association, Lewiston,
Maine (“Applicant™), a registered bank holding
company, has applied to the Board, pursuant to
section 3(a)(3) of the Bank Holding Company
Act of 1956, for prior approval of the acquisition
of at least 51 per cent of the voting shares of
both the First-Manufacturers National Bank of
Lewiston and Auburn, Lewiston, Mainc (“First
Bank”), and The Peoples National Bank of Farm-
ington, Farmington, Maine ("“Peoples Bank™).
Each of the applications has been separately con-
sidered and is the subject of a separate Board
Order. However, since certain facts and circum-
stances are common to both applications, this
Statement contains the Board’s findings and con-
clusions with respect to both.

Views and recommendation of supervisory au-
thority. As required by section 3(b) of the Act,
notice of receipt of the applications was given to,
and views and recommendation requested of, the
Comptroller of the Currency. The Comptroller
recommended approval of both applications.

Statutory considerations. Section 3(c) of the Act
provides that the Board shall not approve an
acquisition that would result in a monopoly or
would be in furtherance of any combination or
conspiracy to monopolize or to attempt to monop-
olize the business of banking in any part of the
United States. Nor may the Board approve a pro-
posed acquisition the effect of which, in any section
of the country, may be substantially to lessen com-
petition, or to tend to create a monopoly, or which
in any other manner would be in restraint of trade,
unless the Board finds that the anticompetitive
effects of the proposed transaction are clearly out-
weighed in the public interest by the probable effect
of the transaction in meeting the convenience and
needs of the communities to be served. In each
case the Board is required to take into considera-
tion the financial and managerial resources and
future prospects of the bank holding company and
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the banks concerned, and the convenience and
needs of the communities to be served.

Competitive effect of the proposed transaction.
Applicant controls about $69 million in deposits,
and is the sixth largest banking organization and
the smallest of three bank holding companies oper-
ating in Maine." The 10 largest banking organiza-
tions, which include the three bank holding com-
panies, control about $841 million in total deposits,
representing 77.3 per cent of the total deposits held
by all commercial banks in the State. Acquisition
of both banks by Applicant would increase this
figure to 80.3 per cent, Applicant’s five subsidiary
banks hold 6.3 per cent of all bank deposits in
Maine. Acquisition of First Bank, which has $64.2
million in deposits (5.9 per cent of the State total),
and Peoples Bank, which has $6.6 million in de-
posits (.6 per cent of the State total), would
increase Applicant’s share of State deposits to 12.8
per cent. Acquisition of Peoples Bank would not
increase Applicant’s rank among the State’s bank-
ing organizations or bank holding companies. Ac-
quisition of First Bank, either alone or in addition
to Peoples Bank, would result in Applicant’s be-
coming the third largest banking organization and
the second largest bank holding company in the
State.

Applicant’s largest and only directly-owned sub-
sidiary bank is Eastern Trust and Banking Com-
pany, Bangor, Maine, which has deposits of $31
million. In addition, the Board, in August 1969,
approved a proposal by Applicant to acquire at
least 51 per cent of the voting shares of Westbrook
Trust Company ($15 million deposits), Westbrook,
Maine. Applicant's other subsidiary banks, which
are directly owned by Eastern Trust and Banking
Company (which is a holding company, as well as
a bank), are Lincoln Trust Company, Lincoln ($8
million deposits); Millinocket Trust Company,
Millinocket ($9 million deposits); and Guilford
Trust Company, Guilford ($6 million deposits);
all are located in the State of Maine.

Eight of First Bank’s nine offices are located in
Lewiston and Auburn, two cities which form a
single commercial and population center in Andro-
scoggin County, in southwestern Maine; the other
is located in Lisbon, eight miles southwest of
Lewiston. First Bank is the largest bank in its area
in terms of its share of deposits originating within
the area, but its only competitors are stated to be

1 All banking data are as of December 31, 1968, unless
otherwise noted, and reflect all holding company acquisi-
tions approved by the Board to date.

local offices of three of the four largest banking
organizations in the State.

The main office of Peoples Bank is located in
Farmington, which is about 43 miles north of
Lewiston, in Franklin County; its only branch is
located 48 miles north of Farmington, in Eustis,
It competes with one local bank of approximately
its size in Farmington, and with offices of the
largest and second largest banking organizations in
Maine,

No significant competition exists between the
subject banks or between either of them and a
subsidiary of Applicant. The nearest offices of First
Bank and Peoples Bank are 23 miles and 75 miles,
respectively, from any office of a subsidiary of
Applicant.

Under Maine law, a bank can legally branch
into a county contiguous to that in which its home
office is located. One of Applicant’s subsidiaries,
Westbrook Trust Company, is located in a county
contiguous to Androscoggin County and there is,
therefore, a possibility of future competition be-
tween that bank and First Bank. However, analysis
of the population of the areas involved, the num-
ber and size of banking alternatives located in such
areas, past branching patterns of the banks in-
volved, and other economic considerations, leads
to the conclusion that the possibility of such com-
petition is remote.

Prior to Applicant’s proposal, First Bank and
Peoples Bank received prior Board approval to be-
come affiliated through the formation of a bank
holding company, First Bankshare Association,
Lewiston, Maine.? This plan has been abandoned.
Nevertheless, the abandoned plan suggests that
there is a potential for competition between banks
in Applicant’s system and First Bank if the latter
were to become the lead bank in another bank
holding company. In the Board’s judgment, how-
ever, any adverse weight which might be assigned
to the foreclosure of that potential is less significant
than the favorable weight applicable to other com-
petitive considerations, The largest of Applicant’s
present subsidiaries has deposits of only $31 mil-
lion. Lacking the strong base possessed by the large
banking organizations in Maine, its ability to offer
competition to such organizations is limited. Acqui-
sition of First Bank would provide it with that base,
and thereby create a potential for increased com-
petition with the dominant banking organization in
the State. It is the Board’s view that this would
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better meet the requirements of the State for com-
petitive banking than would the creation by First
Bank of another holding company with only local
capability.

On the basis of the foregoing, the Board con-
cludes that consummation of either or both of the
proposed acquisitions would not result in a monop-
oly or be in furtherance of any combination, con-
spiracy, or attempt to monopolize the business of
banking in any relevant area, and would not sub-
stantially lessen competition, tend to create a
monopoly, or restrain trade in any section of the
country.

Financial and managerial resources and future
prospects. The financial conditions and manage-
ments of Applicant, its subsidiary banks, and of
First Bank are satisfactory, and their prospects ap-
pear favorable. The financial condition and man-
agement of Peoples Bank are reasonably satisfac-
tory; its prospects are regarded as only fair, how-
ever, due to its location in an area which has had
little economic growth. Applicant’s proposal offers
a means whereby Peoples Bank might achieve
stronger management, more efficient operations,
and improved services, and to this extent should
have a favorable effect on the prospects of Peoples
Bank.

Considerations relating to the banking factors
are consistent with approval of Applicant’s pro-
posed acquisition of First Bank, and lend some
weight toward approval of the application involv-
ing Peoples Bank.

Convenience and needs of the communities in-
volved. The banking needs of residents of the arcas
served by Applicant’s present subsidiaries, by First
Bank, and by Peoples Bank appear to be adequately
served at present. However, the areas served by all
of the banks involved would benefit from the
greater facility with which the banks will be able
to meet larger credit needs in the communities
which they serve, through loan participations
among them. First Bank would be able to provide
more meaningful competition to the larger banking
organizations in it§ area in meeting such needs, and
present subsidiaries of Applicant would, as a result
of the increase in the resources of Applicant’s sys-
tem, have greatly expanded credit capability, Peo-
ples Bank, in addition, will have access to special-
ists on trust matters, lending, and daily operations,
which should result in improvements in the serv-
ices which it offers.

Considerations under this factor favor approval
of both applications.

Summary and conclusion., On the basis of all
relevant facts contained in the record, and in light
of the factors set forth in section 3(c) of the Act,
it is the Board’s judgment that the proposed trans-
action would be in the public interest and that the
application should be approved.

STATEMENT OF (GOVERNOR ROBERTSON,
DISSENTING IN PART

In March of this year, I joined in approving an
application by First Bankshare Association to be-
come a bank holding company through the acqui-
sition of voting shares of First Bank and Peoples
Bank. In so doing, I was influenced by the fact that
such proposal would have created a new holding
company in Maine, of approximately the same size
as the Applicant here, and with potential for com-
peting not only with Applicant, but also with the
larger banking organizations in the State. Because
I continue to believe that First Bank is fully capable
of serving as the lead bank in such a holding com-
pany, it is my view that its affiliation with one of
the few existing holding companies would fore-
close a significant potential for future competition
and that therefore, absent the most compelling con-
siderations relating to the convenience and needs
of the communities to be served, approval of such
a proposal is inconsistent with the statutory criteria
applicable to such applications,

The present case involves a bank which not only
appears, on the basis of objective evidence, to be
capable of providing leadership to a new holding
company, but one whose interest in doing so is a
matter of record, and which has, in fact, received
Board approval of a specific proposal. Its potential
could hardly be more clearly demonstrated, unless
the action earlier approved by the Board had been
consummated and the present proposal involved a
merger of existing holding companies. The Board’s
majority recognizes that potential, but finds the
adverse effect of its foreclosure less significant than
what it believes to be a pro-competitive effect of
creating, instead of two organizations, a single
organization of a size more nearly equal to that of
the largest banking organizations in the State. In
my view, however, a merger of interests by the
sixth and seventh largest banking organizations in
Maine will compound, rather than help to alleviate,
the present imbalance in the State’s banking struc-
ture, and almost inevitably will lead to further at-
tempts at consolidation among the larger banking
organizations in the State. Although an increase in
the aggregate loan limit of Applicant’s system will
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result from the proposal, the record fails to demon-
strate any unserved need for loans in such amounts.
Considerations of community convenicnce and
needs therefore provide no significant weight to
justify the anticompetitive effects which would re-
sult from consummation of the acquisition.

Acquisition of Peoples Bank appears to be an
appropriate method of expansion by an organiza-
tion of Applicant’s size, and for that reason I join
in the Board’s approval of Applicant’s proposal
involving that bank. For the reasons stated herein,
however, 1 would deny the application involving
First Bank.

AFFILIATED BANKSHARES OF
COLORADO, INC,,
DENVER, COLORADO

In the maitter of the application of Affiliated
Bankshares of Colorado, Inc., Denver, Colorado,
for approval of action 10 become a bank holding
company through the acquisition of 67 per cent
or more of the voting shares of 13 banks in the
State of Colorado.

ORDER APPROVING ACTION TO BECOME A BANK
HoLbING COMPANY

There has come before the Board of Governors,
pursuant to section 3(a) (1) of the Bank Holding
Company Act of 1956 (12 US.C. 1842(a)(1))
and section 222.3(a) of Federal Reserve Regula-
tion Y (12 CFR 222.3(a)), an application by
Affiliated Bankshares of Colorado, Inc., Denver,
Colorado, for the Board’s prior approval of action
whereby Applicant would become a bank holding
company through the acquisition of 67 per cent or
more of the voting shares of the following banks
in the State of Colorado: First National Bank in
Boulder, Boulder: Arapahoec National Bank of
Boulder, Boulder; First National Bank of Lafay-
ette, Lafayette; First National Bank of Louisville,
Louisville; Greeley National Bank, Greeley; Cache
National Bank of Greeley, Greeley; West Greeley
National Bank, Greeley; Farmers National Bank
of Ault, Ault; First National Bank in Loveland,
Loveland; Westlake First National Bank, Loveland:
First National Bank of Colorado Springs, Colorado
Springs; Bank of Manitou, Manitou Springs; and
Fort Carson National Bank, Fort Carson,

As required by section 3(b) of the Act, the
Board gave written notice of receipt of the applica-
tion to the Comptroller of the Currency and the

Colorado Commissioner of Banks, and requested
their views and recommendations. The Comp-
troller recommended approval of the application,
and the Commissioner replied that he had no com-
ment with respect to the proposal.

Notice of receipt of the application was pub-
lished in the Federal Register on July 25, 1969
(34 Federal Register 12303), which provided an
opportunity for interested persons to submit com-
ments and views with respect to the proposed
transaction. A copy of the application was for-
warded to the United States Department of Justice
for its consideration. The time for filing comments
and views has expired and all those received have
been considered by the Board.

IT 1s HEREBY ORDERED, for the reasons set forth
in the Board’s Statement of this date, that said
application be and hereby is approved, provided
that the action so approved shall not be consum-
mated (a) before the thirtieth calendar day follow-
ing the date of this Order or (b) later than thrce
months after the date of this Order, unless such
period is extended for good cause by the Board,
or by the Federal Reserve Bank of Kansas City
pursuant to delegated authority.

Dated at Washington, D.C., this 1Ist day of
December 1969.

By order of the Board of Governors.

Voting for this action: Chairman Martin and Gov-
ernors Mitchell, Maisel, and Sherrill. Voting against

this action: Governor Robertson. Absent and not vot-
ing: Governors Daane and Brimmer.

(Signed) ROBERT P, FORRESTAL,
Assistant Secretary.
[SEAL]

STATEMENT

Affiliated Bankshares of Colorado, Inc., Den-
ver, Colorado (“Applicant), has filed with the
Board, pursuant to section 3(a) (1) of the Bank
Holding Company Act of 1956, an application for
approval of action to become a bank holding com-
pany through the acquisition of 67 per cent or
more of the voting shares of the following 13
banks, all of which are located in the State of
Colorado: First National Bank in Boulder, Boulder
(“Boulder Bank™); Arapahoe National Bank of
Boulder, Boulder (“Arapahoe Bank’); First Na-
tional Bank of Lafayette, Lafayette (“Lafayette
Bank™); First National Bank of Louisville, Louis-
ville (“Louisville Bank”); Greeley National Bank,
Greeley (“Greeley Bank™); Cache National Bank
of Greeley, Greeley (“Cache Bank™); West Gree-
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ley National Bank, Greeley (“West Greeley
Bank”); Farmers National Bank of Ault, Ault
(“Ault Bank”); First National Bank in Loveland,
Loveland (“Loveland Bank”); Westlake First Na-
tional Bank, Loveland (“Westlake Bank”); First
National Bank of Colorado Springs, Colorado
Springs (“Colorado Springs Bank™); Bank of
Manitou, Manitou Springs (“Manitou Bank’); and
Fort Carson National Bank, Fort Carson (“Fort
Carson Bank™).

Views and recommendations of supervisory
authorities. As required by section 3(b) of the Act,
written notice of receipt of the application was
given to, and views and recommendations request-
ed of, the Comptroller of the Currency and the
State Bank Commissioner of Colorado. The Comp-
troller recommended approval of the application.
The Commissioner replied that he had no comment
to make with respect to the proposal.

Statutory considerations. Section 3(c) of the
Act provides that the Board shall not approve an
acquisition that would result in a monopoly or
would be in furtherance of any combination or
conspiracy to monopolize or to attempt to monop-
olize the business of banking in any part of the
United States. Nor may the Board approve a pro-
posed acquisition, the effect of which, in any sec-
tion of the country, may be substantially to lessen
competition, or to tend to create a monopoly, or
which in any other manner would be in restraint
of trade, unless the Board finds that the anticom-
petitive effects of the proposed transaction are
clearly outweighed in the public interest by the
probable effect of the transaction in meeting the
convenience and needs of the communities to be
served. In each case, the Board is required to take
into consideration the financial and managerial
resources and future prospects of the bank holding
company and the banks concerned, and the con-
venience and needs of the communities to be
served. '

Competitive effect of the proposed transaction.
The 10 largest banking organizations in Colorado,
among which are the five bank holding companies
operating in the State, presently control 59 per cent
of the deposits held by the State’s 219 banks.! The
largest subsidiary banks of four of the present hold-
ing companies are located in Denver, as is the
principal Colorado subsidiary of the fifth bank
holding company in the State, Western Bancorpora-

*Unless otherwise noted, all banking data are as of
December 31, 1968, refer to insured commercial banks,

and reflect mergers and holding company acquisitions ap-
proved to date.

tion, which is headquartered in California. Appli-
cant, the two largest proposed subsidiaries of which
now rank seventh and eighth in size among bank-
ing organizations in the State, would become the
State’s fourth largest banking organization, and
would control 6.4 per cent of State deposits; the
share of bank deposits controlled by the 10 largest
banking organizations would increase to about 63
per cent. Applicant would be the only one of the
seven largest banking organizations in the State
whose principal operations are not conducted in
the Denver area.

Applicant’s proposal involves 13 banks with total
deposits of $246 million. What is actually contem-
plated, however, giving effect to existing relation-
ships among banks involved in the proposal, is 