JANUARY 1977

FEDERAL RESERVE

BULLETIN



A copy of thc Federal Reserve BUILLETIN is sent to each member bank without charge; member banks desiring
additional copies may secure them at a special $10.00 annual rate. The regular subscription price in the
United States and its possessions, and in Bolivia, Canada, Chile, Colombia, Costa Rica, Cuba, Dominican
Republic, Ecuador, Guatemala, Haiti, Republic of Honduras, Mexico, Nicaragua, Panama, Paraguay, Peru,
El Salvador, Uruguay, and Venezuela is $20.00 per annum or $2.00 per copy; elsewhere, $24.00 per annum
or $2.50 per copy. Group subscriptions in the United States for 10 or more copies to one address, $1.75
per copy per month, or $18.00 for 12 months.

The BULLETIN may be obtained from the Division of Administrative Services, Board of Governors of the
Federal Rescerve System, Washington, D.C. 20551, and remittance should be made payable to the order
of the Board of Governors of the Federal Reserve System in a form collectible at par in U.S. currency.
(Stamps and coupons are not accepted.)



FEDERAL RESERVE BULLETIN

NUMBER 1| ['1 VOILLUME 63 ] JANUARY 1977

CONPLE

I The Economy in 1976 Al Financial and Business Statistics

15 Record of Policy Actions AT0 Bourd of Governors and Stall
of the Federal Open Market Committee
A72 Open Market Committee and Stall,

27 Law Department Federal Advisory Council
%Y Annodncements A73 Federal Reserve Banks and Branches
99 Industrial Production A74 Federal Reserve Board Publications

A76 Index to Statistical Tables
A78 Muap of Federal Reserve System

A79 Guide to Tabular Presentation and
Statisticad Releases: Reference

iUIs) e BN vinalp g
Lyie E. Gramley- Joseph R. Coyne John M. Denkler
Stephen H. Axilrod Janet O. Hart John D. Hawke. Jr.

James L. Kichline, Statl Director

The Federal Reserve Burt ey is issued monthly under the direction of the stadl publications committee. This
committee is responsible for opinions expressed except in official statements and signed articles. Direction for
the art work is provided by Mack R. Rowe. lditorial support is furnished by the Eeonomic Editing Unit headed
by Elizabeth B. Sette.



The Economy in 1976

This article was prepared in the National In-
come Section of the Division of Research and
Statistics.

The pace of the cconomic recovery that began
in the spring of 1975 aceelerated in the opening
months of 1976, During the first quarter real
gross national product increased markedly, due
largely to a sharp shift in the rate of inventory
investment from liquidation to accumulation and
a substantial advance in consumer spending.
Employment gains during this period were siz-
able. and the unemployment rate declined sig-
nificantly despite rapid growth in the labor
force.

During the second quarter of 1976, the pace
of the expansion moderated. and over the re-
mainder of the year real output growth averaged
about its long-term trend rate. With employment
gains slowing and the labor foree continuing to
increase rapidly, unemployment began to rise
again, and there was litde further increase in
the rate of utilization in industrial capacity.

[.ate in the year, signs began to develop that
the cconomy was emerging from this ““pause™
and that the pace of cconomic activity was
picking up. But with unemployment extensive
and with aggregate demand for goods and serv-
ices still comparatively  moderate. both  the
outgoing and incoming  administrations  pro-
posed fiscal measures designed to provide tax
reductions for consumers and businesses.

A slowing in the rate of growth after the lirst
year of recovery- -such as occurred in 1970—-is
typical of cyclical expansions. As in previous
postwar upswings, the proximate source of
moderation i ceonomic activity during 1976
wis an ending of the stimulus provided by sharp
increases in the rate of inventory mvestment,
which are necessarily of a temporary nature,

No two business cycles are identical. how-
ever. and a substantial retardation in the rate
of economic expansion during 1976 was by no
means predetermined. One important factor in
the slowdown was the fact that real capital
spending by businesses- - particularly for equip-
ment—was unusually sluggish. These outlays
declined during the first two quarters ol the
recovery in over-all activity— an unprecedented
cvent in reeent cyclical experience: —and the
typical cyclical resurgence in these expenditures
has yet to materialize.

This weak performance of business capital
spending occurred despite a substantial recovery
in corporate prolit margins. In addition, business
liquidity was substantially restored to pre-reces-
sion levels, and there was a downward drift in
long-term interest rates, which are still well
below their level at the trough of the recession.
Evidently, business confidence has been shaken
by the turbulent cconomic environment of recent
years - particularly by fcars of a resurgence of
inllationary pressures and by the steepness of
the decline in cconomic activity during late 1974
and early 1975, which gencrated substantial
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excess capacity. In the manufacturing sector the
rate of capacity utilization had dectined to 71
per cent in the first quarter of 1975—the lowest
quarterly figure in postwar history. By the end
of 1976 the rate of utilization had risen to a
little over 80 per cent, but business firms re-
mained very cautious about adding to capacity.

A sccond factor in the slowdown of the pace
of expansion last ycar was the slackening in
Federal spending from earlier cxpectations.
Growth of Federal expenditures typically mod-
erates during an economic recovery because
payments for income security slow as the econ-
omy improves. During the first three quarters
of 1976, howecver, Federal cxpenditures as
measured in the national income and product
accounts rose at an annual rate of 5% per cent,
or just slightly more than the rate of increase
of the implicit GNP deflator. This weak pace
of Federal spending—coming at a time when
business fixed investment was also falling short
of expectations-—contributed to a retardation in
the advance of consumers’ real incomes. As a
result, the slackening of consumer spending that
had begun in the second quarter extended into
the summer months and inventories began to
appear excessive.

Actually, throughout much of 1976 busi-
nesses were plagued with inventory back-ups.
Production of nondurable goods increased at an
unsustainable pace in the latter half of 1975 and

carly 1976. When final demands began to slow,
inventories of these goods rose rapidly—neces-
sitating widespread adjustments in production.
Nondurable goods production remained essen-
tially flat from the spring to the fall.

By midsummer, production adjustments
spread to the durable goods industries, as in-
ventorics in these lines also became larger than
business firms desired to hold. The weaker-
than-expected pace of business fixed capital
outlays was partly responsible for this back-up
of durable goods stocks; so also was the mod-
erating pace of consumer spending for durable
goods. During the second and third quarters of
1976 growth in real expenditures for consumer
durable goods slowed to an annual growth rate
of 3 per cent, compared with 17 per cent in
the first year of the recovery.,
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Accumulating evidence suggests that busi-
nesses made progress in eliminating excessive
inventorics during the fourth quarter of 1976,
Retail sales began to pick up in October-—ap-
parently due in part to price concessions given
by business firms-—and continued to advance in
November and December. This firming of con-
sumer demands, together with the carlier ad-
justments in production, helped to eliminate
excessive stocks of both durable and nondurable
goods, paving the way for a pick-up in the
tempo of business activity in the carly months
of 1977.



INCOME AND CONSUMPTION

The decline in real disposable income during
the 1973-74 recession from its peak was more
severe than in any other postwar recession,
reflecting both the weakness of growth of nomi-
nal income and the rapidly rising prices for
consumer goods. Although the recovery in real
disposable income from the trough was about
in line with previous cyclical experience. the
gain was largely otlset by the recession declines.
Thus, by the end of 1976 real disposable income
was 3.5 per cent above its pre-recession peak,
compared with about 9 per cent during compa-
rable periods of other recoveries.

Much of the growth in disposable income
during the first year of the recovery reflected
the combined eflects of an expansion in cm-
ployment and of the Tax Reduction Act of 1975,
However, in the absence of large increases in
durable goods production and accompanying
signiticant gains in employment, growth in real
income slowed markedly during the last three
quarters of 1976-—to about a 3 per cent annual
rate. Growth of real disposable income during
this period was also retarded by a decline in
farm income. a gradual increase in average tax
rates as inflation pushed individuals into higher
tax brackets, and the still relatively high rate
of consunier price increases.

Spending. saving. and income
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Following the tax cut and tax rebate in the
spring of 1975, real consumption expenditures
grew at an irregular pace but averaged 6.1 per
cent over the year ending in the first quarter
of 1976, Part of this gain was due to the stimu-
lative effects of the 1975 tax cut, although
reduced inflationary expectations and an im-
proved job market in late 1975 also played a
role. By mid-1976, however. growth in real
consumption spending had slowed ta a4 per
cent annual rate. Since the saving rate generally
fell in 1976, the slowdown in the pace of
consumer spending seems attributable mainly to
the reduced growth rate of disposable income.

Much of the increase in consumer spending
in the carly part of 1976 was for autos. as sales
of both domestic and foreign cars surged. Auto
siles were bolstered not only by gains in real
income but also by replacement demand. which
had been deferred during the 1975 recession.
The strength in consumer spending during carly
1976 did not extend to purchases of other dis-
cretionary types of goods—such as furniture,
appliances, clothing, and  shoes.  Consumer
spending for nondurable goods in real terms was
relatively strong in the first quarter but weak-
ened noticeably in the sccond and third quar-
ters. During those two quarters, houscholds
continued adding to their stocks of durable
goods, but at a very slow pace. Growth in
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consumer spending for services, on the other
hand, was relatively well maintained throughout
1976,

Total auto sales in the autumn fell to about
a 9%-million-unit annual rate, compared with
sales rates of more than 10 million units (annual
rate) carlicr in the year. In part, sales were held
down by the low level of dealer inventories due
to a major auto strike, as well as by the inability
of the industry to anticipate fully the shift in
consumer preferences toward intermediate- and
full-size cars. During the third and fourth guar-
ters dealers had less than a 20-day supply of
several of the more popular domestic models.
Sales of imported cars, on the other hand,
improved in the fall to a 1.9-million-unit annual
rate, due partly to price concessions given to
work down an enormous, 109-day supply at the
beginning of August.

At the end of the year it appeared that con-
sumer spending was coming out of the dol-
drums. Saules gains were large particularly for
most types of nondurable goods. Sales of do-
mestic-type autos were also on an uptrend,
rising to a 9.3-million-unit annual rate in the
last month of the year.

INVENTORY INVESTMEN'T

The heavy overhang of inventory stocks that had
been accumulated during 1973 and 1974 led to
a record rate of run-oft in the first half of 1973,
By the sccond half. however, inventory invest-
ment of nondurable goods turned  positive.
Stocks of durable goods, which typically go

through Targer and more pronounced cyclical
swings, continued to be worked ofl throughout
1975 and into 1976,

Total inventory investment on a national in-
come accounts basis turned from decumulation
in the fourth quarter of 1975 to substantial
accumulation in the first quarter of 1976—a
swing of more than $22 billion-—as the business
outlook continued (o improve at the turn of the
year. The first-quarter accumulation was proba-
bly greater than intended, however——particu-
larly for nondurable goods. In view of the fact
that consumer demand slackened in the spring.
business firms struggled during the remainder
of the year to keep inventories under control.
As a result. total inventory investment was
maintained at a fairly constant rate during the
sccond and third quarters of the year.
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The shift toward accumulation in the first
quarter of 1976 was concentrated in nondurable
goods, and for these goods the ratio of stocks
to sales in constant dollars rose during the
quarter. Part of this build-up may have been
desired. since sales of nondurable goods had
been substantial around Christmas 1975 and
stocks had been run down. Nevertheless, some
of the accumulation was apparently undesired
as production adjustments. particularly in the
nondurable matertals industries, got under way



before final sales of nondurable goods had begun
to weaken. When consumer buying slumped in
the second quarter, downward adjustments in
production plans became more widespread, and
the output of nondurable goods remained vir-
tually unchanged from March through Sep-
tember.

Stocks of durable goods continued to be run
oll in the first quarter of 1976 -but at a much
reduced rate. The slackening of economic ac-
tvity in the late spring led to increased uncer-
tainty about sales and to greater caution regard-
ing desired inventories especially for durable
materials such as steel. This caused cutbacks
in the rate of orders and production. Butin spite
of these production adjustments. the modest rate
of consumer spending for autos and other types
of durable goods, together with the sluggishness
of business fixed capital outlays, resulted in a
build-up of durable stocks relative W sales in
late summer and fall.

Special developments atfected inventories in
several industries. Tire stocks were run down
during the rubber strike and rebuilt thereafter.
Auto inventories were very unbalanced—with
too many small cars and too few of the popular,
larger models. These  imbalances. however,
were being corrected toward the end of the year.
Oil inventories surged in the summer and {all
months in anticipation of forthcoming price in-
creases by the Organization of Petroleum Ex-
porting Countrics.

In the fourth quarter of 1976 business made
progress in cleaning up undesired stocks at both
the manufacturing and the trade levels. By the
end of the year, inventories were coming into
hetter balance with sales. Although a working
down of excess inventories still appeared to be
in process in some categories of durable goods.
the inventory adjustment scemed to be nearing
completion, thereby removing a dampening
factor on industrial production.

BUSINESS FINED INVESTMENT

Real business fixed investment did not bottom
out until the third quarter of 1975—half a year
after the trough in real GNP, These expenditures
increased about 7 per cent during 1976, but by
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the year-end real capital spending was still about
12 per cent below the peak reached in the first
quarter of 1974,

This has been the weakest recovery in busi-
ness fixed investment during the postwar cra.
In the seven quarters following the trough. real
business fixed investment increased only 3 per
cent, compared with a median of 14 per cent
in previous postwar recoveries. Expenditures for
producers’ durable cquipment. which rose only
about 8 per cent in real terms in the last four
quarters. have been particularly slow to recover,
despite substantial - gains  in communications
cquipment and business purchases of trucks and
autos. Expenditures for nonresidential structures
were also weak—-rising only 5 per cent in real
terms in the last four quarters - -but these outlays
have usually been slower to recover than ex-
penditures for equipment. The major source of
strength in nonresidential structures came {rom
public utilitics. while the sector that usually
supports recovery: -commercial and industrial
building—continued weak through the end of
1976,

Some of the underlying determinants for cap-
ital spending continued 1o be quite favorable
throughout 1976, Corporate profits  increased
substantially. long-term interest rates remained
well below thetr level at the trough of the
recession, and corporations made additional
progress in restructuring their balance sheets to
rebuild  liquidity  and reduce risk - exposure.
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Whereas these developments would normally
have given a substantial boost to capital spend-
ing. the caution created by the turbulent cco-
nomic environment of the past several years-—
along with continued slack capacity and the
inability of the recovery 1o reach maturity—Ieft
businesses unusually reluctant to make commit-
ments for new capital spending.

Following the pattern of recent years, busi-
ness spending for plant and equipment was
considerably stronger in the manufacturing than
in the nonmanufacturing sectors. Producers of
nondurable goods and firms producing machin-
ery, motor vehicles. and stone. clay, and glass
showed the largest increases. xcluding the
manufacturing sector, the biggest gains were
concentrated  in - public  utilities, communi-
cations, and transportation industrics such as
pipelines, trucking, and shipping.

At the end of the year most indicators of
capital spending were foreshadowing advances
that were moderate for a recovery period. The
Commerce Department’s Decentber survey of
plant and equipment spending showed business
projecting an increase of 11 per cent for calendar
year 1977 -up from the apparent 7% per cent
gain of 1976, Other indicators suggested that
the pause in the pace of economic expansion
would lead to relatively slow capital spending
growth in the tirst part of 1977, New capital
appropriations of large manufacturing corpora-
tions fell significantly in the third quarter of
1976. In addition new orders for capital equip-
ment, which strengthened throughout much of
1976, showed little growth in the fourth quarter.
Nevertheless, the outlook for business fixed
investment could improve materially, if sus-
tained gains in final demands suceeed in remov-
ing lingering  doubts about the underlying
strength of the recovery.

RESTDENTIAL CONSTRUCTION

The steady rise in outlays for private residential
construction has been a significant source of
support for the current cconomic recovery.,
These outlays increased by more than one-fifth
in real terms during 1976, By the fourth quarter

the annual rate of private housing starts—--at
over 1.8 milhon units -was about 825,000
units above the carly 1975 trough. In addition,
the rate of factory shipments of new mobile
homes, while still well below carlier peaks, was
somewhat above the 1975 level.

The rise in total residential construction ac-
tivity last year was facilitated by the improving
financial situation of thrift institutions---the
dominant mortgage lenders---and by strong
houschold demands for shelter. Lenders were
able to provide a large supply of mortgage credit
while still improving their liquidity positions,
Morcover, the supply of funds was suflicient to
meet a near-record volume of mortgage debt
formation at slightly declining interest rates in
the primary mortgage market.

Privately owned housing starts
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During much of 1976 the uptrend in housing
construction activity was concentrated in the
single-family sector. Single-tamily starts, at 1.3
million units by year-end, approached the peak
rates of 1972 and ecarly 1973, when production
had been bolstered by special Federal subsidy
programs designed to stimulate homeownership.
Single-family housing activity accounted for
nearly 60 per cent of the growth in starts over
the four quarters of the year.

Multifumily starts remained quite low in
1976, even when compared with the years im-
mediately before 1971 when the boom in con-
struction of such units began. Significant in-
creases were registered in each of the last three
quarters of the year, however. and by the final
quarter multifamily starts were at about a 525,-
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000-unit  annual rate-—the  highest  quarterly
average in 2% years. Despite evidence of in-
creased demands for rental space during the
year. investment in this sector has been ham-
pered by a number of factors atlecting builders’
profitability and investors® risks- --such as high
costs for construction, substantially increased
operating costs on completed units, and actual
or threatened rent controls in some  areas.
Morcover, the market for multifamily condo-
miniums was still affected by overbuilding dur-
ing the carly 1970"s and by consumer resistance
to high prices for these housing units.

As the year ended, savings flows to thrift
institutions were still very large, mortgage loan
commitments outstanding were still rising, and
some casing in mortgage interest rates was ¢vi-
dent. These conditions, along with continued
correction of problems in the multifamily sector,
suggest that residential construction outlays are
likely to supply considerable additional stimulus
to the over-all cconomic expansion in 1977,

S o

THE FEDERATL

The Federal deficit—on a national income ac-
counts basis—declined by roughly $13 billion
in calendar year 1976 to a level of $58 billion,
as receipts rebounded from the depressed 1975
level and the expansion of Federal expenditures
slowed markedly during the first half of the year.
On a full-cmployment basis, the deficit fell by
about $8 billion.

Between 1975 and 1976, total Federal re-
ceipts increased by more than $40 billion, or
{5 per cent. Corporate profits taxes contributed
substantially to the gain—increasing by about
30 per cent. Personal tax receipts, responding
to the recovery, grew 15 per cent from 1975
to 1976. Social security taxes rose 12 per cent.
reflecting an increase in the wage base from
$14,100 to $15.300 as well as gains in employ-
ment and payrolls. Indirect business tuxes—
mainly liquor and tobacco taxes and customs
duties-—remained essentially unchanged from
their 1975 levels.

The growth of Federal spending typically
slows during economic recovery as many indi-
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viduals who had been receiving income security
payments return to work. In the first 9 months
of the year, however, Federal spending in a
variety of other programs—such as  defense
purchases, grants to State and local govern-
ments. and interest payments—ifell far short of
the levels expected by both the administration
in its January budget and by the Congress in
its sccond concurrent resolution for fiscal year
1976. In view of the slowing of economic
growth, these spending  shortfalls  received
widespread notice. cven though such shortfalls
of spending have often occurred in the past.

Federal Government purchases of goods and
services—which enter directly into GNP-—rose
by about 6.5 per cent over the four quarters of
1976, following an [1.5 per cent increase in
1975, This slowing in the growth of purchases
was cqually distributed between defense and
nondetense expenditures, Most of the slowing in
purchases was in outlays other than compensa-
tion, although the growth in payroll costs also
was more modest than in the previous year. Mili-
tary cmployment declined slightly, while civilian
cmployment was little changed.

Grants to State and local governments showed
very little increase in the first half of 1976 as
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Federal aid for highways and cducation regis-
tered declines. These grants. however, did re-
bound in the latter half of 1976, und the growth
in grants was {urther bolstered late in the year
by the payment of countercyclical revenue-
sharing funds, as legislated by the Congress in
the Local Public Works Employment Act of
1976.

STATE AND LOCAL
GOVERNMENTS

Growth in spending by State and local govern-
ments was very moderate in 1976 and was
accompanied by stronger revenue growth. As
aresult, the “operational”” account—that is, the
balance excluding nct savings by social insur-
ance funds-—showed a surplus of about $1 bil-
lion in 1976. an improvement from the deficit
of $5 billion in [975.

Revenues excluding Federal grants rose about
Il per cent over the four quarters of 1976,
compared with 9% per cent in the preceding
four quarters. This lavorable trend was offsct
in part, however, by a much slower growth in
grants-in-aid from the Federal Government,
despite the rebound in such grants during the
second half.

Over-all expenditures by State and local gov-
crnments rose by only 6.5 per cent over the
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year. The modest advance in nominal spending
probably reflected an attempt by many units to
rebuild fiscal positions that had been weakened
over the last several years; also, long-run
demographic factors—such as the decline in
school-age population—helped to curtail spend-
ing.

As a result of the slowdown in the growth
of State and local government spending in
nominal terms. real purchases of goods and
services in this sector were little changed over
the four quarters of 1976, as compared with a
4 per cent rise in 1975: this was by far the
weakest performance for these purchases since
1959. Investment in structures in real terms fell
by almost {4 per cent during 1976, with much
of the cutback accounted for by highways and
school buildings. Real spending for capital
goods by State and local governments is cur-
rently only about 70 per cent of the peak levels
of the late 1960’s.

The largest clement in the spending slow-
down, however, has been a reduced rate of
hiring. Over the past decades, State and local
governments have been a strong source of de-
mand for labor. But preliminary indicators sug-
gest that only about 200,000 new jobs were
created in this sector over the four quarters of
1976—about half the average annual gain.

There has been some acceleration in wage
rate increases for public employees, which
partly offset the impact on outlays of the reduced
pace of employment gains in 1976. Over the
four quarters of the yecar compensation per
worker in this sector rose in the 7 per cent range,
compared with 6.5 per cent in 1975, This ac-
celeration probuably reflects an attempt by public
employees to compensate for the shortfall in
their wage increases between 1972 and 1975
relative to those of private sector employees.

NET EXPORTS

U.S. net exports of goods and services on a
national income accounts basis averaged $6.9
billion in 1976, down sharply from $20.5
billion recorded in 1975, The decline partly



reflected growth in merchandise imports —stim-
ulated by the cconomic recovery in the United
States—and the dampening effect on U.S. ex-
ports of the sluggish recovery in much of the
industrial world. Merchandise exports rose only
moderately in both volume and value terms after
the fourth quarter of 1975, contributing little to
the strength of over-all demand. At the same
time. the strong rise in umports, and cspecially
a major increase in payments for imported fuels
in the summer months, ilso had a depressing
effect on aggregate activity.

Imports of merchandise into the United States
grew rapidly during 1976, with increased de-
mands for both [uel and nonfuel goods. Nonfuel
imports rose by more than 20 per cent from their
recession-depressed levels of 1975, In the first
quarter the expansion of these imports centered
in industrial supplies and materials and in auto-
mobiles from Japan, both of which were asso-
clated with rebuilding of stocks. A second burst
of nonfuel import growth occurred in the third
quarter; all major end-use categories exeept
automobiles contributed to the cxpansion of
imports.

The volume of petroleum imported in 1976
rose more than 20 per cent from the level in
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1975 - -increasing more than three times as last
as real GNP and pushing the bill for imported
fuel to $37 billion. Roughly 40 per cent of the
total petroleum consumed in this country is
imported, and all of the swing in petroleum
consumption during the recession and recovery
occurred in the imported segment. Fuel imports
are particularly sensitive to recovery in domestic
activity. but they were further stimulated in
1976 by a continuation of the decline in domes-
tic oil production, and beginning in the third
quarter, by stockbuilding in anticipation of a
possible price increase by the Organization of
Petroleum Exporting Countries at year-cnd.,

Growth in U.S. exports in 1976—led by
exports of capital goods—was constrained by
the sluggishness in the recovery overseas. Agri-
cultural exports made a strong contribution to
the over-all export performance, with the vol-
ume up 16 per cent over the four quarters of
1976.

Net services and military transactions (as de-
fined in the national income accounts) added
over $3 billion more to net exports in 1976,
compared with 1975, The increase in the surplus
on these transactions continues the pattern of
the past several years: rising income from U.S.
investments abroad. declining overseas military
expenditures by the United States, and rising
sales of military equipment to foreign govern-
ments.

THE TABOR MARKILT

Conditions in the labor market responded fa-
vorably to the increase in output during the first
part of 1976. But when the pace of aggregate
activity moderated. cmployment gains slowed
and the unemployment rate rose. During the first
part of the year, employment grew rapidly and
the unemployment rate continued to fall from
a recession high of 8.9 per cent in May 1975
to 7.3 per cent in May 1976, However, sales
and production flattened out over the summer,
and, as a result, employment gains dwindled,
the workweek was cut back in several indus-
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tries, and there was a rise in layofls and in the
unemployment rate.

During the first 4 months of the year, more
than 1.2 million additional jobs were added to
industry payrolls. But as employment growth
slackened. monthly increases in nonfarm payroll
cmployment were cut to a third of the rate earlier
in the year. The biggest slowdown was in man-
ufacturing, where employment (when adjusted
for strike activity) grew by only 65,000 between
April and December, compared with a rise of
more than 470.000 during the first 4 months of
the year. Substantial slowing in employment
growth also occurred in other sectors; for ex-
ample. in construction and State and local gov-
crnments.

The total unemployment rate by the end of
the year was 7.9 per cent—only fractionally less
than a yecar carlicr. This compares with a rate
of less than 5 per cent that had prevailed in
1973 before the recession began. The reduction
in joblessness during the early part of the re-
covery was concentrated among various groups
of experienced workers, and these workers also
cncountered the greatest relative increase in
unemployment because of the pause in aggre-
gate activity. Nearly half of the increase in
uncmployment during the last 7 months of the
year was due to job loss, and in December the
unemployment rate for adult men was 6.2 per

cent—compared with a pre-recession rate of
slightly more than 3 per cent.

WAGES, PRODUCTIVITY .
AND LABOR COSTS

Wage rate increases slowed substantially in
1976 from the exceptionally rapid rate of the
preceding 2 years, despite a heavy collective
bargaining schedule that included contract sct-
tlements in the trucking, rubber. clectrical
equipment, auto, and agricultural implement
industrics. Over the four quarters of 1976 the
average hourly carnings index—the broadest
measure of wage rates—rose 6.7 per cent,
compared with 8.2 per cent in the preceding
year. The slowdown was widespread across
major industries. After adjusting for the cffects
of price inflation, the hourly carnings index
grew about 1.6 per cent during 1976.

The growth in nonfarm business productivity
remained  above its  long-term  trend rate
throughout 1976. Productivity grew at annual
rates of 5.8 per cent and 5.4 per cent in the
first and sccond quarters, respectively, and then
dropped to a 2.9 per cent annual rate in the
third quarter as gains in output slowed. Produc-
tivity growth generally behaves in a procyclical
manner, and the above-average growth in 1976
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is a reflection of the recovery of cconomic
activity from the recent recession. Even with
this favorable experience, however, the produce-
tivity index has not made up for carlier slow
growth and thus remains signiticantly below its
long-run trend line.

Since the latter part of the 1960°s. produc-
tivity growth has slowed considerably from its
rate carlier in the postwar period. This reflects.,
in part, the continued change in the composi-
tion of output toward the service-producing
sectors, where average productivity levels are
lower:; the diversion of labor and capital re-
sources toward the production of a better envi-
ronment and of better working conditions. —out-
puts that are not measured in the GNP ac-
counts; and a slowing in the growth of the ratio
of the capital stock to labor inputs. Also, the
quadrupling of crude oil prices in 1973 and
1974 apparently lorced some producers to re-
duce the use of certain high-productivity, high-
energy technologics and rendered some of the
existing, energy-ineflicient capital stock obso-
lete.

Hourly compensation- -which includes fringe
benelits and employer contributions 1o social
sceurity—-rose by about 8% per cent during
1976, about as much as in the preceding year.
Part of the increase reflected a rise in social
seeurity costs in the first quarter. Despite this
continuation of relatively large increases in
hourly compensation, the sizable increase in
productivity over the year acted to hold down
the rise in unit labor costs. During 1976 unit
labor costs rose by about 3% per cent. close
to the average increase in the preceding year,
bul down significantly from the 13 per cent rate
in 1974,

PRICLES

Moderation of the rate of inflation in 1976 in
large part reflected special factors. Consumer
prices rose by about 5 per cent over the four
quarters of 1976, compared with more than 7
per cent during 1975, The food component of
the index at year-end 1976 was only slightly

The Fconomy in 1976 Il

above its December 1975 levell in contrast to
a 6.5 per cent increase during the preceding
year. Early in the year moderation of the con-
sumer price rise also stemmed from declines in
prices of petrofeum products. Excluding food
and ¢nergy items, however, the consumer price
index rose by about 6% per cent in 1976—--not
much slower than the increase of 6.9 per cent
in 1975.

Wages and consumer prices

Percentage change trom previous year
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The favorable pattern of food prices in 1976
wus attributable to abundant supplics of most
farm goods. particularly in the livestock sec-
tor--in large part a response to excellent feed
crops during the previous vear. Near the end
of the year, however, cattle prices had started
to rise. as livestock operations became unprofit-
able for some producers and as slaughter of
breeding herds began to taper off.

Prices of petroleum products declined carly
in 1976, as a result of the elimination of the
$2 import fee on crude oil and the rollback of
average domestic crude oil prices under the
Energy Conservation and Policy Act. By spring,
however. energy prices resumed their rapid rise
under the impact of higher demand as well as
partial deregulation. From April to December,
consumer prices of energy items rose at about
a 15 per cent annual rate, in contrast to a S
per cent rate for nonenergy items. For the year
as a whole, however, cnergy price increases
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were larger only for natural gas, up about 18
per cent at retail because of changes in regulated
rates.

Wholesale prices of industrial commodi-
tics—both materials and finished goods—rose
slowly during most of the first half but picked
up later in the year. While some of the acceler-
ation was in the energy grouping, there were
also large adjustments in basic metals, motor
vchicles, and nonautomotive machinery and
equipment; lumber and plywood prices also rose
rapidly during most of the year.

Developments in the food and energy sectors

may continue to dominate price trends in the
first half of 1977, Food supplies in general
should continue to be ample, but the outlook
lor food prices may be somewhat less favorable
than in 1976. For ¢nergy, the impact of expected
further increases in prices of imported crude oil
and natural gas should continue to put upward
pressure on the general price level. Mcanwhile,
the underlying rate of inflation remains quite
high by historical standards, and recent data
suggest continued upward pressures on indus-
trial prices despite substantial underutilization
of industrial capacity. [



Record of Policy Actions
of the Federal Open Market Committee

———

MEETING HELD ON NOVEMBER 6. 1976

Domestic Policy Directive

The information reviewed at this meeting suggested that real output
of goods and services-—which had increased at an annual rate of
4.0 per centin the third quarter, according to preliminary estimates
of the Commerce Department—might be expanding at a somewhat
slower pace in the current quarter. The rise in average prices—as
measured by the lixed-weighted price index for gross domestic
business product- -appeared to be somewhat faster than in the third
quarter, when it had slowed to an annual rate of 4.4 per cent.

A stafl analysis suggested that in the fourth quarter a significant
reduction in the over-all rate of inventory accumulation might be
taking place in response to the increases in inventory/sales ratios
that had developed in many lines of manufacturing and trade over
the past several months. [t appeared that final purchases of goods
and services in real terms were expanding at about the third-quarter
rate and, with production schedules curtailed. that inventory posi-
tions would be brought into better balance.

Stall projections suggested. therefore, that growth in real GNP
would pick up somewhat in the first quarter of 1977 and that it
waould be sustained at about the first-quarter rate well into the new
vear. On balance. however, the projected rates of growth were
slightly less than those of a month carlier. The projected expansion
in business fixed investment was scaled down somewhat further,
and the anticipated growth in personal consumption expenditures
also was reduced a little. On the other hand, the rise in residential
construction was now cxpected to be somewhat stronger.

The stafl’ projections continued to suggest that both Federal and
State and local government purchases of goods and services would
increase at a moderate pace in the quarters immediately ahead.
With respect to the Federal Government, on October 27 the Treas-
ury and the Office of Management and Budget had announced
that spending on a unified budget basis had fallen $11.4 billion
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short of the estimates of last January for the period encompassing
the fiscal year ending June 1976 and the third quarter of calendar
year 1976—the **transition quarter’” resulting from the change from
a fiscal year running from July through June to one running from
October through September. In the administration’s Mid-Session
Review of the 1977 Budget issued in July. it had been assumed
that spending in the transition quarter would be augmented by a
shift in outlays from fiscal year 1976, making up for the shortfall.
However, the assumed shift did not occur. The staft projections
for over-all Federal outlays and for growth in real output reflected
a judgment—based on an analysis of the types of Federal outlays
that had fallen short of carlier expectations-—that the shortfall would
have only a relatively small carryover effect in the fiscal year
beginning October 1976. No allowance was made in the projections
for new fiscal policy initiatives.

Retail sales were now estimated to have declined substantially
in Scptember. The advance report suggested that sales had increased
little in October and that they were no higher than the monthly
average in the third quarter. However, sales of new automobiles
were adversely affected by a strike at the plants of a major producer;
in October auto sales fell to an annual rate of 9.5 million units
from 10 million in September. Sales at apparel and general mer-
chandise stores rose sharply in October after having declined in
the previous month.

The index of industrial production—which for September had
been revised downward to show a small decrecase—declined some-
what further in October to a level that was 0.5 per cent below
the average for the third quarter. A significant part of the decline
in output over the 2 months was accounted for by strikes. In
October. however, decreases in output were widespread among
industries, including both those making final products and those
making materials.

After adjustment for strikes, total payroll employment in nonfarm
establishments rose modestly further in October. In manufacturing,
however, employment declined even after adjustment for strikes.
Since July, total employment, the civilian labor force, and unem-
ployment—as measurcd by the houschold survey—had changed
little. The rate of unemployment was 7.9 per cent in October,
compared with 7.8 per cent in September.
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Private housing starts were reported to have declined somewhat
in October from an advanced level; indeed, the figurc for September
was revised to show an even larger increase than had been indicated
a month carlicr. Thus, the October level of starts, at an annual
rate of almost 1.8 million units, was considerably above the
third-quarter average. In September. moreover, the dollar volume
of mortgage commitments outstanding at savings and loan associa-
tions had continued to advance, reaching a new record.

New orders for nondefense capital goods—which had declined
in August for the first time in 1976—advanced in September to
a level that, in real terms, was about 15 per cent higher than in
December 1975, Unfilled orders continued to change little and
remained at a level well below that at the end of 1975, Construction
contracts for commercial and industrial buildings, measured in
terms of floor space, dropped in September after having edged down
in both July and August. Total contracts in the third quarter, while
down from the preceding quarter, were still well above those of
the first quarter. Private surveys of business plans for 1977 sug-
gested that expenditures for plant and ecquipment would be signifi-
cantly higher than in 1976, cven after allowance for the average
risc in prices of capital goods anticipated by the survey respondents.

The index of average hourly carnings for private nonfarm pro-
duction workers advanced at an annual rate of 7 per cent in October,
about the same as from the second to the third quarter; the rise,
while slightly higher than in the first two quarters of 1976, remained
somewhat below the rapid rate of increase during 1975, In the
third quarter of 1976 productivity in the private business sector
of the cconomy continued to improve at a good pace. and the
annual rate of increase in labor costs per unit of output was 3.8
per cent——the same as in the preceding quarter.

The acceleration of the rise in average wholesale prices of
industrial commodities that had begun in Junc—after 5 months at
a reduced rate of increase—continued in October, when the index
rose | per cent. Increases were largest for fuels and power: for
transportation equipment— reflecting prices set on new models of
automobiles and trucks; and for lumber and wood products. The
wholesale price index for all commodities rose less rapidly in
October than in September. however, because of a decline in
average prices of farm products and foods.
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The consumer price index rose at an annual rate of about 5 per
cent in September, compared with an average rate of 6 per cent
in the months of April through August. Average retail prices of
foods were stable in September, and average prices of other
commodities and of services increased a little less than in the
previous month.

The average value of the dollar against leading forcign currencies
remained stcady over the 4 weeks between the October and No-
vember meetings of the Committee. The dollar declined slightly
against the German mark and associated currencies in the European
“*snake”’ arrangement, but it rose against the pound sterling and
the Italian lira. On October 27 Mexico again allowed the peso
to float downward against the dollar; after a depreciation of about
20 per cent, the Bank of Mexico stabilized the peso at a rate 50
per cent below the level that had been maintained for 22 years
prior to the beginning of September.

The U.S. foreign trade deficit, which had diminished in August,
widened again in September as imports expanded while exports
changed little. From the second to the third quarter the rise in
imports was substantial, due to especially large increases in fucls,
other industrial supplics, and consumer goods. The increasc in
exports was much less, and the deficit in the third quarter was
about double the average for the first two quarters of 1976.

In October total credit at U.S. commercial banks showed the
largest monthly rise since mid-1974, reflecting a sizable increase
in loans. Expansion in business loans was sharp—substantially
exceeding a modest contraction in outstanding commercial paper
of nonfinancial businesses.

The narrowly decfined money stock (M;), after changing little
in September, was estimated to have expanded at a 14%: per cent
annual ratc in October. However, data for early November sug-
gested that growth in that month would be much slower. Over
the 12 months ending in October, M; grew at a rate of 5.7 per
cent.

The October resurgence of growth in M, was reflected in an
acceleration of expansion in the broader monetary aggregates. M,
and M;. Inflows of the types of time and savings deposits included
in the broader aggregates continued strong, as yields on competing
market securities remained below the rates offered on such deposits.
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Over the 12 months ending in October, M, and M, grew at rates
of 10.7 and 12.6 per cent. respectively.

System open market operations since the October meeting had
been guided by the Committee’s decision to seek bank reserve and
money market conditions consistent with moderate growth in mon-
ctary aggregates over the period ahcad. Over the inter-mecting
period. the Federal funds rate had remained close to 5 per cent.

On October 21, 2 days after the October meeting, incoming data
suggested that over the October-November period rates of growth
in both M, and M, would be at about the upper limits of the ranges
specified by the Committee. Therefore, it appeared likely that any
reduction in the Federal funds rate in that week—pursuant to the
Committee’s consensus at the October meeting—would have to
be quickly reversed. In those circumstances the Committee con-
curred in Chairman Burns® recommendation of October 21 that
the Manager be instructed to continue to aim during that week
lor a Federal funds rate at about the prevailing level of 5 per cent.

Data becoming available during the following week continued
to suggest unexpected strength in growth of the monetary aggre-
gates. In response to an inquiry from the Manager concerning the
appropriate interpretation of the Committee’s instructions, Chair-
man Burns noted that at the meeting held on October 19 the
Committee had agreed upon a policy course that contemplated a
slight casing of money market conditions, and that the objective
for the weekly-average Federal funds rate would have been reduced
to about 4% per cent had there not been indications of surprising
strength in the monetary aggregates. Accordingly, the Chairman
advised that in his judgment any significant increase in the Federal
funds rate at that time from the prevailing level of S per cent would
be inconsistent with the Committee’s intent. No member of the
Committee expressed the view that a rise in the Federal funds rate
would be appropriate.

Market interest rates fluctuated in a narrow range during the
inter-meeting period. On balance. most rates edged higher, as
strength in the published weekly data for the monetary aggregates
apparently dispelled market expectations that the carly October
decrcase of % of a percentage point in the Federal funds rate would
be followed by a further decline. However. the prime rate charged
by commercial banks—-which generally responds with a lag to
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changes in market rates—was reduced % of a percentage point
to 6% per cent.

Corporate financing in markets for longer-term bonds expanded
substantially in October, reaching the largest volume since June.
Utilities stepped up the pace of their financing; finance companies
were again active issucrs; and several large industrial firms added
to the over-all supply of new sccuritics. In addition, takedowns
of privately placed obligations of corporations apparently continued
at a record pace.

Around mid-October underwriters of publicly offered corporate
bonds encountered buyer resistance on several aggressively priced
new issues, and a number of syndicates with sizable unsold balances
were forced to terminate restrictions on the prices at which they
would sell the issues. By the month-end, however, after new issues
began to be priced to provide somewhat higher yields and most
of the expanded monthly volume of new ofterings had been placed,
the tone of the bond market improved.

In markets for State and local government bonds, the volume
of new issucs was also large in October. Although yiclds in these
markets backed up around midmonth, along with those in other
markets, spreads between higher- and lower-rated municipal issues
narrowed somewhat. Large purchases of higher-yielding, longer-
term issues by property-liability insurance companies, commercial
banks, and newly authorized mutual funds of municipal bonds
contributed to the narrowing of risk premiums.

The U.S. Treasury was a sizable borrower in the period between
the October and November meetings of the Committee. It raised
$1.3 billion of new money through the sale of 2-year notes in
late October and $2.5 billion in conjunction with its November
refinancing. In the refunding the Treasury auctioned $3.3 billion
of 3-year notes at an average rate of 6.36 per cent; $3.0 billion
of 7-year notes at an average rate of 7.02 per cent; and $1.0 billion
of reopened 23'%-year bonds at an average rate of 7.9 per cent.

Activity in the mortgage market appeared to have remained
strong in October. Acquisitions of mortgages by savings and loan
associations continued at a rapid pace, and the volume of new
issucs of GNMA-guaranteed securities was large. Between the
October and November meetings of the Committee, average interest
rates on new commitments for long-term conventional home mort-
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gages at savings and loan associations had moved down 10 basis
points.

Credit demands for the remainder of the year were expected
to be gencrally moderate both at banks and in the securitics markets.
Corporations appeared (o be scheduling fewer new bond issues than
they had in the carly part of the year. It was not clear whether
this reflected reduced over-all financing requirements, or a slacken-
ing of efforts to restructure balance sheets, or simply a change
in borrowers’ expectations with regard to the level of interest rates
in the future.

The U.S. Treasury’s needs for new money during the rest of
the year appeared to have been fully discounted by the market.
With respect to State and local government issues, market partici-
pants were anticipating a continued sizable volume of longer-term
debt offerings. as many issuers were taking the opportunity to fund
short-term debt and to reactivate carlier plans for long-term bor-
rowing. Demands for such sccurities, however, appcared to be
generally strong.

In their discussion of the economic situation, members of the
Commifttec were in agreement that the sluggishness or “‘pause’
in the growth of real output was continuing. As at the mid-October
mecting, no member suggested that a recession was likely. Some
members noted clements of strength in the current situation that
gave promise of near-term revival in the pace of expansion, and
some indicated a belicf that growth in cconomic activity in the
quarters just ahcad would cxceed the modest rates suggested by
the staft projections. However, some members cxpressed the view
that prospects had deteriorated further over the past month, or at
least that uncertaintics about the outlook had increased. It was also
noted that the cconomy might be subjected to another increase in
the price of imported oil. Concern was again expressed that growth
in the near term would be inadequate to make much if any progress
in reducing the unemployment rate. Inflation also continued to be
a source of concern, in part because of its potentially adverse effect
on business outlays for fixed capital and on consumer outlays.

Several reasons were given for thinking that the outlook for
growth in cconomic activity had weakened during the past month.
On the basis of estimated retail sales figures through October, it
appeared that consumer purchases had been inadequate to prevent
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inventories from becoming excessive in a number of industries.
While there were signs that consumer buying had picked up in
recent weeks, there was a possibility that the improvement repre-
sented earlier-than-usual Christmas shopping—-perhaps spurred by
carly promotions of such goods—and that it would be followed
by disappointing figures later in the season. In any case, it was
suggested, the disappointing performance of sales and the accom-
panying build-up of inventories now had lasted long enough to
have secondary ctlects: In the past few months output in some
industries had been reduced and real nonfarm personal income had
not grown much. In these circumstances, expansion in capital
spending might lag behind the pace indicated by surveys of business
spending plans or might actually lose momentum altogether as
businessmen awaited more positive signs of strength in the econ-
omy. The state of confidence—as reflected by the decline in stock
prices---was regarded as a source of concern.

It was noted that, in part because of the shortfall in Federal
outlays in recent quarters, the Federal budget on the high-
cmployment basis had shifted from deficit to surplus and thus had
been exerting a restrictive cffect on the economy at a relatively
carly stage of the current business expansion. However. it was
suggested that the likelihood of a tax reduction now had to be
taken into account in assessing the outlook, although any reduction
probubly would not actually come until next spring.

It was suggested in the discussion that during the next few months
the attitudes and decisions of consumers and businessmen would
be influenced in a significant way by their assessments of the
cconomic policies of the new administration. Some businessmen
were reported o be concerned that steps taken to stimulate cco-
nomic expansion might soon be followed by imposition of some
form of price and wage controls.

The likelihood of an uptrend in Federal spending, whether or
not a significant part of the recent shortfall was made up, was
one of several reasons cited for expecting that before long growth
in over-all econoniic activity would accelerate. In addition, partic-
ular attention was called to the good rise in the number of housing
starts and to the continuing strength in new orders for nondefense
capital goods. Members reported, moreover, that retail sales in
some areas were doing well and that since mid-October the volume
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of freight being moved had risen after a slow period. And it was
suggested that as the new administration was formed and provided
additional information as to how it planned to deal with particular
cconomic problems. uncertaintics would diminish and businessmen
and consumers would become more optimistic about the future.

At its telephone meeting on November 8 the Committee had
agreed that from the third quarter of 1976 to the third quarter of
1977, average rates of growth in the monetary aggregates within
the following ranges appeared to be consistent with broad economic
aims: My, 4% o 6% per cent; M,, 7% to 10 per cent; and My,
9 to 1% per cent. The associated range for growth in the bank
credit proxy was S to 8 per cent. It was agreed that the longer-term
ranges. as well as the particular aggregates for which such ranges
were specificd. would be subject to review and modification at
subsequent mecetings. I also was understood that short-run factors
might cause growth rates from month to month to fall outside the
ranges contemplated for annual periods.

In the discussion of current policy at this meceting, members
of the Committee in general favored some casing in money market
conditions in the period immediately ahead, so long as growth in
the monctary aggregates did not appear to be unduly rapid. A
number of members felt that any such casing should be slight;
they suggested o near-term reduction in the weekly-average Federal
funds rate to about 4% per cent {rom its prevailing level of about
5 per cent. In the judgment of these members liquidity positions
were adequate for the needs of the cconomy. In particular, they
noted that nonfinancial corporations were able to meet a large part
of their financing needs with internally generated funds, that savings
and loan associations were experiencing enormous inflows of funds,
and that underlying demands for loans at commercial banks were
weak. In these circumstances, it was suggested, the benefits of
a move towdrd casier conditions would bhe negligible. Morcover.
anything more than a slight casing so late in the business expansion
could cause diflicultics later on. Also, against the background of
the recent rate of increase in prices and the rapid monetary growth
in October, anything morc than a slight casing might be interpreted
as a lessening of the Federal Reserve System’s concern about the
continuing problem of inflation.

Other members leaned toward a somewhat greater near-term
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reduction in the Federal funds rate, to 4% per cent. Among these,
some were inclined to question whether liquidity positions could
be considered adequate, especially in view of the sluggish per-
formance of the economy. While the various measures of liquidity
of nonfinancial corporations had improved over the past year or
so. they still appeared to be less favorable than they had been
at this stage of earlier business cycles in the postwar period. In
this context it was observed that nominal long-term interest rates
were still high by postwar standards and that—the rate of inflation
notwithstanding—current levels of interest rates tended to discour-
age some business managers from undertaking or enlarging com-
mitments to make capital investments and consumers from under-
taking commitments to buy houses. Modest downward pressure
on short-term interest rates, it was argued, would be communicated
in some degree to longer-term rates as managers of the portfolios
of financial institutions lengthened the average maturities of those
portfolios in an effort to maintain a satisfactory over-all return.

In considering the ranges of growth rates for the monetary
aggregates to be specified for the November—December period, the
members took account of the indications that growth in November
was likely to be relatively slow for M, and relatively rapid for
M,. For M,, most members favored a range of 3 to 7 per cent
or 2% to 6% per cent. For M,, most members favored a range
of 9% to 13% per cent or 9 to 13 per cent.

A number of divergent views were cxpressed with respect to
the range to be specified for the weekly-average Federal funds rate
in the inter-meeting period. Members proposed ranges that varied
in width from 4% to 5% per cent at one extreme to 4% to 5 per
cent at the other, and a number suggested retention of the range
of 4%2 to 5% per cent specified at the previous meeting. Some
of those members advocating the narrower ranges favored placing
greater cmphasis on money market conditions in the domestic
policy directive to be issued to the Federal Reserve Bank of New
York than had been the case in the directive issued at the meeting
a month carlier. Others, however, preferred to retain language

‘similar to that adopted in October, which placed more emphasis

on the behavior of the aggregates in guiding operations.

At the conclusion of the discussion the Committee decided to
scek bank reserve and moncy market conditions consistent with
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moderate growth in monetary aggregates over the period ahead.
Specifically, the Committec concluded that growth in M, and M,
over the November—December period at annual rates within ranges
of 3 to 7 per cent and 9% to 13'% per cent, respectively, would
be appropriate. It was understood that, in assessing the behavior
of the aggregates, the Manager should continue to give approxi-
mately equal weight to the behavior of M, and of M.,

It was agreed that until the next meeting the weekly-average
Federal funds rate might be expected to vary in an orderly way
within a range of 4% to 5% per cent. It was also agreed that the
Manager should aim to reduce the Federal funds rate to about 4%
per cent within the next week and to about 4% per cent within
the following week—provided that growth in the monetary aggre-
gates did not appear to be strong relative to the specified ranges—
and to decide on subsequent objectives on the basis of incoming
data for the monetary aggregates. As customary, it was understood
that the Chairman might call upon the Committee to consider the
need for supplementary instructions before the next scheduled
meeting if significant inconsistencies appeared to be developing
among the Commitiee’s various objectives.

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

The information reviewed at this meeting suggests that growth
in real output of goods and services in the fourth quarter may be
falling somewhat below the third-quarter rate. [n October retail sales
increased little following a decrease in September. Industrial pro-
duction and employment in manufacturing declined, in part because
of strikes. After adjustment for strikes. total payroll employment
in nonfarm establishments rose somewhat further. According to
houschold survey data, the unemployment rate edged up from 7.8
to 7.9 per cent. The wholesale price index for all commaodities rose
less rapidly in October than in September as average prices of farm
products and foods declined: however, average prices of industrial
commoditics rose sharply further. The advance in the index of
average wage rates over recent months has remained  somewhat
below the rapid rate of increase during 1975,

The average valtue ol the dollar against leading foreign currencics
has remained steady in recent weeks, declining slightly against the
German mark and associated European currencies but rising against
the pound sterling and the lira, in September the U.S. foreign trade
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deficit widened again, and the third-quarter deficit was about double
the average of the first two quarters of 1976.

M. which was about unchanged in September, expanded sharply
in October. Growth in M, and My accelerated as inflows of the
time and savings deposits included in these broader aggregates
continued exceptionally strong. Interest rates have tuctuated in a
narrow range in recent weeks.,

In light of the foregoing developments, it is the policy of the
Federal Open Market Committee to foster financial conditions that
will encourage continued economic expansion, while resisting in-
Nationary pressures and contributing to a sustainable pattern of
international transactions.

To implement this policy. while taking account of developments
in domestic and international financial markets. the Committee seeks
to achicve bank reserve and money market conditions consistent
with moderate growth in monetary aggregates over the period ahead.

Votes for this action: Messrs. Burns, Volcker,
Black, Coldwell, Gardner, JTackson, Kimbrel, Lilly,
Partec. Wallich, Winn, and Guffey. Votes against
this action: None. Absent and not voting: Mr.
Balles. (Mr. Guffey voted as alternate for Mr,
Balles.)

# * *# * *

Records of policy actions taken by the Federal Open Market Committee at cach
meeting. in the form in which they will appear in the Board's Annual Report,
are released about a month after the meeting and are subsequently published in
the BUTLFTIN.
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Law Department

Statutes, regulations, interpretations, and decisions

Equal Credit Opportunity

The Board of Governors has issued a revised
Regulation B to implement 1976 amendments to
the Equal Credit Opportunity Act.

Effective March 23, 1977, Purt 202 is amended
to read as follows:

Section 2021
Authority, Scope. Einforcement,
Penalties and Liabilities, Interpretations

(i) Authority and scope. This Part' comprises
the regulations issued by the Board ol Governors
of the Federal Reserve System pursuant to Title
VI (Equal Credit Opportunity Act) of the Con-
sumer Credit Protection Act, as amended (15
U.S.C. § 1601 ¢r seq.). Vxeept as otherwise pro-
vided herein, this Part applies to all persons who
are creditors, as defined in section 202.2(1).

(b) Administrative enforcement. (1) As set
forth more fully in section 704 of the Act, admin-
istrative enforcement of the Act and this Part
regarding certain creditors is assigned to the
Comptroller of the Currency. Board of Governors
ol the Federal Reserve System. Board of Directors
of the Federal Deposit Insurance Corporation Fed-
cral Home Loan Bunk Board (acting directly or
through the Federal Savings and Loan Insurance
Corporation), Administrator of the National Credit
Union Administration, Interstate Commerce Com-
mission, Civil Acronautics Board, Sceretary of
Agriculture, Farm Credit Administration, Securi-
ties and Exchuange Commission, and Small Busi-
ness Administration.

(2) Bxcept to the extent that administrative en-
forcement is specifically committed to other au-
thorities. compliance with the requirements im-
posed under the Act and this Part will be enforced
by the Federal Trade Commission.

*As used herein, the words “tihis Part”” mean Regulation
B, 12 CFR 202,

(¢) Penalties and liabilities. (1) Sections 706(a)
and (b) of the Act provide that any creditor who
fails t0 comply with any requirement imposed
under the Act or, pursuant to section 702(g), this
Part is subject to civil liability for actual and
punitive damages in individual or class actions.
Pursuant to section 704 of the Act, violations of
the Act or, pursuant to section 702(g). this Part
constitute violations of other Federal laws may
provide further penalties. Liability for punitive
damages is restricted by section 706(h) to non-
governmental entities and is limited to $10.000
in individual actions and the lesser of $500.000
or one percent of the creditor’s net worth in class
actions. Section 706(¢) provides for equitable and
declaratory relief. Section 706(d) authorizes the
awarding of costs and reasonable attorney’s fees
to an aggrieved applicant in a successful action.

(2) Scction 706(c¢) relieves a creditor from civil
liability resulting from any act done or omitted
in good faith in conformity with any rule, regula-
tion, or interpretation by the Board of Governors
of the Federal Reserve System, or with any inter-
pretations or approvals issued by a duly authorized
ofticial or employee of the Federal Reserve Sys-
tem. notwithstanding that after such act or omis-
sion has oceurred, such rule, regulation, interpre-
tation, or uapproval is amended, rescinded, or
otherwise determined to be invalid for any reason.

(3) As provided in section 706(f). a civil action
under the Act or this Part may be brought in the
appropriate United States district court without
regard to the amount in controversy or in any other
court of competent jurisdiction within two years
after the date of the occurrence of the violation
or within one year after the commencement of an
administrative enforcement proceeding or a civil
action brought by the Attorney General within two
years after the alleged violation,

(4) Sections 706(g) and (h) provide that. if the
agencies responsible for administrative enforce-
ment are unable to obtain compliance with the Act
or. pursuant to section 702(g), this Part, they may
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refer the matter to the Attorney General. On such
referral, or whenever the Attorney General has
recason to believe that one or more creditors are
engaged in a pattern or practice in violation of
the Act or this Part, the Attornecy General may
bring a civil action.

(d) Interpretations. (1) A request for a formal
Board interpretation or an ofticial stafl interpreta-
tion of this Part must be addressed to the Director
of the Division of Consumer Affairs, Board of
Governors of the Federal Reserve System, Wash-
ington. ID.C. 20551. Each request for an intepre-
tation must contain a complete statement, signed
by the person making the request or a duly au-
thorized agent, of all relevant facts of the transac-
tion or credit arrangement relating to the request.
True copics of all pertinent documents must be
submitted with the request. The relevance of such
documents must, however, be sct forth in the
request, and the documents must not merely be
incorporated by reference. The request must con-
tain an analysis of the bearing of the facts on the
issucs and must specify the pertinent provisions
of the statute and regulation. Within 15 business
days of receipt of the request, a substantive re-
sponsc will be sent to the person making the
request, or an acknowledgement will be sent that
sets a reasonable time within which a substantive
response will be given.

(2) Any request for reconsideration of an official
sttt interpretation of this Part must be addressed
to the Secretary, Board of Governors of the Fed-
eral Reserve System. Washington, 1D.C. 20551,
within 30 days of the publication of such interpre-
tation in the Federal Register. Each request for
reconsideration must contain a statement setting
forth in full the reasons why the person making
the request believes reconsideration would be ap-
propriate, and must specify and discuss the appli-
cability of the relevant facts, statute, and regula-
tions. Within 15 business days of receipt of such
request for reconsideration, a response granting or
denying the request will be sent to the person
making the request, or an acknowledgement will
be sent that sets a reasonable time within which
such responsc will be given.

(3) Pursuant to scction 706(¢) of the Act, the
Board has designated the Director and other offi-
cials of the Division of Consumer Affairs as offi-
cials “*duly authorized™ to issue, at their discre-
tion, official staft interpretations of this Part. This
designation shall not be interpreted to include

authority to approve particular creditors’ forms in
any manner.

(4) The type of interpretation issucd will be
determined by the Board and the designated offi-
cials by the following criteria:

(1) Official Board interpretations will be is-
sued upon those requests that involve potentially
controversial issues of gencral applicability deal-
ing with substantial ambiguities in this Part and
that raise significant policy questions.

(i) Official staff interpretations will be issued
upon those requests that, in the opinion of the
designated officials, require clarification of techni-
cal ambiguities in this Part or that have no signifi-
cant policy irnplications.

(iii)y Unoflicial stafl interpretations will be
issucd where the protection of § 706(c) of the Act
is neither requested nor required, or where time
strictures require a rapid response.

Section 202.2—Definitions
and Rules of Construction

For the purposes of this Part, unless the context
indicates otherwise, the following definitions and
rules of construction shall apply.®

(a) Account means an extension of credit. When
cmployed in relation to an account, the word use
refers only to open end credit.

{b) Act means the Equal Credit Opportunity Act
(Title VII of the Consumer Credit Protection Act).

(¢) Adverse action. (1) For the purposcs of
notification of action taken, statement of reasons
for denial, and record retention. the term means:

(1) a refusal to grant credit in substantially
the amount or on substantially the terms requested
by an applicant unless the creditor oflers to grant
credit other than in substantially the amount or
on substantially the terms requested by the appli-
cant and the applicant uses or cxpressly accepts
the credit offered; or

(i1) a termination of an account or an unfa-
vorable change in the terms of an account that
does not atfect all or a substantial portion of a
classification of u creditor’s accounts: or

(iii) a refusal to increase the amount of credit
available to an applicant when the applicant re-
quests an increase in accordance with procedures
established by the creditor for the type of credit
involved.

2Note that some of the definitions in this Part are not identical
to those in 12 CFR 226 (Regulition 7).



Law Department 29

(2) The term does not include:

(1) a change in the terms of an account ex-
pressly agreed to by an applicant: or

(ii) any action or forbearance relating to an
account taken in connection with inactivity., de-
fault, or delinquency as to that account: or

(i) a refusal to extend credit at a point of
sale or loan in connection with the use of an
account because the credit requested would exceed
4 previously established credit limit on the ac-
count. or

(iv) a refusal to extend credit because appli-
cable law prohibits the creditor from extending the
credit requested; or

(v) a refusal to extend credit because the
creditor does not ofler the type of credit or credit
plan requested.

(d) Age refers only to natural persons and means
the number of fully-clapsed years from the date
of an applicant’s birth.

(c) Applicant mcuans any person who requests
or who has received an extension of credit from
a creditor, and includes any person who is or may
be contractually liable regarding an extension of
credit other than a guarantor. surcty, endorser, or
similar party.

(f) Application mecans an oral or written request
for an extension of credit that is made in accor-
dance with procedures established by a creditor
for the type of credit requested. The term does
not include the use of an account or line of credit
to obtain an amount of credit that does not exceed
a previously established credit limit. A completed
application for credit means an application in
connection with which a creditor has received all
the information that the creditor regularly obtains
and considers in evaluating applications for the
amount and type of credit requested (including,
but not limited to, credit reports. any additional
information requested from the applicant, and any
approvals or reports by governmental agencies or
other persons that are necessary to guarantee.
insure. or provide sceurity for the credit or collat-
cral); provided. however, that the creditor has
exercised reasonable diligence in obtaining such
information. Where an application is incomplete
respecting matters that the applicant can complete,
a creditor shall make o reasonable effort to notify
the applicant of the incompleteness and shall allow
the applicant a reasonable opportunity to complete
the application.

() Board mcans the Board of Governors of
the Federal Reserve System.

(h) Consumer credit means credit extended to
a natural person in which the money, property.
or service that is the subject of the transaction is
primarily for personal, family, or houschold pur-
posces.

(i) Contractually liable mcans expressly obli-
gated to repay all debts arising on an account by
reason of an agreement to that cffect.

(i) Credit means the right granted by a creditor
o an applicant to defer payment of a debt, incur
debt and defer its payment, or purchase property
or services and defer payment therefor.

(k) Credit card means any card. plate, coupon
book, or other single credit device existing for the
purpose of being used from time to time upon
presentation to obtain money, property, or scrvices
on credit.

(1) Creditor mcans a person who, in the ordi-
nary course of business, regularly participates in
the decision of whether or not to extend credit.
The term includes an assignee, transferee. or
subrogee of an original creditor who so partici-
pates: but an assignee, transferce, subrogee. or
other creditor is not a creditor regarding any vio-
lation of the Act or this Part committed by the
original or another creditor unless the assignee,
transferee, subrogee, or other creditor knew or had
reasonable notice of the act, policy, or practice
that constituted the violation before its involve-
ment with the credit transaction. The term does
not include a person whose only participation in
a credit transaction involves honoring a credit
card.

(m) Credit transaction mcans every aspect of
an applicant’s dealings with a creditor regarding
an application for, or an existing extension of,
credit including, but not limited to. information
requirements: investigation procedures; standards
of creditworthiness: terms of credit; furnishing of
credit information; revocation, alteration, or ter-
mination of credit, and collection procedures.

(n) Discriminate against an applicant mcans
to treat an applicant less favorably than other
applicants.

(0) Elderly means an age of 62 or older.

(p) Empirically derived credit system. (1) The
term means a credit scoring system that evaluates
an applicant’s creditworthiness primarily by allo-
cating points (or by using a comparable basis for
assigning weights) to key attributes describing the
applicant and other aspects of the transaction. In
such a system, the points (or weights) assigned
to cach attribute, and hence the entire score:
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(i) are derived from an empirical comparison
of sample groups or the population of creditworthy
and non-creditworthy applicants of a creditor who
applied for credit within a rcasonable preceding
period of time; and

(ii) determine. alone or in conjunction with
an evaluation of additional information about the
applicant, whether an applicant is deemed credit-
worthy.

(2) A demonstrably and statistically sound,
empirically derived credit system is a sytem:

(1) in which the data used to develop the
system, if not the complete population consisting
of all applicants, arc obtained from the applicant
file by using appropriate sampling principles:

(i) which is developed for the purpose of
predicting the creditworthiness of applicants with
respect to the legitimate business interests of the
creditor utilizing the system, including, but not
limited to, minimizing bad debt losses and operat-
ing expenses in accordance with the creditor’s
business judgment;

(1ii) which, upon validation using appropriate
statistical principles, separates creditworthy and
non-creditworthy applicants at a statistically sig-
nificant rate; and

(iv) which is periodically revalidated as to its
predictive ability by the use of appropriate statisti-
cal principles and is adjusted as necessary to
maintain its predictive ability.

(3) A creditor may use a demonstrably and
statistically sound, empirically derived credit sys-
tem obtained from another person or may obtain
credit experience from which such a system may
be developed. Any such system must satisfy the
tests set forth in subsections (1) and (2); provided
that. if a creditor is unable during the development
process to validate the system based on its own
credit expericnce in accordance with subsection
(2)(iii). then the system must be validated when
sufficient credit experience becomes available. A
system that fails this validity test shall henceforth
be deemed not to be a demonstrably and statisti-
cally sound, empirically derived credit system for
that creditor.

(q) Extend credit and extension of credit mean
the granting of credit in any form and include,
but are not limited to. credit granted in addition
to any existing credit or credit limit; credit granted
pursuant to an open end credit plan: the refinanc-
ing or other renewal of credit, including the is-
suance of a new credit card in place of an expiring
credit card or in substitution for an existing credit

card; the consolidation of two or more obligations;
or the continuance of existing credit without any
special cftort to collect at or after maturity.

(r) Good faith mcans honesty in fact in the
conduct or transaction.

(s) Inadvertent error means a mechanical.
electronic, or clerical error that a creditor demon-
strates was not intentional and occurred notwith-
standing the maintenance of procedures reasonably
adapted to avoid any such error.

(t) Judgmental system of evaluating appli-
cants means any system for evaluating the credit-
worthiness of an applicant other than a demon-
strably and statistically sound. empirically derived
credit system.

(u) Marital status means the state of being
unmarricd, married, or separated, as defined by
applicable State law. For the purposes of this Part,
the term “‘unmarried’” includes persons who arc
single, divorced, or widowed.

(v) Negative factor or value, in rclation to the
age of elderly applicants, means utilizing a tactor,
value, or weight that is less favorable regarding
elderly applicants than the creditor’s experience
warrants or is less tavorable than the factor, value,
or weight assigned to the class of applicants that
are not classified as elderly applicants and are most
favored by a creditor on the basis of age.

(w) Open end credit means credit extended
pursuant to a plan under which a creditor may
permit an applicant to make purchases or obtain
loans from time to time directly from the creditor
or indirectly by use of a credit card, check, or
other device as the plan may provide. The term
does not include negotiated advances under an
open cnd real cstate mortgage or a letter of credit.

(x) Person mecans a natural person, corporation,
government or governmental  subdivision  or
agency, trust, estate. partnership, cooperative, or
association.

(y) Pertinent element of creditworthiness, in
relation to a judgmental system of cvaluating ap-
plicants, means any information about applicants
that a creditor obtains and considers and that has
a demonstrable relationship to a determination of
creditworthiness.

(7) Prohibited basis means race. color. reli-
gion, national origin, sex, marital status, or age
(provided that the applicant has the capacity to
enter into a binding contract); the fact that all or
part of the applicant’s income derives from any
public assistance program, or the fact that the
applicant has in good faith exercised any right
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under the Consumer Credit Protection Act” or any
State law upon which an exemption has been
granted by the Board.

(aa) Public assistance program means any
Federal, State, or local governmental assistance
program that provides a continuing, periodic in-
come supplement. whether premised on entitle-
ment or need. The term includes, but is not limited
to. Aid to Families with Dependent Children, food
stamps. rent and mortgage supplement or assist-
ance programs. Social Security and Supplemental
Sccurity Income. and unemployment compensa-
tion.

(bb) State mecans any State. the District of
Columbia, the Commonwealth of Puerto Rico, or
any territory or possession of the United States.

(ce) Captions and catchlines are intended solely
as aids to convenient reference, and no inference
as to the substance of any provision of this Part
may be drawn from them.

(dd) Footnotes shall have the same legal cffect
as the text of the regulution, whether they are
explunatory or illustrative in nature.

Section 202.3—-
Special Treatment for
Certain Classes of Transactions

(a) Classes of transactions afforded special
treatment. Pursuant to scction 703(a) of the Act.
the following classes of transactions are afforded
specialized treatment:

(1) extensions of credit relating to transactions
under public utility tariffs involving services pro-

Flhe tirst clause ot the detinition is not limited to charace
teristics of the applicant. Theretfore. “*prohibited basis™ as used
in this Part refers not only (o the race, color, religion, national
origin, sex, marital status. or age of an applicant (or of partners
or ofticers of an applicant), but refers alse to the characteristics
of individuals with whom an applicant deals. ‘Fhis means, for
example. that, under the general rule stated in section 2024,
a creditor may not diseriminate against 4 non-Jewish applicant
because of that person’s business dealings with Jews, or
discriminate against an applicant because of the characteristics
ol persons to whom the extension of credit relites (e.g., the
prospective tenants in an apartment complex 1o be constructed
with the proceeds of the credit requested), or because of the
characteristics of other individuals residing in the neighborhood
where the property ottered as collateral is located. A creditor
may take into account. however, any applicable Taw, regula
tion, or executive order restricting dealings with citizens or
governments of other countties or imposing limitations regard-
ing credit extended for their use.

The second clause is limited 1o an applicant’s reecipt of
public assistance income and  to an applicant’s good  faith
exercise of rights under the Consumer Credit Protection Act
or applicable State Taw.

vided through pipe, wire, or other connected fa-
cilities if the charges for such public utility serv-
ices. the charges for delayed payment. and any
discount allowed for carly payment are filed with,
or reviewed or regulated by, an agency of the
Federal government, a State, or a political subdi-
vision thereof:

(2) extensions of credit subject to regulation
under scction 7 of the Sccurities Exchange Act
of 1934 or extensions of credit by a broker or
dealer subject to regulation as a broker or dealer
under the Securitics Exchange Act of 1934,

(3) extensions of incidental consumer credit,
other than of the types described in subscctions
(a)( 1) and (2):

(1) that are not made pursuant to the terms
of a credit card account;

(ii) on which no finance charge as defined
in section 226.4 of this Title (Regulation 7., 12
CFR 226.4) is or may be imposed; and

(iii) that are not payable by agreement in more
than four instalments;

(4h) extensions of credits primarily for business
or commercial purposes. including extensions of
credit primarily for agricultural purposes. but ex-
cluding extensions of credit of the types described
in subscctions (a)(1) and (2); and

(5) extensions of credit made to governments
or governmental subdivisions, agencies, or instru-
mentalities.

(b) Public utilities credit. The following pro-
visions of this Part shall not apply to extensions
of credit of the type described in subsection (a)(1):

(1) section 202.5(d)(1) concerning information
about marital status;

(2) scction 202,10 relating to furnishing of
credit information; and

(3) section 202.12(b) relating to record reten-
tion.

(¢) Securities credit. The following provisions
of this Part shall not apply to extensions of credit
of the type described in subsection (a)(2):

(1) section 202.5(¢) concerning  information
uabout a spouse or former spousc;

(2) section 202.5(d)( 1) concerning information
about marital status;

(3) section 202.5(d)(3) concerning information
about the sex of an applicant;

{4y section 202.7(b) relating to designation of
name but only to the extent necessary to prevent
violation of rules regarding an account in which
a broker or dealer has an interest. or rules necessi-
tating the aggregation of accounts of spouses for
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the purpose of determining controlling interests,
beneficial interests, beneficial ownership, or pur-
chase limitations and restrictions;

(5) section 202.7(c) relating to action concern-
ing open end accounts, but only to the extent the
action taken is on the basis of a change of name
or marital status;

(6) section 202.7(d) relating to signature of a
spouse or other person;

(7) scction 202.10 relating to furnishing of
credit information; and

(8) section 202.12(b) relating to record reten-
tion.

(d) Incidental credit. The following provisions
of this Part shall not apply to extensions of credit
of the type described in subsection (a)(3):

(1) section 202.5(c) concerning information
about a spouse or former spouse;

(2) section 202.5(d)(1) concerning information
about marital status;

(3) section 202.5(d)2) concerning information
about income derived from alimony, child support,
Or scparate maintenance payments,

(4) section 202.5(d)(3) concerning information
about the sex of an applicant to the extent neces-
sary for medical records or similar purposes;

(5) section 202.7(d) relating to signature of a
spouse or other person;

(6) section 202.9 relating to notifications;

(7) section 202.10 relating to furnishing of
credit information; and

(8) section 202.12(b) relating to record reten-
tion.

(¢) Business credit. The following provisions
of this Part shall not apply to extensions of credit
of the type described in subsection (a)(4):

(1) section 202.5(d)(1) concerning information
about marital status;

(2) section 202.9 relating to notifications,
unless an applicant, within 30 days after oral or
written notification that adverse action has been
taken, requests in writing the reasons for such
action;

(3) section 202.10 relating to furnishing of
credit information; and

(4) scction 202.12(b) relating to record reten-
tion, unless an applicant, within 90 days after
adverse action has been taken, requests in writing
that the records relating to the application be
retained.

(f) Governmental credit. Except for section
202.1 relating to authority, scope, enforcement,
penalties and liabilities, and interpretations, sec-

tion 202.2 relating to definitions and rules of
construction, this section, section 202.4 relating
to the general rule prohibiting discrimination, sec-
tion 202.6(a) relating to the use of information,
section 202.11 relating to State laws, and section
202.12(a) relating to the retention of prohibited
information, the provisions of this Part shall not
apply to extensions of credit of the type described
in subsection (a)(5).

Section 202.4—General
Rule Prohibiting Discrimination

A creditor shall not discriminate against an
applicant on a prohibited basis regarding any
aspect of a credit transaction.

Section 202.5—Rules
Concerning Applications

(a) Discouraging applications. A creditor shall
not make any oral or written statement, in adver-
tising or otherwise, to applicants or prospective
applicants that would discourage on a prohibited
basis a reasonable person from making or pursuing
an application.

(b) General rules concerning requests for in-
formation. (1) Except as otherwise provided in
this section, a creditor may request any informa-
tion in connection with an application.?

(2) Notwithstanding any other provision of this
section, a creditor shall request an applicant’s
race/national origin, sex, and marital status as
required in section 202.13 (information for moni-
toring purposes). In addition, a creditor may obtain
such information as may be required by a regula-
tion, order, or agreement issued by, or entered
into with, a court or an enforcement agency (in-
cluding the Attorney General or a similar State
official) to monitor or enforce compliance with the
Act, this Part, or other Federal or State statute
or regulation,

(3) The provisions of this section limiting per-
missible information requests are subject to the
provisions of section 202.7(e) regarding insurance
and sections 202.8(¢) and (d) regarding special
purpose credit programs.

This subsection is not intended to limit or abrogate any
Federal or State law regarding privacy, privileged information,
credit reporting limitations, or similar restrictions on obtainable
information. Furthermore, permission to request information
should not be confused with how it may be utilized, which
is governed by section 202.6 (rules concerning evaluation of
applications).
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(¢) Information about a spceuse or former
spouse. (1) Except as permitted in this subsection,
a creditor may not request any information con-
cerning the spousce or former spouse of an appli-
cant,

(2) A creditor may request any information
concerning an applicant’s  spouse (or former
spouse under (v) below) that may be requested
about the applicant if:

(i) the spouse will be permitted to use the
account; or

(i1) the spouse will be contractually liable
upon the account; or

(iil) the applicant is relying on the spouse’s
income as a basis for repayment of the credit
requested; or

(iv) the applicant resides in a community
property State or property upon which the appli-
cant is relying as a basis for repayment of the credit
requested is located in such a State; or

(v) the applicant is relying on alimony, child
support, or separatc maintenance payments from
a spouse or former spousc as a basis for repayment
of the credit requested.

(3) A creditor may request an applicant to list
any account upon which the applicant is liable and
to provide the name and address in which such
account is carried. A creditor may also ask the
names in which an applicant has previously re-
ceived credit.

(d) Information a creditor may not request.
(1) If an applicant applies for an individual, unse-
cured account, a creditor shall not request the
applicant’s marital status, unless the applicant re-
sides in a community property State or property
upon which the applicant is relying as a basis for
repayment of the credit requested is located in such
a State.® Where an application is for other than
individual, unsecured credit, a creditor may re-
quest an applicant’s marital status. Only the terms
“*married,” “‘unmarried,”” and *‘separated’” shall
be used, and a creditor may cexplain that the

DTN

5This provision does not preclude requesting relevant infor-
mation that may indirectly disclose marital status, such as
asking about Liability to pay alimony. child support, or separate
maintenance; the source of income  be used as a basis {or
the repayment of the credit requested, which may disclose that
it is u spouse’s income; whether any obligation disclosed by
the applicam has a co-obligor, which may disclose that the
co-obligor is a spouse or former spouse; or the ownership of
assets, which may disclose the interest of a spouse, when such
assets are relied upon in extending the credit. Such inquiries
are allowed by the general tule of subsection (b)(1).

category “‘unmarricd’’ includes single, divorced,
and widowed persons.

(2) A creditor shall not inquirec whether any
income stated in an application is derived from
alimony, child support, or separate maintenance
payments, unless the creditor appropriately  dis-
closes to the applicant that such income nced not
be revealed if the applicant does not desire the
creditor to consider such income in determing the
applicant’s creditworthiness. Since a general in-
quiry about income, without further specification,
may lead an applicant to list alimony, child sup-
port, or separate maintenance payments, a creditor
shall provide an appropriate notice to an applicant
before inquiring about the source of an applicant’s
income, unless the terms of the inquiry (such as
an inquiry about salary, wages, investment in-
come, or similarly specified income) tend to pre-
clude the unintentional disclosure of alimony,
child support, or separate maintenance payments.

(3) A creditor shall not request the sex of an
applicant. An applicant may be requested to des-
ignate a title on an application form (such as Ms.,
Miss, Mr., or Mrs,) if the form appropriately
discloses that the designation of such a title is
optional. An application form shall otherwise use
only terms that are neutral as to sex.

(4) A creditor shall not request information
about birth control practices, intentions concerning
the bearing or rearing of children, or capability
to bear children. This does not preclude a creditor
from inquiring about the number and ages of an
applicant’s dependents or about dependent-related
financial obligations or cxpenditures, provided
such information is requested without regard to
sex, marital status, or any other prohibited basis.

(5) A creditor shall not request the race, color,
religion, or national origin of an applicant or any
other person in connection with a credit transac-
tion. A creditor may inquire, however, as to an
applicant’s permanent residence and immigration
status.

(¢) Application forms. A creditor need not use
written applications. If a creditor chooses to use
written forms, it may design its own.® use forms

YA creditor also may continue o use any application form
that complies with the requirements of the October 28, 1975
version of Regulation B until its present stock of those forms
is exhausted or untit March 23, 1978, whichever occurs first.
The provisions of this Part shall not determine and are not
evidence of the meaning of the requirements of the previous
version of Regulation B.
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prepared by another person, or use the appropriate
model application forms contained in Appendix B.
If a creditor chooses 10 use an Appendix B form,
it may change the form:

(1) by asking for additional information not
prohibited by this section:

(2) by deleting any information request; or

(3) by rearranging the format without modify-
ing the substance of the inquiries: provided that
in cach of these three instances the appropriate
notices regarding the optional nature of courtesy-
titles, the option to disclose alimony. child sup-
port, or separate maintenance, and the limitation
concerning marital status inquiries are included in
the appropriate places if the items to which they
relate appear on the creditor’s form. If a creditor
uses an appropriate Appendix B model form or
to the extent that it modifies such a form in
accordance with the provisions of clauses (2) or
(3) of the preceding sentence or the instructions
to Appendix B, that creditor shall be deemed to
be acting in compliance with the provisions of
subsections (¢) and (d).

Scetion 202.6—
Rules Concerning Evaluation of Applications

(1) General ruale concerning use of informa-
tion. Except as otherwise provided in the Act and
this Part, a creditor may consider in evaluating
an application any information that the creditor
obtains, so long as the information is not used
to discriminate against an applicant on a prohibited
basis.”

(b) Specific rules concerning use of informa-
tion. (1) Except as provided in the Act and this
Part, a creditor shall not take a prohibited basis
into account in any system of cvaluating the cred-
itworthiness of applicants.”

(2)(i) Except as permitted in this subsection, a

T The legislative history of the Act indicates that the Congress
intended an “etlects test™” concept, as outlined in the employ:
ment ficld by the Supreme Court in the cases of Griggs v.
Duke Power Co., 401 U.S. 424 (1971), and Alhemarle Puaper
Co. v. Moody, 422 U.S. 305 (1975), to be applicable to a
creditor’s determination of creditworthiness. See Senate Report
1o accompany H.R. 6516, No. 94-589. pp. 4-5; House Report
to accompany H.R. 6516, No. 94-210, p. 5.

“This provision does not prevent a creditor from considering
the marital status of an applicant or the source of an applicant’s
income for the purpose of ascertaining the creditor’s rights
and remedies applicable to the particular extension of credit
and not to discriminate in a determination of creditworthiness.
Furthermore., a prohibited basis may be considered in accord-
ance with section 202.8 (special purpose eredit programs).

creditor shall not take into account an applicant’s
age (provided that the applicant has the capacity
to enter into a binding contract) or whether an
applicant’s income derives from any public assist-
ance program.

(ii) In a demonstrably and statistically sound.
empirically derived credit system, a creditor may
usc an applicant’s age as a predictive variable,
provided that the age of an elderly applicant is
not assigned a negative factor or value.

(ii) In a judgmental system of evaluating
creditworthiness, a creditor may consider an ap-
plicant’s age or whether an applicant’s income
derives from any public assistance program only
for the purpose of determining a pertinent element
of creditworthiness.”

(iv) In any system of cvaluating creditwor-
thiness, a creditor may consider the age of an
clderly applicant when such age is to be used to
favor the elderly applicant in extending credit.

(3) A creditor shall not use, in cvaluating the
creditworthiness of an applicant, assumptions or
aggregate statistics relating to the likelihood that
any group of persons will bear or rear children
or, for that reason, will receive diminished or
interrupted income in the future.

(4) A creditor shall not take into account the
existence of a telephone listing in the name of an
applicant for consumer credit. A creditor may take
into account the existence of a telephone in the
residence of such an applicant.

(5) A creditor shall not discount or exclude
from consideration the income of an applicant or

*Concerning income derived from a public assistance pro-
gram, a creditor may consider. for example, the length of time
an applicant has been receiving such income; whether an
applicant intends to continue to reside in the jurisdiction in
relation to residency requirements for benetits: and the status
of an applicant’s dependents to ascertain whether benefits that
the applicant is presently receiving will continue.

Concerning age. a creditor may consider, for example, the
occupition and length of time 1o retirement of an applicant
to ascertain whether the applicant’s incone (including retire-
ment income, as applicable) will support the extension of credit
until its maturity; or the adequacy ol any sceurity offered if
the duration of the credit extension will exceed the life expec-
tancy of the applicant. An clderly applicant might not qualify
for a five-percent down, 30-year mortgage loan becuause the
duration of the loan exceeds the applicant’s life expectancy
and the cost of realizing on the collateral might exceed the
applicant’s equity. The same applicant might qualify with a
larger downpayment and a shorter toan maturity. A creditor
could also consider an applicant’s age. for example. to assess
the significance of the applicant’s length of employment or
residence (a young applicant may have just entered the joh
market: an elderly applicant may recently have retired and
moved from a long-time residence).
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the spouse of the applicant because of a prohibited
basis or because the income is derived from part-
time cmployment. or from an annuity, pension,
or other retirement benetit, but a creditor may
consider the amount and probable continuance of
any income in cvaluating an applicunt’s credit-
worthiness. Where an applicant relics on alimony,
child support, or separate maintenance payments
in applying for credit, a creditor shall consider
such payments as income to the extent that they
are likely to be consistently made. Factors that
a creditor may consider in determining the likeli-
hood of consistent payments include, but are not
limited to. whether the payments are received
pursuant to a written agreement or court decree;
the length of time that the payments have been
received; the regularity of receipt; the availability
of procedures to compel payment; and the credit-
worthiness of the payor, including the credit his-
tory of the payor where available to the creditor
under the Fair Credit Reporting Act or other ap-
plicable Taws.

(6) To the extent that a creditor considers credit
history in evaluating the creditworthiness of simi-
larly qualified applicants for a similar type and
amount of credit, in evaluating an applicant’s
creditworthiness, a creditor shall consider (unless
the failure to consider results from an inadvertent
error):

(i) the credit history, when available, of
accounts designated as accounts that the applicant
and a spouse are permitted to use or for which
both are contractually liable;

(ii) on the applicant’s request, any informa-
tion that the applicant may present tending o
indicate that the credit history being considered
by the creditor does not accurately reflect the
applicant’s creditworthiness; and

(iii) on the applicant’s request, the credit
history. when available, of any account reported
in the name of the applicant’s spouse or former
spouse that the applicant can demonstrate accu-
rately reflects the applicant’s creditworthiness.

(7) A creditor may consider whether an appli-
cant is a permancnt resident of the United States,
the applicant’s immigration status, and such addi-
tional information as may be necessary to ascertain
its rights and remedies regarding repayment,

(¢) State property laws. A creditor’s consid-
eration or application of State property laws di-
rectly or indirectly affecting creditworthiness shall
not constitute unlawful discrimination for the pur-
poses of the Act or this Part.

Section 202.7--.
Rules Concerning Extensions of Credit

(a) Individual accounts. A creditor shall not
refuse to grant an individual account to a credit-
worthy applicant on the basis of sex. marital
status. or any other prohibited basis.

(b) Designation of name. A creditor shall not
prohibit an applicant from opening or maintaining
an account in a birth-given lirst name and a sur-
name that is the applicant’s birth-given surname,
the spouse’s surname, or a combined surname.

(¢) Action concerning existing open end ac-
counts. (1) In the absence of evidence of inability
or unwillingness to repay, a creditor shall not take
any of the following actions regarding an applicant
who is contractually [iable on an existing open end
account on the basis of the applicant’s reaching
a certain age or retiring, or on the basis of a change
in the applicant’s name or marital status:

(i) require a reapplication; or
(ii) change the terms of the account; or
(iii) terminate the account.

(2) A creditor may require a reapplication re-
garding an open end account on the basis of a
change in an applicant’s marital status where the
credit granted was based on income earned by the
applicant’s spousc if the applicant’s income alone
at the time of the original application would not
support the amount of credit currently extended.

(d) Signature of spouse or other person. (1)
Exeept as provided in this subsection. a creditor
shall not require the signature of an applicant’s
spouse or other person, other than a joint appli-
cant, on any credit instrument if the applicant
qualifies under the creditor’s standards of credit-
worthiness for the amount and terms of the credit
requested.

(2) It an applicant requests unsceured credit and
relies in part upon property to establish credit-
worthiness, a creditor may consider State law; the
form of ownership of the property; its suscep-
tibility to attachment, execution, severance, and
partition; and other factors that may affect the
value to the creditor of the applicant’s interest in
the property. H necessary to satisfy the creditor’s
standards of creditworthiness, the creditor may
require the signature of the applicant’s spouse or
other person on any instrument necessary, or rea-
sonably believed by the creditor to be necessary,
under applicable State law to make the property
relicd upon available to satisfy the debt in the event
of detault.
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(3) If a married applicant requests unsecured
credit and resides in a community property State
or if the property upon which the applicant is
relying is located in such a State, a creditor may
require the signature of the spouse on any instru-
ment necessary, or reasonably belicved by the
creditor to be necessary, under applicable State
law to make the community property available to
satisfy the debt in the cvent of default if:

(i) applicable State law denies the applicant
power to manage or control sufficient community
property to qualify for the amount of credit re-
quested under the creditor’s standards of credit-
worthiness; and

(ii) the applicant docs not have sufficient
separate property to qualify for the amount of
credit requested without regard to community
property.

(4) If an applicant requests secured credit, a
creditor may require the signature of the appli-
cant’s spouse or other person on any instrument
necessary, or reasonably believed by the creditor
to be nccessary, under applicable State law to
make the property being offered as security avail-
able to satisfy the debt in the event of default,
for example, any instrument to create a valid lien,
pass clear title, waive inchoate rights, or assign
earnings.

(5) If, under a creditor’s standards of credit-
worthiness, the personal liability of an additional
party is nccessary to support the extension of the
credit requested.!” a creditor may request that the
applicant obtain a co-signer, guarantor, or the like.
The applicant’s spouse may serve as an additional
party, but a creditor shall not requirc that the
spouse be the additional party. For the purposes
of subsection (d), a creditor shall not impose
requircments upon an additional party that the
creditor may not impose upon an applicant.

(c) Insurance. Differentiation in the avail-
ability, rates, and terms on which credit-related
casualty insurance or credit life, health. accident,
or disability insurance is offered or provided to
an applicant shall not constitute a violation of the
Act or this Part; but a creditor shall fot refuse
to extend credit and shall not terminate an account
because credit life, health, accident. or disability
insurance is not available on the basis of the

"Tf an applicant requests individual credit relying on the
separate income of another person, a creditor may require the
signature of the other person to make the income available

to pay the debt.

applicant’s age. Notwithstanding any other provi-
sion of this Part, information about the age, sex,
or marital status of an applicant may be requested
in an application for insurance.

Section 202.8—
Special Purpose Credit Programs

(a) Standards for programs. Subject to the
provisions of subsection (b), the Act and this Part
are not violated if a creditor refuses to extend
credit to an applicant solely because the applicant
does not qualify under the special requirements
that define eligibility for the following types of
special purpose credit programs:

(1) any credit assistance program expressly au-
thorized by Federal or State law for the benefit
of an economically disadvantaged class of persons;
or

(2) any credit assistance program offered by a
not-for-profit organization, as defined under sec-
tion 501(c) of the Internal Revenue Code of 1954,
as amended. for the bhenefit of its members or for
the benetit of an economically disadvantaged class
of persons; or

(3) any special purpose credit program offered
by a for-profit organization or in which such an
organization participates to meet special social
needs, provided that:

(1) the program is established and adminis-
tered pursuant 1o a written plan that (A) identifics
the class or classes of persons that the program
is designed to benefit and (B) sets forth the proce-
dures and standards for extending credit pursuant
to the program: and

(ii) the program is established and adminis-
tered to extend credit to a class of persons who,
pursuant to the customary standards of credit-
worthiness used by the organization extending the
credit, either probably would not receive such
credit or probably would receive it on less favor-
able terms than are ordinarily available to other
applicants applying to the organization for a simi-
lar type and amount of credit.

(b) Applicability of other rules. (1) All of the
provisions of this Part shall apply to cach of the
special purpose credit programs described in sub-
section (a) to the extent that those provisions are
not inconsistent with the provisions of this section.

(2) A program described in subscections (a)(2)
or (a)(3) shall qualify as a special purpose credit
program under subscction (a) only if it was estab-
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lished and is administered so as not to discriminate
against an applicant on the basis of race, color,
religion, national origin, sex, marital status, age
(provided that the applicant has the capacity to
enter into a binding contract). income derived from
i public assistance program or good faith exercise
of any right under the Consumer Credit Protection
Act or any State law upon which an exemption
has been granted therefrom by the Board; except
that all program participants may be required to
share one or more of those characteristics so long
as the program was not established and is not
administered with the purpose of evading the re-
quirements of the Act or this Part.

(¢) Special rule concerning requests and use
of information. If all participants in a special
purpose credit program described in subsection (a)
are or will be required to possess one or more
common characteristics relating to race, color,
religion, national origin, sex. marital status, age.
or receipt of income from a public assistance
program and if the special purpose credit program
otherwise satistics the requirements of subsection
(a), then, notwithstanding the prohibitions of see-
tions 202.5 and 202.6. the creditor may request
of an applicant and may counsider. in determining
cligibility for such program, information regarding
the common characteristies required for eligibility.
In such circumstances, the solicitation and consid-
cration of that information shall not constitute
unlawful discrimination for the purposes of the Act
or this Part.

(d) Special rule in the case of financial need.
If financial need is or will be one of the criteria
for the extension of credit under a special purpose
credit program described in subsection (a). then.
notwithstanding the prohibitions of sections 202.5
and 202.6, the creditor may request and consider,
in determining eligibility for such program. infor-
mation regarding applicant’s marital status, in-
come from alimony. child support, or separate
maintenance, and the spouse’s financial resources.
In addition, notwithstanding the prohibitions of
scection 202.7(d), a creditor may obtain the signa-
ture of an applicant’s spouse or other person on
an application or credit instrument relating o a
special purpose program if required by Federal or
State law. In such circumstances, the solicitation
and consideration of that information and the ob-
taining of a required signature shall not constitute
unlawful discrimination for the purposes of the Act
or this Part.

Section 202-9—Notitications

(a) Notification of action taken, ECOA notice,
and statement of specific reasons.

(1) Notification of action taken. A creditor
shall notify an applicant of action taken within:

(i) 30 days after receiving a completed appli-
cation concerning the creditor’s approval of, or
adverse action regarding, the application (notifi-
cation of approval may be express or by implica-
tion, where, for example, the applicant receives
a credit card, money, property, or services in
accordance with the application);

(ii) 30 days after taking adverse action on an
uncompleted application;

(iit} 30 days after taking adverse action re-
garding an existing account; and

(iv) 90 days after the creditor has notificd the
applicant of an ofter to grant credit other than in
substantially the amount or on substantially the
terms requested by the applicant if the applicant
during those 90 days has not expressly accepted
or used the credit offered.

(2) Content of notification. Any notification
given to an applicant against whom adverse action
is taken shall be in writing and shall contain: a
statement of the action taken: a statement of the
provisions of section 701(a) of the Act; the name
and address of the Federal agency that administers
compliance concerning the creditor giving the no-
tification; and

(1) a statement of specific reasons for the
action taken: or

(i) a disclosure of the applicant’s right to a
statement of reasons within 30 days after receipt
by the creditor of a request made within 60 days
of such notification, the disclosure to include the
namne, address, and telephone number of the per-
son or oflice from which the statement of reasons
can be obtained. If the creditor chooses to provide
the statement of reasons orally, the notification
shall also include a disclosure of the applicant’s
right to have any oral statement of reasons con-
firmed in writing within 30 days after a written
request for confirmation is received by the creditor.

(3) Multiple applicants. If there is more than
one applicant, the notification need only be given
to one of them, but must be given to the primary
applicant where one is readily apparent.

(4) Multiple creditors. If a transaction involves
more than one creditor and the applicant expressly
accepts or uses the credit offered, this section does
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not require notification of adverse action by any
creditor. If a transaction involves more than one
creditor and cither no credit is offered or the
applicant does not expressly accept or use any
credit offered, then each creditor taking adverse
action must comply with this section. The required
notification may be provided indirectly through a
third party, which may be one of the creditors,
provided that the identity of cach creditor taking
adverse action is disclosed. Whenever the notifi-
cation is to be provided through a third party, a
creditor shall not be liable for any act or omission
of the third party that constitutes a violation of
this section if the creditor accurately and in a
timely manner provided the third party with the
information necessary for the notification and was
maintaining procedures reasonably adapted to
avoid any such violation.

(b) Form of ECOA notice and statement of
specific reasons.

(1) ECOA notice. A creditor satisfics the re-
quirements of subsection (a)(2) regarding a state-
ment of the provisions of section 701(a) of the
Act and the name and address of the appropriate
Federal enforcement agency if it provides the
following notice, or one that is substantially simi-
lar:

The Federal Equal Credit Opportunity Act pro-
hibits creditors from discriminating against credit
applicants on the basis of race, color, religion,
national origin, sex, marital status, age (provided
that the applicant has the capacity to enter into
a binding contract): because all or part of the
applicant’s income derives from any public assist-
ance program; or because the applicant has in good
faith exercised any right under the Consumer
Credit Protection Act. The Federal agency that
administers compliance with this law concerning
this creditor is (name and address as specified by
the appropriate agency listed in Appendix A).

The sample notice printed above may be modi-
fied immediately following the required references
to the Federal Act and enforcement agency to
include references to any similar State statute or
regulation and to a State enforcement agency.

(2) Statement of specific reasons. A statement
of reasons for adverse action shall be suflicient
if' it is specific and indicates the principal reason(s)
for the adverse action. A creditor may formulate
its own statement of rcasons in checklist or letter
form or may usc all or a portion of the sample
form printed below, which, ir properly completed,
satisfies the requirements of subscction (a)(2)(i).
Statements that the adverse action was based on
the creditor’s internal standards or policies or that

the applicant failed to achicve the qualifying score
on the creditor’s credit scoring system are insufli-
cient.

STATEMENT OF CREDIT DENIAL,
TERMITION, OR CHANGE

Date
Applicant’s Name:
Applicant’s Address:

Description of Account, Transaction, or Requested
Credit:

Description of Adverse Action Taken:

PRINCIPAL REASON(S) FOR ADVERSE
ACTION CONCERNING CREDIT

Credit application incomplete
Insufficient credit references
—.. - Unable to verify credit references
Temporary or irregular employment
- Length of employment
Insufficient income
Excessive obligations
. Unable to verify income
Inadequate collateral
- —. Too short a period of residence
— Temporary residence
— . Unable to verify residence
- — No credit file
— .. Insufficient credit file
Delinquent credit obligations

_  Garnishment, attachment, foreclosure,
repossession, or suit
— .. Bankruptcy

—. We do not grant credit to any applicant on
the terms and conditions you request.

Other, specify:

DISCLOSURE OF USE OF INFORMATION
OBTAINED FROM AN OUTSIDE SOURCE

Disclosure inapplicable

Information obtained in a report from a con-

sumer reporting agency

Nume:

Street address:
Telephone number:

— Information obtained from an outside source
other than a consumer reporting agency.
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Under the Fair Credit Reporting Act, you
have the right to make a written request,
within 60 days of receipt of this notice. for
disclosure of the nature of the adverse in-
formation.
Creditor's name:
Creditor’s address:
Creditor’s telephone number:

[Add ECOA Notice]

(3) Other information. The notification re-
quired by subscction (a)1) may include other
information so long as it does not detract from
the required content. This notification also may
be combined with any disclosures required under
other titles of the Consumer Credit Protection Act
or any other law, provided that all requirements
for clarity and placement arce satisfied; and it may
appear on either or both sides of the paper il there
is a clear reference on the front to any information
on the back.

(¢) Oral netifications. The applicable require-
ments of this section are satistied by oral notificu-
tions (including statements of specific reasons) in
the casc of any creditor that did not receive more
thun 150 applications during the calendar year
immediately preceding the calendar year in which
the notification of adverse action is o be given
to a particular applicant.

(d) Withdrawn applications. Where an appli-
cant submits an application and the parties con-
template that the applicant will inquire about its
status, if the creditor approves the application and
the applicant has not inquired within 30 days after
applying. then the creditor may treat the applica-
tion as withdrawn and nced not comply with
subsection (a)(1).

(e) Failure of compliance. A failure o comply
with this section shall not constitute a violation
when caused by an inadvertent error: provided
that, on discovering the error, the creditor corrects
it as soon as possible and commences compliance
with the requirements of this section,

(N Noetification. A creditor notifies an applicant
when a writing addressed to the applicant is deliv-
cred or mailed to the applicant’s last known
address or, in the case of an oral notitication, when
the creditor communicates with the applicant.

Section 202, 10—
Furnishing of Credit Information

(a) Accounts established on or after June 1,
1977. (1) FFor every account established on or after

June |, 1977, a creditor that furnishes credit in-
formation shall:

(1) determine whether an account offered by
the creditor is one that an applicant’s spouse is
permitted 1o use or upon which the spouses are
contractually liable other than as guarantors, sure-
ties, endorsers, or similar parties; and

(i) designate any such account to reflect the
fact of participation of both spouscs.!!

(2) Except as provided in subsection (3), if a
creditor furnishes credit information concerning an
account designated under this section (or desig-
nated prior to the eflective date of this Part) to
a consumer reporting agency, it shall furnish the
information in a manner that will enable the
agency 1o provide access to the information in the
name of each spousce.

(3) If a creditor furnishes credit information
concerning an account designated under this sec-
tion (or designated prior to the effective date of
this Part) in response to an inquiry regarding a
particular applicant, it shall furnish the information
in th¢ nume of the spouse about whom such
information is requested.'®

(b) Accounts established prior to June 1,
1977. For every account established prior to und
in existence on June 1, 1977, a creditor that
furnishes credit information shall cither:

(D) not later than June (, (977

(i) determine whether the account is one that
an applicant’s spouse, if any, is permitted to use
or upon which the spouses are contractually liable
other than as guarantors, surcties, endorsers. or
similar partics:

(i) designate any such account to reflect the
fact of participation of both spouses;™ and

(iii) comply with the reporting requirements
of subsections ()(2) and (a)(3): or

(2) mail or deliver to all applicants. or all
married applicants, in whose name an account is
carried on the creditor’s records one copy of the
notice set forth below. ' The notice may be mailed

""A creditor need not distinguish between participation: as
auser or as a contractually hable party.

P o creditor learns that new parties have  undertaken
payment on an account, then the subsequent history of the
account shall be furnished in the names ot the new parties
and need not continue o be furnished in the names of the
former parties.

HSee footnote 11,

YA creditor may delete the references o the “use™ of un
account when providing notices regarding closed end accounts,



40 Federal Reserve Bulletin O January 1977

with a billing statement or other mailing. All such
notices shall be mailed or delivered by October
1. 1977. As to open end accounts, this requirement
may be satisfied by mailing one notice at any time
prior to October 2, 1977, regarding each account
for which a billing statement is sent between June
I and October 1, 1977. The notice may be sup-
plemented as necessary to permit identification of
the account by the creditor or by a consumer
reporting agency. A creditor nced only send no-
tices relating to those accounts on which it lacks
the information necessary to make the proper des-
ignation regarding participation or contractual lia-
bility.
NOTICE

CREDIT HISTORY FOR MARRIED PERSONS

The Federal Equal Credit Opportunity Act pro-
hibits credit discrimination on the basis of race,
color, religion, national origin, sex, marital status,
age (provided that a person has the capacity to
enter into a binding contract); because all or part
of a person’s income derives from any public
assistance program; or because a person in good
faith has cxercised any right under the Federal
Consumer Credit Protection Act. Regulations
under the Act give married persons the right to
have credit information included in credit reports
in the name of both the wife and the husband if
both use or are responsible for the account. This
right was created, in part, to insurc that credit
histories will be available to women who become
divorced or widowed.

If your account with us is one that both husband
and wife signed for or is an account that is being
used by one of you who did not sign, then you
are entitled to have us report credit information
relating to the account in both your names. If you
choose to have credit information concerning your
account with us reported in both your names,
please complete and sign the statement below and
return it to us.

Federal regulations provide that signing your
name below will not change your or your spousc’s
legal liability on the account. Your signature will
only request that credit information be reported
in both your names.

If you do not complete and return the form
below, we will continue to report your credit
history in the same way that we do now.

When you furnish credit information on this ac-

count, please report all information concerning the
account.in both our names.

Account number Print or typc name

"Print or type name
Signature of either spouse

(¢) Requests to change manner in which in-
formation is reported. Within 90 days after re-
ceipt of a properly completed request to change
thc manner in which information is reported to
consumer reporting agencies and others regarding
an account described in subscction (b), a creditor
shall designate the account to reflect the fact of
participation of both spouscs.' When furnishing
information concerning any such account, the
creditor shall comply with the reporting require-
ments of subsections (a)(2) and {a)(3). The signa-
ture of an applicant or the applicant’s spouse on
a request to change the manner in which informa-
tion concerning an account is furnished shall not
alter the legal liability of either spouse upon the
account or require the creditor to change the name
in which the account is carried.

(d) Inadvertent errors. A failurc to comply
with this section shall not constitute a violation
when caused by an inadvertent crror, provided
that, on discovering the error, the creditor corrects
it as soon as possible and commences compliance
with the requirements of this section.

Section 202.11—Relation to State Law

(a) Inconsistent State Laws. Except as other-
wise provided in this section, this Part alters,
affects, or preempts only those State laws that are
inconsistent with this Part and then only to the
extent of the inconsistency. A State law is not
inconsistent with this Part if it is more protective
of an applicant.

(b) Preempted provisions of State law. (1)
State law is deemed to be inconsistent with the
requirements of the Act and this Part and less
protective of an applicant within the meaning of
section 705(f) of the Act to the extent that such
law;

(i) requires or permits a practice or act prohi-
bited by the Act or this Part;
(ii) prohibits the individual extension of con-

1See footnote 1.
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sumer credit to both parties to a marriage it cach
spouse individually and voluntarily applies for
such credit;

(iii) prohibits inquiries or collection of data
required to comply with the Act or this Part;

(iv) prohibits asking age or considering age
in a demonstrably and statistically sound, empiri-
cally derived credit system, to determine a perti-
nent clement of creditworthiness, or to favor an
elderly applicant; or

(v) prohibits inquiries necessary to establish
or administer a special purpose credit program as
detined by section 202.8.

(2) A determination as to whether a State law
is inconsistent with the requirements of the Act
and this Part will be made only in response to
a request for a formal Board interpretation. All
requests for such interpretations, in addition to
mecting the requirements of section 202, 1(d), shall
comply with the applicable provisions of subsec-
tions (b)(1) and (2) of Supplement I to this Part.
A determination shall be based on the factors
cnumerated in this subsection and, as applicable,
subsection (¢) of Supplement 1. Notice of the
interpretation shall be provided as specified in
subsection (e)(1) of Supplement I, but the inter-
pretation shall be effective in accordance with
section 202.1. The interpretation shall be subject
to revocation or modification at any time, as pro-
vided in subscction (gx(4) of Supplement 1.

(¢) Finance charges and loan ceilings. [f mar-
ried applicants voluntarily apply for and obtain
individual accounts with the same creditor, the
accounts shall not be aggregated or otherwise
combined for purposes of determining permissible
finance charges or permissible loan ceilings under
any Federal or State law. Permissible loan ceiling
laws shall be construed to permit each spouse to
become individually liable up (o the amount of
the foan ceilings, less the amount for which the
applicant is jointly liable.'®

(d) State and Federal laws not affected. This
section does not alter or annul any provision of
State property laws, laws relating to the disposition
of decedents’ estates, or Federal or State banking
regulations directed only toward insuring the sol-
vency of financial institutions.

(¢) Exemption for State regulated transac-

“hor example, inoa State with a permissible loan ceiling
of $1,000. if a married couple were jointly liable for unpaid
debt in the amount of $250, each spouse could subsequently
hecome individually Tiable for $750.

tions. (1) In accordance with the provisions of
Supplement 1 to this Part, and State may apply
to the Board for an exemption from the require-
ments of sections 701 and 702 of the Act and the
corresponding provisions of this Part for any class
of credit trapsactions within the State. The Board
will grant such an exemption if:

(i) the Board determines that, under the law
of that State, that class of credit transactions is
subject to requirements substantially similar to
those imposed under sections 701 and 702 of the
Act and the corresponding provisions of this Part,
or that applicants are afforded greater protection
than is afforded under sections 701 and 702 of
the Act and the corresponding provisions of this
Part: and

(i) there is adequate provision for State en-
forcement.

(2) In order to assure that the concurrent juris-
diction of Federal and State courts created in
section 706(f) of the Act will continue to have
substantive provisions to which such jurisdiction
shall apply; to allow Federal enforcement agencies
to retain their authority regarding any class of
credit transactions exempted pursuant to subsec-
tion (¢}(1) and Supplement I; and, generally, to
aid in implementing the Act:

() no such exemption shall be deemed to
extend to the civil liability provisions of sections
706 or the administrative enforcement provisions
of section 704 of the Act; and

(i1} after an exemption has been granted. the
requirements of the applicable State law shall
constitute the requirements of the Act and this
Part, except to the extent such State law imposes
requirements not imposed by the Act or this Part,

(3) Exemptions granted by the Board to partic-
ular classes of credit transactions within specified
States will be set forth in Supplement 1 to this
Part.

Section 202.12—Record Retention

(2) Retention of prohibited information. Re-
tention in a creditor’s files of any information, the
usc of which in evaluating applications is prohib-
ited by the Act or this Part, shall not constiwte
a violation of the Act or this Part where such
information was obtained:

(D) from any source prior to March 23;'7 or

Y Pursuant 1o the October 28, 1975 version of Regulation
B. the applicable date for sex and marital status information
is June 30, 19706,
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(2) at any time from consumer reporting agen-
cies; or

(3) at any time from an applicant or others
without the specific request of the creditor: or

(4) at any time as required to monitor compli-
ance with the Act and this Part or other Federal
or State statutes or regulations.

(b) Preservation of records. (1) For 25 months
after the date that a creditor notitics an applicant
of action taken on an application, the creditor shall
retain as to that application in original form or
a copy thereof:*#

(i) any application form that it receives, any
information required to be obtained concerning
characteristics of an applicant to monitor compli-
ance with the Act and this Part or other similar
law, and any other written or recorded information
used in evaluating the application and not returned
to the applicant at the applicant’s request;

(i) a copy of the following documents if
furnished to the applicant in written form (or, if
furnished orally. any notation or memorandum
with respect thercto made by the creditor):

A) the notification of action taken; and
(B) the statement of specific reasons for
adverse action: and

(iii) any written statement submitted by the
applicant alleging a violation of the Act or this
Part.

(2) For 25 months after the date that a creditor
notifies an applicant of adverse action regarding
an account. other than in connection with an
application, the creditor shall retain as to that
account, in original form or a copy thereof:'

(1) any written or recorded information con-
cerning such adverse action; and

(ii) any written statement submitted by the
applicant alleging a violation of the Act or this
Part.

(3) In addition to the requirements of subsec-
tions (b)(1) and (2), any creditor that has actual
notice that it is under investigation or is subject
to an enforcement proceeding for an alleged vio-
lation of the Act or this Part by an enforcement
agency charged with monitoring that creditor’s
compliance with the Act and this Part, or that has
been served with notice of an action filed pursuant
to section 706 of the Act and sections 202.1(b)
or (¢) of this Pun, shall retain the information
required in subsections (b)(1) and (2) until tinal

WA capy thereol™ includes carbon copies, photacopies,

microfilm or microfiche copies, or copies produced by any
accurate information retrieval system. A creditor who uses a
computerized or mechanized system need not keep a written
copy of u document if it can regenerate the precise text of
the docunient upon request.

"See footnote 18.

disposition of the matter, unless an carlier time
is allowed by order of the agency or court.

(4) In any transaction involving more than one
creditor, any creditor not required to comply with
section 202.9 (notifications) shall retain for the
time period specified in subsection (b) all written
or recorded information in its possession concern-
ing the applicant, including a notation of action
tuken in connection with any adverse action.

(¢) Failure of compliance. A failure to comply
with this section shall not constitute a violation
when caused by an inadvertent crror.

Section 202.13—
Information for Monitoring Purposes

(a) Scope and information requested. (1) For
the purpose of monitoring compliance with the
provisions of the Act and this Part, any creditor
that receives an application for consumer credit
relating to the purchase of residential real property,
where the extension of credit is to be secured by
a lien on such property. shall request as part of
any written application for such credit the follow-
ing information regarding the applicant and joint
applicant (il any):

(i) race/national origin, using the categorics
American Indian or Alaskan Native; Asian or
Pacific Islander; Black: White; Hispanic; Other
(Specify);

(1) sex;

(iii) martial status, vsing the categories mar-
ried, ummarried, and separated; and

(iv) age.

(2) **Residential real property’” means improved
real property used or intended to be used for
residential  purposes. including  single family
homes, dwellings for from two to four families,
and individual units of condominiums and cooper-
atives.

(b) Method of obtaining information. Qucs-
tions regarding race/national origin, sex, marital
status, and age may be listed. at the creditor’s
option, either on the application form or on a
separate form that refers to the application.

(¢) Disclosure to applicant and joint appli-
cant. The applicant and joint applicant (if any)
shall be informed that the information regarding
race/national origin, sex, marital status, and age
is being requested by the Federal government lor
the purpose of monitoring compliance with Federal
anti-discrimination statutes and that those statutes
prohibit creditors from discriminating against ap-
plicants on those bases. The applicant and joint
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applicant shall be asked. but not required, to
supply the requested information. If the applicant
or joint applicant chooses not to provide the infor-
mation or any part of it, that fact shall be noted
on the form on which the information is obtained.

(d) Substitute monitoring program. Any
monitoring  program required by an  agency
charged with administrative enforcement under
section 704 of the Act may be substituted for the
requirements contained in subsections (a), (b), and
().

STATUTORY APPENDIX

Equal Credit Opportunity Act
(as amended March 23, 1976)

TITLE V—PUBLIC LAW 93-495

Sec.
502.  Findings and purpose.
503, Amendment to the Consumer
Credit Protection Act.

§ 502. Findings and purpose

The Congress finds that there is a need to insure
that the various financial institutions and other
firms engaged in the extensions of credit exercise
their responsibility to make credit available with
fairness, impartiality. and without discrimination
on the basis of sex or marital status. Economic
stabilization would be enhanced and competition
among the various financial institutions and other
firms engaged in the extension of credit would be
strengthened by an absence of discrimination on
the basis of sex or marital status, as well as by
the informed use of credit which Congress has
heretofore sought to promote. It is the purpose of
this Act to require that financial institutions and
other tirms engaged in the extension of credit make
that credit cqually available to all credit-worthy
customers without regard to sex or marital status.

§ 503. Amendment to the Consumer Credit
Protection Act

The Consumer Credit Protection Act (Public
Law 90--321), is amended by adding at the end
thereof a new title VII:

TITLE VII—
EQUAL CREDIT OPPORTUNITY
Sec.

701.  Prohibited discrimination: reasons for ad-
verse action.

702,  Definitions

703.  Regulations.

704,  Administrative enforcement.
705.  Relation to State laws.

706.  Civil liability.

707.  Annual reports to Congress.
708. Eftective date.

709.  Short title.

§ 701. Prohibited discrimination; reasons for
adverse action*

(a) [t shall be unlawful for any creditor to
discriminate against any applicant, with respect to
any aspect ol a credit transaction—-

( 1y on the basis of ruce, color, religion, national
origin, sex or marital status, or age (provided the
applicant has the capacity to contract);

(2) beecause all or part of the applicant’s income
derives from any public assistance program; or

(3) because the applicant has in good faith
exercised any right under the Consumer Credit
Protection Act.

(b) It shall not constitute discrimination for
purposes of this title for a creditor -

(1) to make an inquiry of marital status if such
inquiry is for the purpose of ascertaining the cred-
itor’s rights and remedies applicable to the partic-
ular extension of credit and not to discriminate
in a determination of creditworthiness;

(2) to make an inquiry of the applicant’s age
or of whether the applicant’s income derives from
any public assistance program if such inquiry is
for the purpose of determining the amount and
probably continuance of income levels, credit his-
tory. or other pertinent clement  of  credit-
worthiness as provided in regulations of the Board;

(3) to use any empirically derived credit system
which considers age if such system is demon-
strably and statistically sound in accordance with
regulations of the Board, except that in the opera-
tion of such system the age of an clderly applicant
may not be assigned a negative factor or value;
or

(4) to make an inquiry or to consider the age
of an clderly applicant when the age of such
applicant is to be used by the creditor in the
extension of credit in favor of such applicant.

(¢) It is not a violation of this section Tor a
creditor to refuse 1o extend credit offered pursuant
to-—

#Eftective date Tor amendments to section 701 is March
23, 1977, All other amendments are eflective upon enactinent.
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(1) any credit assistance program cxpressly
authorized by law for an economically disad-
vantaged class of persons;,

(2) any credit assistance program adminis-
tered by a nonprofit organization for its members
or an cconomically disadvantaged class of per-
sons; or

(3) any special purpose program oflered by
a profitmaking organization to mect special so-
cial needs which meets standards preseribed in
regulations by the Board;

if such a refusal is required by or made pursuant
to such program.

(d)(1) Within thirty days (or such longer rea-
sonable time as specified in regulations of the
Board for any class of credit transaction) after
receipt of a completed application for credit, a
creditor shall notify the applicant of its action on
the application.

(2) Each applicant against whom adverse action
is taken shall be entitled to a statement of reasons
for such action from the creditor. A creditor satis-
fies this obligation by—

(A) providing statements of rcasons in writing
as & matter of course to applicants against whom
adverse action is taken; or

(B) giving written notification of adverse action
which discloses (i) the applicant’s right to a state-
ment of reasons within thirty days after receipt
by the creditor of a request made within sixty days
after such notification, and (ii) the identity of the
person or office from which such statement may
be obtained. Such statement may be given orally
if the written notification advises the applicant of
his right to have the statement of reasons con-
firmed in writing on written request.

(3) A statement of reasons mects the require-
ments of this section only if it containg the specitic
reasons for the adverse action taken.

(4) Where a creditor has been requested by
third party to make a specific extension of credit
directly or indirectly to an applicant, the notifica-
tion and statement of reasons required by this
subsection may be made directly by such creditor,
or indirectly through the third party, provided in
cither casc that the identity of the creditor is
disclosed.

(5) The requirecments of paragraph (2), (3), or
(4) may be satisfied by verbal statements or notifi-
cations in the case of any creditor who did not
act on more than 150 applications during the
calendar year preceding the calendar year in which

the adverse action is taken, as determined under
regulations of the Board.

(6) For purposes of this subsection, the term
“radverse action”” means a denial or revocation of
credit. a change in the terms of an existing credit
arrangement, or a refusal to grant credit in sub-
stantially the amount or on substantially the terms
requested. Such term does not include a refusal
to extend additional credit under an existing credit
arrangement where the applicant is delinquent or
otherwise in default, or where such additional
credit would exceed a previously established credit
limit.

§ 702. Definitions

(a) The definitions and rules of construction set
forth in this scetion are applicable for the purposes
of this title.

(b) The term ‘‘applicant’ means any person
who applics to a creditor directly for an extension,
renewal, or continuation of credit, or applies to
a creditor indirectly by use of an existing credit
plan for an amount exceeding a previously estab-
lished credit limit.

(¢) The term “*Board™ refers to the Board of
Governors of the Federal Reserve System.

(d) The term “‘credit’” means the right granted
by a creditor to a debtor to defer payment of debt
or to incur debt and defer its payment or to
purchase property or services and defer payment
therefor.

() The term *‘creditor’ means any person who
regularly extends, renews, or continues credit; any
person who regularly arranges for the extension,
rencwal, or continuation of credit; or any assignee
of an original creditor who participates in the
decision to extend, renew, or continue credit.

(f) The term *‘person’ means a natural person,
a corporation, government or governmental subdi-
vision or agency, trust, estate, partnership, coop-
erative, or association.

(g) Any reference to any requirement imposed
under this title or any provision thereof includes
reference to the regulations of the Board under
this title or the provision thercof in guestion.

.

§ 703. Regulations

(a) The Board shall prescribe regulations to
carry out the purposes of this title. These regula-
tions may contain but arc not limited to such
classifications, differentiation, or other provision,
and may provide for such adjustments and excep-
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tions for any class of transactions. as in the judg-
ment of the Board are necessary or proper to
cffectuate the purposes of this title. to prevent
circumvention or evasion thereof, or to facilitate
or substantiate compliance therewith, In particular,
such regulations may exempt {rom one or more
of the provisions of this title any class of transac-
tions not primarily Tor personal. family, or house-
hold purposes, if the Board makes an cexpress
finding that the application of such provision or
provisions would not contribute substantially to
carrying out the purposes of this title. Such regu-
lations shall be prescribed as soon as possible after
the date of enactment of this Act, but in no event
later than the effective date of this Act.

(b) The Board shall establish a Consumer Advi-
sory Council 1o advise and consult with it in the
exercise of its functions under the Consumer
Credit Protection Act and to advise and consult
with it concerning other consumer reluted matters
it may place before the Council. In appointing the
members of the Council, the Board shall seek to
achicve a tair representation of the interests of
creditors and consumers. The Council shall meet
from time to time at the call of the Board. Mem-
bers of the Council who are not regular full-time
employees of the United States shall, while at-
tending meetings of such Council, be entitled to
receive compensation at a rate fixed by the Board.
but not exceeding $100 per day. including travel
time. Such members may be allowed travel ex-
penses, including transportation and subsistence.
while away from their homes or regular place of
business.

§ 704. Administrative enforcement

(1) Compliance with the requirements imposed
under this title shall be enforced under:

(1) Section 8§ of the Federal Deposit Insurance
Act, in the case of—

(A) national banks, by the Comptroller of the
Currency.

(B) members banks of the Federal Reserve Sys-
tem (other than national banks). by the Board.

(C) banks insured by the Federal Deposit Insur-
ance Corporation (other than members of the Fed-
cral Reserve System), by the Board of Directors
of the Federal Deposit Insurance Corporation.

(2) Section 5(d) of the Home Onwers” Loan Act
of 1933, section 407 of the National Housing Act,
and sections 6(i) and 17 of the Federal Home Loan
Bank Act, by the Federal Home Loan Bank Board
(acting directly or through the Federal Savings and

Loan Insurance Corporation). in the case of any
institution subject 1o any of those provisions.

(3) The Federal Credit Union Act. by the Ad-
ministrator of the National Credit Union Adminis-
tration with respeet to any Federal Credit Union,

(4) The Acts to regulate commerce. by the
Interstate Commerce Commission with respect to
any common carrier subject to those Acts.

(8) The Federal Aviation Act of 1958, by the
Civil Acronautics Board with respect to any air
carrier or foreign air carrier subject to that Act.

(6) The Packers and Stockyards Act, 1921 (ex-
cept as provided in section 406 of that Act), by
the Sceretary of Agriculture with respect to any
activitics subject to that Act.

(7) The Farm Credit Act of 1971, by the Farm
Credit Administration with respect to any Federal
land bank, Federal land bank association. Federal
intermediate credit bank, and production credit
association.

(%) The Securities Fxchange Act of 1934, by
the Sccurities and Exchange Commission  with
respect to brokers and dealers; and

(9) The Small Business Investment Act of 195K,
by the Small Business Administration, with re-
speet to small business investment companices.

(b) For the purpose of the exercise by any
agencey relerred to in subsection (a) of its powcers
under any Act referred to in that subscction, a
violation of any requirement imposed under this
title shall be deemed to be a violation of a re-
quirement imposed under that Act. In addition to
its powers under any provision ol law specifically
referred to in subsection (a), cach of the agencics
referred to in that subsection may exercise for the
purpose of enforcing compliance with any re-
quirement imposed under this title, any other au-
thority conferred on it by law. The exercise of
the authorities of any of the agencies referred to
in subsection (a) for the purpose of enforcing
compliance with any requirement imposed under
this title shall in no way preclude the exercise of
such authorities for the purpose of enforcing com-
pliance with any other provision of law not relating
to the prohibition of dsicrimination on the basis
of sex or marital status with respect to any aspect
of a credit transaction.

(v) Exceept to the extent that enforcement of the
requirements imposed under this title is specifi-
cally committed to some other Government agency
under subsection (a). the Federal Trade Commis-
sion shall enforce such requirements. For the pur-
pose of the exercise by the Federal Trade Com-
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mission of its functions and powers under the
Federal Trade Commission Act, a violation of any
requirement imposed under this title shall be
deemed a violation of a requirement imposed
under that Act. All of the functions and powers
of the Federal Trade Commission under the Fed-
eral Trade Commission Act are available to the
Commission to enforce complicance by any person
with the requirements imposed under this title,
irrespective of whether that person is engaged in
commerce or meets any other jurisdictional tests
in the Federal Trade Commission Act, including
the power to enforce any Federal Reserve Board
regulation promulgated under this title in the same
manner as if the violation had been a violation
of a Federal Trade Commission trade regulation
rule.

(d) The authority of the Board to issue regula-
tions under this title does not impair the authority
of any other agency designated in this section to
make rules respecting its own procedures in en-
forcing compliance with requirements imposed
under this title.

§ 705. Relation to State laws

(a) A request for the signature of both partics
to a marriage for the purpose of creating a valid
lien, passing clear title, waiving inchoate rights
to property, or assigning earnings, shall not con-
stitute discrimination under this title: Provided.
however, That this provision shall not be construed
to permit a creditor to take sex or marital status
into account in connection with the evaluation of
creditworthiness of any applicant.

(b) Consideration or application of State prop-
erty laws directly or indircctly affecting credit-
worthiness shall not constitute diserimination for
the purposes of this title.

(¢) Any provision of State law which prohibits
the scparate extension of consumer credit to ecach
party to a marriage shall not apply in any case
where each party to a marriage voluntarily applies
for scparate credit from the same creditor: Pro-
vided, That in any case where such State law is
so preempted, each party to the marriage shall be
solely responsible for the debt so contracted.

(d) When each party to a marriage scparately
and voluntarily applies for and obtains separate
credit accounts with the same creditor, those ac-
counts shall not be aggregated or otherwise com-
bined for purposes of determining permissible fi-
nance charges or permissible loan ceilings under
the laws of any State or of the United States.

() Where the same act or oniission constitutes
a violation of this title and of applicable State law,
a person aggrieved by such conduct may bring a
legal action to recover monetary damages cither
under this title or under such State law, but not
both. This election of remedies shall not apply to
court actions in which the reliet sought does not
include monetary damages or to administrative
actions.

(f) This title does not annul, alter. or affect.
or exempt any person subject to the provisions of
this title from complying with, the laws of any
State with respect to credit discrimination. except
to the extent that those laws are inconsistent with
any provision of this title, and then only to the
extent of the inconsistency. The Board is author-
ized to determine whether such inconsistencies
exist. The Board may not determine that any State
law is inconsistent with any provision of this title
if the Board determines that such law gives greater
protection to the applicant.

(g) The Board shall by regulation exempt from
the requirements of sections 701 and 702 of this
title any class of credit transactions within any
State if it determines that under the law of that
State that class of transactions is subject to re-
quirements substantially similar to those imposed
under this title or that such law gives greater
protection to the applicant, and that there is ade-
quate provision for enforcement. Failure to comply
with any requirement of such State Jaw in any
transaction so exempted shall constitute a violation
of this title for the purposes of section 706.

§ 706. Civil liability

(a) Any creditor who fails to comply with any
requircment imposed under this title shall be liable
to the aggrieved applicant for any actual damages
sustained by such applicant acting cither in an
individual capacity or as a member of a class.

(b) Any creditor, other than a government or
governmental subdivision or agency, who fails to
comply with any requirement imposed under this
title shall be liable to the aggricved applicant for
punitive damages in an amount not greater than
$10,000, in addition to any actual damages pro-
vided in subsection (a), except that in the case
of a class action the total recovery under this
subsection shall not exceed the lesser of $500,000
or | per centum of the net worth of the creditor.
In determining the amount of such damages in any
action, the court shall consider, among other rele-
vant factors, the amount of any actual dumages
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awarded, the frequency and persistence of failures
of compliance by the creditor. the resources of
the creditor, the number of persons adversely
affected. and the extent to which the creditor’s
failure of compliance was intentional.

(¢) Upon application by an aggricved applicant.
the appropriate United States District court or any
other court of competent jurisdiction may grant
such cquitable and declaratory relief as is neces-
sary to enforce the requirements imposed under
this title.

() In the case of any successful action under
subsection (a). (b). or (¢), the costs of the action,
together with a reasonable attorney’s fee as deter-
mined by the court, shall be added to any damages
awarded by the court under such subsection.

(¢) No provision ol this title imposing any
liability shall apply 1o any act done or omitted
in good faith in conformity with any official rule.
regulation or interpretation thercof by the Bourd
or in conformity with any interpretation or ap-
proval by an official or ecmployee of the Federal
Reserve System duly authorized by the Board to
issuc such interpretations or approvals under such
procedures as the Board may prescribe theretor.
notwithstanding that after such act or omission has
occurred. such rule, regulation. interpretation, or
approval is amended, rescinded, or determined by
judicial or other authority to be invalid for any
reason.

(fy Any action under this section may be brought
in the appropriate United States  district court
without regard to the amount in controversy. or
in any other court of competent jurisdiction. No
such action shall be brought later than two years
from the date of the oceurrence of the violation.
except that

(1) whenever any agency having respon-
sibility for administrative enforcement  under
section 704 commences an enforcement pro-
ceeding within two years from the date of the

occurrence of the violation,
(2) whenever the Attorney General com-
mences a civil action under this section within
two years from the date of occurrence of the
violation. '
then any applicant who has been a victim ol the
discrimination which is the subject of such pro-
ceeding or civil action may bring an action under
this section not later than one year after the com-
mencement of that proceeding or action.

(g) The agencies having responsibility for ad-
ministrative  enforcement under section 704, if

unable to obtain compliance with section 701, are
authorized to refer the matter to the Atorney
General withs o recommendation that an appro-
priate civil action by instituted.

(h) When a matter is reterred to the Attorney
General pursuant to subsection (g), or whenever
he has reason to believe that one or more creditors
are engaged o pattern or practice in violation
of this title, the Attorney General may bring a civil
action in any appropriate United States  district
court for such relief as may be appropriate., in-
cluding injunctive relief.

(i) No person aggricved by a violation of this
title and by a violation of section 805 of the Civil
Rights Act of 1968 shall recover under this title
and section 812 of the Civil Rights Act of 1968,
il such violation is based on the same transaction.

(j) Nothing in this title shall be construed to
prohibit the discovery of a creditor’s credit grant-
ing standards under appropriate discovery proce-
dures in the court or ageney in which an action
or proceeding is brought.

§ 707. Annual reports to Congress

Not later than February | oof cach vear after
1976, the Board and the Attorney General shall,
respectively. make reports 1o the Congress con-
cerning the administration of their functions under
this title, including such recommendations as the
Board and the Attorney General, respectively,
deem necessary or appropriate. In addition, cach
report of the Bouard shall include its assessment
of the extent to which compliance with the re-
quirements of this title is being achicved. and a
summuary of the enforcement actions taken by cach
of the agencies assigned administrative enforce-
ment responsibilities under section 704,

§ 708. Effective date

This title takes effect upon the expiration of one
vear after the date of its enactment. The amend-
ments made by the Equal Credit Opportunity Act
Amendments of 1976 shall take etffect on the date
of enactment thereof and shall apply to any viola-
tion occurring on or after such date. except that
the amendments made to section 701 of the Hqual
Credit Opportunity Act shall tuke effect 12 months
after the date of enactment.

§ 709. Short title

This title may bhe cited as the “"Equal Credit
Opportunity Act.”’
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APPENDIX A

FEDERAL ENFORCEMENT AGENCIES

The following list indicates which Federal agency enforces Regulation B for particular classes of creditors.
Any questions concerning a particular creditor should be directed to its enforcement agency.

National Banks
Comptroller of the Currency
Consumer Aftfairs Division
Washington, D.C. 20219

State Member Banks
Federal Reserve Bank serving the district in which
the State member bank is located.

Nonmember Insured Banks

Federal Deposit Insurance Corporation Regional
Director for the region in which the nonmember
insured bank is located.

Savings Institutions Insured by the FSLIC and
Members of the FHLLB System (except for Sav-
ings Banks insured by FDIC)

The Federal Home l.oan Bank Board Supervisory
Agency in the district in which the institution is
located.

Federal Credit Unions

Regional office of the National Credit Union Ad-
ministration serving the area in which the Federal
credit union is located.

Creditors Subject to Civil Aeronautics Board
Director, Bureau of Enforcement

Civil Aeronautics Board

1825 Connecticut Avenue, N. W,

Washington, D.C. 20428

Creditors Subject to Interstate Commerce
Commission

Office of Proceedings
Interstate Commerce Commission
Washington, D.C. 20523

Creditors Subject to Packers and Stockyards
Act

Nearest Packers and Stockyards Administration
area supervisor.

Small Business Investment Companies
U.S. Small Business Administration
1441 L. Strect, N.W.

Washington, D.C. 20416

Brokers and Dealers
Securities and Exchange Commission
Washington, D.C. 20549

Federal 1.and Banks, Federal Land Bank Asso-
ciations, Federal Intermediate Credit Banks
and Production Credit Associations

Farm Credit Administration

490 L’Enfant Plaza, S.W.

Washington, D.C. 20578

Retail, Department Stores, Consumer Finance
Companies, All Other Creditors, and All Non-
bank Credit Card Issuers (Creditors operating
on a local or regional basis should use the address
of the FTC Regional Office in which they operate)
Federal Trade Commission

Equal Credit Opportunity

Washington, D.C. 20580

APPENDIX B

Model application forms will be published in
the Regulation and will be available upon request
from Publications Services, Division of Adminis-
trative Services, Board of Governors of the Federal
Rescrve System, Washington, D.C. 20551.

SUPPLEMENT 1

Procedures and criteria under which a State may
apply for an exemption pursuant to section 705(g)
ol the Act and scction 202.11(e) of this Part.

(a) Application. Any State may apply to the

Board pursuant to the provisions of this Supple-
ment and the Board’s Rules of Procedure (12 CFR
262) for a determination that, under the laws of
that State,’! a class of credit transactions? within
the State is subject to requirements that are sub-
stantially similar to, or provide greater protection
for applicants than, those imposed under sections

'Any reference to State Jaw in this Supplement includes a
reference to any regulations that implement State law and
formal interpretations thereof by a court of competent juris-
diction or duly authorized agency of that State.

2 As applicable, references to “class of credit transactions’
in this Supplement inctude one or more such classes of credit
transactions.
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701 and 702 of the Act.” and that there is adequate
provision for State enforcement of such require-
ments. The application shall be in writing, ad-
dressed to the Board, signed by the Governor,
Attorney General, or State official having primary
enforcement or interpretive responsibilities under
the State law that is applicable to the class of credit
transactions, and shall be supported by the docu-
ments specifiecd in subsection (b).

(b) Supporting documents. The application
shall be accompanied by:

(1) A copy of the full text of the State law that
is claimed to contain requirements substantially
similar to those imposed under sections 701 and
702 of the Act, or to provide greater protection
to applicants that sections 701 and 702 of the Act,
regarding the class of credit transactions within
that State.

(2) A comparison of each provision of sections
701 and 702 of the Act with the corresponding
provision of the State law, together with reasons
supporting the claim that the corresponding provi-
sions of the State law are substantially similar to,
or provide greater protection to applicants than,
provisions of scctions 701 and 702 of the Act
regarding the class of credit transactions and ex-
plaining why any diffcrences are not inconsistent
with the provisions of sections 701 and 702 of
the Act and do not result in a diminution in the
protection otherwise afforded applicants; and a
statement that no other State laws (including ad-
ministrative or judicial interpretations) are related
to, or would have an cffect upon, the State law
that is being considered by the Board in making
its determination.

(3) A copy of the full text of the State law that
provides for enforcement of the State law referred
to in subsection (b)(1).

(4) A comparison of the provisions of the State
law that provides for enforcement with the provi-
sions of sections 704 and 706 of the Act, together
with reasons supporting the claim that such State
law provides for:

FAny reference in this Supplement to sections 701 and 702
of the Act includes a reference to the corresponding and
implementing provisions of this Part, the Board’s formal inter-
pretations  thereof, and official interpretations or - approvals
issucd by un authorized oflicial or employee of the Federal
Reserve System. Additionally, any reference to sections 701
and 702 of the Act includes a reference to sections 705(a),
(b), (), and (d) of the Act and the cnrrcspnm)ing provisions
of this Part, which, though technically not a part of sections

701 and 702, implement and relate to substantive requirements
of sections 701 and 702,

(1) administrative enforcement of the State
law referred to in subsection (b)(1) that is sub-
stantially similar to, or more extensive than, the
enforcement provided under section 704 of the
Act;

(ii) civil liability for a failure to comply with
the requirements of the State law that is substan-
tially similar to, or more extensive than, that
provided under section 706 of the Act, including
class action liability and the ability of the Statc
Attorney General or other appropriate State official
to commence a civil action under circumstances
substantially similar to those prescribed in section
706 of the Act, except that such Statc law may
provide a greater damage remedy or other, more
extensive remedies;

(iii) a statute of fimitations that prescribes a
period for civil actions of substantially similar
duration to that provided under section 706(f) of
the Act, or a longer period; and

(iv) a scope of discovery relating 10 a credi-
tor’s credit granting standards under appropriate
discovery procedures in a court action or agency
proceeding that is substantially similar to, or more
extensive than, that provided under section 706(j)
of the Act.

(5) A statement identifying the office designated
or to be designated to administer the State law
referred to in subsection (b)(1). together with
complete information regarding the fiscal arrange-
ments for administrative enforcement (including
the amount of funds available or to be provided),
the number and qualifications of personnel en-
gaged or to be engaged in enforcement, and a
description of the procedures under which such
State law is to be administratively enforced, in-
cluding, if relevant, administrative cnforcement
regarding Federally-chartered creditors.* The
statement should also include reasons to support
the claim that there is adequate provision for
enforcement of such State law.

(¢) Criteria for determination. The Board wil!
consider the criteria set forth below, and any other
relevant information, in determining whether the

Flransactions within a State in which a Federally-chartered
institution is a creditor shall not be considered subject to
exemption, and such Federally-chartered creditors shall remain
subject to the requirements of the Act and administrative
enforcement by the appropriate Federal authority under section
T04 of the Act, unless o State establishes to the satisfaction
of the Board that appropriate arrangements have been made
with such Federal anthorities to assure etfective enforcement
of the requirements of State laws regarding such creditors.
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law of a State is substantially similar to, or pro-
vides greater protection to applicants than, the
provisions of scctions 701 and 702 of the Act
regarding the class of transactions within that
State, and whether there is adequate provision for
State enforcement of such law. In making that
determination, the Board primarily will consider
cach provision of the State law in comparison with
cach corresponding provision in sections 701 and
702 of the Act, and not the State law as a whole
in comparison with the Act as a whole.

(1) In order for provisions of State law to be
substantially similar to, or provide greater protec-
tion to applicants than, the provisions of sections
701 and 702 of the Act, the provisions of State
law™ ar least shall provide that:

(1) Definitions and rules of construction, as
applicable. import the same meaning and have the
same application as those prescribed by sections
701 and 702 of the Act.

(ii) Creditors provide all of the applicable
notifications required by the provisions of sections
701 and 702 of the Act, with the content and in
the terminology, form, and time periods prescribed
by this Part pursuant to scctions 701 and 702,
however, required references to State law may be
substituted for the references to Federal law re-
quired in this Part. Notification requirements under
State law in additional circumstances or with ad-
ditional detail that do not frustratc any of the
purposes of the Act may be determined by the
Board to be consistent with sections 701 and 702
of the Act.

(iti) Creditors take all atfirmative actions and
abide by obligations substantially similar to or
more extensive than those prescribed by sections
701 and 702 of the Act under substantially similar
or more stringent conditions and within the same
or more stringent time periods as are prescribed
in sections 701 and 702 of the Act.

(iv) Creditors abide by the same or more
stringent prohibitions as are prescribed by sections
701 and 702 of the Act.

(v) Obligations or responsibilities imposed on
applicants are no more costly, lengthy, or burden-
some relative to applicants’ exercising any of the

*This subsection 15 not to be construed as indicating that
the Board would consider adversely any additional require-
ments of State law that are not inconsistent with the purpose
of the Act or the requirements imposed under sections 701
and 702 of the Act.

rights or gaining the benefits of the protections
provided in the State law than corresponding obli-
gations or responsibilities imposed on applicants
in sections 701 and 702 of the Act.

(vi) Applicants’ rights and protections are
substantially similar to, or more favorable than,
those provided by sections 701 and 702 of the Act
under conditions or within time periods that are
substantially similar to, or more favorable to ap-
plicants than, those prescribed by sections 701 and
702 of the Act.

(2) In determining whether provisions for en-
forcement of the State law referred to in subsection
(b)(1) arc adequate, consideration will be given
to the extent to which, under State faw. provision
is made for:

(i) administrative enforcement,  including
necessary facilities, personnel, and funding;

(i1) civil liability for a failure to comply with
the requirement of such a State law that is sub-
stantially similar to, or more extensive than, that
provided under section 706 of the Act;

(iii) a statute of limitations for civil liability
of substantially similar or longer duration as that
provided under section 706 of the Act; and

(iv) a scope of discovery relating to a credi-
tor’s credit granting standards that is substantially
similar to, or more extensive than. that provided
under section 706(j) of the Act.

(d) Public notice of filing and proposed rule
making. In connection with any application that
has been filed in accordance with the requirements
of subsections (a) and (b) of this Supplement and
following initial review of the application, a notice
of such filing and proposed rule making shall be
published by the Board in the Federal Register,
and a copy of such application shall be made
available for examination by interested persons
during business hours at the Board and at the
Federal Reserve Bank for cach Federal Reserve
District in which the State making the application
is situated. A period of time shall be allowed from
the date of such publication for interested parties
to submit written comments to the Board regarding
that application.

(¢) Exemption from requirements. If the
Board determines on the basis of the information
betfore it that, under the law of a State, a class
of credit transactions is subject to requirements
substantially similar to, or that provide greater
protection to applicants than, those imposed under
sections 701 and 702 of the Act and that there
is adequate provision for State enforcement, the
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Board will exempt the class of credit transactions
in that State from the requirements of sections 701
and 702 of the Act in the following manner and
subject to the following conditions:

(1) Notice of the exemption shall be published
in the Federal Register, and the Board shall fur-
nish a copy of such notice to the State official
who made application for such exemption, to cach
Federal authority responsible for administrative
enforcement of the requirements of sections 701
and 702 of the Act, and to the Attorney General
of the United States. Additionally, the Board shall
include any exemption granted in an appropriate
listing in Supplement H to this Part. Any exemp-
tion granted shall be effective 90 days after the
date of publication of such notice in the federal
Register.

(2) The appropriate official of any State that
receives an exemption shall inform the Board in
writing within 30 days of any change in the State
laws referred to in subscections (b)(1) and (b)(3).
The report of any such chunge shall contain copics
of the full text of that change. together with
statements setting forth the information and opin-
ions regarding that change that are specified in
subsections (b)(2) and (b)(4). The appropriate of-
ficial of any State that has received such an ex-
emption also shall file with the Board from time
to time such reports as the Board may require.

(3) The Board shall inform the appropriate offi-
cial of any State that receives such an ¢exemption
of any subsequent amendments of the Act (includ-
ing the implementing provisions of this Part, the
Board's formal interpretations, and interpretations
or approvals issucd by an authorized official or
cmployee of the Federal Reserve System) that
might necessitate the amendment of State law for
the cxemption to continue.

(4) No exemption shall extend to the adminis-
trative enforcement or civil liability provisions of
sections 704 and 706 of the Act. After an exemp-
tion if granted, the requirements of the applicable
State law shall constitute the requirements of sce-
tions 701 and 702 of the Act. except to the extent
such State law imposes requirements not imposed
by the Act or this Part.

(M Adverse determination. (1) If. after publi-
cation of a notice in the ederal Register as
provided under scetion (d), the Board finds on the
basis of the information before it that it cannot
maike a favorable determination in connection with

the application, the Board shall notify the appro-
priate State official of the facts upon which such
findings arc based and shall afford that State au-
thority a rcasonable opportunity to demonstrate or
achieve compliance.

(2) If, after having afforded the State authority
such opportunity to demonstrate or achieve com-
pliance, the Board finds on the basis of the infor-
mation before it that it still cannot make a favor-
able determination in connection with the applica-
tion, the Board shall publish in the Federal Regis-
ter a notice of its determination regarding  the
application and shall furnish a copy of such notice
to the State official who made application for such
exemption.

(g) Revocation of exemption. (1) The Board
reserve the right to revoke any exemption granted
under the provisions of this Supplement if at any
time it determines that the State law does not, in
fact, impose requirements that are substantially
similar to, or that provide greater protection to
applicants than, those imposed under sections 701
and 702 of the Act or that there is not, in fact,
adequate provision for State enforcement.

(2) Before revoking any such exemption, the
Board shall notify the appropriate State official of
the facts or conduct that, in the Board’s opinion.
warrants such revocation, and shall atford that
State such opportunity as the Board deems appro-
priate in the circumstances to  demonstrate  or
achicve compliance.

(3) If . after having been afforded the opportunity
to demonstrate or achieve compliance, the Board
determines that the State has not done so, notice
of the Board’s intention to revoke such exemption
shall be published as a notice of proposed rule
making in the Federal Register. A period of time
shall be allowed from the date of such publication
for interested persons to submit written comments
to the Board regarding the proposed rule mauking.

() If such exemption is revoked, notice of such
revocation shall be published by the Board in the
Federal Register. and a copy of such notice shall
be furnished to the appropriate State official, to
the Federal authorities responsible for enforcement
of the requirements of the Act, and to the Attorney
General of the United States. The revocation shall
become cffective, and the class of transactions
affected within that State shall become subject to
the requirements of sections 701 and 702 of the
Act, 90 days after the date of publication of the
notice in the Federal Register.
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Reserves of Member Banks

The Board of Governors hus amended its Regu-
lation 1D to modify the provisions as to the reserve
balances that member banks are required to main-
tain on demand deposits.

Effective us to the reserves required to be held
during the week commencing December 30, 1976,
against deposits outstanding in the week beginning
December 16, 1976, §§ 204.5(a)(1)ii) and (2)
(iii) are amended to read as follows:

Section 204.5—Reserve Requirements

(1) Reserve Percentage. Pursuant to the provi-
sions of section 19 of the Federal Reserve Act
and § 204.2(a) and subject to paragraph (¢) of this
section, the Board of Governors of the Federal
Reserve System hereby prescribes the following
reserve balances that cach member bank of the
Federal Reserve System is required to maintain
on deposit with the Federal Reserve Bank of its
district.

(1) If not in a reserve city—

* * # # ®

(iii) (2) 7 per cent of its net demand deposits
if its aggregate net demand deposits are $2 million
or less, (b) $140.000 plus 9%2 per cent of its net
demand deposits in excess of $2 million but less
than $10 million, (¢) $900,000 plus 11% per cent
of its net demand deposits in excess of $10 million
if its aggregate net demand deposits are in excess
of $10 million but less than $100 million, or (d)
$11,475,000 plus 12% per cent of its net demand
deposits in excess of $100 million.

(2) If in a reserve city (except as to any bank
located in such a city that is permitted by the Board
of Governors of the Federal Reserve System, pur-
suant to § 204.2(a)2), to maintain the reserves
specified in subparagraph (1) of this paragraph)- -

(i) $49.,725,000 plus 16% per cent of its net L

demand deposits in excess of $400 million.

Credit by Brokers and Dealers

The Board of Governors. pursuant to authority
contained in Sections 7 and 23 of the Securities
Exchange Act of 1934, as amended (15 U.S.C.
78g and w), proposed for comment on December
16, 1976, an amendment to section 220.4(g) of

Regulation T (41 F.R. 5552) governing credit
which a broker or dealer extends to option Spe-
cialists in a Specialists’ account. The existing rule
requires that credit terms to Specialists conform
to those available to public customers in a general
account with two exceptions. One cxception is
applicable only if the account is that of a joint
venture and it allows the broker carrying the ac-
count to disregard any disproportionate sharing of
profits and losses when analyzing the amount of
credit being extended. The other exception allows
the creditor to determine “‘in good faith’” the
maximum loan value of any registered securities
in the account rather than use the maximum loan
value (currently 50 per cent) which the Board of
Governors changes from time to time.

The general account provision for the writing
of options has been amended ctiective January 1,
1977 (41 F.R. 43895). In order to provide a
sufficient period for the collection and analysis of
comments on the proposed rule for Specialists’
credit and (o avoid the necessity for costly repro-
gramming of computer systems until such time as
the Board acts upon the proposed amendment to
section 220.4(g), the Board has determined to
permit option Specialists to continue using the
existing provisions of section 220.3(d)(5) after
January 1, 1977, instead of the new general ac-
count provision which takes eflect on that date.
The etlect of this action is to permit, in calculating
the adjusted debit balance of a Specialist’s ac-
count, the use of the amount of any margin custo-
marily required by the creditor in connection with
the issuunce of the option, rather than the amount
specified by the Board.

To implement this, the Board hereby tempo-
rarily suspends the application of  sections
220.3(d)(5) and (i) as such sections would apply
after January 1, 1977 to transactions in options
in a Specialist’s account within the scope of sec-
tion 220.4(g) of Regulation T.

Truth in Lending

The Board of Governors has issued a supple-
ment to its Regulation Z prescribing the criteria
and procedures under which a State may apply
for an exemption from the provisions of Chapter
4 (Credit Billing) of the Truth in lLending Act or
for a ruling regarding whether a provision of State
law is inconsistent with a provision of Chapter 4
of the Act.
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Effective December 10, 1976, Part 226 is
amended by the addition of Supplement V to read
as follows:

Supplement V to

Regulation 7. (Truth in Lending)

(Sections 226.12 & 226.6(b)(2)—Supplement)
Section 1

Procedures and criteria under which any State
may apply for cxemption from the provisions of
Chapter 4 of the Truth in Lending Act pursuant
to paragraph (a) of § 226.12.

(a) Application- ‘Any Statc may make appli-
cation to the Board, pursuant to the terms of
Section [ of this supplement and the Board’s Rules
of Procedure (12 C.F.R. 262), for a determination
that under the laws of that State.! transactions
under open end credit plans, including credit card
plans, as provided in §§ 103(f) and (i) ot the Act
and § 226.2(x) of this Part, within that State are
subject to requirements which are substantially
similar to those imposed under Chapter 4 of the
Act? or which provide greater protection to cus-
tomers than those provided under Chapter 4 of the
Act, and that there is adequate provision for en-
forcement of such requirements. Such application
shall be made by letter addressed to the Board
signed by the Governor, the Attorney General, or
any official of the State having responsibifities
under the State laws which are applicable to the
relevant class of transactions. The application shall
be supported by the documents specified in para-
graph (b} of Scction [ of this supplement.

(b) Supporting Documents The application
shall be accompanied by:

(1) A copy of the full text of the laws of the
State which are cluimed by the applicant to impose
requirements  substantially similar to those im-
posed under Chapter 4 of the Act or (o provide
greater protection to customers than does Chapter

'"Any reference to State law in Supplement Voincludes a
reference to any regulations which implement State law and
formal interpretations thereof by w court of competent juris-
diction or it duly authorized agency of that State.

2Any reference in Supplement Voo Chapter 4 ol the Act
or any section thereof includes a reference to the implementing
provisions of this Part and the Board's formal interpretutions
thereof . Additionally. any reference 1o Chapter 4 of the Act
includes a reference to &8 [27GYRY, 127, and 127(¢)
of Chapter 2 of the Act (and any implementing provisions in
this Part) which, though technically a part of Chapter 2,
implement and relate 1o substantive requirements of Chapter
4.

4 of the Act with respect to open end credit and
credit card transactions as defined in § 226.2(x)
of Regulation 7., including credit other than open
end extended by use of a credit card.

{2) A comparison of each requirement of State
law with the corresponding requirement of Chapter
4 of the Act, together with reasons to support the
claim that the requirements of State law are sub-
stantially similar to or provide greater protection
to customers than requirements imposed under
Chapter 4 of the Act with respect to the class of
credit transactions, and to demonstrate that any
differences are not inconsistent with and do not
result in a diminution in the protection otherwise
afforded customers by the requirements of Chapter
4 of the Act and a statement that there are no
other State laws which arc related to or would have
an cffect upon the State law which is being con-
sidered for exemption and which should be con-
sidered by the Board in making its determination.

(3) A copy of the full text of the laws of the
State which provide for enforcement of the State
laws relerred 10 in subparagraph (1) of this para-
graph.

(4) A comparison of the provisions of State law
with the provisions of §§ 108, 112, 130, 131, and
161(e) of the Act, together with reasons to support
the claim that such State laws provide for:

(i) Administrative enforcement of the State
laws referred to in subparagraph (1) of this para-
graph which is equivalent to the enforcement pro-
vided under § 108 of the Act;

(ii) Criminal liability for willful and knowing
violation of the State law with penalties substan-
tially similar to those prescribed under § 112 of
the Act, except that more severe penaltics may
be provided:

(ii)) Civil liability for failure to comply with
the requirements of the State law, including class
action liability, which is substantially similar to
that provided under §§ 130 and 131 of the Act.
except that more severe penalties may be provided:

(iv) A forfeiture penalty substantially similar
to that provided by § 161(e) of the Act. except
that a more severe forfeiture penalty may be pro-
vided:

(v) A statute of limitations that prescribes a
period with respect to civil liability actions of
substantially similar duration as that provided
under paragraph (¢) of § 130 of the Act, except
that a longer period may be provided.

(5) A statement identifying the oftice designated
or to be designated to administer the State laws
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referred to in subparagraph (1) of this paragraph.
together with complete information regarding the
fiscal arrangements for administrative enforcement
(including the amount ol funds available or to be
provided), the number and qualifications of per-
sonnel engaged therein, and a description of the
procedures under which such State laws arc to be
administratively enforced, including administra-
tive enforcement with respect to Federally char-
tered creditors.® The foregoing statement should
include reasons to support the claim that there is
adequate provision for enforcement of such State
laws.

(¢) Criteria for Determination—The Board
will consider the following criteria along with any
other relevant information in making a determi-
nation of whether the laws of a State impose
requirements substantially similar 10 or provide
greater protection to customers than those require-
ments imposed under Chapter 4 of the Act with
respect to open end credit and credit card transac-
tions, including credit other than open end extended
by use of a credit card. and whether there is
adequate provision for enforcement of such laws:

(1) In order for provisions of State law to be
substantially similar to or provide greater protec-
tion to customers than the provisions of Chapter
4 of the Act, the provisions of State law” shall
require that:

(i) Definitions and rules of construction, as
applicable, import the same meaning and have the
same application as those prescribed under § 226.2
of this Part;

(i) Creditors make all of the applicable dis-
closures required by this Part and deliver required
notices in the form, content, terminology, and time
periods as prescribed by this Part; provided that
references to Federal law in the statement required
under §§ 226.7(a}9), 226.7(d), and 226.7(i) may

Flrransactions within a State in which a Federally chartered
institution is a creditor shall not be subject to the exemption,
and such Federally chartered creditors shall remain subject to
the requirements o the Act and administrative enforcement
by the appropriate Federal authority under § 108 of the Act,
unless it is established to the satistaction of the Board that
appropriate arrangements have been nude with such Federal
authorities to assure etfective enforcement of the requirements
of State laws with respect 1o such creditors.

Ylhis paragraph is not to be construed as indicating that
the Board would consider adversely any additional require-
ments of State law which are not inconsistent with the purpose
of the Act or the requirements imposed under Chapter 4 of
the Act.

be changed so as to refer to State law. The text
of the statements required by State law which
correspond to those required by §§ 226.7(a)(9),
226.7(d), and 226.7(i) of this Part must be varied
to accurately reflect the State law if there are any
differences between the State law and Chapter 4
which are determined by the Board not to be
inconsistent with Chapter 4 when granting any
exemption and which would affect the accuracy
of the statement as provided in this Part;

(i1i) Creditors take all allirmative actions and
abide by obligations substantially similar to those
prescribed by Chapter 4 of the Act, under sub-
stantially similar conditions and within the same
(or more stringent) time periods as are prescribed
in Chapter 4 of the Act;

(1v) Creditors abide by the same (or more
stringent) prohibitions as are provided by Chapter
4 of the Act:

(v) Customers need comply with no obliga-
tions or responsibilities which are more costly.
lengthy, or burdensome as a condition of exercis-
ing any of the rights or gaining the benefits of
the protections in the State law which correspond
to those atforded by Chapter 4 of the Act, than
those obligations or responsibilities imposed upon
customers in Chapter 4 of the Act;

(vi) Substantially similar or more favorable
rights and protections are provided to customers
under conditions substantially similar or more fa-
vorable to customers than those attorded by Chap-
ter 4 of the Act.

(2) In determining whether the provisions for
enforcement of the State law referred to in para-
graph (b)(1) are adequate, consideration will be
given to the extent to which, under the laws of
the State, provision is made for:

(i) Administrative enforcement.  including
necessary facilities, personnel, and funding;

(ii) Criminal liability for willful and knowing
violation with penalties substantially similar to or
more severe than those prescribed under § 112 of
the Act;

(iii) Civil lability for failure to comply with
the provisions of State law substantially similar
to that provided under §§ 130 and 131 and a
forfeiture penalty substantially similar to that pro-
vided in § 161(c) of the Act, except that more
severe civil lability and forfeiture penaltics may
be prescribed; and

(iv) A statute of limitations with respect to
civil liability of substantially similar duration as
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that provided under § 130 of the Act, except that
a longer duration may be provided.

(d) Public Notice of Filing and Proposed Rule
Making— In connection with any application
which has been filed in accordance with the re-
quirements of paragraphs (a) and (b) of Section
I, following initial review of said application,
notice of such filing and proposed rule making will
be published by the Board in the Federal Register.
and a copy of such application will be made
available for cxamination by interested persons
during business hours at the Board and at the
Federal Reserve Bank of cach Federal Reserve
District in which any part ol the State of the
applicant is situated. A reasonable period of time
will be allowed from the date of such publication
for the Board to receive written comments from
interested persons with respect to that application.

(¢) Exemption from Requirements of Chapter
4 —If the Bourd determines on the basis of the
information hefore it that under the law of a State
open end credit and credit card transactions, in-
cluding credit transactions other than open end
exiended by use of a credit card, are subject to
requirements which are substantially similar to or
which provide greater protection to customers than
those imposed under Chapter 4 of the Act and that
there is adequate provision for enforcement, the
Board will exempt such class of transactions in
that Statc from the requirements of Chapter 4 of
the Act in the following manner and subject to
the following conditions:

(1) Notice of the exemption will be published
in the Federal Register, and the Board will furnish
a copy of such notice to the oflicial who made
application for such exemption and to cach Federal
authority responsible for administrative enforce-
ment of the requirements of Chapter 4 of the Act.

(2) The appropriate official of any Statc which
receives an exemption shall inform the Board
within 30 days ol the occurrence of any change
in its related law (including regulations). The
report of any such change shall contain copies of
the full text of that change together with statements
setting forth the information and opinions with
respect to that change as specified in subparagraphs
(2) and (4) of paragraph (b). The appropriate
official of any State which has received an exemp-
tion shall file with the Board from time to time
such reports as the Board may require.

(3) The Board will inform the appropriate offi-
cial of any Statc which receives an exemption of
any subscquent amendments of Chapter 4 of the

Act (including the implementing provisions of this
Part and the Board’s formal interpretations) which
might call for amendment of State l[aw, regulations
or formal interpretation thereof.

(1) Adverse Determination—(1) If after publi-
cation of notice in the Federal Register as provided
under paragraph (d) the Board finds on the basis
of the information before it that it cannot make
a favorable determination in connection with the
application, the Board will notify the appropriate
State official of the facts upon which such finding
is based and shall afford that State a reasonable
opportunity to demonstrate or achieve compliance.

(2) If, after having afforded the State opportu-
nity to demonstratc or achieve compliance, the
Board finds on the basis of the information before
it that it still cannot make any favorable determi-
nation in connection with the application, the
Board will publish in the Federal Register a notice
of its decision with respecet to such application and
will furnish a copy of such notice to the official
who made application for such exemption.

(g) Revocation of Exemption—(1) The Board
reserves the right to revoke any exemption if at
any time it determines that the State law does not,
in fact, impose requirements which are substan-
tially similar to or provide greater protection to
customers than those imposed under Chapter 4 of
the Act or that there is not, in fact, adequate
provision for enforcement.

(2) Before revoking any State exemption, the
Board will notify the appropriate State official of
the facts or conduct which in the opinion of the
Board warrant such revocation and shall afford that
State such opportunity as the Board deems appro-
priatc in the circumstances 1o demonstrate or
achicve compliance.

(3) If, after having been aftforded the opportu-
nity to demonstrate or achieve compliance. the
Board determines that the State has not done so.
notice of the Board's intention to revoke such
exemption shall be published as a notice of pro-
posed rule making in the Federal Register. A
period of time will be allowed from the date of
such publication for the Board to receive written
comments from interested persons with respect (o
the proposed rule making.

(4) In the event of revocation of such exemp-
tion, notice of such revocation shall be published
by the Board in the Federal Register, and a copy
of such notice shall also be furnished to the ap-
propriate State official and to the Federal authori-
tics responsible for enforcement of requirements
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of Chapter 4 of the Act, and the class of transac-
tions aflected within that State shall then be subject
to the requirements of Chapter 4 of the Act and
subject to administrative enforcement as provided
under § 108 of the Act.

Section i

Procedures and criteria under which any State
may apply for a determination that a State law
is not inconsistent with and not preempted by a
provision of Chapter 4 of the Act pursuant to §
226.6(b)(2) of this Part.

(1) Application—Any State may mitke applica-
tion to the Board pursuant to the terms of Section
II of this supplement and the Board’s Rules of
Procedure (12 C.F.R. 262). for a determination
that a law of such State is consistent® with a
provision of Chapter 4 of the Act, because such
State law provides greater protection to customers
than does the provision of Chapter 4 of the Act,
that such law is consistent with a provision of
Chapter 4 for any other reasons. or for a determi-
nation of any issues not clearly covered by §
226.6(b) with regard to the relationship of the
Federal Taw to the State’s law. Such application
shall be made by letter addressed to the Board
signed by the Governor, Attorney General. or any
official of the State having responsibilities under
the State law put forward for consideration and
supported by the documents specificd in paragraph
(b) of Section II of this supplement.

(b) Supporting Documents—The application
shall be accompaniced by:

(1) A copy of the full text of the laws of the
State which are claimed by the applicant to be
consistent with a provision of Chapter 4 of the
Act or whose relationship (with regard to consist-
ency or inconsistency) to a provision of Chapter
4 of the Act is claimed by the applicant to be
not clearly covered by the standards and criteria
for comparison set forth in § 226.6(b) of this Part.

(2) A comparison of cach requirement of the
State law with the corresponding requirement of
Chapter 4 of the Act, together with reasons to
support the claim that the State luw is consistent
with a provision of Chapter 4 of the Act or that
the relationship (with regard (o consistency or
inconsistency) between the State law and a provi-

Flor purposes ol this supplement the terms “*consistent™
and “'not inconsistent’ shall convey the same meaning and
shall involve the swme evidentiary showing.

sion of Chapter 4 of the Act is not clearly covered
by the standards and criteria set forth in § 226.6(b)
of this Part.

(3) A copy of the full text of any provisions
of State law corresponding to §§ 1120 130, 131,
and 161(e) (if applicable) together with reasons
for applicant’s claim that such State provisions are
not inconsistent (because they provide greater
protection to customers or for other reasons) with
the Act.

(4) A statement that there are no State laws
(including administrative or judicial interpreta-
tions) other than those submitted to the Board
which have any bearing on whether or not the State
law is consistent with a provision of Chapter 4
of the Act.

(5) A statement identiflying the office designated
or to be designated to administer the State laws
referred to in subparagraph (1) of this paragraph.
If no such administrative office exists, then a
statement identifying the office to which the Board
can address any correspondence regarding the re-
quest for such determination shall accompany the
application.

(¢) Criteria for Determination—The Board
will consider the following criteria along with any
other relevant information, in addition to the cri-
teria set forth in § 226.6(b) of this Part, in making
a determination of whether or not State law s
inconsistent with a provision of Chapter 4 of the
Act. In order for provisions of State law to be
determined to be consistent with a provision of
Chapter 4 of the Act, the provisions of State law"
shall, to the extent relevant to the determination.
require that:

(1) Definitions and rules of construction. as
applicable. import the same meaning and have the
same application as those prescribed by this Part;

(2) Creditors make all of the applicable disclo-
sures required by the corresponding provision of
Chapter 4 of the Act and this Part and deliver
required notices with the content and in the termi-
nology, form, and time periods prescribed by this
dart; however, variations in form, content, and
terminology from the disclosures required hy this
Part will be permitted in order to accurately reflect

“This paragraph is not to be construed as indicating that
the Board would consider adversely any additional require-
ments of State law which are not inconsistent with the pur-
poses of the Act or the requirements imposed under Chapter
4 of the Act.
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a State law which is difterent from the Federal
law but determined to be consistent therewith, and
more {requent disclosures which do not frustrate
any of the purposes of the Act may be determined
to be consistent with the Act:

(3) Creditors tuke all aflirmative actions and
abide by obligations substantially similar to those
prescribed by a provision of Chapter 4 of the Act
under substantially  similar (or more  stringent)
conditions and within the same (or more stringent)
time periods as are prescribed in Chapter 4 of the
Act,

(4) Creditors abide by the sume (or more strin-
gent) prohibitions as are prescribed by the corre-
sponding provision of Chapter -+ of the Act;

(5) Customers need comply with obligations or
responsibilities which  are not more  costly,
lengthy, or burdensome as a condition of exercis-
ing any of the rights or paining the benefits of
the protections provided in the State law, which
correspond to those afforded by Chapter 4 of the
Act, than those obligations or responsibilities im-
posed on customers in Chapter 4 of the Act:

(6) Customers are to have rights and protections
substantially similar to or more favorable than
those provided by the corresponding provision of
Chapter 4 of the Act under conditions and within
time periods which are substantially similar to or
more favorable to customers than those prescribed
by Chapter 4 of the Act.”

(d) Public Notice of Filing and Proposed Rule
Making—In connection with any application
which has been filed in accordance with the re-
quirements of paragraphs (a) and (b) of Section
1 of this supplement, notice of such filing and
proposed rule making will be published by the
Board in the Federal Register, and a copy of such
application will be made available for examination
by interested persons during business hours at the
Board and at the Federal Reserve Bank of cach
Federal Reserve District in which any part of the
State of the applicant is situated. A period of time
will be allowed from the date of such publication
for the Board to receive written comments from
interested persons with respect to that application.

TA State may nuke a showing that in certain lhimited readily
identifiable circumstances a law which may otherwise be in-
consistent with @ provision of Chapter 4 of the Act is not
inconsistent under the criteria set forth in paragraph (¢) of
Scction [T of this supplement. The Boand may determine such
State law o be consistent oaly under those circumstances but
will make no such determination if doing so would mislead
or confuse custoniers,

(¢) PDetermination that a State Law is Con-
sistent with Chapter 4—If the Board determines
on the basis of the information before it that the
law of a State is consistent with a provision of
Chapter 4 of the Act, notice of such determination
shall be published in the following manner and
shall be subject to the following conditions:

(1) Notice of the determination will be pub-
lished in the Federal Register, and the Board will
furnish a copy of such notice to the ofticial who
made application for such exemption and to cach
Federal authority responsible for administrative
enforcement of the requirements of Chapter 4 of
the Act.

(2) 'The appropriatc official of any State which
receives such a determination shall inform the
Board within 30 days of the occurrence of any
change in its related law (or regulations). The
report ol any such change shall contain copices of
the full text of the law, as changed, together with
statements sctting forth the information and opin-
ions with respect to that change as specified in
subparagraphs (2) and (4) of paragraph (b) of
Section 1. The appropriate official of any State
which has received such a determination shall file
with the Board from time to titme such reports as
the Board may require.

(3) The Board will inform the appropriate ofti-
cial of any State which receives such a determi-
nation of any subsequent amendments of Chapter
4 of the Act (including the implementing provi-
sions of this Part and the Board's formal interpre-
tations) which might call for amendment of State
law, rcgulations, or formal interpretations.

(f) Adverse Determination- (1) If after publi-
cation of notice in the Federal Register as provided
under paragraph (d) the Board finds on the basis
of the information before it that such State law
is inconsistent with a provision of Chapter 4 of
the Act, the Board will notily the appropriate State
official of the fucts upon which such finding is
based and shall afford that State authority a rea-
sonable opportunity to demonstrate further that
such State law is not inconsistent with the corre-
sponding provision of Chapter 4 of the Act, if such
State authority desires to do so,

(2) If, after having atforded the State authority
such further opportunity to demonstrate that the
State law is consistent with a provision of Chapter
4 of the Act, the Board finds on the basis of the
information before it that the State law is incon-
sistent, the Board will publish in the Federal
Register a notice of its decision with respect to
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such application and will furnish a copy of such
notice to the official who made application for the
determination.

(g) Reversal of Determination—(1) The Board
reserves the right to reverse any determination
made under Scction 11 of this supplement to the
ctiect that a State law is consistent with a provision
of Chapter 4 of the Act, if at any time it determines
that the State law is in fact inconsistent with a
provision of Chapter 4 of the Act because of
subsequently discovered facts, a change in the
State or Federal law (by amendment or adminis-
trative or judicial interpretation or otherwise) or
for any other rcason bearing on the coverage or
impact of the State or Federal law.

(2) Before reversing any such determination,
the Board will notify the appropriate State official
of the facts or conduct which, in the opinion of
the Board, warrant such reversal and shall afford
that State such opportunity as the Bouard deems
appropriate in the circumstances to demonstrate
that the determination should not be reversed.

(3) If, after having been afiorded the opportu-
nity to demonstrate that its law is consistent with
a provision of Chapter 4 of the Act. the Board
determines that the State has not done so, notice
of the Board’s intention to reverse such determi-
nation shall be published as a notice of proposed
rule making in the Federal Register. A reasonable
period of time will be allowed from the date of
such publication for the Board to receive written
comments from interested persons with respect to
the proposed rule making.

(4) In the event of reversal of such determi-
nation, notice of such reversal shall be published
by the Board in the Federal Register. and a copy
of such notice shall also be furnished to the ap-
propriate State oflicial and to the Federal authori-
ties responsible for enforcement of the require-
ments of Chapter 4 of the Act, and the State law
affected shall then be considered inconsistent with
and preempted by Chapter 4 of the Act within the
meaning of § 171(a) of the Act.

Rules Regarding Delegation of Authority

The Board of Governors of the Federal Reserve
System has amended its Rules Regarding Delega-
tion of Authority to delegate to any member of
the Board designated by the Chairman the author-
ity to approve amendments to notices of charges,
proposed orders to cease and desist, and temporary
ceasc-and-desist orders, previously approved by

the Board pursuant to the Financial Institutions
Supervisory Act, 12 U.S.C. §§ 1818(b) and (¢)
(§§ 8(b) and (¢) of the Federal Deposit Insurance
Act.)

Effective December 16, 1976, 12 CFR Part 265
is amended by adding thercto a new § 265, la(b)(2)
to read as follows:

Section 265.1a—Specific
Functions Delegated to Board Mcembers

* * * # *

(b) Any Board members designated by the
Chairman is authorized:

* * * # *

(2) To approve, after receiving the recom-
mendations of the Director of the Division of
Banking Supervision and Regulation and the Gen-
cral Counsel, amendments (o any notice of
charges. proposed order to cease and desist, or
temporary cease-and-desist order, previously ap-
proved by the Board of Governors pursuant to the
FFinancial Institutions Supervisory Act, 12 U.S.C.
8§ 1818(b), (¢) (Federal Deposit Insurance Act,
§8 8(b) and (¢)).

# * * * k

The Board of Governors has also amended its
Rules Regarding Delegation of Authority o dele-
gate to the General Counsel of the Board the
authority to make certifications (prior and final)
for Federal tax purposes with respect to distri-
butions and divestitures pursuant to the Bank
Holding Company Act Amendments of 1970,

Eifective December 6, 1976, 12 CFR Part 265
is amended by revising § 265.2(b)(3) to rcad as
follows:

Section 265.2—Specific
Functions Delegated to Board
Employees and to Federal Reserve Banks

* * * * #

(b) The General Counsel of the Board (or,
in the General Counsel’s absence. the Acting
General Counsel) is authorized:

P * * #® #®

(3) Under the provisions of sections 1101-1103
and scction 6158 of the Internal Revenue Code
(26 U.S.C. 1101-1103 and 6158) to make certifi-
cations (prior and final) for Federal tax purposcs
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with respect to distributions and divestiturcs pur-
suant to the Bank Holding Company Act.

* # * # *

Interpretation of Regulations K, M and Y

In a request for an interpretation filed with the
Board by a member bank and its parent bank
holding company. the issue arose whether it would
be a permissible activity for one of their existing
foreign subsidiary corporations, subject to the
provisions of cither Sections 25 or 25(a) of the
Federal Reserve Act or Section 4(c)(13) of the
Bank Holding Company Act, to sell long-term
debt obligations in foreign markets and to transfer
the proceeds of these obligations to its United
States parent(s) for domestic purposes.

Under the specific proposal put forward, a
foreign subsidiary of the parent bank holding
company would sell debt obligations in foreign
markets, which obligations would have initial ma-
turities in excess of seven years and may or may
not be supported by the guaranty of its parent bank
holding company. The foreign subsidiary in ques-
tion would have substantial other international or
foreign business and would be performing an ac-
tivity that its parent bank holding company could
perform directly, i.c.. raising capital funds through
the sale of long-term debt obligations.

Under the eighth paragraph of Scection 25(a) of
the Federal Reserve Act (12 U.S.C. 615), an Edge
Corporation may. with the prior consent of the
Board, purchase and hold stock of a corporation
that is ‘‘not cngaged in the gencral business of
buying or scHing goods, wares. merchandise or
commodities in the United States, and not trans-
acting any business in the United States except
such as in the judgment of the Board . . . may
be incidental to its international or foreign busi-
ness. ™ Similarly, under the tenth paragraph of the
same  scction, an Edge Corporation shall not
“‘carry on any part of its business in the United
States except such as in the judgment of the Board

.. may be incidental to its international or foreign
business.”” Pursuant to the third paragraph of Scc-
tion 25 of the Federal Reserve Act, a national
banking association' may acquire and hold, di-
rectly or indirectly, stock or other evidences of

'Paragraph 20 of Section Y of the Federal Reserve Act (12
U.S.C. 335) mukes the provisions of Section 25 applicable
1o Stute member banks.

ownership in a foreign bank as long as such foreign
bank is ‘‘not engaged, directly or indirectly, in
any activity in-the United States except as, in the
judgment of the Board . shall be incidental
to the international or forcign business of such
forcign bank."” Finally, Section 4(c)(13) of the
Bank Holding Company Act exempts from the
nonbanking prohibitions of Section 4 of the Act
“*shares of, or activities conducted by, any com-
pany which does no business in the United States
except as an incident to its international or foreign
business.™

In the Board’s judgment, the slight wording
differences between the quoted portions of the
above statutes were not intended by Congress to
bear any meaningful significance. Accordingly,
the Board has interpreted these provisions in the
past as being synonymous? and this interpretation
applics to cach of the above statutory provisions.

To the extent that the foreign subsidiary in
question is involved in the issuance of long-term
debt obligations in foreign markets, there is no
legal issue raised since that subsidiary would
clearly be engaging in permissible foreign activi-
ties. However, an issuc is raised whether the
transfer of the proceeds of those obligations to its
parent institution causes such foreign subsidiary
to be “*doing’ or “transacting’’ business within
the United States in violation of the statutory
provisions sct forth above.

The Board has determined that the foreign sub-
sidiary in question is not ‘‘transacting™  or
““doing’” business in the United States by the mere
transfer of proceeds of its long-term foreign debt
obligations to its parent corporation. In the Board’s
judgment, the foreign subsidiary is essentially
providing a service to its parent in that it is serving
as its parent’s alter e¢go for the limited purpose
of obtaining long-term funds that the parent could
otherwise obtain directly.® The transfer of bor-
rowing proceeds between a United States parent

28cee section 225.4(f)( 1) of Regulation Y. wherein the Bouard
has by regulation applied to foreign subsidiaries of domestic
bank holding companies the Edge Act limitations on activities
in the United States.

FWhile such a foreign subsidiary may be viewed as providing
A service to ity parent bunk hotding company, the Board
nevertheless believes that any bank holding company that plans
1o aequire shares of u foreign corporation to engage solely
in the activities deseribed herein will have 1o file an application
under § He)(1Y) of the Bunk Holding Company Act and §
225.4(1) of Regulation Y. (See in this regard the Board™s prior
ruling on forcign operations subsidiaries ar 12 CFR 250,143
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and its foreign subsidiary in this situation can thus
be viewed as not more than an intra-organizational
transaction for the parent’s benefit. In the Board's
view, such a transaction is distinguishable from
a commerical foan to a third-party United States
resident by a foreign subsidiary, which loan would
bring a foreign subsidiary into direct lending com-
petition with domestic banking organizations.

[n the Board’s judgment, this interpretation ap-
plies only to a situation where a foreign subsidiary
acting strictly on behalf of its parent organization,
issues debt obligations abroad for the sole and
express purpose of supplying funds to its parent
organization. To meet this test, the Board believes
three conditions must be satistied: (1) the foreign
subsidiury should be wholly-owned (except for
directors’ qualifying shares, if any) by its United
States parent organization(s); (2) the proceeds re-
patriated should be no greater in amount than the
amount of debt issued abroad; and (3) the proceeds
should be repatriated on approximately the same
terms and conditions as the obligations issued by
the foreign subsidiary.

Interpretation of Regulation Y

The Board has received a request for an inter-
pretation of § 4(c)}(6) of the Bank Holding Com-
pany Act (""Act’”)* in connection with a proposal
under which a number of bank holding companies
would purchase interests in an insurance company
to be formed for the purpose of underwriting or
reinsuring credit life and credit accident and health
insurance sold in connection with extensions of
credit by the stockholder bank holding companies
and their aftiliates.

Each participating holding company would own
no more than 5 per cent of the outstanding voting
shares of the company. However, the investment
of ecach holding company would be represented
by a separate class of voting security, so that each
stockholder would own 10O per cent of its respec-
tive class. The participating companics would ex-
ecute a formal " Agreement Among Stockholders™
under which cach would agree to use its best
efforts at all times to direct or recommend to
customers and clients the placement of their life,

Act’s prohibitivns on ownership of shares in nonbanking cori-
panies for “*shares of uany company which do not include more
than 5 per centumn of the outstanding voting shares of such
company.’’

accident and health insurance directly or indirectly
with the company. Such credit-related insurance
placed with the company would be identified in
the records of the company as having been origi-
nated by the respective stockholder. A scparate
capital account would be maintained for each
stockholder consisting of the original capital con-
tribution increased or decreased from time to time
by the net profit or loss resulting from the insur-
ance business attributable to cach stockholder.
Thus, cach stockholder would reccive a return on
its investment based upon the claims experience
and profitability of the insurance business that it
had itself generated. Dividends declared by the
board of directors of the company would be pay-
able to cach stockholder only out of the carned
surplus reflected in the respective stockholder’s
captial account.

It has been requested that the Board issuc an
interpretation that § 4(c)(6) of the Act provides
an exemption under which participating bank
holding companies may acquire such interests in
the company without prior approval of the Board.

On the basis of a careful review of the docu-
ments submitted. in light of the purposes and
provisions of the Act, the Board has concluded
that § 4(c)6) of the Act is inapplicable to this
proposal and that a bank holding company must
obtain the approval of the Board before partici-
pating in such a proposal in the manner described.,
The Board’s conclusion is based upon the follow-
ing considerations:

(1) Section 2(a)(2)(A) of the Act provides that
a company is deemed to have control over a second
company if it owns or controls **25 per centum
or more of any class of voting securities™ of the
second company. In the case presented, the stock
interest of each participant would be evidenced by
a different class of stock and cach would, accord-
ingly, own 100 per cent of a class of voting
securities of the company. Thus, cach of the
stockholders would be deemed to ““control™ the
company and prior Board approval would be re-
quired for each stockholder’s acquisition of stock
in the company.

The Board believes that this application of §
2()(2)(A) of the Act is particularly appropriate
on the facts presented here. The company is, in
practical effect, a conglomeration of scparate
business ventures cach owned 100 per cent by a
stockholder the value of whose economic interest
in the company is determined by reference to the
profits and losses attributable to its respective class
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of stock, Furthermore, it is the Board’s opinion
that this application of § 2(a)(2)(A) is not incon-
sistent with § 4(¢)(6). Even assuming that § 4(cH6)
is intended to refer to all outstanding voting shares,
and not merely the outstanding shares of a partic-
ular class of securitics, § 4(¢)(6) must be viewed
as permitting ownership of 5 per cent of a com-
pany’s voting stock only when that ownership does
not constitute “‘control™ as otherwise defined in
the Act. For example, it is entirely possible that
a company could exercise a controlling influence
over the management and policies of a sccond
company, and thus “*control’” that company under
the Act’s definitions, even though it held less than
5 per cent of the voting stock of the second
company. To view § 4(c)(6) as an unqualified
exemption for holdings of less than 5 per cent
would thus create a serious gap in the coverage
of the Act.

(2) The Board belicves that § 4(¢)(6) should
properly be interpreted as creating an exemption
from the general prohibitions in § 4 on ownership
of stock in nonbank companies only for passive
investments amounting to not more than 5 per cent
of a company’s outstanding stock, and that the
exemption was not intended to allow a group of
holding companies, through concerted action, to
engage in an activity as entrepreneurs. Section 4
of the Act, of course. prohibits not only owning
stock in nonbank companics. but engaging in
activities other than banking or those activities
permitted by the Board under § 4(c)(8) as being
closely related to banking. Thus, if a holding
company may be deemed to be engaging in an
activity through the medium of a company in
which it owns less than 5 per cent of the voting
stock it may nevertheless require Board approval,
despite the § 4(c)(6) exemption,

To accept the argument that § 4(c)(6) is an

unqualified grant of permission to a bank holding
company to own 5 per cent of the shares of any
nonbanking company, irrespective of the nature
or extent of the holding company’s participation
in the affairs of the nonbanking company would,
in the Board's view, create the potential for serious
and widespread evasion of the Act’s controls over
nonbanking activitics. Such a construction would
allow a group of 20 bank holding companies—or
even a single bank holding company and one or
more nonbank companies—-to cngage in entre-
prencurial joint ventures in businesses prohibited
to bank holding companics, a result the Board
believes to be contrary to the intent of Congress.

[n this proposal, cach of the participating stock-
holders must be viewed as engaging in the business
of insurance underwriting.  Fach  stockholder
would agree to channel o0 the company the insur-
ance business it generates, and the value of the
interest of each stockholder would be determined
by reference to the profitability of the business
generated by that stockholder itself. There is no
sharing or pooling among stockholders of un-
derwriting risks assumed by the company, and
profit or loss from investments is allocated on the
basis of cach bank holding company's allocable
underwriting profit or loss. The interest of cach
stockholder is thus clearly that of an entreprencur
rather than that of an investor.

Accordingly, on the basis of the factual situation
before the Board, and for the reasons summarized
above, the Board has concluded that § 4(¢)(6) of
the Act cannot be interpreted to exempt the own-
ership of 5 per cent of the voting stock of a
company under the circumstances described. and
that a bank holding company wishing to become
a stockholder in a company under this proposal
would be required to obtain the Board’s approval
to do so.

BANK HOLDING COMPANY AND BANK MERGER ORDERS/ISSUED BY THE BOARD OF GOVERNORS

Orders Under Section 3
of Bank Holding Company Act

Banco Union. C.A.; Consorcio Financiero
Union, S.A. and Union International Corp.,
Cuaracas, Venerzuela

Order Approving

Formation of Bank Holding Companices

Banco Union, C.A.. Caracas.
(**Banco Union™"); Consorcio Financicro Union,

Venerzuela

S.A.. Caracas, Venezuela (*Consorcio Finan-
ciero’); and Union International Corporation,
Wilmington, Delaware (“*Union International™)
have applied for the Board’s approval under §
3(a)(D) of the Bank Holding Company Act (12
U.S.C. § 1842(a)( 1)) of formation of bank holding
companies through acquisition directly or indi-
rectly of all of the voting shares (less director’s
qualifying shares) of Union Chelsca  National
Bank, New York, New York (“"Bank'™ ). Bank,
a new bank recently chartered by the Comptroller



62 Federal Reserve Bulletin O January 1977

of the Currency, proposes to purchase assets and
assume labilities of Chelsca National Bank, New
York, New York (**Chelsca Bank’™).! Bank would
be the successor to Chelsea Bank and. accord-
ingly, the proposed acquisition of voting shares
of Bank is treated herein as the proposed acquisi-
tion of the voting shares of Chelsea Bank. Union
International proposes to acquire all of the voting
shares of Bank. Banco Union would own 10 per
cent of the shares of Union International: however,
as a result of a voting agreement entered into with
Consorcio, it would have the power to vote an
additional 15 per cent of the shares of Union
International.* Consorcio Financiero would own
90 per cent of the shares of Union International ,?
but as a result of the voting agreement would have
the power to vote only 75 per cent of Union
International shares.

Notice of the applications has been given to the
Comptroller of the Currency in accordance with
§ 3(b) of the Act. The Comptroller has recom-
mended approval of the applications. Published
notice of the applications has been dispensed with
because of the cmergency situation that exists.
Such notice is not required by the Act. The Board
has considered the applications and the comments
reecived in the light of the factors set forth in §
3(¢) of the Act (12 U.S.C. § [842()).

Banco Union. a Venezuelan commercial bank
with total assets of approximately $1.1 billion and
total deposits of approximately $1 billion, is the
second largest commercial bank in Venczucla.
Banco Union has 82 oftices located throughout
Venezuela and has two overseas offices, including
an ageney in New York City. Consorcio Finan-
ciero is a holding company with substantially the
same  sharcholders as Banco Union and was
formed to hold interests in mortgage banking and
other companies formerly held by Banco Union.
Consorcio Financiero has total assets of approxi-
mately $12.7 million. Union International is a

""The Comptroller has declared that an emergency exists with
respect to the condition of Chelsea Bank and, acting pursuant
to 12 U.S.C. section 181, waived the requirement that the
owners of two-thirds of Chelsea Bank’'s stock vote o approve
the transaction.

2Banco Union has undertaken to apply to the proper Vene-
suclan authorities for permission to acquire all of the shares
of Union International.

*Both Banco Union and Consorcio Financiero have agreed
to maintain the voting agreement regarding 15 per cent of the
shares of Union International, until the Board consents to
termination ot the arrangement.

United States company that has been formed for
the purpose of holding the shares of Bank. Upon
acquisition of Bank (deposits of approximately $28
million), Applicants would control 0.2 per cent
of deposits in commercial banks in the State of
New York.*

Chelsca Bank, whose assets and habilities are
to be acquired by Bank, is the 78th largest of 122
banking organizations in the relevant market.?
Because of the nature of the business conducted
at Banco Union’s New York agency and the large
number of intervening banks, it does not appear
that any meaningful competition would be elimi-
nated as a result of the proposals. On the other
hand, consummation of the proposals should have
a salutary effect on competition by restoring Chel-
sea Bank to a condition whereby it will be able
to compete with other banking organizations in the
market. On the basis of the record, the Board
concludes that consummation of the proposals
would not have a significant adverse cttect on
existing or potential competition in any relevant
area and that competitive considerations are con-
sistent with approval of the applications.

The financial and managerial resources and fu-
ture prospects of Banco Union are regarded as
generally satisfuctory. Similar considerations with
respect to Consorcio Financiero and Union Inter-
national appear to be consistent with approval of
the subject applications. Bank’s financial resources
and future prospects, absent consummation of the
instant proposals, are unsatisfactory and additional
funds are needed in order for Bank to be able to
continue its operations. In this connection, Banco
Union has agreed to directly or indirectly inject
$6 million of additional capital into Bank. In
addition, Banco Union will make a $6 million line
of credit available to Union International to enable
Union International to make such additional capital
investments in Bank as may be necessary. Thus,
banking factors lend weight toward approval of
the applications. Although there will be no imme-

'All banking data are as of December 310 1975, unless
aotherwise indicated.

“The metropolitan New  York market, the relevant peo:
graphic market for purposes of unalyzing the competitive
effeets of the subject proposal, is defined to include the five
boroughs of New York City, Nassau County, Westchester
County, Putnam County, Rockland County. and western Suf-
folk County in New York. as well as the northern two-thirds
of Bergen County and eastern Hudson County in New Jersey,
plus southwestern Fairficld County in Connecticut. Chelsea
Bank's rank in the market is as of June 30, 1975,
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diate change or increase in the services offered
by Bank. consummation of the proposed transac-
tions would preserve Bank as an alternative source
of banking services. Thus, convenience and needs
considerations lend significant weight toward ap-
proval of the applications. Accordingly, it is the
Board's judgment that consummation of the pro-
posed transaction would be in the public interest
and that the applications should be approved.

Pursuant to section 4(a)(2) of the Act, Appli-
cants would have two years from the date on which
they become bank holding companies in which to
divest direct or indireet ownership or control of
any companies engaged in impermissible non-
banking activities. Under scetion 4(¢)(9) of the Act
and scction 225.4(g) of Regulation Y [12 CEFR
225.4(g)] issued pursuant thereto, a “foreign bank
holding company,™ as defined in the regulation,®
is cligible for certain exemptions from the non-
banking prohibitions of the Act. Specifically, a
forcign bank holding company may. without the
Board's prior specific consent, retain and acquire
shares of any company that is not engaged, directly
or indirectly, in any activitics in the United States
except as shall be incidental to the international
or foreign business of such company. It appears
that Banco Union would qualify as a foreign bank
holding company upon consummation of the pro-
posed transactions. Based on the available infor-
mation, however, it does not appear that Consorcio
Financiero, as presently constituted, would qualify
as a foreign bank holding company. Unless Con-
sorcio Financiero can demonstrate to the Board
that it is a “‘foreign bank holding company,’ and
thus qualifies for the exemption of section 4(¢}(9).
it must, within two years of the date on which
it becomes a bank holding company, cither reduce
its investments in foreign companies to less than
5 per cent” or apply to the Board to retain its
foreign investments pursuant to section 4(c)(13)
of the Act.?

SSection 2285 . de) i) defines “toreign bank  holding
company™ as a bank holding company *organized under the
laws of a foreign country., more than half of whose consolidated
assets are located, or consolidated revenues derived, outside
the United States.™”

TPurswant to section el 6) of the Act a bank holding
company niay hold up 10 5 per cent of the outstanding voting
shures of nonbunking companies.

¥Bank holding companies that do not qualify as foreign bank
holding companies under § 225 4(g) of Regulation Y must
apply to retain or acquire shares of foreign companies under
§ 225.41F) of Regulation Y implementing § 4(c)(13) of the

While Banco Union and Consorcio Financiero
are primarily engaged in activities outside  the
United States, Banco Union presently owns 39 per
cent, and Consorcio Financiero owns 45 per cent,
of the voting shares of Administradora Union, a
Venerzuelan company which indirectly engages in
real estatc management activities in the United
States through its wholly-owned subsidiary Ad-
ministradora Union Management Corp., Coral
Gables, Florida (**Management Company™’). It
does not appear that any of the exemptive provi-
sions of section 4 of the Act, including § 4(¢X9).
are applicable to Applicants’ indirect investments
in Management Company. In accordance with
scction 4(a)(2) of the Act, Banco Union and Con-
sorcio Financicro have agreed to, within two years
from the date on which they become bank holding
companies, cither divest their ownership of shares
of Management Company or Management Com-
pany will ceasc its United States activities.

On the basis of the record, the applications are
approved for the reasons summarized above. The
transactions shall not be made (a) before the thir-
tieth calendar day following the effective date of
this Order or (b) later than three months after the
cffective date of this Order, unless such period
is extended for good cause by the Board, or by
the Federal Reserve Bunk of New York pursuant
to delegated authority,

By order of the Board of Governors, effective
December 31, 1976.

Voting for this action: Vice Chairman Gardner and
Governors Wallich, Jackson, and Lilly. Absent and not
voting: Chairman Burns and Governors Coldwell and
Partee.

(Signed) THEODORE E. ALLISON,

[SEAL] Secretary of the Board.

Act. In general, under § 225 4¢1) of Regulation Y. domestic
bank holding companices are limited to owning and controlling
shares of foreign companies that are engaged in international
ot foreign bunking and other foreign or international financial
operations. In contrast, under § 4(¢)(9), a foreign bank holding
company can own ad control shares of any foreign company,
regardless of the activities the company is engaged in, so long
as it is only engaged in incidental activities in the United States.

Dakota Bancorporation,
Rapid City, South Dakota
Order Approving Acquisition of Bank

Dakota Bancorporation, Rapid City, South Da-
kota. a bank holding company within the meaning
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of the Bank Holding Company Act. has applied
for the Board’s approval under § 3(a)(3) of the
Act (12 U.S.C0§ 1842(a)(3)) to acquire 80 per
cent of the voting shares of First National Bank
of Crosby (*Crosby Buank™). Crosby, North Da-
kota, a proposed new bank.!

Notice of the application, affording opportunity
for interested persons to submit comments and
views, has been given in accordance with § 3(b)
of the Act. The time for filing comments and views
has expired and the Board has considered the
application and all comments received. including
those of Furmers State Bank of Crosby, Crosby.
North Dakota, in light of the factors set forth in
& 3(¢) of the Act (12 U.S.C. § [842(0)).

Applicant controls one bank in North Dakota
with deposits of $3.0 million. representing 0.1 per
cent of the total commercial bank deposits in the
State. and is the 138th largest banking organization
in North Dakota.” Since Crosby Bank is a pro-
posed new bank. consummation of the proposed
transaction would not immediately increase Ap-
plicant’s share ol commercial bank deposits in
North Dukota.

Applicant, a one-bank holding company, pres-
ently controls Columbus National Bank (**Co-
lumbus Bank™), Columbus, North Dakota. The
proposal envisions Crosby Bank purchasing the
assets and assuming the liabilities of Columbus
Bank. Columbus Bank will then be liquidated with
its capital accounts distributed to its shareholders.
The Columbus Bank facility and its paying and
receiving station in Lignite. North Dakota, will
then become paying and receiving stations  of
Crosby Bunk. Columbus Bank, the only bank in
Columbus. represents 8.7 per cent of the deposits
within the relevant market which contains both
Columbus and Crosby.# Applicant is the smallest
of the Tour banking organizations in the market.
Since the proposal would essentially  transfet
present accounts from Columbus Bank to Crosby
Bank, consummation of the proposal would not

"This application was filed under § 2Gyed) of the Bank
Holding Compiny Act since the proposal involves the acquisi
tion by Applicant of shares of an additional bank. However,
the end result of the proposed transaction is that Applicant
will continue to own only one bank whose main oftice will
be simply relocated from Columbus to Croshy, North Dakota,

Unless otherwise indicated. all banking data are as of
December 31, 1975,

Flhe relevant market is approsimated by Divide and Burke
Counties.

climinate any significant existing competition, in-
crease the concentration of banking resources, or
have an adverse effect on the development of
future competition in the relevant market. There-
fore, competitive considerations are  cousistent
with approval of the application.

The financial and managerial resources and fu-
ture prospects of Applicant and its existing sub-
sidiary bank are regarded as satisfactory. Crosby
Bank, as a proposed new bank. has no financial
or operating history; however. its prospects as a
subsidiary of Applicant appear tavorable. Consid-
crations relating to the banking factors are con-
sistent with approval of the application. ‘The addi-
tions of a second banking alternative in Crosby
should enhance banking competition and increase
services 1o residents of the area. In addition. a
paying and receiving station would remain avail-
able in Columbus. Furthermore. the relocation of
Applicant’s subsidiary bank {rom Columbus to the
larger town of Crosby would appear to present the
opportunity for Crosby Bank to increase the de-
posit base assumed from Columbus Bank and,
thus. enable it to offer improved services to the
market as a whole. Accordingly, considerations
relating to the convenience and needs of the com-
munity to be served are consistent with approval
of the application.

Comments were filed in opposition to this pro-
posal by the Farmers State Bank of Crosby
(**Protestant’”), the only bank presently located in
Crosby. The Board has reviewed Protestant’s sub-
mission and has concluded that it does not present
a basis for denial of this application. It is the
Board’s judgment that the proposed acquisition
would be in the public interest and that the appli-
cation should be approved.

On the basis of the record, the application is
approved for the reasons summarized above. The
transaction shall not be made (a) before the thir-
ticth calendar day following the effective date of
this Order or (b) later than three months after that
date, and (¢) First National Bank of Crosby,
Crosby, North Dukota, shall be opened for busi-
ness not later than six months after the cellective
date of this Order. Each of the periods described
in (b) and (¢} may be extended for good cause
by the Board, or by the Federal Reserve Bank of
Minneapolis pursuant to delegated authority,

By order of the Board of Governors, eflfective
December 13, 1976.

Voting for this action: Chairman Burns and Gover-
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nors Gardner, Coldwell. Jackson, and Partee. Absent
and not voting: Governors Wallich. and Lilly.

(Signed) Grirviri 1. GARWOOD,

[SEAL] Deputy Secretary of the Board.

Evans Insurance Agency. Inc..
Billings, Oklahoma

Order Approving Retention of Bank Shares

Fvans Insurance Agency. Inc., Billings, Okla-
homa. a bank holding company within the mean-
ing of the Bank Holding Company Act, has ap-
plicd for the Board’s approval under § 3(a)3) of
the Act (12 U.S.C. § 1842(a)(3)) to retain 411
of the outstanding voting shares of The First State
Bank in Billings, Billings, Oklahoma (**Bank™).

Notice of the application, affording opportunity
for interested persons to submit comments and
views, has been given in accordance with § 3(b)
of the Act. The time for filing comments and views
has expired. and the Board has considered the
application and all comments received in light of
the factors set forth in § 3(¢) of the Act (12 U.S.C.
§ 1842(¢)).

Applicant is a one-bank holding company by
virtue of its ownership of 41.14 per cent of the
outstanding voting shares of Bank. In addition to
the ownership of Bank, Applicant is engaged in
general insurance agency activities in Billings, u
town of less than 5,000 people. In March 1976,
Applicant acquired an additional 411 shares of
Bank’s outstanding voting shares pursuant to a pro
rata stock offering. The acquisition was made
without the Board’s prior approval.' Applicant
now sceks the Board’s approval to retain these
shares. Bank ($5.2 million in deposits) is the 330th
largest banking organization in Oklahoma. con-
trolling 0.05 per cent of the total deposits in
commercial banks in the State.?

'Since 1957 the Board has had outstanding an interpretation:
of the Bank Holding Company Act that states, in part, that
the “purchase of bank stock by o bank holding company
through the eacrcise of rights does require the Board's prior
approval™™ (lrerpretations 9 7050, 12 CEFR.§ 225.103). In
accordance with the Board’s position with respect to violations
of the Act. the Board has scrulinized the underlying facts
surrounding the acquisition of Bank's shares. Upon an exami-
nation of all the facts of record, including Applicant™s under-
taking to puard against violations in the tuture, the Board is
of the view that the circumstances surrounding the violations
ate not such as would call for denial of the application.

Al banking data are as of December 31, JO75.

Bank is the smallest of four banking organi-
zations in the relevant market (which is approxi-
mated by Noble County) and holds approximately
10 per cent of market deposits. Since Applicant
alrcady controls Bank and since the proposal in-
volves only the retention of Bank shares acquired
pursuant to a pro rata stock oftering, which shares
did not increase Applicant’s percentage ownership
of Bank, it does not appear that Applicant’s reten-
tion of Bank’s shares would have any adverse
clfect on existing or potential competition, nor
increase the concentration of banking resources.
Thus, competitive considerations are consistent
with approval of the application.

The financial and managerial resources and fu-
ture prospects of Applicant and Bank are satis-
factory. Accordingly. banking factors are consist-
ent with approval. There is no indication that the
convenience and needs of the community to be
served are not currently being met. Although there
will be no immediate increase in the services
offered by Bank. convenience and needs consid-
erations are consistent with approval. Therefore,
it is the Board’s judgment that the retention of
the shares of Bank would be in the public interest
and that the application should be approved.

On the basis of the record. the application is
approved for the reasons summarized above.

By order of the Board of Governors, cffective
December 1, 1976,

Voting for this action: Chairman Burns and Gover-
nors Gardner, Wallich, Coldwell, Jackson, Partee. and
Lilly.

(Signed) Grirerte .. GARWOOD,
[siA1.] Assistant Secretary of the Board.
Falsbuilding. Inc.,
Columbia Falls. Montana

Order Approving
Acquisition of Stock Interests in Bank

Falsbuilding. Inc.. Columbia Falls, Montana
(**Applicant’”), a bank holding company within
the meaning of the Bank Holding Company Act
("*Act™). has applied for the Bourd’s approval
under § 3(a)3) of the Act (12 US.C. §
1842(2)(3)) to acquire an additional 8.7 per cent
of the outstanding voting shares of Bank of Co-
lumbia Falls, Columbia Falls, Montana (**Bank’™).

Notice of the application, affording opportunity
for interested persons to submit comments and
views, has been given in accordance with § 3(b)
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of the Act. The time for filing comments and views
has expired. and the Bourd has considered the
application and all comments received in light of
the factors set forth in §3(¢) of the Act (12 U.S.C.
§ 1842(c)).

In July of 1971, Applicant, a one-bank holding
company by virtue of its ownership of 33.3 per
cent of the outstanding voting shares of Bank,
acquired an additional 18.7 per cent of Bank’s
shares without the Board's prior approval. In 1972
Applicant sought to divest itself of the shares and
is now secking to acquire them by cash purchase.'
Bank ($13.4 million in deposits) is the 38th largest
banking organization in Montana, controlling 0.46
per cent of the total deposits in commercial banks
in the State.? Bank ranks fifth in the Flathcad
County banking market (which is approximated by
Flathead County and the northern third of Lake
County) and holds 7.8 per cent of market deposits.
As Applicant has no other banking subsidiaries,
and the proposal involves only the acquisition of
additional stock interests in Bank. approval of the
application will not result in any adverse competi-
tive cffects. It will eliminate neither existing nor
potential competition. nor will it increase the con-
centration of banking resources in any relevant
area. Thus, competitive considerations are con-
sistent with approval of the application.

The financial and managerial resources and fu-
ture prospects of Applicant and Bank are satis-
factory and it appears that Applicant will be able
to service the debt associated with this application
while adequately maintaining Bank’s capital posi-
tion. Thus, banking factors are consistent with
approval.

There is no indication that the convenience and
necds of the community to be served are not
currently being met. Although there will be no
immediate increase in the services offered by
Bank, convenience and needs considerations are
consistent with approval. Therefore, it is the

"It appears from the facts of record that the acquisition of
the shares of Bank was based on a misunderstanding of the
applicable statutes and regulations relating to the acquisition
of the voting stock of hanks by bank holding companies.
Applicant sought to take prompt corrective action lo comply
with the Act. In accord with the Board’s position with respect
to violations of the Act, the Board has scrutinized the underly-
ing facts surrounding the acquisition of the shares of Bank.
Upon examination of all the facts of record, the Board is of
the view that the facts surrounding the violations are not such
as would call for denial of the application.

Al banking data are as of December 31, 1975,

Board’s judgment that acquisition of the shares of
Bank would be in the public interest and that the
application should be approved.

On the basis of the record, the application is
approved for the reasons summarized above. Ac-
quisition of the shares of Bank shall not be made
(a) before the thirtieth calendar day following the
cttective date of this Order or (h) later than three
months after the effective date of this Order, unless
such period is extended for good cause by the
Board, or by the Federal Reserve Bank of Min-
neapolis pursuant to authority hereby delegated.

By order of the Board of Governors, cffective
December 22, 1976.

Voting for this action: Governors Gardner, Wallich.
Coldwell, Jackson, Partee, and Lilly. Absent and not
voting: Chairman Burns.

(Signed) GRIFFITH L. GARWOOD,

[SEAL] Deputy Secretary of the Board.

The First Arabian Corporation,
Paris, France

Order Approving
Formation of Bank Holding Company.

The First Arabian Corporation, Paris, France
(**FAC™"), has applied for the Board’s approval
under § 3(a)(1) of the Bank Holding Company Act
(12 U.S.C. § 1842(a)(1)) of formation of a bank
holding company through acquisition of 77.4 per
cent or more of the voting shares of Bank of the
Commonwealth. Detroit, Michigan (*"Bank™’).

Notice of the application, affording opportunity
for interested persons to submit comments and
views, has been given in accordance with § 3(b)
of the Act. The time for filing comments und views
has expired, and the Board has considered the
application and all comments received in light of
the factors set forth in § 3(¢) of the Act (12 U.S.C.
§ 1842(c)).

FAC is a forcign corporation (total asscts on
a parent-only basis of $27.1 million, as of August
31, 1976) organized under Luxembourg law and
acts as a holding company with investments pri-
marily in various overseas business enterprises. Its
principal investments arc in two English Compa-
nies, headquartered in London, Edward Bates &
Sons (Holdings), Limited, whose major asset is
a London merchant bank, and J. H. Rayner &
Company, lLimited. whose major interest is in a
London based trading company, Rayner & Faure,
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Limited. FAC, through Edward Bates & Sons,
also has an interest in Edward Bates and Sons
North America, Houston. Texas. a company
principally engaged in the private placement of
debt and securities.! With the exception of Bates
North America, FAC’s operations are conducted
OVerseas.

Upon acquisition of Bank. FAC would control
the sixth largest banking organization in Michigan
with $836 million in deposits. representing 2.8 per
cent of the total commercial bank deposits in the
State.? Bank is the fifth largest of 38 banking
organizations operating in the Detroit banking
muarket (the relevant market) and controls 5.3 per
cent of total commercial bank deposits in the
Detroit market.” On the basis of the facts of record,
consummation ol the proposal would have no
significant adverse effects on existing or potential
competition in any relevant arca, therefore. com-
petitive considerations are consistent with approval
of the application.

Under the Bunk Holding Company Act. the
Board must consider the financial and managerial
resources and future prospects of both the appli-
cant holding company and the bank to be acquired.
In regard to such considerations, it is noted that
Bank’s condition is of such a nature that the direct
financial support of the TFederal Deposit Insurance
Caorporation is required.” While Bank’s condition
retlects some improvement since 1972, it appears
that Bank has inadequate resources (o repay the
Capital Notes to the FDIC when due and maintain
continued operations. As part of this proposal,
FAC has agreed to make an equity capital infusion
into Bank of $10 million (less any amounts derived
from the exercise of preemptive rights by existing
sceurity holders), which will occur as a result of
a recapitalization plan to be voted upon by Bank’s
sharcholders on December 20, 1976, At the same
time, the FDIC has agreed to extend the maturity

"By action of this date, in a separate Order, the Board has
denied FAC's application, filed pursuant to § ey of the
ACt12 LLS.CU§ [RA3(0)9)), to retain Bates & Sons (Hold-
ings). Limited.

2All banking data are as of December 31, 1975, and reflect
bank holding company tormations and acquisitions approved
an of Octoher 30, 1976,

FThe Detroit banking market is approximated by Macomb,
Oukland and Wayne Counties.

fIn 1972, the Federal Deposit Insurance  Corporation
¢ EDICT) rendered tinancial assistance to Bank in the form
of $35.5 million in 5.5 per cent Capital Notes which become
due April 1, 1977,

and modify terms of its notes. Such additional
capital and the FDIC's proposed action are essen-
tial to the Bank’s ability to continue functioning.
In these circumstances, the Board is of the view
that the financial resources and future prospects
of Bank are dependent upon the implementation
of the recapitalization plan. including FAC’s in-
jection of capital into Bank. With respect to
Bank’s managerial resources, they have shown
some improvement, though additional strengthen-
ing is required. While FAC cannot be viewed as
a significant source of managerial strength and its
current financial resources are otherwise limited.
FAC’s assistance through the recapitalization plan
does offer immediate financial strengthening of
Bank, which would preserve the opportunity for
further improvements. In light of all of the above
and other facts of record. it is the Board’s view
that banking factors associated with this proposal
lend signficant weight toward approval of the ap-
plication.

There is no evidence 1o indicate that the banking
needs of the community to be served are not
currently being met. However, approval of the
proposal will enable Bank to continue to compete
in the Detroit banking market as an independent
and full-service competitive  alternative in that
market. Thus, convenience and needs  consid-
crations lend weight toward approval. Accord-
ingly, based on the above and all the facts of
record, it is the Board’s judgment that approval
of the application would be in the public interest
and the application should be approved subject,
however. to the provisions and terms of the agree-
ments and undertakings FAC enters into with the
Federal Deposit Insurance Corporation, and on the
conditions that the recapitalization plan is ap-
proved by the stockholders of Bank and that the
plan is in fact implemented.

On the basis of the record, the application is
approved for the reasons summarized above and
on the conditions stated. The transaction shall not
be made (a) before the thirtieth calendar day fol-
lowing the ceffective date of this Order or (b) later
than threce months after the elfective date of this
Order, unless such period is extended for good
cause by the Board or by the Federal Reserve Bank
of Chicago pursuant to delegated authority.

By order of the Board of Governors, December
17.1976.

Vaoting for this action: Chairman Burns and Gover-
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nors Gardner, Wallich, Coldwell, and Partee. Absent
and not voting: Governors Jackson and Lilly.

(Signed) Turobpore . ALLISON,
|star] Secretary of the Board.
Order Disapproving
Retention of Investment in
Edward Bates & Sons (Holdings), Ltd.

The First Araubian Corporation. S.A. (“'FAC™"),
Paris, France, has applied for the Bourd’s approval
under Section (e )9) of the Bank Holding Com-
pany Act of 1956, as amended (“*the Act’’), 12
U.S.C. § 1843(¢)9). to retain more than five per
cent of the voting shares of Edward Bates & Sons
(Holdings), T.id. (*Bates Holdings™), l.ondon,
England, if FAC becomes a bank holding com-
pany. FAC now owns 24.7 per cent of the voting
shares of Bates Holdings, but proposes to reduce
its ownership to 7.5 per cent of such shares.

FAC today reccived the Board's approval to
become a bank holding company by acquisition
of 77.4 per cent of the voting shares of Bank of
the Commonwealth (**Bank’’), Detroit, Michigan.
FAC presently owns 49% of J. 1. Rayner & Co.,
Lid. (“*Rayner™), London, England, and holds an
option on an additional 29 of Rayner's voting
shares, which it will exercise before acquiring
shares of Bank. Upon exercise of this option and
consummation of the proposed acquisition of
Bank, FAC will be a foreign bank holding com-
pany within the meaning of § 225.4(g)(1)(ii) of
Regulation Y. and as such can, under § 225.4
(£)2)(v) of Regulation Y, own or control voting
shares of a company, organized under the laws
of a foreign country, that is engaged directly or
indirectly in activities in the United States if (a)
such company is not a subsidiary of FAC. (b) more
than half of the company’s consolidated assets and
revenues are located and derived outside the
United States, and (¢) such company does not
engage, directly or indirectly, in the business of
underwriting, selling, or distributing securities in
the United States,

Bates Holdings, which is organized under the
laws of the United Kingdom, meets the tirst two
tests of § 225.4(g)2)v) of Regulation Y since
it is not a subsidiary of FAC and more than half
of its consolidated assets and revenues are located
and derived outside the United States. However.
Bates Holdings owns 52 per cent of the voting
shares of Edward Bates & Sons North America,
Ltd. ("*Bates North America’™ ). Houston, Texas,

a company, registered as a broker-dealer with the
Sceurities and Exchange Commission, which en-
gages in the business of assisting business cnter-
prises in the private placement of debt and equity.
FAC states that Bates North America places se-
curities with large institutional investors in the
United States, but does not take an equity position
in the businesses it serves, and does not deal with
the general public. It further appears that Bates
North America in almost all cases participates in
negotiations between its clients and prospective
purchasers. and in most cases charges a fee that
is contingent upon a successful placement.

FAC believes that the activities of Bates North
America should not cause Bates Holdings to be
deemed to be indirectly engaged in the business
of underwriting, selling, or distributing sccurities
in the United States because Bates  North
Amgerica’s activities do not present the dangers
against which the Gluss-Steagall Act and related
laws and regulations were designed to protect.
Accordingly, FAC believes its investment in Bates
Holdings qualifies under § 225.4(g)(2)(v) of Reg-
ulation Y. In the alternative, FAC bclicves that
even if its investment in Bates Holdings does not
meet the tests for exemption in § 225.4(g)(2Xv)
of Regulation Y becausce of the activitics of Bates
North America, FAC’s investment in Bates Hold-
ings should be specifically approved under §
225.4(g)3) of Regulation Y. FAC essentially
contends that due to its remote and tenuous rela-
tionship to Bates North America and its lack of
control over Bates Holdings, retention would not
be substantially at variance with the purposes of
the Act and would be in the public interest. In
particular, FAC believes that divestiture of its
interest in Bates Holdings below five per cent
would not be in the public interest since it could
delay FAC's acquisition of Bank.

It is the public policy of this Nation’s banking
laws, as expressed in the Glass-Steagall Act, 12
U.S.C. 88 24(7). 78, 377, 378, to separate com-
mercial banking from investment banking, and, in
the Board’s judgment. Bates North America’s
participation in negotitations and its contingent fee
arrangements infringe upon the area of investment
banking to such an extent that it must be consid-
cred to be engaged in the business of underwriting,
selling, or distributing securities within the mean-
ing of § 225.4(g)2)(v) of Regulation Y. In this
connection, the Board notes that the Deputy
Comptroller of the Currency has ruled, in letter
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rulings dated November 11, 1974 and January 15,
1975, that national banks and their subsidiaries
should not participate in any substantial degree in
negotiations between their clients and prospective
purchasers of securities. nor should they charge
a fee contingent upon a successful placement of
sceuritics since such a middleman role “‘lies at
the heart of the investment banking business,”” and
such a fee arrangement is a “*strong incentive for
the bank to locate a purchaser with whom a deal
can be made.”" It is precisely this promotional
interest of the investment banker that the Glass-
Steagall Act intended to separate from the com-
mercial banker’s interest in acting as an impartial
source of credit and providing impartial investment
advice.' Accordingly, the Board concludes that
Bates Holdings is engaged. indirectly through
Bates North America, in the business of un-
derwriting, sclling. or distributing sccuritics in the
United States and that FAC's investment in Bates
Holdings thercfore is not among the investments
permitted by § 225.4g)2)(v) of Regulation Y.
Furthermore, the Board has determined  that
under the circumstances retention of FAC’s shares
in Bates Holdings is substantially at variance with
the purposes of the Act and is not in the public
interest, and FAC's request for a specitic exemp-
tion under § 225.4(p)3) is denied. The Board
notes that FAC™s interest in Bates Holdings is 24.7
per cent and may soon be reduced to 7.5 per cent,
and that such a reduction would tend to reduce
correspondingly the likelihood that abuses will
arise from the relationship between Holdings and
Bunk.? Congress has provided in Section 4(¢)(6)
of the Act. however, that a bank holding compuny
may own up to five per cent of the voting shares
of a company regardless of that company's activi-
ties, and, because of the overriding importance to
the banking system of the principles enunciated
by Congress in the Glass-Steagall Act, the Board
concludes that it would be substantially at variance
with the purposes of the Act and would not be
in the public interest to sanction a closer connec-

LSee Investment Company Institute v. Camp, 401 U.S. 017,
631 632 (1971).

“The Board recognizes that measures might be tuken 1o
insulate PAC™S banking and its indirect securities activities,
but believes that o puard comprehensively and elfectively
agavinst all possible abuses. such measures would be so complex
as to be administratively unworkable. See Order disapproving
retention by Banco i Roma of investment in Huropartmers
Sceurities Corporation, 59 Federal Reserve Burirrin 940
(1972).

tion between commercial banking and investment
banking activitics than that permitted under the de
minimis level of § 4(¢)(0) of the Act. In addition,
FAC’s indirect investment in Bates North America
is an investment that would not be permitted if
FAC were a domestic bank holding company, and
the Board believes the principles of Glass-Steagall
should apply cqually to foreign bank holding
companies. Afliliation with a domestic sccuritics
company could, in this regard. give a foreign bank
holding company a competitive advantage over
domestic bank holding compunies.®

The Board notes that FAC proposes to reduce
its ownership to 7.5 per cent of the outstanding
shares of Bates Holdings, and the Board is aware
from the facts of record that a further reduction
may be difficult.’ In recognition of this hardship,
however. Congress has allowed bank  holding
companies from two to five years, depending on
the circumstances in individual cases. to accom-
plish the divestiture of impermissible nonbank
compinies, and there is accordingly no reason that
Applicant’s purchase of Bank shares should be
delayed on account of the Board’s denial of this
application.

Based upon the foregoing and other consid-
erations retlected in the record, the Board denies
the request of FAC for an exemption under Section
4(cXH9) of the Act for its investment in Bates
Holdings. Under Section 4(a)2) of the Act, if
FAC consummates its proposed acquisition of
Bank. it will be required by law to divest its
ownership of shares of Bates Holdings in excess
of live per cent within two years after the date
on which it becomes a bank holding company.

By order of the Board of Governors, etfective
December 17, 1976.

Voting for this action: Chairman Burns and Governors
Gardner, Wallich, Coldwell, and Partee. Absent and
not voting: Governors Jackson and 1illy.

(Signed) THEODORE E. ALLISON,

|SEAL]J Secretary of the Board.

#See Order disapproving retention by Banco di Roma of
wvestment in Buropartners Securities Corporation, supra, n.
2.

TEAC states that because of its minority interest in Bates
Holdings it does not have the ability to effect a divestiture
by Bates Holdings of Bates North America.
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First Maryland Bancorp,
Baltimore, Maryland

Order Approving Acquisition of Bank

First Maryland Bancorp, Baltimore, Maryland
(**Applicant’™), a bank holding company within
the meaning of the Bank Holding Company Act
(**Act’), has applied for the Board’s approval
under & 3(a)3) of the Act (12 U.S.C. &
1842(a)(3)) to acquire S1 per cent of the voting
shares of The Hancock Bank, Hancock. Maryland
(“*Bank’’). Subsequent to consummation of the
proposcd transaction, Applicant intends to merge
Bank into Applicant’s sole subsidiary bank, in the
cvent the Comptroller of the Currency approves
an appropriate application under the Bank Merger
Act (12 U.S.C. § 1828(0)).

Notice of the application, atfording opportunity
for interested persons to submit comments and
views, has been given in accordance with § 3(b)
of the Act. The time for filing comments and views
has expired, and the Board has considered the
application and all comments received, including
thosc of Mr. Donald Wolpe, a former stockholder
of Bank (*‘Protestant’), and the Department of
Licensing and Regulation of the State of Maryland
(which recommended approval of the application),
in light of the factors set forth in § 3(¢) of the
Act (12 U.S.C. § 1842(¢)).

Applicant, the third largest banking organization
in Maryland, controls deposits of approximately
$932 million, representing 10.7 per cent of total
deposits in commercial banks in the State.’ Acqui-
sition of Bank (deposits of $9.5 million) by Ap-
plicant would increase Applicant’s sharc of de-
posits in the State by 0.1 per cent and would not
alter Applicant’s rank among other banking orga-
nizations in the State of Maryland.

Bank’s sole office is located in Hancock, Mary-
land. Hancock is located in Washington County,
Maryland. and is only one-half mile north of the
West Virginia-Maryland border and one mile south
of the Pennsylvania-Maryland border. Protestant
contends that the relevant geographic market in
which to assess the competitive effects of the
proposed acquisition is approximated by Wash-
ington County, Maryland. Washington County in-
cludes Hagerstown, where six branches of Appli-

inless otherwise indicated, all banking data are as of
December 31, 1975,

cant’s only subsidiary bank. The First National
Bank of Maryland. Baltimore., Maryland, are lo-
cated. To support his contention that Hagerstown
and the city of Hancock, where Buank is located.
are in the same market, Protestant asserts that the
two are approximately 25 miles apart and are
connected by several roads including a four lane
interstate highway. These roads are the only route
from castern Maryland to its four western counties.
Protestant characterizes Hancock as a suburb of
Hagerstown, and asserts that approximately ten per
cent of its workers are employed in Hagerstown.
Further, he notes that a large shopping center is
located near the Hagerstown exit on the above-
mentioned interstate highway and that Hancock
residents visit the shopping center and travel to
Hagerstown to shap or for entertainment. Finally,
noting that standard metropolitan statistical arcas
(*SMSA’s™) are often used as the basis for analy-
sis of geographic markets, Protestant states that
a publication widely used by advertising and mar-
keting managers treats Washington County as a
potential SMSA. According to this source, 80%
of the metropolitan arcas that it has deemed po-
tential SMSA’s in the past eventually have been
officially designated SMSA’s,

In light of Protestant’s assertions, the Federal
Reserve Bank of Richmond conducted a ficld study
of the Hancock and Hagerstown areas in order o
define the relevant market. This study and other
information of record indicate the following: Ap-
proximately 83 per cent of the total dollar volume
of Bank’s demand deposits originates within a nine
mile radius of Hancock. Hancock is approximately
27 miles west of Hagerstown. The two are con-
nected primarily by a two lane highway, U.S. 40,
and a four-lane highway. Interstate 70. U.S, 40
merges with Interstate 70 approximately 19 miles
west of Hagerstown. The area west of Hagerstown
beyond Clear Spring. Maryland, (located approxi-
mately eight miles to the west of Hagerstown) is
mountainous, sparsely populated, and unsuited for
development. Although there has been some de-
velopment immediately to the west of Hagerstown,
the majority of growth has been directed to the
north, south and cast. Similarly, banking and
business development in the Hancock area has
been concentrated on a north-south axis. Of the
banks outside of Hancock. the bank located closest
to Hancock is five miles to the south in Berkeley
Springs. West Virginia. In the arca separating
Hancock and Berkeley Springs is a large manu-
facturing plant. Most of the other businesses in
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the Hancock arca are located on the road to Ber-
keley Springs, in Hancock itself. or to the north
along Interstate 70.7 Data generated by the Wash-
ington County Hconomic Development Commis-
sion (“*Development Commission™) indicates that
the County's Planning Sector VI, which encom-
passes the Hancock arca and consists of the west-
ernmost 15 miles of Washington County, is the
only sector of the county thut experienced a decline
in population between 1960 and 1970, The total
population decrease for Sector VI during that pe-
riod was 5.5 per cent. By contrast, the population
of the sector centered around Clear Spring in-
creased by 7.7 per cent.

The Development Comumission has no informa-
tion regarding commuting patterns i the County.?
Officers of three Hagerstown banks that are major
competitors  of  Applicant’s  subsidiary  bank’s
branches in Hagerstown have stated that their
respective banks derive little business from the
Hancock arca.’ and thus it does not appear that
a significant portion of Hancock consumers of
banking services turn to Hagerstown banks for
those services (other than for loans in excess of
the lending limits of the Hancock banks). All three
ofticers regarded Hancock as being outside of their
market and felt that Applicant’s proposed acquisi-
tion of Bank would have no competitive impact
on their respective bunks. Each of these bankers
felt that their primary competitors, outside of the
banks in Hagerstown itself, were located in south-
ern Franklin County. Pennsylvania, in an arca 10
to 15 miles north of Hagerstown, and thus two
of these bankers have recently opened, or are in
the process of opening, branch offices north of
Hagerstown. Accordingly, it does not appear that
the proposed acquisition. if consummated, would
have a direct or immediate effect upon competition
in Hagerstown.

On the basis of the above and other information
of record, the Board concludes that Hancock is
located in a banking market separate from Ha-
gerstown. The best approximation of the Hancock
Banking Market appears to be the western portion
of Washington County (excluding Clear Spring)

“Interstite 70 turns north al Hancoek.

Lven if Protestant’s unsubstantiated assertion that ten per
cent of Hancock™s workforce is cmiployed in Hagerstown is
aceepted, it would be insuflicient to establish that Hancock
and Hagerstown wre in the same markel.

PAs discussed below, Applicant also derives little banking,
business [rom the Hancock area.

and the northern half of Morgan County. West
Virginia, including Berkeley Springs (approxi-
mately five mjles south of Hancock). The Hagers-
town Banking Market is approximated by the
remainder of Washington County and the extreme
southern portion of Franklin County, Pennsyl-
vania,”

Bank, with deposits of $9.5 million, is the
second largest of three banks in the Hancock
market and holds 30.0 per cent of the total deposits
in commercial bunks in that market.® Applicant,
with total deposits of $69.9 million in the Hagers-
town market, is the largest of 16 banking orguani-
zations in that market, and controls 18.6 per cent
of market deposits.” Five other banks in the market
have deposits in excess of $30 million.

Bank’s sole office is located 25 miles west of
the closest branch of Applicant’s subsidiary bank.
Both Applicant and Bank currently derive negligi-
ble amounts of business from the service arca® of
the other. Applicant’s subsidiary bank’s Hagers-
town oftices acquire approximately (.5 per cent
of their deposits and 0.7 per cent of their loans
from Bank’s service area, while Bank derives
approximately 2.8 per cent of its deposits and 9.0
per cent of its loans from Applicant’s subsidiary
bank’s scrvice areas throughout the State. These
figures represent less than two per cent in cach
case of the loans and deposits outstanding in the
Hancock market and in the Hagerstown market and
suggest that there is little existing competition
between Applicant and Bank. On balance the
Board concludes that the elfects of the proposed
transaction on existing  competition would, at
most, be slightly adverse and that there would be
no adverse cflects on the concentration of banking
resources in any relevant area.

" Although Protestant asserts that Washington County s the
relevant market, complete application of Protestant’s rationale
for placing Hancock and Hagerstown in the same banking
mirket would reqguire the inclusion of additional banks  in
Franklin County, Pennsylvania, all of the banks in Muartins
burg, West Virginia, and several banks in Frederick County,
Maryland. Applicant’s share ol such a market would approxi-
mate seven per cent and Bank’s would approximate 0.9 per
cent, In view of Bank’s sive and the small amount of competi-
tion presently existing between Applicant and Bank, an acqui-
sition of Bank by Applicant if such were the relevant market
would not have signiticant adverse effects on cither existing
or potential competition or market concentration.

“As of June 30, 1975,

“As of June 30, (975,

"A service area is that geographic arca contiguous fo an
oftice from which approximately 80 per cent of the dotlar
amount of that office’s deposits from individuals, partnerships,
and corporations is derived.
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Protestant suggests that the Hancock arca would
not be attractive for de novo entry by a new bank
unafliliated with a bank holding company, but that
de novo entry into the Hancock area could prove
profitable for a bank holding company with an
established Washington County presence such as
Applicant. Morcover, Protestant argues, allowing
Applicant to enter the Hancock market will dis-
courage other banks from entering that market and
will place the “remaining small competitor’™™ in
Hancock in competition with Applicant’s much
larger organization.

The Board is unable to conclude that the Han-
cock market is attractive for de novo entry gener-
ally or in the manner described by Protestant. The
median family income of the Hancock market in
1970 was $7.100. This figure compares unfavor-
ably with the $8.800 median for the Hagerstown
market and the State median of $11.100. More
significantly. the population per bunking office in
the State is approximately 5,200, whereas the
Hancock market has only approximately 1200
people per banking office. Coupling this income
and population data with the Hancock market’s
declining population suggests that the market is
quite unattractive for de novo entry. This data also
undermines Protestant’s tacit assumption that State
and Federal bank chartering  authoritics  would
readily grant an application to open either a branch
office or a new bank in the Hancock market, With
regard to Protestant’s assertion that consummation
of the proposed transaction will discourage entry
by others, it is the Board’s judgment that Appli-
cant’s acquisition of Bank will not raise significant
additional barriers to de novo entry in view of the
fact that the market is alrcady quite unattractive
for such entry. In view of the unattractiveness of
the Hancock market for de novo entry, it does not
appear that Applicant is a potential entrant into
the market other than by acquisition of Bank.'
Thus, it does not appear that consummation of the

YProtestnt’s reference to the “remaining small competitor™
in Hancock ignores the existence of the third (and largesty bank
in the Hancock market which is located five miles to the south
of Huancoek in Berkeley Springs, West Virginia.

"Protestant’s reliance on Old Kent Finaneral Corp./National
Lumberman’s Bank and Trust Co., 60 Federal Reserve Bur -
LN 133 (1974), reconsideration 61 Federal Reserve Bunan-
TIN 247 (1975) (denied on competitive grounds), is misplaced.
In that case the Board found the relevant market to be capable
of supporting de novo entry and Old Kent was regarded as
a likely de novo entrant. Old Kent was located in an adjacent

proposed acquisition would eliminate a substantial
prospect for potential competition between Appli-
cant and Bank."!

The financial and managerial resources of Ap-
plicant and its subsidiaries are satisfactory and
their future prospects appear favorable. The finan-
cial resources of Bunk are also satisfactory and
its future prospects are favorable. It appears,
however, that the managerial strength of Applicant
could be a significant benefit for Bank and the
Board concludes that banking l(actors lend some
weight toward approval of the application.

With regard to the convenience and needs of
the community to be served, Protestant states that
there is generally no need in the Hancock area
for the additional services Applicant proposes to
offer. Applicant has submitted additional informa-
tion regarding these matters and it appears that
residents of the Hancock market will benefit from
the addition of higher lending limits,' trust sery-
ices. individual retirement accounts. and credit
curd services, all currently unavailable from Han-
cock arca banks. Accordingly. the Board con-
cludes that considerations related to the conven-
ience and needs of the community to be served
lend weight toward approval of the application,
Any slight anticompetitive effects associated with
the proposed transaction arce clearly outweighed by
convenience and needs considerations and  the
Board finds that the application should be ap-
proved.

market in which its market share was 49 per cent, as opposed
to Applicant’s 8.6 per cent.

Western Michigan Corp./First National Bank ot Cassopolis,
62 Federal Reserve Butneamn 6024 ¢1976) and Alabama Ban-
corporation/Muscle Shouls National Bank. 61 Federal Reserve
B g1iN 672 (1975), also cited by Profestant, are inapplicable
as i cach of those cases the Applicant was located in the
sume market as the bank to be acquired.

""The record in this matter does not indicate whether the
stallest bank i the Hancock market is available for acquisition
by Applicant. While such availability might initially seem
probative of the feasibility of foothold entry into the market.
the tacts that the smallest bank holds deposits of $8.3 million
compared to Bank’s 592 millien. that the market share of
the smallest bank is 26.8 per cent while Bank's is 30 per cent,
and that the smallest bank operales two oftices in the market
10 Bank’s one, resolve the foothold entry question in lavor
of Applicant.

" RBank is presently prohibited by law from making loans
in cxeess ol $55,000. The legal lending limil of Applicant’s
subsidiary bank is approximately $8 million. As  indicated
above, each of the three Hagerstown competitors of Applicant’s
subsidiary bank has attempted to meet 4 need on the part of
Hancock customers for loans exceeding the lending Timits of
the Huncocok area banks.
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On the basis of the record, the application is
approved for the reasons summarized above. The
transaction shall not be made (a) before the thir-
ticth calendar day following the effective date of
this Order or (b) later than three months after the
effective 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.

By order of the Board of Governors, effective
December 29, 1976.

Voting for this action: Vice Chairman Gardner and
Governors Wallich, Jackson. and Lilly. Absent and not
voting: Chairman Burns and Governors Coldwell and
Partee.

(Signed) Griverent L. GARWOOD,

[sEAL] Deputy Secretary of the Board.

Freeco, Inc.,
Hermitage, Missouri

Order Approving Retention of Bank Shares

Freeco. Inc.. Hermitage, Missouri, a bank
holding company within the meaning of the Bank
Holding Company Act, has applicd for the Board's
approval under § 3(a)3) of the Act (12 U.S.C.
§ 1842(a)(3)) to retain 1956 of the outstanding
voting shares ol The Bank of Hermitage, Hermit-
age, Missouri (“"Bank™).

Natice of the application, atfording opportunity
for interested persons to submit comments and
views, has been given in accordance with § 3(b)
of the Act. The time for (iling comments and views
has expired. and the Board has considered the
application and all comments received in light of
the factors set forth in § 3(¢) of the Act (12 U.S.C.
§ 1842(¢)).

Applicant is a one-bank holding company by
virtue of its ownership of 48.9 per cent of the
outstanding voting shares of Bank. In Decenmber
of 1975, Applicant acquired an additional 1,956
shares of Bank's outstanding voting shares pursu-
ant to a pro rata stock oflering. The acquisition
was made without the Board’s prior approval.’
Applicant now seeks the Board's approval to retain
these shares. Bunk ($8.6 million in deposits) s
the 415th largest banking organization in Missouri,
controlling 0.05 per cent of the total deposits in
commercial banks in the State.*

Bank is the only bank in Hickory County, which
approximates the relevant geographic market. In
view of the fact that Applicant already controls
Bank and the proposal involves the retention of
Bank shares acquired pursuant to a pro rata stock
offering without any change in Applicant’s per-
centage ownership of Bank, it does not appear that
Applicant’s retention of Bank’s shares would have
any adverse ellect on existing or potential compe-
tition; nor would it increase the concentration of
banking resources in any relevant area. Thus,
competitive considerations are consistent with ap-
proval of the application.

The financial and managerial resources of Ap-
plicant and Bank are generally satisfactory and the
future prospects for cach appear favorable. Ac-
cordingly. banking factors arc consistent with ap-
proval. Although there will be no immediate in-
crease in the services offered by Bank, conven-
ience and needs considerations are also consistent
with approval. Therefore. it is the Board’s judg-
ment that the retention of the shares of Bank would
be in the public interest and that the application
should be approved.

On the basis of the record, the application is
approved for the reasons summarized above.

By order of the Board of Governors, effective
December 20, 1976.

Voting for this action: Chairman Burns and Gover-
nors Gardner, Wallich, Coldwell. Jackson. Partee, and
Lilly.

(Signed) Griverr I.. GARWOOD,
|sEAL] Deputy Secretary of the Bourd.

'Since 1957 the Board has had outstanding an interpretation
of the Bank Holding Company Act that states, in part, that
the ““purchase of bank stock by a holding company through
the exercise of rights does require the Board'™s prior aproval ™
tnrerpretations § 7050, 12 C.F.R. § 225.103). In accordance
with the Board’s position with respect to viotations of the Act,
the Board has scrutinized the underlying facts surrounding the
acquisition of Bank’s shares. Upon an examination of all the
facts of record, including Applicunt’s undertaking to guard
against violations in the future, the Board is of the view that
the circumstances surrounding the violation are not such as
would call for denial of the application.

ZAl banking data are as of December 31, 1975,

Gaylord Bankshares, Inc..
Gaylord, Kansas

Order Denying
Formation of Bank Holding Company

Gaylord Bankshares, Inc., Gaylord, Kansas,
has applied for the Board's approval under §
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3(a)}1) of the Bank Holding Company Act (12
U.S.C. § 1842(a) 1)) of formation of a bank
holding company through acquisition of 80 per
cent or more of the voting shares of The First
National Bank of Gaylord, Gaylord., Kansas
(**Bank™).

Notice of the application, atfording opportunity
for interested persons to submit comments and
views, has been given in accordance with § 3(b)
of the Act. The time for filing comments and views
has expired. and the Board has considered the
application and all comments received, including
those submitted by the Comptroller of the Cur-
rency and Applicant’s responses thereto, in light
of the factors sect forth in § 3(c) of the Act (12
U.S.C. § 1842(c)).)!

Applicant is a nonoperating corporation orga-
nized under the laws of Kansas for the purpose
of becoming a bank holding company through
acquisition of Bank ($2.8 million in deposits).?
Upon acquisition of Bank. Applicant would con-
trol the 536th largest bank in Kansas, holding
approximately .03 of one per cent of the total
deposits in commercial banks in the State.

Bank is the seventh largest of cight commercial
banks in the relevant market,? and holds approxi-
mately 4.2 per cent of the total deposits in com-
mercial banks in the market. The principal owner
of Applicant is also the principal owner of Osborne
Bankshares, Inc., a registered one-bank holding
company controlling 80 per cent of The First State
Bank & ‘Trust Company, Osborne, Kansas
(*‘First’"), which is located 18 miles south of Bank
in the same banking market. Given the size of
the banks involved and the structure of the market,
it is the Board’s view that the combination of these
two banks in the market would have no significant
adverse effects on competition.  Accordingly.
based on the facts of record, the Board concludes
that consummation of the proposced transaction
would have no significant adverse effect upon
either existing or potential competition.

The Board has indicated on previous occasions
that it belicves that a bank holding company should
he a source of financial and managerial strength

In letters dated August 27, 1976 and October 21, 1976,
the Comptroller of the Curreney recommended denial of the
subject application. Applicant responded to the Comptroller
in letters dated September 14, 1970 and November 4, 1976

*All banking data are as of December 31, 1975,

#The relevant market is approximated by Smith and northern
Osborne counties.

to its subsidiary bank(s) and that the Board will
closely examine the condition of an applicant in
cach case with this consideration in mind. As part
of this proposal, Applicant would assume $120,-
000 of the debt originally incurred by Applicant’s
principal in acquiring shares of Bank. Applicant
proposes to service this debt over a 12-year period
through dividends to be declared by Bank and the
tax benefits to be derived from filing consolidated
tax returns. In the Board’s view, the projected
carnings of Applicant over the debt-retirement
period appear to be somewhat optimistic in view
of Bank’s previous carnings record and, cven if
actually realized, would not provide Applicant
with the financial flexibility necessary to meet its
annual debt service requirements while maintain-
ing adequate capital at Bank. While there has been
some improvement in carnings of Bank since its
acquisition by Applicant’s principal, this im-
provement has occurred over only one year and
does not provide Applicant with a proven record
of carnings to support its projections.

The Board is of the opinion that in analyzing
the managerial resources of a bank that is part of
a chain of one-bank holding companies it should
look beyond the subject bank involved in an ap-
plication to the other banks that are part of that
chain. In assessing the managerial resources of
Applicant, the Board notes that the overall finan-
cial resources of First, the subsidiary bank of the
affiliated one-bank holding company, have de-
clined somewhat since First was placed in the
holding company. The decline of the financial
resources of First does not reflect favorably on
Applicant’s management capabilitics and weighs
against approval of this application.

On the basis of the above banking factors and
other factors of rccord, the Board is of the view
that it would not be in the public interest to
approve the formation of a bank holding company
with an initial debt structure that could result in
the weakening of Bank’s overall financial condi-
tion, and the Board concludes that the consid-
crations relating to finuncial and managerial re-
sources weigh against approval of the application.

As indicated above, the proposed formation
essentially involves the reorganization of the own-
ership interests of Bank. No significant changes
in Bank’s operations or in the services oflered to
customers of Bank are anticipated. Consequently,
constderations relating to the convenience and
needs of the community to be scrved lend no
weight toward approval of the application.
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On the basis of all of the circumstances con-
cerning this application, the Board concludes that
the financial and managerial considerations in-
volved in this proposal present adverse circum-
stances bearing upon the financial resources and
future prospects of both Applicant and Bank. Such
adverse factors are not outweighed by any pro-
competitive effects or by benefits that would result
in serving the convenience and needs of the com-
munity. Accordingly, it is the Board’s judgment
that approval of the application would not be in
the public interest and that the application should
be denied.

On the basis of the record, the application is
denied for the reasons summarized above.

By order of the Board of Governors, effective
December 13, 19706,

Voting for this action: Chairman Burns and Gover-
nors Gardner, Coldwell, Jackson, and Partee. Absent
and not voting: Governors Wallich and Lilly.

(Signed) Tieopore K. ALLISON,

[sEAL] Secretary of the Board.

Manufacturers National Corporation,
Detroit, Michigan

Order Approving Acquisition of Buank

Manufacturers National Corporation. Detroit,
Michigan, a bank holding company within the
meaning of the Bank Holkling Company Act, has
applicd for the Board's approval under § 3(a)3)
of the Act (12 U.S.C. § 1842(a)3)) to acquire
all of the voting shares (less directors’ qualifying
shares) of National Bank of Southtield, Southfield,
Michigan (**Bank'’).

Notice of the application, alfording opportunity
for interested persons to submit comments and
views, has been given in accordance with § 3(b)
of the Act. The time for filing comments and views
has expired, and the Board has considered the
application and all comments received in light of
the factors set forth in § 3(¢) of the Act (12 U.S.C.
§ 1842(¢)).

Applicant, the fourth largest banking organi-
zation in Michigan, controls four banks with ag-
gregate deposits of approximately $2.5 billion,
representing 8.3 per cent of the total deposits held
by commercial banks in Michigan.! Acquisition

PAlL bunking duta are as of December 31, 1975,

of Bank ($83.4 million in deposits) would increase
Applicant’s share of Statewide deposits to 8.6 per
cent but would not change Applicant’s ranking in
the State. '

Bank, a subsidiary of NBS Financial Corpora-
tion, Southficld. Michigan ("*NBS™"), a registered
bank holding company now in the process of
liquidating its assets, is located in a northwest
suburb of Detroit in the Detroit banking market.
Bank controls 0.5 per cent of the total deposits
in commercial banks in the relevant market? and,
were it an independent institution, would be the
[Kth largest of 38 banking organizations operating
in the market.? Applicant is the third largest bank-
ing organization in the relevant market, controlling
two banks (aggregate deposits of approximately
$2.4 billion) and 15.1 per cent of the commercial
bank deposits in the market. Consummation of the
proposal would increase Applicant’s market share
to 15.6 per cent.

In view of the already high level of banking
concentration existing in the Detroit banking mar-
ket (the four largest banking organizations control
about 71.5 per cent of the deposits), the Board
views with serious concern the increase in con-
centration that would result from the consumma-
tion of this proposal, and regards such an increase
as a significantly adverse factor in its constderation
of this application.

In addition to the effects of the proposal on
banking concentration in the Detroit market, the
Board is of the view that the proposal would have
substantially adverse effects on existing competi-
tion between Applicant and Bank. Bank is head-
quartered in the Detroit suburb of  Southticld
wherein it operates five of its six banking offices;
its other branch is located in a nearby township.
Applicant has two subsidiary banks, including its
lead bank, in the Detroit market. and many of their
offices are located in close proximity to Southficld.
Consequently, consummation” of this  proposal
would eliminate a significant amount of cxisting
competition within the Detroit market.

In view of the foregoing discussion and based
on the facts of record, the Board concludes that

*The Detroit banking market is the relevant banking niarket
atd is approximated by Macomb, Oukland. and Wayne Coun-
ties.

TWith its two subsidiary banks, NBS has aggregate deposits
ot approximatety $TIR. T million and is the fifteenth Fargest
banking organization in the market with 0.7 per cent of the
market's deposits.
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the competitive eflfects of the proposal are sub-
stantially adverse. Under the standards set forth
in § 3(¢) of the Bank Holding Company Act, it
is clear that the Board may not approve the subject
proposal unless the Board finds that **the anticom-
petitive cffects 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 community to be
served. ™ In assessing such considerations in lght
of the facts surrounding this proposal, the Board
finds that the anticompetitive cffects are clearly
outweighed in the public interest.

The financial and managerial resources and fu-
turc prospects of Applicant and its subsidiaries are
considered satisfactory and consistent with ap-
proval of this application. Bank’s financial and
managerial resources, absent consummation of the
instant proposal, are less than satisfactory. and its
future prospects are uncertain. Bank has suttered
losses in its operations and, lacking the internal
capability of reversing the adverse trend. it appears
unlikely that Bank will be able to continue as a
viable organization in serving the public. Under
this proposal, Applicant has agreed to inject capital
of $2 million and to provide significant managerial
assistance to Bank. These actions would assure
bank’s continued viability and the availability of
Bank as a source of banking services in the Detroit
banking market. While the Board would prefer a
less anticompetitive acquisition as a means of
assuring the continuation of Bank as a vehicle for
serving the convenience and needs of the public,
it appears that such an alternative is not readily
available, Therefore, the Board views the im-
proved tinancial prospects of Bank and the con-
venience and needs considerations as lending sig-
nificant weight toward approval of the application
and clearly outweighing the substantially adverse
competitive etfects that would result from con-
summation of the proposal. Accordingly, it is the
Board’s judgment that consummation of the pro-
posal would be in the public interest and that the
application should be approved,

On the basis of the record, the application is
approved for the reasons summarized above. The
transaction shall not be made (a) before the thir-
ticth calendar day following the effective date of
this Order or (b) later than three months after the
effective date of this Order, unless such period
is extended for good cause by the Board, or by
the Federal Reserve Bank of Chicago pursuant to
delegated authority.

By order of the Board of Governors. cffective
December 30, 1976.

Voting for this action: Vice Chairman Gardner and
Governors Wallich, Jackson, and Lilly. Absent and not
voting: Chairman Burns and Governors Coldwell and
Partec.

(Signed) THropORE E. A1LISON,
[sEAL] Secretary of the Board.
Scribner Banshares, Inc.,
Scribner, Nebraska

Order Approving
Formution of Bank Holding Company

Scribner Banshares, Inc., Scribner, Nebraska,
has applied for the Board's approval under §
3(a)(1) of the Bank Holding Company Act (12
U.S.C. § 1842(a)(1)) of formation of a bank
holding company through acquisition of 96.1 per
cent or more of the voting shares of Scribner Bank,
Scribner, Nebraska (‘*Bank’").

Notice of the application, affording opportunity
for interested persons to submit comments and
views, has been given in accordance with § 3(b)
of the Act. The time for tiling comments and views
has expired, and the Board has considered the
application and all comments received in light of
the factors set forth in § 3(¢) of the Act (12 U.S.C.
§ 1842(c)).

Applicant, a corporation chartered in 1974
under the laws of the State of Nebraska, has been
operating as a general insurance agency from the
premises of Bank since the date of its organization
and currently owns 3.3 per cent of the shares of
Bank. Applicant has now applied to the Board for
permission to become a bank holding company
through acquisition of an additional 96.1 per cent
or more of the shares of Bank.' Upon acquisition
of those shares, Applicant would control the L1 [th
largest banking organization in Nebraska with total
deposits of approximately $12.5 million, repre-
senting 0.2 per cent of total deposits held by
commercial banks in the Statc.? Bank is the only
bank in Scribner, Nebraska and is the third Jargest
of eight banks in the relevant banking market,”

' Applicant will terminate its insurance agency business prior
to comsummation of the proposed bank holding compuny for-
mation,

ZAll banking data are as of December 31, 1975,

FThe relevant banking market is approximated by the
boundaries of Dodge County.
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controlling approximately 8.3 per cent of the de-
posits therein.

Five of Applicant’s principals are also directors
and/or officers ol other banks or bank holding
companics in Nebraska. lowa, and South Dakota.
However, these banking organizations are located
at considerable distances from Bank in different
banking markets. Furthermore, inasmuch as the
instant proposal to form a bank holding company
represents a reorganization of the ownership of
Bank by ten individuals to a corporation owned
by the same individuals, it appears that the acqui-
sition of Bank by Applicant would have no signif-
icant adverse effect upon cither existing or poten-
tial competition. Accordingly. on the basis of the
record, the Board concludes that competitive con-
siderations are consistent with approval of the
application,

The financial and managerial resources of Ap-
plicant and Bank are regarded as satisfactory. The
future prospects of Applicant are dependent upon
those of Bank, which are also regarded as satis-
factory. Although Applicant will incur acquisition
debt in connection with this proposal, it appears
that it will be able to service this debt adequately
without impairing the tinancial resources of Bunk.
Furthermore, it appears that the overall financial
and managerial considerations with respect to the
other one-bank  holding companies  in - which
principals of Applicant are involved are generally
satisfactory. Therefore, considerations relating to
banking factors are consistent with approval of the
application.

Although consummation of the proposal would
cifect no changes in the services oflered by Bank.
the Board regards considerations relating to the
convenicnee and needs of the community to be
served as being consistent with approval. It is the
Board’s judgment that the proposed acquisition
would be in the public interest and that the appli-
cation should be approved.

On the basis of the record, the application is
approved for the reasons summarized above. The
transaction shall not be made (a) before the thir-
ticth calendar day following the effective date of
this Order or (b) later than three months after the
effective 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.

By order of the Board of Governors, cffective
December 20, 1976,

Voting for this action: Chairman Burns and Gover-
nors Gardner. Wallich, Coldwell, Jackson, Partee. and
Lilly.

(Signed) Grirerry L. GARWOOD,

{sEaL] Deputy Secretary of the Board.

Trust Company of Georgia,
Atlanta, Georgia

Order Approving Acquisition of Bank

Trust Company of Georgia, Atlanta, Georgia,
a bank holding company within the meaning of
the Bunk Holding Company Act, has applied for
the Board's approval under § 3(a)(3) of the Act
(12 U.S.C. § 1842¢)(3)) to acquire 80 per cent
or more of the voting shares of Security National
Bank., Smyrna, Georgia (“"Bank™).

Notice of the application, affording opportunity
for interested persons to submit comments and
views, has been given in accordance with § 3(b)
of the Act. The time for filing comments and views
has expired, and the Board has considered the
application and all comments reccived in light of
the factors set forth in § 3(¢) of the Act (12 U.S.C.
§ 1842(e).

Applicant, the third largest banking organization
in Georgia, directly controls Trust Company Bank,
Atlanta, Georgia. (deposits of $796 million) and
indircctly controls five other banks (aggregate de-
posits of approximately $400 million).' The ag-
gregate  deposits of  Applicant’s six  subsidiary
banks represent about 10 per cent of the total
deposits in commercial banks in the State. Acqui-
sition of Bank would increase Applicant’s share
of State deposits by . 14 of one per cent and would
neither have a signiticant eflect upon the concen-
tration of banking resources in Georgia nor alter
Applicant’s State-wide ranking.

Bank is the 24th largest of 36 banking organi-
zuions in the Atlanta banking market® and holds
deposits of $17.4 million, representing approxi-
mately .3 per cent of the total deposits in com-
mercial banks in the market. Trust Company
Bank, Applicant’s lead bank. also operates in the
Atlanta banking market and is the third largest

PAL banking data ure as of December 31, 1975,

“The Atlanta banking market is approximated by Fulton,
Dekalb, Cobb, Gwinnett,  Clayton,  Douglas, Henry, and
Rockdale Counties in Georgia.
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banking organization in that market with 14 per
cent of the total deposits in commercial banks in
the market. Trust Company Bank has 37 branches
in Dekalb and Fulton Counties, while Bank has
two branches in Cobb County. Although it appears
that consummation of the proposal would elimi-
nate some existing competition between Bank and
Applicant, the Board notes that the competition
that would be eliminated is not of a significant
magnitude and that numerous independent banking
organizations would remain in the Atlanta market
following the acquisition. In addition. Georgia law
prohibits Applicant from branching into or acquir-
ing a de novo bank in Cobb County and, accord-
ingly, Bank is the smallest vehicle which is avail-
able to Applicant as a means of entry into that
county. Thus, Bank’s acquisition by Applicant is
regarded as a foothold entry into Cobb County.
In view of the foregoing. the Board concludes that
the proposed acquisition would have only a
slightly adverse effect on competition.

The financial and managerial resources of Ap-
plicant and its subsidiarics and their future pros-
pects are regarded as generally satisfactory. Those
of Bank are regarded as satisfactory. Consid-
crations relating to the banking factors are con-
sistent with approval of the application. Applicant
intends to offer services not presently available to
customers of Bank and to reduce the effective cost
of other services presently otfered by Bank. Fol-
lowing consummation of the acquisition, Bank
would make available to its customers [ree check-
ing accounts. reduced interest rates on consumer
loans, and a more favorable method of com-
pounding interest on savings accounts. Addition-
ally, Applicant will cause Bank to increase its
hours and to apply for new branches. Consid-
erations relating to convenience and needs of the
community to be served lend some weight toward
approval of the application and outweigh the
slightly adverse cflects on competition that might
result from consummation of this proposal. Ac-
cordingly, it is the Board’s judgment that the
proposed acquisition would be in the public inter-
est and that the application should be approved.

On the basis of the record. the application is
approved for the reasons summarized above. The
transaction shall not be made (a) before the thir-
ticth calendar day following the effective date of
this Order or (b) later than three months after the
cifective 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.

By order of the Bouard of Governors, cftective
December 7. 1976.

Voting for this action: Chairman Burns and Gover-
nors Gardner, Wallich, Jackson. Partee, and Lilly.
Voting against this action: Governor Coldwell.

(Signed) TuropORE E. ALLISON,

[SEAL] Secretary of the Board.

Dissenting Statement of Governor Coldwell

1 dissent from the Board’s action approving the
application of Trust Company of Georgia, to ac-
quire Security National Bank. Applicant, through
its lead bank, already has a significant presence
in the Atlanta banking market, where it ranks third
among the 36 banking organizations operating in
the market, with about {4 per cent of the market’s
bank deposits. Applicant’s acquisition of an addi-
tional bank in this same market represents a hori-
zontal acquisition which would result in some
further concentration and adverse effects on com-
petition. While the acquisition is not a large one,
it would remove another competitor and deny to
a smaller bank holding company the possibility
of a foothold entry using that bank.

The Bank Holding Company Act requires the
Board to consider whether such adverse competi-
tive ctlects are clearly outweighed in the public
interest by considerations reflected in the record
relating to the convenience and needs of the com-
munity to be served. Applicant alrcady serves the
relevant banking market through 37 branch offices.
Thus, this proposal would not result in the intro-
duction of new services which are not already
available in the market, and I do not sece how
consummation of this proposal would benefit the
convenience and nceds of the relevant banking
market to any important extent. Accordingly, 1
would find that convenience and needs consid-
erations do not outweigh the adverse competitive
effects flowing from Applicant’s proposal.

On the basis of the record, it is my judgment
that the proposed acquisition would not be in the
public interest and that the application should be
denied.



Law Department 79

Order Under Section 4(a)(2)
of Bank Holding Company Act

C.I.T. Financial Corporation,
New York, New York

Determination Regarding **Grandfather™
Privileges Under Bank Holding Company Act

Scction 4 of the Bank Holding Company Act
(12 U.S.C. 1843) provides certain  privileges
(rgrandfather™ privileges) with respect to non-
banking activitics of a company that. by virtue
of the 1970 Amendments to the Bank Holding
Company Act, became subject o the Bank Hold-
ing Company Act. Pursuant to § 4(u)(2) of the
Act, a ““company covered in 1970 may continue
to engage, either direcetly or through a subsidiary,
in nonbanking activitics that such a company was
lawfully engaged in on June 30, 1968 (or on a
date subsequent to June 30, 1968, in the case of
activities carried on as a result of the acquisition
by such company or subsidiary, pursuant to a
binding written contract entered into on or before
June 30, 1968, of another company cngaged in
such activities at the time of the acquisition), and
has been continuously engaged in since June 30.
1968 (or such subsequent date).

Section 4(a)(2) of the Act provides, inter alia,
that the Board of Governors of the Federal Reserve
System may terminate such grandfather privileges
if, having due regard to the purposes of the Act,
the Board determines that such action is necessary
to prevent an undue concentration of resources,
decrecased or unfair competition, conflicts of inter-
est, or unsound banking practices.

Notice of the Board's proposed review  of
grandfather privileges of C.L'T. Financial Cor-
poration, New York, New York, and an opportu-
nity for interested persons to submit comments and
views or request a hearing, has been given (37
F.R. 22414 and 37 E.R. 25204). The time for
filing comments, views, and requests has expired,
and all those received. including those submitted
by the Independent Insurance Agents of America
(formerly the National Association of Insurance
Agents) and the Independent Insurance Agents of
North Carolina, have been considered by the
Board in light of the factors set forth in § 4(a)(2)
of the Act.!

On the evidence before it, the Board makes the
following findings. C.L'T. Financial Corporation

(**Registrant™ or **C.1.T.”")., New York, New
York, became a bank holding company on De-
cember 31, 1970, as a result of the 1970 Amend-
ments to the Act and by virtue of Registrant’s
control of 100 per cent of the voting shares (less
directors™ qualifying sharcs) of National Bank of
North America (**Bank’"), New York, New York
(assets of about $2.1 billion, as of December 31,
1970). Bank, control of which was acquired by
Registrant in 1965, has total domestic deposits of
approximately $2.2 billion, representing about 1.6
per cent of the total deposits in commercial banks
in New York State and approximately 2.3 per cent
of the total deposits in commercial banks in the
New York City metropolitan banking market.?
Bank, which operates 141 offices in the New York
City metropolitan banking market. is the [0th
largest bank in New York State and the 35th
largest banking organization in the Nation.

The bulk of Registrant’s financial resources is
concentrated in its nonbanking activities and its
financial strength is not dependent upon the re-
sources of Bank. Indeed, Registrant has served as
a source of financial strength to Bank and by
instituting a conservative dividend policy has ena-
bled Bank to accumulate a very strong capital
base. The Board has found no evidence of any
unsound banking practices, and furthermore, ac-
tions taken by Registrant toward improving
various areas of Bank’s operations should enhance
its prospects and overall performance.

Registrant, organized in 1924, is a diversified
conglomerate which engages, cither directly or
through subsidiaries, in a broad range of activities
but primarily banking, consumer financing, busi-
ness financing, factoring, leasing of personal and
real property, and acting as insurance underwriter
and agent. It also engages to a lesser extent in
manufacturing and merchandising, providing data
processing services, making venture capital in-
vestments either directly or through limited part-
nerships, developing and managing real estate

'During the course of the Board's review of C.LT. s grand-
futher privileges. a petition requesting a hearing on C.1.T.'s
insurance activities was filed on behalf of the Independent
Insurance Agents of America and the Independent Insurance
Apents of North Carolina. Following an exchange of corre
spondence, the scope of C.LTCs insurance activities was
clarificd for the Petitioners and they subsequently withdrew
their request for a hearing.

*Banking data as of December 31, 1975, unless otherwise
noted.
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through Hmited partnerships, and  controlling
charitable foundations. As of December 31, 1975,
C.LLT. and all of its subsidiaries had total com-
bined assets of approximately $7 billion. Approx-
imately 50 per cent of these assets are attributable
to C.L.T.’s consumer and business finance activi-
tics, while Bank accounts for about 41 per cent
of its assets. The balance is divided largely be-
tween its manulacturing and  insurance subsidi-
arics.

C.L.T. engages in consumer financing activities
(3.9 billion of receivables outstanding on De-
cember 31, 1975) primarily through direct and
indirect subsidiary companies with about 1,000
oflices located throughowt the United States and
in Puerto Rico and Canada, and has been engaged
in such activities continuously since June 30,
1968, In addition to the usual forms of consumer
lending, some or all of these subsidiaries engage
in purchasing retail installment obligations, fin-
ancing dealers” inventories, and making second
mortgage loans. C.L'T. is one of the nation’s
largest independent finance companies in terms of
receivables with receivables ol $5 billion origi-
nated during 1975, Since Registrant has been
engaged in consumer linancing activitics continu-
ously since June 30, 1968, these activities appear
to be eligible for retention on the basis of grandfa-
ther privileges.®

FCUT, acquired, as going concerns, certiain consumer fi-
nance subsidiaries between June 30, 196X and December 31.
1970, Although C.LT. s finance activities appear 1o be cligible
for retention on the basis of grandfather privileges, the provi-
sions of §§ Hap2) and He) i) ol the Act preclude the
retention beyond Decenmiber 31, 1980, of interests in or assets
of going concerns acquired by a hank holding company be-
tween June 30, 1968 and December 31, 1970, Accordingly,
in order for CLLT to retain these subsidiaries, Board approval
must e obtained pursuant o one of the exemptions provided
in § ‘He) of the Act, The Board's determination with respect
to C.LT.s grandlather privileges does not imply present or
future approval of any such application tor retention that C.1.1,
may file. since cach would be separately considered by the
Board on the busis of the statutory factors set forth in the
Act.

fn addition. C.LT. acquired a number o de nove finance
company subsidiaries on dates between June 30, 1968 and
December 3. 1970, Section 4o ) of the Act, in etlect,
exempts the creation of de novo companies engaged in indefi-
nitely prandfathered activities from the prohibitions of section
4 of the Act. While it may be argued that this section would
apply only to de novo companies acquired subsequent to the
addition of this section of the Act, i.c.. subsequent o De-
cember 31, (970, the Board notes that the only distinction
between the de novo companies acquired prior to December
A1, 1970, and the de novo companies acquired subsequent 1o
that date is the intervention of the enactunent of the 1970

C.1'T. engages in industrial financing and leas-
ing activitics ($1.7 billion of receivables outstand-
ing on December 31, 1975) through a network of
offices located throughout the United States and
has been engaged in these activities continuously
since June 30, 1968, C.1.T.'s industrial financing
and leasing business covers heavy construction
cquipment, commercial air transport, railway roil-
ing stock, marine tankers, material handling ma-
chinery, data processing hardware, oftshore drill-
ing rigs, and fleets of cars and trucks. These
leasing activitics are conducted on both a full-
payout and non-full-payout basis. During 1975
C.LT. originated $0.9 billion of industrial loans
and Jease receivables. In addition, C.L.'T. engages
in factoring and commercial financing activitics
primarily through three subsidiaries and has been
engaged in these activitics continuously since June
30, 1968, During 1975, C.L'T."s factoring and
commercial finance companies acquired receiv-
ables of approximately $3.0 million, and year-end
reccivables  outstanding  were  $509.6  million.
Since Registrant has been engaged in these fi-
nancing, leasing, and factoring activitics since
June 30. 1968, and continuously thercafter. these
activities appear to be eligible for retention on the
basis of grandfather privileges.

C.1.T. engages in certain insurance agency and
underwriting activities. ‘Through two subsidiaries,
C.1'T. underwrites life and health insurance on
individuals and groups that is sold through general
agents: and underwrites directly and as reinsurer
credit life and credit accident and health insurance
written in connection with consumer sales finance
transactions and consumer personal loans. Total
assets of these companies at year-end 1975 were
approximately $225.1 million. C.L'T. also en-
gages. through a subsidiary. in the underwriting
of property and casualty insurance against fire,
theft. collision and other physical damage risks,
primarily on mobile homes. motor vehicles, ree-
reational vehicles. and household goods which are

Amendments and the section (o)1 exemption contained
therein. In view of this, the Board belicves that a proper
interpretation of section 40)(11) would apply the exemption
of that section 10 the pre December 31, 1970 de novo compa
nies and thae no useful purpose would be served by requiring
CLT. to apply for retention of those companies. Accordingly.
CUT may retain the finance company subsidiaries acquired
de noveo between June 30, 1968 and December 31, 1970,
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collateral security for credit extended by subsidi-
aries of C.I.'T. The subsidiary also underwrites
such risks on direct sales made by agents and
participates in insurance pools involving primary
and reinsurance risks for multiple lines of insur-
ance. In addition, C.L.T. engages in the activity
of acting as agent for the sale of insurance for
C.LT. and its subsidiarics. C.I.'T. does not act
as agent with respect to the sale of insurance to
the general public except in connection with ex-
tensions of credit by C.L'T.'s subsidiaries. and
does not hotd dsell owt as o general insurance
agent. Since C.L'T. was engaged in the foregoing
insurance agency and underwriting/reinsurance
activities on June 30, 1968, and continuously
therealter. these activities appear to be eligible for
retention on the basis of grandfather privileges.

C.L.T. engages. through subsidiarics, in leasing
activities with respect to real property. and had
real property lease receivables of $25.3 million
at year-cnd 1975, The subsidiaries lease, on a
full-payout basis, such real property as buildings
for hospital, extended cure and geriatric use; re-
lated medical facilities; and residence and dining
halls for educational institutions. C.LT. was en-
gaged in the leasing of real property on a full-
payout basis on June 30, 1968, and has engaged
in this activity continuously thereafter. Accord-
ingly. this activity appears to be cligible for reten-
tion on the basis of grandfather privileges. While
C.LT. engages to some extent in the leasing of
real property on a non-full-payout basis, this ac-
tivity has not been engaged in continuously since
June 30, 1968, and C.1.T. is not entitled 1o, nor
does it make any claim to, grandfather privileges
with respect to this activity.

C.1.'T. owns subsidiarics that engage in various
manufacturing and merchandising activities (com-
bined assets of $358.8 million at ycar-cnd 1975).
The Picker Corporation (assets of $191.6 million
as of December 31, 1975). manufactures and sup-
plies to the medical profession, clinics, and hospi-
tals a varied line of x-ray apparatus, equipment
and accessories manufactured by others. It also
produces ultrasonic devices and nuclear  instru-
mentation and radiouctive  isotope  devices  {or
clinical diagnosis and luboratory and therapy uses.
C.LT. states that the Picker Corporation’s execu-
tive oflices and principal manufacturing facility are
located in Cleveland., Ohio; that sales and service
facilitics include 26 offices located throughout the
United States and 12 oflices throughout Cunada:
and that there are wholly-owned subsidiaries. sales

representatives or distributors in more  than 70
foreign countries. Gibson Greeting Cards. Inc.
(assets of $121.8 million, as of December 31,
1975), manufactures  and  distributes  greeting
cards. gift wrapping, and other assorted related
products. The executive offices are located in Cin-
cinnati, Ohio, and the principal manufacturing
facilities are located in Cincinnati. Ohio, and
Memphis, Tennessee. Sales facilities are located
throughout the United States. All-Steel Ince. (assets
of $34.9 million, as of December 31, 1975),
manufactures and distributes metal office furniture.
Two affiliates of All-Steel Inc. manufacture and
distribute metal office furniture and equipment in
Canada. The executive oftices and principal man-
ufacturing operations of All-Steel Inc. are located
in Aurora, lllinois: sales facilities are located
throughout the United States. Raco, Inc. (asscts
of $20.4 million, as of December 31, [975),
manufactures clectrical outlet, junction and switch
boxes and related fittings. Its executive offices and
principal manufacturing operations are located in
South Bend, Indiana: sales representatives and
distributors ure located throughout the United
States. It appears that C.L'T. was engaged in the
above-mentioned manufacturing and merchandis-
ing activities on June 30, 1968, and has been
engaged in these activities continuously thereafter,
Accordingly, these activities appear to be eligible
for retention on the basis of grandfather privi-
leges.* In addition, one subsidiary of ‘The Picker
Corporation, Picker Briggs Corporation, Cleve-
land, Ohio, was acquired as a going concern after
June 30, 1968, Accordingly, pursuant to the pro-
visions of section 4(a)2) of the Act, C.1.'T. may
not retain Picker Briggs Corporation beyond De-
cember 31, 19KQ.

C.LT. engages directly in data processing ac-
tivities including the sale or sublease of computer
time, the provision of payroll processing services.
life insurance file processing, accounting and de-
livery scheduling and similar automated data pro-

YThis determination is not authority to enter into any new
activities that were not engaged in on June 30,0 1968, and
continuously thercafter. The Board does not regard ““manufac
wring™ as an activity in and of itself for purposes of grandfa-
ther privileges pursuant to section Ha(2). but rather looks o
the product lines of manufacturing in which a Registrant has
been continnously engaged since June 30, 1968, Wiile the
Board belicves that C.LT. may incorporate technological im
provements to existing product lines, C.L'T. may not expand
such product lines without Board concurrence that such expan-
sion s consistent with C.LTs grandfather privileges.
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cessing services. and the sale or licensing of soft-
ware initially developed by C.I.T. for its own use.
In 1975 C.I.T. had receivables of $75,179 as a
result of the data processing services provided to
firms not aftiliated with C.1.'T. Since C.I.T. has
engaged in this activity continuously since June
30, 1968, it appcars to be eligible for retention
on the basis of grandfather privileges.

C.1.T., directly and through subsidiaries. makes
venture capital investments. These venture capital
investments are made either directly to the bor-
rowing companies, or indirectly through the me-
dium of limited partnerships in which C.I.T. in-
vests equity capital as a limited partner. C.I.T.
does not claim grandfather privileges for the ven-
ture capital investments that it makes directly and
has stated that all such investments will be brought
below 5 per cent of the shares of any company
by December 31, 1980. With respect to C.I.T.’s
interests in limited partnerships, such activities
have not been engaged in continuously since June
30, 1968 and are not cligible for retention on the
basis of grandfather privileges.”

C.L'T. has invested, since 1970, through its
subsidiary C.1.T. Realty Corporation, in two lim-
ited partnerships organized to construct and
operate moderate and low income apartment proj-
cets in New York City under the Private Housing
Finance Law of the State of New York. C.1.T.
has an uggregate 95 per cent investment in both
limited partnerships. In return, C.1.T., through ity
subsidiary, obtains 90 per cent of the tax benefits
accruing to the partnerships, such as interest de-
ductions and depreciation. C.1.T. claims grandfa-
ther privileges for these investments on the ground
that this is nothing more than a traditional but
innovative form of financing; i.c., a business fi-
nance transaction similar in substance to those for
which C.I.'T. has grandfather privileges.® The

PCLT. also claims exemptions Tor holding these limited
partnership interests under other provisions of the Act. The
question of the applicability of those exemptions to limited
partnership interests is under consideration. However, the
volume and scope of C LT s venture capital limited partner-
ship interests amount to approximately $3.25 million and the
Bourd does not regard them of sufficient magnitude to warrant
delay of this Determination pending resolution of that issue.

SCULT also claims sections HO(O) and 4(¢)(7) as possible
exemptions for these limited partnership interests; however,
the Bouard concludes that these cexemptions are not available
to C.L'T. After examining the nature and scope of C.LT.s
involvement in the business of these partnerships, the Board
has determined that C.LT. must be deemed to be engaged
in that business. Because section 4(a)(2) of the Act prohibits

Board does not believe that C.1'T."s investment
in these limited partnerships can be  properly
viewed as a form of general business lending. In
particular, it is noted that in a lending transaction,
the lender does not receive direct income tax
benefits in the form of interest deductions and
depreciation, as C.I.T. does in this instance. Ac-
cordingly, given the nature of such interests, the
Board views C.1.T. s participation in the devetop-
ment and management of real estate through these
limited partnerships as an activity different in form
and substance from that of general business lend-
ing. Since this activity was commenced after June
30, 1968, C.I.T. is not entitled to indefinite
grandfather privileges with respect to it and may
not retain such interests beyond December 31,
1980. Of course, this Determination does not
preclude C.I.T. from filing an application pursuant
to section 4(c)}8) of the Act for retention of such
interests nor does it constitute a finding by the
Board that such interests would be permissible
under that section.

C.L.T. has caused to be created three charitable
foundations that are engaged primarily in charita-
ble activitics, including making grants to institu-
tions organized exclusively for religious, charita-
ble, scientific, literary, or educational gouls. Since
these foundations were created prior to June 30,
1968, C.1.'T. may continue its rclationship with
them on the basis of indefinite grandfather author-
ity.

In addition to the above-described activities,
C.LT., from time to time, makes acquisitions in
satisfaction  of debts previously  contracted
(**dpc’’), which include acquisitions of more than
5 per cent of the shares of stock of certain compa-
nies.” C.1.'T. asserts a claim to making and holding
“*dpe’ acquisitions as a necessary and incidental
part of its indefinitely grandfathered lending activ-
ities. Accordingly, C.I.T. asserts that the acquisi-
tions which it makes or holds “*dpc’” may be
retained on the basis of grandfather privileges
without limitation or restriction, regardless of
whether such acquisitions were made before or

engaging in an activity without Board approval, the provisions
of sections He)(0) and 4(c)7), which are intended to exempt
small passive investiments, do not provide authority for this
activity.

"By virtue of Scction HeXo) of the Act. the acquisition
of 5 per cent or less of the outstanding voting shares of any
company is exempt trom the prohibitions of Section 4.
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after December 31, 1970, While the Board agrees
that a bona fide ‘*dpc’ acquisition may be re-
garded as normal. necessary and incidental to the
business of lending, holding such “*dpce™ interests
without restriction or limitation is not integral or
necessary to the business of lending. Thus, the
Board rejects C.1LT. s contention that holding such
property without restriction or limitation is within
the scope of the grandfathered lending activities. ™

On the basis of the foregoing and all the facts
before the Board, it appears that the volume,
scope, and nature of the activities of Registrant
described herein do not demonstrate an undue
concentration of resources. decrcased or unfair
competition, conflicts of interest, or unsound
banking practices.

There appears to be no reason to require Regis-
trant to terminate its grandfathered interests. It is
the Board’s judgment that, at this time. termina-
tion of the grandfather privileges of Registrant
described herein is not necessary in order to pre-
vent an unduce concentration of resources.  de-
creased or unfair competition, conflicts of interest.
or unsound banking practices. This determination
is not authority to center into any new activity or
product extension that was not engaged in on June
300 1968, and continuously thereafter, or any
activity that is not the subject of this determi-
nation.

A significant alteration in the nature or extent
of Registrant’s activities or a change in location
thereof (significantly different from any described
in this determination) will be cause for a reevalua-
tion by the Board of Registrant’s activities under
the provisions of Section 4(a)}2) ol the Act. that
is, whenever the alteration or change is such that
the Board finds that a termination of the grandfa-
ther privileges s necessary to prevent an undue
concentration of resources or any of the other
adverse consequences at which the Act is directed.
No merger, consolidation, acquisition of assets
other than in the ordinary course of business, nor
acquisition of any interest in a going concern, to
which the Registrant or any nonbank subsidiary
thereof is a party, may be consummated without
prior approval of the Board. Further, the provision
of any credit, property, or service by the Registrant

*The Board is considering the question of the permissible
time period that should be allowed lor the holding of *“dpe*”
acquisitions. The Board’s determination with respect to that
question will be announced at a later date.

or any subsidiary thereof shall not be subject to
any condition which, if imposed by a bank, would
constitutc an unlawlul tie-in arrangement under
Section 106 of the Bank Holding Company Act
Amendments of 1970.

The determination herein does not preclude @
later review, by the Board, of Registrant’s non-
bank activities and a future determination by the
Board in favor of termination of grandfather bene-
fits of Registrant. The determination herein is
subject to the Board’s authority to require modifi-
cation or termination of the activities of Registrant
or any of its nonbanking subsidiaries as the Board
finds necessary 1o assure compliance with the
provisions and purposes of the Act and the Board’s
regulations and orders issued thereunder. or to
prevent evasion thercof.

By determination of the Bourd of Governors,
clfective December 20, 1976,

Voting for this action: Chairman Burns and Gover-
nors Gardner, Wallich, Coldwell, Jackson. Partee, and
Lilly.

(Signed) GRIFFITH .. GARWOOD,

[SEAL] Deputy Secretary of the Board.

Order Under Bank Merger Act o

Bank of New Orleans and Trust Company,
New Orleans, Louisiana

Order Approving Acquisition of Assets

Bank of New Orleans and Trust Company, New
Orleans, Louisiana, a State member bank of the
Federal Reserve System, has applied, pursuant to
the Bank Merger Act (12 U.S.C. 1828 (¢)). for
the Board’s prior approval to acquire certain assets
and assume certain liabilities of International City
Bank and Trust Company, New Orleans, Loui-
siana ($165 million in deposits"). and. as an inci-
dent thereto, to operate the present offices of
International City Bank and Trust Compuny as
branch offices.

Published notice of the proposed acquisition of
assets and assumption of liabilities and requests
for reports on the competitive factors involved
therein have been dispensed with as authorized by
the Bank Merger Act.

The Board has considered all relevant material
contained in the record in the light of the factors

'"Deposit data are as of December 31, 1975,
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set forth in the Act, including the eftfect of the
proposal on competition, the financial and mana-
gerial resources and prospects of the banks in-
volved, and the convenicnce and needs of the
communitics to be served and finds that:

On the basis of the information before the
Board, it is apparent that an emergency situation
exists so as to require that the Board act immedi-
ately pursuant to the provisions of the Bank
Merger Act in order to safeguard depositors of
International City Bank and Trust Company.

Such anticompetitive elfects as will be attrib-
utable to consummation of the transaction will be
clearly outweighed in the public interest by con-
siderations relating 10 and involved in the cmer-
geney situation found to exist. From the record
in the case, it is the Board’s judgment that any
disposition of the application other than approval
would be inconsistent with the best interests of
the depositors of International City Bank and Trust
Company, and the Board concludes that the pro-
posed transaction should be approved on a basis
that would not delay consummation of the pro-
posal.

It is hereby ordered, on the basis of the record,
that the application be and hereby is approved and
that the acquisition of assets and assumption of
liabilities and the establishment of the branch
offices may be consummated immediately but in
no event 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
Bunk of Atlanta pursuant to delegated authority.

By order of the Board of Governors, effective
December 4, 1976.

Voting for this action: Chairman Burns and Gover-
nors Gardner, Wallich. Coldwell, and L.illy. Absent and
not voting: Governors Juckson and Partee.

(Signed) THEODORE E. ALLISON,
{SEAL] Secretury of the Board.
Statement Regarding an
Application to Become a
Member of the Federal Reserve System

Citizens Bank and Trust Company,
Alabaster, Alabama

Citizens Bank and Trust Company, Alabaster,
Alabama (**Applicant’”), a new bunk chartered
under the laws of the State of Alabama. applied,
pursuant to Scction 9 of the Federal Reserve Act

(12 U.S.C. 321-338) and the Board’s Regulation
H (12 CEFR 208). to become a member of the
Federal Reserve System. On November 10, 1976.
the Board notificd Applicant that the application
was approved and that the Board would issue a
statement regarding the approval action.

Applicant, which has not yet opened for busi-
ness, was organized in 1975 for the purpose of
obtaining a State bank charter and engaging in a
commercial banking business. It filed a charter
application in August 1975, which was approved
by the State Banking Department of Alabama by
letter dated November 18, 1975, Approximately
one year carlier, in December 1974, a charter
application filed on behalf of Applicant by sub-
stantially the same organizers was denied by the
State Banking Department of Alabama. Approval
of Applicant’s charter in November 1975 was
conditioned in part upon Applicant obtaining in-
surance coverage for its deposits from the Federal
Deposit Insurance Corporation (“*FDIC*"). In an-
ticipation of this requirecment, Applicant had filed
an application for insurance in August 1975, pur-
suant to Section 5 of the Federal Deposit Insurance
Act (12 U.S.C. 1815). That application was with-
drawn by Applicant in March 1976, after a formal
hearing was held at the request of persons protest-
ing the application. Consequently, the FDIC ended
its consideration of the matter without making a
final determination.

Under Section 9 of the Federal Reserve Act,
the Board, in acting upon an application to become
a member of the Federal Reserve System, is re-
quired to consider the financial condition of the
applying bank, thc general character of its man-
agement, and whether or not the corporate powers
of the institution are consistent with the purpose
of the Federal Reserve Act. In addition, under
Section 4(b) of the Federal Deposit Insurance Act
(12 U.S.C. 1814), the admission to membership
in the Federal Reserve System of an uninsured
State bank automatically confers deposit insurance
upon the bank from the time the Board certifies
to the FDIC that the bank is a member of the
Federal Reserve System. The Board's certificate
to the FDIC is required to state that the Board
has given consideration to the factors enumerated
in Section 6 of the Federal Deposit lnsurance Act
(12 U.S.C. 1816), namely, the finuncial history
and condition of the bank; the adequacy of the
capital structure; the bank’s future earnings pros-
pects; the gencral character of its management;
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the convenience and needs of the community to
be served by the bank:; and whether or not the
bank’s corporate powers are consistent with the
purposes of the Federal Deposit Insurance Act.

The Board has considered the subject applica-
tion and all comments received  with respect
thereto, including those submitted in opposition
to the application by First Bank of Alabaster.
Alabaster, Alabama, First Shelby National Bank
and Shelby State Bank, both of Pelham, Alabama,
and Merchants and Planters Bank, Montevallo,
Alubama  (hercinafter referred to as “Protes-
tants’’).

Alabaster is located in central Alabama, in
Shelby County (population 38,037 as of the 1970
census). Applicant’s proposed service arca is ap-
proximated by the northern portion of Shelby
County, including Alubaster and the towns of
Helena and Pelham. During the past several years,
Shelby County has experienced significant popu-
lation growth and u transition from an agricultural
cconomy to a more diversified cconomy. The
population of Shelby County has grown from
32,132 in 1960 to 3R.037 in 1970, and to an
estimated 50.000 in 1974, Alabaster itself pres-
ently has a population of about 5,200 and a trade
arca population (not including lelena and Pelham)
of approximately 14,000, The trade arca of Pel-
ham, Helena and Alabaster represents approxi-
mately 50 per cent of Shelby County’s population
and gencrally reflects the migration into the county
from neighboring Jefferson County and the city
of Birmingham. which is approximately 25 miles
directly north of Alabaster.

Another indication of the arca’s growth is the
increase in housing starts in Alabaster from 60 in
1972 to 137 in [975. Also, Alabaster has fourtcen
businesses and industries with employment of
nearly 1,800 and a combined annual payroll of
approximately $12 million. In addition, informa-
tion from the Alabama Power Company indicates
that presently the northern half of Shelby County
is adding approximately 100 customers per month,
a 10 per cent per annum increase. ‘The record
indicates that Route [-65, to the cast of and parallel
to the site of Applicant’s proposed oftice on High-
way 31, is due for completion by 1981, With the
completion of Route 1-65, the arcas in the northern
hulf of Shelby County to be served by Applicant
can be expected to experience further develop-
ment, both residential and industrial.

Presently.  Protestants  operate  six  banking
offices in Shelby County. Despite the fact that most
of the services that would be provided by Appli-
cant are currently being offered by Protestants, the
record reflects a desire on the part of a significant
number of local residents for a locally owned bank
such as Applicant. On the other hand, Protestants
have indicated that there is no present need for
another bank in Shelby County, particularly in
view of the fact that First Shelby National Bank,
Pelham, Alabama, opened for business in Febru-
ury 1976, in temporary quarters approximately 3%
miles north of  Applicant’s  proposed  location.
However, it appears that First Shelby National
Bank has experienced reasonable growth, with
deposits of $2.4 million as of June 30, 1976, and
that the addition of Applicant as another banking
alternative would not  significantly aflect First
Shelby National Bank™s future growth prospects.
In addition. Applicant has committed to delay
opening for business until its permanent quarters
have been constructed. Based on the local eco-
nomic conditions and the apparent local support
the Applicant would enjoy, the Board concludes
that considerations with regard to the convenience
and needs of the community to be served by
Applicant are consistent with approval of the sub-
ject application.

Applicant has no operating history, and its fu-
turc earnings prospects are, of course, related to
the amount of deposits it will be able to attract.
As mentioned above, there are indications in the
record of strong community support for a new
bank in Alabaster. The initial stock offering of
$1,250,000 by Applicant was fully subscribed,
with each subscriber limited to purchasing four
percent of the offering. From the list of 85 sub-
scribers submitted by Applicant, it appears that
many of the subscribers are owners or presidents
of businesses  or  professionals or  other  self-
employed individuals who will be able to provide
Applicant with an initial nucleus of customers to
serve. In the Board’s judgment, such expressions
of local support are a positive factor not only with
respect to the convenience and needs of the com-
munity but also with respect to the future carnings
prospects of Applicant.

In assessing the future earnings prospects of
Applicant, the Board also considered the views
of the State Banking Dcepartinent. the bPederal
Reserve Bank of Atlanta and the Board’s stafl,
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all of which project that Applicant will achieve
profitability! by the end of its third ycar of opera-
tion.? The Protestants have indicated that Appli-
cant would not achicve profitability in that period
due primarily to lower deposit projections than
were used by the above organizations and to the
fact that a new bank, First Shelby National Bank,
recently opened in the Alabaster arca and the
opening of another bank would have an adverse
cffect on First Shelby Nationaul Bank. In the
Board's opinion, Protestants’ projections with re-
spect to deposits of Applicant are low and Protes-
tants” concerns about the adverse impact that Ap-

'Under applicable State law, the Superintendent ot the State
Banking Departiment, before granting a certificate, is required
to satisfy himself that there is suflicient business to support
the proposed bank in the colnmunity, Code of Alabama, Tit.
5 § 8K, Approval of Applicants charter application therefore
reflects o favorable determination by State authorities with
regard to the future earnings prospects of Applicant,

2Comments on the Applicant were requested of the FDIC
regional office in Atlanta, and the response from the FDIC
to the Federal Reserve Bank of Atlanta indicated merely that
upon Applicant’s withdrawal of its earlier insurance applica-
tion, the FDICTS files were closed.

plicant’s opening would have on First Shelby
National Bank arc overly pessimistic, particularly
in view of First Shelby National Bank's deposit
figures mentioned above and the generally opti-
mistic economic outlook for the Alabaster arca.
Thus, the Board concluded that Applicant’s future
earnings prospects arc consistent with approval of
the subject application.

While Applicant has no operating or financial
history, it appears that it would open with adequate
capital structure. The general character of Appli-
cant’s management also appears satisfactory, and
the corporate powers of Applicant are consistent
with the Federal Reserve Act and the Federal
Deposit Insurance Act.

For the foregoing reasons, the Board approved
Applicant’s application to become a member bank
in the Federal Reserve System.

(Signed) THEODORE E. ALLISON,

[S:AL} Secretary of the Board.

ORDERS APPROVED UNDER BANK HoLpING COMPANY AcCT

By the Board of Governors

During December 1976, the Board of Governors approved the applications listed below. The orders
have been published in the Federal Register, and copies arc available upon request to Publications
Services, Division of Administration Services, Board of Governors of the Federal Reserve System,

Washington, 1D.C. 20551.

Section 3

Federal

Board action
(effective Register
Applicant Bank(s) date) citation
Boyden Bancorp. Boyden. Farmers Savings 12/13/76 41 F.R. 553K2
lowa Bank, Boyden, 12/20/76
fowa
Northwest Bancorporation, First National 12/27/76 42 F.R. 853
Minneapolis, Minnesota Bank of Ottumwa, 1/4/77

Ottumwa, lowa
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Section 4

Board action Federal
Nonbanking company (effective Register
Applicant (OF activity) date) citation
First National Charter Charter Bankers 12/8/76 41 F.R. 55239

Corporation, Kansas City,
Missouri

By Federal Reserve Banks

I.ife Insurance
City, Missouri

12/17/76

During December 1976, an application was approved by the Federal Reserve Bank as listed below.
The order has been published in the Federal Register, and copies are available upon request to the

Reserve Bank.

Section 3

Bank(s)

Applicant

Ameribane, Inc., Consolidated

Federal

Reserve Effective Register

Bank date citation
Kansas City 12/21/76 42 F.R. 853

1/4/77

Bancshares of
Missouri, Inc.,
St. Joseph,
Missouri

St. Joseph,
Missouri

PENDING CAsES INVOLVING T'HE BOARD OF GOVERNORS *

National Automobile Dealers Association, Inc. v.
Board of Governors, filed November 1976,
U.S.C.A. for the District of Columbia:

Michigan National Corporation v. Board of Gov-
ernors, filed September 1976, U.S.C.A. for the
6th Circuit.

First Security Corporation v. Board of Governors,
filed August 1976, U.S.C.A. for the 10th Cir-
cuit.

Anthony R. Martin-Trigona v. Board of Gover-
nors. tiled August 1976, U.S.C.A. for the Dis-
trict of Columbia.

First State Bank of Clute, Texas, et al. v. Board
of Governors, filed July 1976, U.S.C.A. for the
5th Circuit.

International Bank v. Board of Governors, et al.,
tiled July 1976, U.S.D.C. for the District of
Columbia.

#This list of pending cases does not melude suits against
the Federal Reserve Banks in which the Board of Governors
is not named a party.

North Lawndale Economic Development Cor-
poration v. Board of Governors, liled Junc
1976. U.S.C.A. for the 7th Circuit.

Central Wisconsin Bankshares, Inc. v. Board of
Governors, filed June 1976, U.S.C.A. for the
7th Circuit.

Nutional Urban League, et al. v. Office of the
Comptroller of the Currency, et ul., filed April
1976, U.S.D.C. for the District of Columbia
Circuit.

Furmers & Merchants Bank of Ias Cruces, New
Mexico v. Board of Governors, filed April
1976, U.S.C.A for the District of Columbia
Circuit.

Grandview Bank & Trust Company v. Board of
Governors, filed March 1976, U.S.C.A. for the
Eighth Circuit.

Association of Bank Travel Bureaus, Inc. v.
Board of Governors, filed February 1976,
U.S.C.A. for the Seventh Circuit.

Memphis Trust Company v. Board of Governors,
filed Feburary 1976, U.S.D.C. for the Western
District of Tennessee.
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International Bank v. Board of Governors, filed
December 1975, U.S.C.A. for the District of
Columbia.

Roberts Farms, Inc. v. Comptroller of the Cur-
rency, et al., tiled November 1975, U.S.D.C.
for the Southern District of California.

National Computer Analysts, Inc. v. Decimus
Corporation, et al., filed November 1975,
U.S.D.C. for the District of New Jersey.

1 Peter E. Blum v. First National Holding Cor-
poration, filed May 1976, U.S.C.A. for the
Fifth Circuit.

tPeter E. Blum v. Morgan Guaranty Trust Co.,
et al., filed April 1976, U.S.C.A. for the Fifth
Circuit.

tLogan v. Secretary of State, et al., filed Scp-
tember 1975, U.S.D.C. for the District of Co-
lumbia.

Florida Association of Insurance Agents, Inc., v.
Board of Governors, and National Association
of Insurance Agents, Inc. v. Board of Gover-

T Decisions have been handed down in these cases, subject
to appeals noted.

1 The Board of Governors is not named as a party in this
action.

nors, filed August 1975, actions consolidated
in U.S.C.A. for the Fifth Circuit.

14 David R. Merrill, et al. v. Federal Open Mar-
ket Committee of the Federal Reserve System,
filed May 1975, U.S.D.C. for the District of
Columbia, appeal pending, U.S.D.A. for the
District of Columbia.

Curvin J. Trone v. United Stutes, filed April 1975,
U.S. Court of Claims.

Louis J. Roussel v. Board of Governors, filed
April 1975, U.S.D.C. for the Eastern District
of Louisiana.

Georgia Association of Insurance Agents, et al.
v. Board of Governors, liled October 1974,
U.S.C.A. for the Fifth Circuit.

Alabama Association of Insurance Agents, et al.
v. Board of Governors, filed July 1974,
U.S.C.A. for the Fifth Circuit.

tInvestment Company Institute v. Board of Gov-
ernors, dismissed July 1975, U.S.D.C. for the
District of Columbia, appeal pending, U.S.C.A.
for the District of Columbia Circuit.

+ Consumers Union of the United States, Inc., et
al. v. Board of Governors, filed Scptember
1973, U.S.D.C. for the District of Columbia.

Bankers Trust New York Corporation v. Board
of Governors, filed May 1973, U.S.C.A. for
the Second Circuit.
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CHANGE IN RESERVE
REQUIREMENTS

The Board of Governors of the Federal Reserve
System announced on December 17, 1976, a
structural adjustment in reserve requirements on
demand deposits. Required reserves will be re-
duced by about $550 million as a result of the
move, which will reduce reserve requirements of
member banks by Y2 of a pereentage point on their
demand deposits up to $10 million and by % of
a percentage point on their demand deposits above
that amount. This action will tend to increase the
supply of bunk credit.

The reserve requirement pereentages will be as
follows:

Net demand deposits Old New
i millions ot dallars)

Q2 AN 7

2 1 10 9l
1640 1K) 12 (W2
1K) 100 13 12%
Over 400 16t 16y

The Board’s action would apply to net demand
deposits held by member banks during the week
of December 16 22, Under the lagged reserve
system currently in effect. the reserves required
would decline 2 weeks later, during the week of
December 30 January S.

REGULATION B: Amendment

The Board of Governors on December 29, 1976,
announced revision of its Regulation B (Fqual
Credit Opportunity) to carry out the 1976 amend-
ments to the Equal Credit Opportunity  Act
(ECOA).

The revised act and the revised regulation will
become effective March 23, 1977, At that time
the revised regulation will supersede the existing
Regulation B in its entirety. The existing regula-
tion, like the original ECOA, deals only with
discrimination in the extension of credit on the
basis of sex or marital status. The requirements

of the existing regulation remain in etfect until
March 23, 1977.

The amendments by the Congress in 1976
broadened the scope of the act to prohibit discrim-
ination in credit transactions on seven new bases: !
race. color, religion, national origin, age, receipt
of income from public assistance programs, and
good faith exercise of rights under the Consumer
Protection Act of 1968 (which includes the Truth
in Lending, Fair Credit Billing., Equal Credit Op-
portunity. Fuir Credit Reporting. and Consumer
Leasing Acts).

The act directs the Federal Reserve to write
regulatory rules to execute it. The Board’s rules
on cqual credit opportunity are enforced by 12
Federal agencies, including the Board. Consumers
with compluints of discriminatory treatment in
credit transactions should inform the appropriate
Federal agency in writing, by telephone, or in
person.

The Board adopted the revised Regulation B
after extensive consultations with consumer and
creditor groups and a 2-day hearing at which
testimony was presented by 33 individuals, con-
sumer and creditor representatives, the Department
of Justice, and other governmental agencies. The
Bourd published for public comment proposed new
equal credit opportunity regulations to implement
the 1976 amendments to the act on July 15 and
a revision of these proposals on November 3. The
revised Regulation B takes account of some 1,100
comments received on the Board’s proposals, and
of suggestions made at a meeting of the Board’s
Consumer Advisory Council on November 10 and
1.

The principal features of Regulation B, as re-
vised to carry out the 1976 amendments to the
Equal Credit Opportunity Act, are as follows.

"A footnote in the regulation (See. 202.6 (a)) notes
that the legislative history of the act indicates that the
Congress intended that an “tetfects text.”” such as has
been developed in application of equal employment
opportunity law, be applicable in determining whether
a creditor’s judgment of creditworthiness is or is not
discriminatory.
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GENERAL RULE
PROHIBITING DISCRIMINATION

The regulation specifies that “*a creditor shall not
discriminate against an applicant on a prohibited
basis regarding any aspect of a credit transaction.”’

Discrimination is defined as ‘*to treat an appli-
cant less favorably than other applicants.”? This
general rule applies to everyone who is a creditor.
Creditors are relieved from some of the mechanical
requirements of the regulation, however, when
extending certain types of credit, as presented later
under the discussion of special treatment and spe-
cial-purpose programs. A creditor is *‘a person
who, in the ordinary course of business, regularly
participates in the decision of whether or not to
extend credit. ™’

ADVERSE ACTION

Regulation B, as revised, defines what does and
does not constitute adverse action on an applica-
tion for credit.® The main features of the definition
are:

Adverse action has been taken when a credi-
tor-—

1. Has declined to grant credit in substantially
the amount or on substantially the terms requested
by the applicant, unless the applicant accepts a
counter offer by the creditor.

2. Terminates an account, or makes an unfa-
vorable change in terms (such as the interest rate,
number of payments, and so forth) that does not
apply to all or most of that creditor’s accounts.

2A footnote in the section of the regulation (See.
202.2 (7)) dealing with the prohibited bases of discrim-
ination says in part:

The definition (of prohibited bases) is not limited
to characteristics of the applicant . . . but refers
also to the characteristics of individuals with
whom the applicant deals. This means, for ex-
ample, that, under the general rule (against dis-
crimination) a creditor may not discriminate
against a non-Jewish applicant because of that
person’s business dealings with Jews, or dis-
criminate against an applicant because of the
characteristics of persons to whom the extension
of credit relates (for example, the prospective
tenunts in an apartiment complex to be constructed
with the proceeds of the credit requested), or
because of the characteristics of other individuals
residing in the neighborhood where the property
oflered as collateral is located. . . .

INot in existing Regulation B but similar to the
Navember proposal for amending the regulation.

Adverse action has not occurred when the
creditor—

1. Makes a change in the terms of an account
that is expressly agreed to by the applicant.

2. Takes any action, or forbears to take an
action, in connection with inactivity, default, or
delinquency in the account.

3. Refuses to extend credit requested at the point
of sale or of making of a loan because the credit
requested would exceed a previously established
credit limit. (A point-of-sale refusal is an adverse
action if it is made for any reason cxcept for
exceeding the previously established credit limit.)

4. Refuses to extend credit not allowed by
applicable law.

5. Refuses to extend a type of credit the creditor
does not ofter.

After taking adverse action, the creditor must
send the applicant a written notice as specified in
the regulation (Section 202.9) and in this an-
nouncement under the headings Notice of Action
Taken and Statement of Specific Reasons.

DATA NOTATION FOR
ENFORCEMENT PURPOSES

The Board adopted, almost unchanged, the pro-
posal it made in November to add a new section
to Regulation B requiring creditors to inquire as
to the sex, marital status, race—national origin,
and age of applicants for residential mortgage
credit, but with the proviso that applicants have
the right to decline to supply such information if
they wish. The inquirics are to be made only with
respect to applications for the purchase of mort-
gage credit on i- to 4-family residences. The race
or national origin categories to be used are:
American Indian or Alaskan Native, Asian or
Pacific Islunder, Black, White, Hispanic, or Other.
If the applicant ¢lects to use ""Other,”” the appli-
cant may specify any desired category. ‘The marital
status categories to be requested are married, un-
married, or separated. The questions, at the credi-
tor’s option, may be listed on the application form
or on a separate form that refers to the application.
This information may be used lor enforcement
purposes only.

The Board added o provision? that any agency
with enforcement responsibilities under the act
may substitute its own monitoring program for that
in Regulation B.

4Not in the Board’s July or November proposals.
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MEASURES TO
AVOID DISCRIMINATION
ON THE BASIS OF AGE

The amended act provides that it is not discrim-
inatory to consider age in a credit-scoring system
based on experience if the system is demonstrably
and statistically sound in accordance with the
Board’s regulations, so long as the system does
not operate to assign the age of an elderly applicant
a “‘negative factor of value.™

To implement this new provision of the act the
Board:

1. Added a new definition in Regulation B,
stating that a negative factor or value, in relation
to age in a credit-scoring system, would be one
that gives an clderly applicant for credit an age
score less favorable than the creditor’s experience
warrants, or less favorable than the score, on
account of age, given by the creditor to any age
group that is not clderly.

2. Defined clderly as age 62 or over.

Thus, applicants age 62 or older may not be
given a score for their age that is lower than the
best score assigned to any nonelderly group.

For ages 62 and above, scores may vary ac-
cording to the creditor’s expericnce, so long as
they are not less than the best score assigned any
group below 62.

MAIN CHARACTERISTICS
OF A NONDISCRIMINATORY
CREDIT-SCORING SYSTEM

One, it must be empirically derived. Regulation
B describes this as meaning a credit-scoting sys-
tem that cvaluates creditworthiness primarily by
allocating points (or some other means of assign-
ing weights) to key attributes of the applicant and
the credit.

Two, it must also be demonstrably and statisti-
cally sound. Regulation B requires that such a
system: (1) be developed by using either the cred-
itor’s entire population of applicants or data groups
obtained by properly sampling that population; (2)
predict creditworthiness with respect to the busi-
ness interests of the creditor; (3) be validated
during the development process as to its predictive
ability; and (4) be thereafter revalidated at what-
ever regular intervals are necessary.

A creditor may borrow a demonstrably and
statistically sound, cmpirically derived credit-
scoring sytem, or the credit expericnce on which

such a system may be based, but the bhorrowed
system must be validated from the creditor’s own
experience, at once or as soon as the creditor's
own experience is available.

A system that is not proved valid by using the
creditor’s own experience shall not be considered
ademonstrably and statistically sound, empirically
derived, credit-scoring system from that point in
time.

JUDGMENTAL EVALUATION
OF APPLICANTS

The act permits creditors to use. instcad of a
credit-scoring system, their own judgment as to
the creditworthiness of an applicant. This may
include inquiries by the creditor as to the appli-
cant’s age and whether the applicant’s income
comes from a public assistance program. Thesc
inquiries may be made by a creditor making a
judgmental evaluation ol an applicant, but only
as a means of determining pertinent facts about
the applicant’s ability to repay the credit applied
for; that is, creditworthiness. Thus, a creditor
using a judgmental system may not use elderliness
or the fuct that an applicant’s income comes {rom
public assistance as suflicient factors, in them-
selves, to deny credit.”

CREDIT-RELATED INSURANCE

Regulation B permits differentiation in the avail-
ability, rate, and terms of credit-related insurance
(casualty, life, health, accident, and disability)
offered to applicants for credit.

However. the regulation also provides that
creditors may not deny credit or terminate an
account because such insurance is not available
due to an applicant’s age.

In applications for such insurance, information
may be requested about the applicant’s age. sex,
and marital status.”

This section is new in Regulation B. It varies from
the Board’s November proposal chiefly in making it
clear that the definition of pertinent element of credit-
worthiness applies only where a judgmental evaluation
of an applicant’s creditworthiness is being made.

“The proviso forbidding creditors to deny or terminate
credit because credit-related insurance is not available
duc to the applicant’s age, and the admissibility of
questions on insurance application regarding age, scx,
and marital status were not part of the November pro-
posal.
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SPECIAL-PURPOSE
CRrEDIT PROGRAMS’

This section of Regulation B is meant to make
room, under the law, for credit programs de-
signed—without intent to evade the Equal Credit
Opportunity Act—to benefit special groups of
economically disadvantaged persons or to meet
special social needs even though such programs
may cxclude some groups that the act protects
from discrimination in the extension of eredit. For
cexample, a program designed to benetit disadvan-
taged American Indians may exclude non-Indians.
But such a program may not discriminate on the
basis of marital status.

Such programs may not discriminate on any of
the bases prohibited under the act and Regulation
B, except that all participants in a special-purpose
credit program may be required to have in common
one or more characteristics, so long as this exclu-
sion of other characteristics was not designed to
circumscribe equal credit opportunity laws.

Special-purpose credit programs eligible under
this provision of Regulation B are:

[. Any credit assistance program expressly au-
thorized by Federal or State law for the benefit
of an economically disadvantaged class of persons.

2. Any-credit assistance program operated by
a not-for-profit organization, as defined by the
Internal Revenue Code of 1954, for the benefit
of its members or of an cconomically disadvan-
taged class of persons.

3. Any special-purpose program in which a
for-profit organization participates to meet social
needs, provided the program has a written plan
that identifies those it is designed to benefit and
sets forth procedures and standards for helping
them with credit, and provided the program makes
credit available to a class of persons who probably
would not otherwise get it or would get it on less
favorable terms.

Solicitation and consideration of information
pertinent to establishing whether applicants share
a common characteristic required by a special-
purpose credit program are not unlawful discrim-
ination.

When financial need is a criterion for the exten-
sion of credit under a special-purpose program,
inquiries otherwisec not permissible concerning

“This section has been considerably revised in detail
from the November proposal, although it remains basi-
cally the same. It is not a part of existing Regulation
B.

marital status, income from alimony, child sup-
port, separate maintenance, and the spouse’s fi-
nancial resources may be made and considered in
determining eligibility of applicants to participate
in the program.

RELATION TO STATE LAaw?®

The regulation states as a general rule that it alters,
affects, or pre-empts only those State laws that
are inconsistent with the regulation and then only
to the extent of the inconsistency. A State law
is not inconsistent with the regulation if it ditfers
by being more protective of the applicant than is
Federal law.

Together with Regulation B, the Board issued
a supplement to the regulation setting forth in
detail the procedures and criteria under which a
State may seek an exemption.

SPECIAL TREATMENT OF
SoMe Types oF CREDITY

Regulation B permits partial exemptions from the
general prohibitions of the regulation for transac-
tions involving public utilities credit, securities
credit, incidental credit,' business credit,
credit extended to governments. These are set forth
in Section 202.8 of the regulation.

and

REQUIRED NOTIFICATIONS

Regulation B requires four types of notifications
to applicants for credit. The first three, which must

"This section is generally the same as in the Board’s
November proposal but is derived from the amended
act and therefore differs from existing Regulation B.
The Board deleted from this section a part of the
November proposal but is derived from the amended
laws that did not permit inquiries permitted on model
Federal Reserve forms, since such State laws may be
more protective than the Federal Taw.

“This section was adopted by the Board with little
change from the November proposal; the chief excep-
tion was that in some cases the general prohibition on
inquiries about sex has been deleted. Also, business
credit applicants may request an explanation of adverse
action and request that records of an adverse action be
retained.

" [neidental credit is credit extended for the conven-
ience of the consumer on an informal basis by those
who are not regularly in the business of being creditors,
and that does not involve a finance charge or more than
four payments. Incidental credit may be extended
through the use of a credit card by other than the issuer
of the card.
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be supplied together when adverse action oceurs,
are notitication of action taken, notification of
rights under the Equal Credit Opportunity Act, and
cither a statement of specific reasons for adverse
action or a written statement ol the right to such
reasons. The fourth, called “*Credit History for
Married Persons™ is notice to married couples of
their right to have credit information included in
credit reports in both names under certain condi-
tions.

NOTICE OF ACTION TAKEN. A creditor
must notify an applicant of action taken on an
application cither implicitly (for example, when
an applicant gets a requested credit card or a loan)
or explicitly—

Within 30 days: (1) after receiving a completed
application; (2) after taking adverse action before
an application is completed; (3) after taking ad-
verse action in connection with an existing ac-
count.

Within 90 days: after an applicant has been
notiticd by the creditor of an ofier of credit sub-
stantially different from the request made by the
applicant, and the applicant has not expressly
accepted or used the credit offered.

A notice to an applicant that adverse action has
been taken must be in writing and it shall contain
a statement of the action taken, a notice of rights
under ECOA. the name and address of the Federal
agency responsible for compliance., and a state-
ment of specific reasons for adverse action, or
disclosure of the applicant’s right to have such a
statement. This notification must be made within
30 days after the creditor receives a request for
a statermnent. ‘The applicant must file a request
within 60 days after notice of the action taken.

STATEMENT OF SPECIFIC REASONS. The
regulation specifies that a statement of reasons for
adverse action must be specitic—a general state-
ment such as that the applicant did not score high
enough on a credit-scoring system does not suflice.

A creditor may use a statement or checklist of
his own devising of reasons for adverse action,
or he may usce all or part of a sample form supplied
by the Board in the regulation (in Sec.
202.9(b)(2)). Use of the sumple form, when prop-
erly completed, will satisfy the requirements of
the regulation. A statement of reasons for adverse
action may be given orally but. if so. the creditor
shall notify the applicant of the applicant’s right
to receive o statement of reasons in writing.

NOTICE OF RIGHTS UNDER ECOA. The
Board has supplied in Regulation B a model notice
of rights of applicants for credit under the ECOA.
It provided that a creditor complies by supplying
a notice that adheres substantially to the content
of the Board’s model notice, and that the creditor
may include a reference in the notice to any similar
State statute or regulation. The model notice,
revised to take account of the 1976 amendments
to the Equal Credit Opportunity Act, is as follows:

The Federal Equal Credit Opportunity Act
prohibits  creditors  from  discriminating
against credit applicants on the basis of race.
color, religion, national origin, sex, marital
status, age (provided that the applicant has
the capacity to enter into a binding contract):
because all or part of the applicant’s income
derives from any public assistance program;
or because the applicant has in good faith
exercised any right under the Consumer
Credit Protection Act. The Federal agency
that administers compliance with this law
concerning this creditor is (name and address
as specified by the appropriate agency listed
in Appendix A of Regulation B, p. 48 of
this BurienN).

CREDIT HISTORY FOR MARRIED PER-
SONS. For accounts estublished on or after June
1. 1977, a creditor who [urnishes credit informa-
tion to other creditors shall:

1. Determine whether both spouses can use an
account or are contractually liable.

2. Designate any such account in a way to
reflect the participation of both spouses.

3. Furnish information so as to cnable the
ageney 1o provide acceess to the information about
the account in the names of both spouses.

4. Where credit information is furnished in re-
sponse to an inquiry reparding a particular appli-
cant, furnish it only about the spouse concerned
in the inquiry.

For accounts established before June 1, 1977,
a creditor furnishing credit information to another
creditor shall either:

1. Not later than June 1, 1977, determine if
it is an account usable by both spouses or on which
both are contractually liable, and it so, designate
it in a manner to reflect the participation of both
spouses, and comply with the reporting require-
ments above.

2. Before October 1, 1977, muail or deliver to
all upplicants in whose name an account is carried
on the creditor’s records one copy of the notice
“Credit History for Married Persons.”
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For open-end accounts (such as credit-card ac-
counts) this requirement may be satistied by muail-
ing one notice at any time before October 2, 1977,
to all accounts for which any billing statement is
sent between June 1 and October 1, 1977, For
closed-end accounts a creditor may delete from
the **Credit History for Married Persons’ refer-
ences to who may use the account.

The text of the notice to married persons fol-
lows:

CREDIT HISTORY
FOR MARRIED PERSONS

The Federal Equal Credit Opportunity Act
prohibits credit discrimination on the basis
of race, color, religion, national origin, sex,
marital status, age (provided that a person
has the capacity to enter into a binding
contract); because all or part of a person’s
income derives from any public assistance
program; or because a person in good faith
has exercised any right under the Federal
Consumer Credit Protection Act. Regula-
tions under the Act give married persons the
right to have credit information included in
credit reports in the name of both the wife
and the husband if both use or are responsi-
ble for the account. This right was created,
in part, to insurc that credit histories will
be available to women who become divoreed
or widowed.

I your account with us is one that both
husband and wife signed for or is an account
that is being used by one of you who did
not sign, then you are entitled to have us
report credit information relating to the ac-
count in both your names. If you choose to
have credit information concerning your ac-
count with us reported in both your names,
please fill in and sign the statement below
and return it 1o us.

Federal regulations provide that signing
your name below will not change or increase
your or your spouse’s legal liability on the
account. Your signature will only request
that credit information be reported in both
YOUr names.

If' you do not complete and return the form
below, we will continue to report your credit
history in the sume way that we do now.

When you furnish credit information on
this account, please report all information
concerning it in both our names.

Account number

Print o1 type name

Print or type name

Signature of cither
spouse

The Board provided that the signature of either
spouse is suflicient to avoid permitting one spouse
to exercise a veto over access to the credit history
of the account.

Provisions regarding information that may be
or may not be requested or obtained on applica-
tions, rules regarding evaluation of applications,
and specific rules on extensions of credit are sub-
stantially similar to those in the existing Regula-
tion B.

The Board intends to publish in the near future
sample model application forms to aid in compli-
ance.

RECORD RETENTION

A creditor may retain any information prohibited
by the act or regulation when such information
was obtained from any source before March 23,
1977, or at any time from credit-reporting agencies
or from the applicant or others without specific
request by the creditor or to monitor compliance
with the act.

Creditors shall retain for 25 months after noti-
fying an applicant of action taken in connection
with an application:

any application form received, other in-
formation concerning  the  applicant’s
characteristics or for enforcement pur-
poses and copies of notification of action
taken, statement of specific reasons for
adversc action, and any written statement
by the applicant alleging violation of the
Act or Regulation B.

When a creditor has notification that it is under
investigation or is subject to an enforcement pro-
ceeding for an alleged violation of the act or
Regulation B, the information cited above shall
be retained until final disposition of the matter.

PENALTIES

Creditors other than governmental entities who fail
to comply with the act or Regulation B are subject
to civil liability for actual and punitive damages
in individual or class actions. Liability for punitive
damages is limited to $10,000 in individual actions
and to the lesser of $500,000 or 1 per cent of
the creditor’s net worth in class actions.
Infractions resulting from inadvertent error——a
mechanical, clectronic, or clerical error that a
creditor demonstrates was not intentional and oc-
curred despite procedures reasonably adapted to
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avoid such error—are not violations of Regulation
B or of the act.

REGULATION F: Amendment

The Board of Governors on January 4, 1977,
announced the revision of its Regulation F, which
governs disclosures to sharcholders by member
State banks with more than 500 sharcholders.
There arc currently 61 such banks subject to the
regulation.

The revision affects o guideline form and ac-
companying instructions that sct forth the form and
content of financial statements to be filed with the
Board of Governors.

The changes conform to a recent amendment
of the format of financial statements that all mem-
ber State banks must publish and file with the
Board for supervisory purposes (the call report).

REGULATION L.: Amendment

The Board of Governors on January 5. 1977,
announced an casing of its rules to permit inter-
locking relationships, under specified conditions,
between a member bank and a minority or a
women's bank.

The purpose of the amendment to the Board's
Regulation L. is to assist the development of mi-
nority or women’s banks by making it casier for
them to obtain needed management or operating
expertise on their boards of directors.

Interlocking relationships  between  member
banks and other banks in the same city. town, or
village arc generally prohibited by Regulation 1.,
under the Clayton Antitrust Law. However, the
law allows the Board, by regulation, to permit
exeeptions.

The Board has previously permitted banks in
low-income arcas to place on their boards a direc-
tor, oflicer, or employee of a member bank in the
same city, town, or village. Board approval is
required in cach case.

The amendment to Regulation 1. extends the
exception to such interlocks between a member
bank and banks controlled or managed by mem-
bers of a minority group or women.

The Board established the following conditions
for interlocks between a member bank and nearby
minority or women’'s banks:

1. The interlocking relationship must be deter-
mined by the Federal Reserve Board to be neces-

sary to provide management or operating expertise
to minority or women'’s banks.

2. There may be no more than three interlocks
between any two such banks, and the interlocks
may not represent a majority of the board of the
bank being assisted.

3. No interlock may continue for more than §
years.

The new rule, substantially the same as a change
in Regulation 1. proposed in October, is effective
immediately.

REGULATION T:
Suspension of Provision

The Board of Governors on December 29, 1976,
suspended until further notice- - for options spe-
cialists-—a provision of Regulation T (Credit by
Brokers and Dealers) that provides a uniform
margin for the writing of options.

The uniform margin rule went into eftect for
others, as scheduled, on January |, 1977,

On December 1S the Board had published for
comment—ito be received by JTanuary 17, 1977- -
proposed amendment to Regulation T that, among
other things, would allow an option specialist to
use an alternative method of calculating the re-
quired margin from that provided in the uniform
rules to be effective January . Since the Board
would not be able to conclude action on its pro-
posed alternative method of calculation by January
1, it suspended the cflective date of the uniform
rules, as they apply to options specialists, pending
further announcement.

PROPOSED INTERPRETATION
AND AMENDMENTS

The Board of Governors on December 23, 1976,
published for public comment proposed sample
forms and instructions that could be used by les-
sors to comply with the Bouard’s regulations im-
plementing the Consumer leasing Act of 1976
(Regulation 7). The Board requested comment
through January 21, 1977.

In addition, the Board of Governors on De-
cember 28, 1970, issued for public comment a
proposed amendment to Regulation Z (Truth in
Lending) to clarify provisions that permit dis-
counts for cash customers. Comment should be
rececived by February 4, 1977,
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The Board on December 30, 1976, issued for
comment a proposal to amend Regulation Z, (Truth
in Lending) to require disclosure of a dealer par-
ticipation in i consumer credit contract. Comment
should be received by the Board by February 4,
1977,

PARTICIPATION IN
STANDBY FACILITY

The ‘Treasury Department and the Federal Reserve
on January 10, 1977, announced that the United
States participate in the arrangements
agreed upon in principle at Basle for a medium-
term facility in the amount of $3 billion relating
to official sterling balances. The U.S. participation
in this standby facility will be in the amount of
$1 billion. 1t will be provided through the Federal
Reserve System and the U.S. Treasury Exchange
Stabilization Fund.

The purpose of these arrangements is to rein-
force the international monetary system by helping,
the United Kingdom to achieve an orderly reduc-
tion in the reserve carrency role of sterling and
in this connection to facilitate the funding of a
portion of Britain’s external Liabilities. The Bank
for International Scttlements will cooperate in the
arrangements and the Managing Director of the
[nternational Monetary Fund is being asked to
assist in their implementation. These sterling bal-
ance arrangements will reinforce the cconomic
program undertaken by the United Kingdom in
connection with the $3.9 billion standby agree-
ment with the IMF on January 3. 1977,

The press announcement made by the central
bank group in Basle is as follows:

would

Discussions have recently been  taking
place between the United Kingdom and the
other Group of ‘Ten countrics and Switzer-
land on the subject of sterling balances.
These  discussions  follow  the  successful
conclusion of the United Kingdom's appli-
cation to the International Monetary I'und
and were prompted by a shared determi-
nation to make a joint contribution to greater
mternational monetary stability.

Fluctuations in the official sterling bal-
ances have at times in the past been disrup-
tive to the United Kingdony’s economic pol-
icies and to the international monetary sys-
tem. The aim in the discussions has therefore
been to prevent such instability in the future.
In these circumstances, there was peneral
welcome to the United Kingdom’s declared

policy to achieve an orderly reduction in the
reserve currency role of sterling. To support
these aims, agreement in principle has been
reached by governors of the central banks
concerned, on a medium-term financing fa-
cility in the amount of $3 billion related to
the official sterling balances, which at the
end of September were valued at $3.8 bil-
lion. This standby facility will be provided
to the Bank of Englund by the BIS. bucked
up by the participating countries. ‘The Man-
aging Director of the International Moncetary
Fund is being requested to assist in the
implementation of the agreement.

The participating countries are Belgium,
Canada, Germany, Japan, the Netherlands,
Sweden, Switzerland, and the United States
of America. Other countrics may wish to
participate later.

As part of the operation the United King-
dom intends to offer securities in the form
of foreign currency bonds to present official
sterfing holders.

BANK AND BRANCH DIRECTORS

The Board of Governors announced on January
10, 1977, that 50 new directors would serve on
boards of directors of the Federal Reserve Banks
and branches this year. Of these, V1oare women.

Over all, the boards of directors of the Reserve
Banks and their branches will include 17 women
and 16 members of minority groups this year. Of
the women directors, 4 will serve on head oftice
boards und 12 on branch boards. Minorities repre-
sented include six blacks, seven Hispanics, two
American Indians, and one Oriental. Three of the
blacks will serve on head oftice boards.

During 1976 there were seven women directors
in the System, all at branch offices. In addition,
last year's directors included five blacks- -two at
head ofhices, five Hispanics, two American Indi-
ans, and one Oriental. One of the new women
directors at a head oftice this year formerly chaired
the branch board at San Antonio.

There are 209 directors in the Federal Reserve
System, 108 of them at the 12 Federal Reserve
Banks and 161 at the 25 branches.

Each of the 12 Federal Reserve Banks has a
board of directors of 9 members. Three members
represent member banks and are bankers (Class
A); three other members represent business, in-
dustry, and commerce in the district (Class B);
and three members are appointed by the Board
of Governors in Washington to represent the public
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(Class C). Class A and Class B directors  are
clected to their posts by the member banks in the
Federal Reserve district.

Of the four women directors at head offices,
three are Class C directors (at Philadelphia, Dallas,
and San Francisco) and one is a Class B director
(at St. Louis).

Branch boards consist of cither five or seven
members. Appointments to those boards are made
by the boards of directors of the individual Reserve
Banks and by the Board of Governors in Wash-
ington.

RESERVE BANK EARNINGS

Preliminary figures indicate that gross current
carnings of the Federal Reserve Banks amounted
to $6,623 million during 1970, a 5.8 per cent
increase from a year earlier. Net expenses, in-
cluding assessment for expenditures of the Board
of Governors, totaled $649 million, leaving cur-
rent net carnings of $5,974 million,

With a §7 million net addition to the profit and
loss account, net carnings before payments to the
U.S. Treasury were $5,98) million. Payments to
the Treasury as interest on Federal Reserve notes
amounted to $5.870 million; statutory dividends
1o member banks, $57 million; and additions to
Reserve Bank surplus, $54 million.

Under the policy adopted by the Board of Gov-
crnors at the end of 1964, all net carnings after
the statutory dividend to member hanks and addi-
tions to surplus to bring it to the level of paid-in
capital were paid to the U.S. Treasury as interest
on Federal Reserve notes.

Compared with 1975, gross carnings were up
$365 million. The principal changes in carnings
were as follows: U.S. Government securities, an
increase of $407 million; loans, a decrease of $8
million; and acceptances, a decrease of $20 mil-
Hon.

BANK HOLDING COMPANIES:
Revised Reports

The Board of Governors on December 27, 1976.
approved revisions of the bank holding company
annual report (F.R. Y-6) und the bank holding
company financial supplement (F.R. Y-6 Supple-
ment), effective with reporting of year-end 1976
data.

The revisions are part of u broud cffort by the
Board to refine reports from bank holding compa-
nies to increase the cflectiveness of Federal Re-
serve supervision of bank holding companies and
at the same time to reduce their reporting burdens,
Under the Bank Holding Company Act the Federal
Reserve is responsible for supervision of  bank
holding companies. A bank holding company is
a company controlling one or more banks.

The buank holding company amwual report re-
quires filing of detailed information annually soon
after the year-end on the ownership, structure.
activities, and financial condition of bank holding
companies. This report also collects information
the Federal Reserve needs for analysis of bank
holding companices, individually or in aggregates.

The revisions adopted by the Board, for use in
reporting 1976 data, include: requirements for new
information and detail to strengthen use of the
report for supervisory purposes: elimination of
some items regarded as unnecessiry; and consoli-
dation and reorganization of the information col-
lected to ease the reporting burden.

The financial supplement provides information
in o form that can be used by computers for quick
monitoring of changes in the financial condition
of bank holding companies. individually or in
aggregates.

The changes in the supplement are designed to
expedite the receipt of timely information on the
financial condition of consolidated bank holding
companies and parent organizations. The 1976
supplement is required to be filed within 45 days
after the close of the bank holding company’s
fiscal vear, instecad of 90 days as at present.

In 1975 all bank holding companices (about
1,900) were required to file the supplement. For
1976 the requirement is limited to about 750
medium and large bank holding compunies, those
with assets of $50 million or more in total banking
assets.

CHANGLES IN BOARD STAFF

The Board of Governors announced on January
3, 1977, a reorganization of functions within the
Division of Consumer Aflairs,

Nathaniel K. Butler, Chief of the Equal Credin
Opportunity Section, and Jerauld €. Kluckman,
Assistant Director, were named to fill two newly
created Associate Director positions in the Divi-
sion,
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Before joining the Board’s staft in March 1976,
Mr. Butler had served as acting administrator of
the Colorado Uniform Consumer Credit Code. He
is a graduate of Colby College in Waterville,
Maine, and the University of Chicago Law School.

The Board of Governors has also announced the
temporary appointment of Ruth A. Reister, As-
sistant Vice President and Assistant Counsel at the
Federal Reserve Bank of Minneapolis, as Assistant
Secretary of the Board for a 6-month period be-
ginning February 1. 1977.

On the stall of the Minncapolis Reserve Bank
since 1970, Ms. Reister holds an A.B3. and 1.D.
from the University of Michigan and a Business
Administration Certificate from Harvard-
Radcliffe. She replaces Richard D, Abrahamson,
who is returning to the Federal Reserve Bank of
Chicago.

CHANGES IN BULLETIN TABLES

With this issue of the BULLETIN a major revision
of the statistical section has been implemented.
In order to strengthen the form and content of that
section, a number of tables have been dropped,
several new series have been introduced, and most
of the tables have been substantially redesigned.
Fewer retrospective data are being shown for al-
most all series, and the new formats are such that
the tables can eventually be produced by auto-
mated processes. The new structure continues to
reflect the emphasis on financial developments that
has always characterized the statistical section.
The Board recognizes the importance of having
readily available to the public adequate amounts
of the back data for the many series on linancial
and economic developments. Because of the cut-
backs in the amount of data being published regu-
larly in the BULLETIN, the Board inaugurated the
Annual Statistical Digest. The first issuc of the

Digest, which was announced in the BULLETIN
for October 1976, covers the period 1971-75, and
insofar as possible. it ties in with series published
in Banking und Monetary Statistics, 1941 -1970.
Some of the series that are no longer published
in the Burrinn will still appear in the Digest
because they are believed to be of some historical
interest.

REVISED OTC STOCK LIST

The Board of Governors published a revised list
of over-the-counter (OTC) stocks that are subject
o its margin regulations, cttective December 29,
1976.

The revised list, which supersedes the revised
list of OTC margin stocks that was issued on May
24, 1976, incorporates the newly amended criteria
for inclusion and continued inclusion of stocks on
the list. & is available on request from Publications
Services, Division of Administrative Services,
Board of Governors of the IFederal Reserve Sys-
tem. Washington, D.C. 20551,

SYSTEM MEMBERSHIP:
Admission of State Banks
The following banks were admitted to membership
in the Federal Reserve System during the period
November (6, 1977, through Junuary 15, 1977:

Massachusetts
Boston ............... New England Sccurities
Depository Trust Company
Ohio
Alexandria .. The Alexandria Bank Company

South Dakota
Sioux Falls First Northwestern Trust Co,

of South Dakota
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Industrial Production

Released for publication Junuary 17

Industrial production increased by an estimated 0.7
per cent in December to 132.8 per cent of the
1967 average. This increase followed a 1.2 per
cent rise in the index for November. About one-
third of the December advance was attributed to
higher motor vehicle production. Additional in-
creases were widespread among final products and
materials other than metals. During 1976, indus-
trial production increased 6.8 per cent, with most
of the growth occurring in the first half of the year.

Output of durable consumer goods advanced 4.5
per cent during the month, reflecting a 14 per cent
jump in auto and utility vehicle production after
allowance for seasonal adjustment. Auto assein-
blics during December were at o scasonally ad-
justed annual rate of 10.0 million units. as com-
panies sought to replenish and build stocks- -par-
ticularly of the faster-selling intermediate- and
full-size models. Production of home goods. such
as appliances and  carpeting and furniture.  in-
creased about 0.6 per cent, while the December
output of nondurable consumer goods increased
0.4 per cent. Business equipment output is csti-
mated to have increased an additional 1.0 per cent,
following a sharp rise in November that stemmed
in part from a strike settlement,

Total output of materials is estimated to be
unchanged in December, as increases in nondura-
ble and energy materials were oflset by decreased
output of basic metal materials. primarily steel.

Seasonally adjusted,yatio svaie 1667 100

TOTAL INDEX 160 MATERIAS CAPACITY
| Lo MATERIALS
! 140 OUTPUT |
o 4 1l !
. -'a PRODUCTS  *
1001 oUTPUT
BUSINESS EQUIPMLNT 150 Nondurable |

MATERIALS.

w 1401
RN S, |
e a0 -
A O i e, nergy K
CONSUMFR GOODS | | o Durable
100+
CONSUMER GOODS: (160 ° BUSINESS
i+ Durable - ; ; SUPPLIFS
' . 130 T
. .~ " Nendurable, ° 11205 p?
PR ) I .
| ' GONSTRUCTION
H -100 - SUPPLIES
1969 70- 100 Annual rate nuillons of unts 196/ 100
1607 AuTOS  gales | Stocks 18| MANUFACTURING: 160
120 o - 12 Nondurable - 140
100" 10 i LT i
o . - 1
gof ™ N | g L. 120
Domaostic *;
60" assomﬂns 16 | Duratle 100
1971 1973 1975 1977 1971 1973 1975 197/

F R, indexes, seasonally adjusted. Latest figures: December,
“Auto sales and stocks inctude imports.

i
Scasonally adjusted, 1967 - 100
L - _“ Per cent changes frome---
. . I
Industrial production 1976 :
Month Year [ORI
Sept. Oxct. Nov. ¥ Dec. ago ago Qd
Total .. . o0 130.8 130.4 131.9 132.8 7 6.8 .0
Products, total 120.7 120 7 131.6 1331 1.1 6.0 1.2
Fmal products 127.4 127.3 129.5 131.2 1.3 0.2 1.2
Consumer pgoods o0 o000 00 0 Lo 136.2 136.9 138.7 1411 1.7 6.7 1.5
Durable goods ..o 1384 138.6 143.7 150.1 ) 12.0 2.0
Nondurable goods ... 135.3 136.3 136.8 137.-4 4 4.5 1.3
Business equipment 137.5 136.0 139.5 140.9 1.0 7.1 1.0
Intermediate products 138 7 138.4 139.3 1404 8 8.1 1O
Construction supplies 134.3 1341 135.5 137.4 1.4 10.7 1.4
Materials .. ..o L 132.5 131.6 132.3 132.3 0 7.3 Rt

Preliminary. “Estimated .
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1.100 MONLETARY AGGREGATES AND INTEREST RATES

Item

Member bank reservesy

1 Total Reserves. ..o i i e
2 Required Reserves
3 Nonborrowed............
N

Lnnv.cpts ol moneyi!
4 M-I, ,
5
6 A3

Time and savings deposits: - |
Commercial banks:

7 S Y U
8 Other than large CD ..

9 Thrift institutions?., ..

10 Total loans and investments at commercial banks™ .. ... .. ... ..,

Short-term rates

It Federaltundse, ..o, o e
12 Treasury bills (3- month marker yieldys. . N
13 Commercial paper (90- to 119- day)d.....
14 Federal Reserve discount?.. ... 0o o i
1
[.ong-term rates: 1
Bonds:
15 U.S, GOVernments. o, . it it e
16 Aaa utility fnew issuedv. ... ..
17 Stite and local government !9
18 Conventional mortgages!l. o i e

1976 1976
Ql Q2 | Q3 | Q4 Sept. Oct. | Nov, | Dee.
Monetary and credit aggregates.,

fAnnual rates of change, seasonally adjusted in per cent)12
6.3 19| 02 8.2 | S5.8 4% ‘ 3.6, 6.3
-5.8 4.0 0.4 7.01 5.6 I8 12,3 4.9
--5.4 3.0 1.0 ; 8.3 - 4.4 3.3 4.4 7.0
2.7 8.4 \ 4.1 6.0 -0.4 137 0. 8.1
9.7 10.8 . 9.2 2.1 9.5 15.7 . 10.3 12.3
1.2 12,0 ' 1L.6 (4.0 13.2 16.5 | 1.6 12.7

]
7.2t 5.3 7.1 2.1 9.7 14.0 15.6 18.1
1sial 125 132 67| 169 173 179 | 153
3.7 14.0 | 15.4 16.7 . 18.8 7.1 13.7 13.0
3.3 5.4 59| w7 s 2.2, 94 1o

Interest rates
(tevels, per cent per annumy
- -

4.83 5.19 5.28 4.88 | 5.25 | 5.03 i 4.95 i 4.65
492 5.6, 5.05| 467 508! a9! 475! 4035
5.18 5,45 5.41 7 4.9 5.3} 5.10 498 4.66
5.59 5.50] 5.50 5.39 5.80 5.50 5.43 5.25

o o
8.00 | 8.0l 7,90 7.55 7.78 1 7.70 7.64 7.31
8.65 8.67 8.48 8.12 | 8.29 R.25 8,17 . 7.94
6.98 6.7 6.64 ‘ ........ 6.51| 6.30] 6.29 ‘ ........
9.00 898 9.03 ........ 9.00 9.00 8.95 |........

I M-1 equals currency plus private demand deposits adjusted.

M-2 equals M-1 plus bank time and savings deposits adjusted other
than large CD’s.

M-3 equals M-2 plus deposits at mutual savings banks and savings
and loan associations and credit union shares.

¢ Savings and loan associutions, mutual savings banks, and credit
unions.

3 Quarterly changes caleulated from tigures shown in Table 1.23 for
last month of current and preceding quarters,

4 Seven-day averages of daily effective rates (average of the rates on
a given date weighted by the volume of transactions at those rates).

5 Quoted on a bank-discount rate basis,

6 Most representative offering rate quoted by five dealers.

7 Rate for the Federal Reserve Bank of New York.

8 Market yields adjusted to a 20-year maturity by the U.S. Treasury.

9 Weighted averages of new publicly offered bonds rated Aaa, Aa, und
A by Moody’s Investors Service and adjusted to un Aaa basis. L-ederal
Reserve Lomplhumns

LU Bond Buyer series for 20 issues of mixed quality.

11 Average rates on new commitments for conventional first mortgages
on new homes in primary markets, unweighted and rounded to nearest
5 basis points, from Dept, of Hmmng and Urban Development.

12 Unless otherwise noted, rates of change are caiculated from average
amounts outstanding in pn.cpdmg, month or quarter.
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Millions ot dollars

January 1977

MEMBER BANK RESERVES Factors Supplying and Factors Absorbing

Factor

SUPPLYING RESERVE FUNDS

R N

Reserve Bank credit outstanding. . .

LS. Government securitioy, 1,
Bought outright..............
Held under repurchase agree-

ment. . ..o,

Federal ugeney securitie
Bought outright ..
1leld under repurchase agree-

ment

ABSORBING RESERVE FUNDS

20

22 (Rescrvc Bank credit outstanding, ..
23 U.S. Government secyrities, wosal 1,
24 Bought outright. .. ..........
25 Held under repurchase agree-
ment. ... :
26 Federal agency securitics
27 Bought outright. ...
28 Held under repure
MENL. oo
29 Acceptances. ..
30 TLoans......
3l tloat.
32 Other Federal Reserve
33 Goldstock............ oLl
34 Special Drawing Rights certificate
ACCOUNt. . oottt
35 Treasury currency omstanding. ., . .

Currency in circulation
Treasury cash holdings...........
Deposits, other than member bank
reserves with FLR. Banks:
Treasury
Foreign
Other.ovoviv oo

Other F.R. liabilities and capital. ., ,
Member bank reserves with F.R,
Banks. ...,

SUPPLYING RESERVE FUNDS

Monthly averages of daily figures

June

103,100

88,704
87,477
[,227
(D1
60,812

76

4,069
11,598

530
10,623

88,547
510

6,778 1
252 |

: 784 -
! 3,275,

25,711

Weekly averages of

July

104,799

90,256
89,405
851
6,449
6,805

44

2,721 -

4,375
11,598

700
10,648

89,423
467

7,404
262
945

3,310

25,91

ABSORBING RESERVE F'UNDS

Currency in cireulation. . ... ...
‘Treasury cash holdings. ........ ...
Deposits, other than member bank
reserves with F.R. Banks:
Treasury
Lorewn.
Other

Other F.R, liabilities and capital , ..
Member bank re i :
Banks.......................,

rves with FLR. '

1976
R ]
! Aug. | Sept, Oct.
.-
|
: I
(05,393 105,880 107,270
91,553 91,966 93,535
89250 89,926 91.886
2,324 0 2,040 1,649
61475 1 6.3 6.430
6,799 | 6,763 6,757
i 7 | o8 | 82
Cosso | 44 | 323
: 104 75 | 66 |
2,512 2,880 . 2,703
1739 3681 3744
' 1,598 | 10,598 | 11,598
i 700 ! 703 1,123
Yg0,000 10,737 | 100778
|
;89,548 I 89,863 90,312
I 'as4 a4 w2
| |
S 7797 82707 9,199
275 249 266
979 ¢+ 1,071 1,012
T332 3,318 3,372
. 26,001 26,127

25,708

daily figures for weeks ending

Dec, ! ’ Dec. 8
107,590 ! 103,527
03,225 | &y, 543

1976

Dec, 1§ l Dec, 22¢  Dec, 292

104,725 © 108,600 112,778
91,544 94,495 97,278
90761 9L.811  91.791

‘ 783 1 2,084 | 5,487
| 6,825 6,854 7.076
6,800 | 6794 6,794

) 25 8§y 282
| 258 440 810
. 69 ! 37 82
2,826 3,586 4,340
30203 | 3as8 | 3191
11,598 1 11,598 1 11,598
1,200 1,200 1,200

| 100862 107874 10881
93,660 | 93,953 | 94,282
465 475 475
3,442 | 6,478 | 9,781

271 308 385
1,046 916 882
3,341 3,263 | 3,492
26,365 | 26,881 . 27,159

91,593 89,543
1,632 ... ...
0,915 . 6,833

6,833
195
26
3,530 -
3,400
11,598 11,598
©1,200 1,200
| 10,843 l 10,8438
!
[ 92,781 | 93,01y :
403 477
6,531 3,708
280 258
1,133 982
i 3,470 3,069
26,573 | 25,660

Naov.

106,522
92,659
91,527
1,132
6,848
6,804
44
326

84 |
3,094

3,511 -
11,598

1,200
10,826

91,988
458

6,709
259
947

3,326 |

26,458

Dec. 1

104,645

89,535 °
891535

3,638
11,598

1,200
10,843

93,075
479

6,189
312
1,176

3,488
23,567

Dec.

107,757

v3,412
91,041

2,381
6,914
6,805
11t
457
62
3,656
3,254
11,598

1,200
10,867

93,734
460

6,138
306
974

3,253

20,550

End-of-month figures

1976
Oct. ! Nov. Dec.r

|
108,839 1 104,741 1 110,793
05,839 9,660 97,021
931278 91l660 l 93268
2,561 [ ... 3,753
6.%36 1 h.K57 7.072
6,757  6.857 6,794
79 e | 278
w7l 188 991
44 10 26
2,003 2,635 2,50
3770 . 3361 | 31182
thsax | o(1,5098 11,598
1,200 1,200 . 1,200
10,729 . 10,779 | 10,884

i

90,285 93,003 | 93,790
453 460 460

|
10,238 6,706 | 10,393
362 305 352
9s3 1,022 1.357

|

3,615 1 3,514 3,063
26,461 23,239 | 25,089

i

Wednesday figures

Dec. 8

105,591

01,612 1
91,612

11,598

1,200
10,348

93,641
464

3,011
292
970

3,028

27,834

1976
Dec, 15 Dec. 220 Dec, 292
! ol .
109,415 | 113,796 | 115,810
I
94 M3 | 98, 162 1 100,959
91,379 | 91687 © 91,505
2,934 ° 6,475 9,454
6,894 7.012 7,203
6,794 6,794 6,794
100 218 400
544 708 © 1,017
329 75 375
4,175 ;4,721 3,014
3,160 1 3,118 3242
11,598 ; 11,598 11,598
1,200 1,200 1,200
10,864 10,879 10,884
94,092 94,519, 94,545
447 475 | 475
3,328 8,632 ° 9,684
335 287 257
885 | 840 932
3,219 3,307 3,567
30,770 i 29,352 30,031

! Includes seeurities loaned-—fully guaranteed by U.S. Govt. securities
pledged with F.R. Banks- and excludes (it any) sceurities sold and sched-
uled to be bought back under matched sale-purchase transactions,

Nute.—For amounts of currency and coin held as reserves, see Table
f2.



Member Banks AS
1.12 RESERVES AND BORROWINGS of Member Banks
Millions ot dollars
|
Monthly averages ot daily figures
1 .
' |
Reserve classification 1975 ¢ 1976
Dec i Apr. May ! June July i Aug. Sept. ‘ Oct, : Nov. Pec.#
All member banks | | '
Reserves: ) . 1
| ALF.R. Banks, ... oo L 27,215 26,145 26,236 . 25,711 25,933 26,001 ; 25,708 26,127 26,458 ! 26.550
2 Curreney and coin 7,773 7,568 | 7,838 7,903 8,064 7,989 | 8,113 i 8,025 8,180 , 8.550
3 Total held! 14,989 34,063 | 34,228 | 33 774 34,146 34,141 43,979 34,305 | 34,797 1 35,254
4 Required. . 34,727 33 ‘)74 33,846 © 33,657 M, 076 33,844 33,()02 34,116 1 34.433 , 34,967
5 Pxcesst. .. 262 182 17 297 287 189 l 364 | 2914
Borrowings at I R. | !
[ Total...... oo 127 44 121 120 : 123 104 75 66 | 84 ' 62
7 Seasonal 13 2| I 20 24 28 3 32 i 21 : 13
Large banks in New York City: | ) i
8 Reserves held 6,812 6,070 6,672 6,546 6,507 . 6,559 6,372 6,374 | 6,589 ° 6,465
Y RLquuL(l a1 6,748 | 6,608 6,659 6,524 ! () 548 6,501 6,308 346 6.485 6,602
1o XCUsS A 04 2 13 22 . 41 581 64 28 104 —137
11 BOrrOWINGS 2. oo venmee e | 63 L. 29 26 37 28 22 (... 16 is
. | .
Large banks in Chicagoy ; X
12 Reservey held { 1,702 1,578 | [,767 {1,672 {,684 - f.6(5 1,648 {,621 1,619
13 Required. 1, 7()() 1,647 1,676 1,690 1,625 1,617 1,635 1.602 1.641
14 Excess. . .. { -4 --69 91 -18 59 -2 13 19 —22
15 Borrowings 2 .. 8 2 7 13 6 3 3o 4
Other large banks:
16 Reserves held. o000 000 .0 .., 13,249 12,597 12,829 12,318 12,613 12,610 12,584 12,704 12,8809 12,839
17 Required 13,160 12, (!44 12,532 12,443 12,660 12,549 12,521 12, 7()(, 12,802 13.082
18 Fxeess . 89 -47 297 -- 128 —27 61 03 87 -213
19 Borrowings2........... . ... 26 15 I i3 22 1 20 3 l7 7 14
All vther banks: . | ! | )
20 Reservesheld. ... ... ... ... ..... 13,188 13,094 © 13,149 - 13,143 13,334 13,288 13,408 13,579 1 13,698 13,844
21 Required. .. 13,061 12,956 13,008 1 13,014 13,178 ; 13,169 13,246 13,429 ' 13,544 13,672
22 Eixcess 127 138 141 1 129 156 ! 119 162 150 ! 154 172
23 Borrowings 2 I8 21 57 65 62 | 50 47 46 | 41 29
. | , : i
I Weekly averages of daily figures for weeks ending
: (976
—_—— e . |
'Ot 27 Nov. 3 I Nov. 10 Nov. 17 | Nov. 24 Dec, 1 Dec. 8 Dec, 5 Dec. 22¢ Dec. 290
B ; | - i N
AN member hanks | ! |
Reserves: ! I |
24 AtFER. Banks............. . 26,184 | 26,343 25,417 26,777 26,596 26,573 25,660 . 26,365 26,881 . 27,159
25 Currency and coin 7,844 |1 8,277 8,452 8,215 ; /,637 8,381 8,494 8,931 8,151 8,624
26 Total held* | 34,778 i 34,027 35,171 : 34,392 315,143 34,313 35,456 35,190 . 35,941
27 Required. ] i 34,317 34,005 34, XIH |2 34,729 34,188 34,989 ; 35,086 35,494
28 Lixcess!. ... 461 | 22 120 384 125 467 104 447
Borrowings at F.R. Banks ' i ) ‘
29 Total. . ... . 1Y 202 50 54 44 - 87 26 69 37 82
30 Scasonal REI 29 | 23 21 i 21 18 14 13 1] 11
Large hanks in New York City :
31 Reserves held 0,122 6,472 . 6,338 6,875 ¢ 6,316 6,541 6,467 6,775 6,682 . 6,563
32 Required.....,....... 6,134 6,162 | 6,349 6,803 6,320 0,526 6,406 6,763 ;6,570 1 6,628
33 Lxcess. ... 12 110 -1 72 —4 15 0l 12 12, --065
34 BorrowingsZ........ . i it e 128 14 4 ... 44 i ... 16 ... ... 6
Large banks in Chicago .
a5 Reserves held 1,654 1,626 1,544 1,655 1,551 1,669 1,556 1,689 : 1,647 , 1,619
36 Required. 1,651 , 1,619 1,576 1,058 1,521 1,654 1,586 1 1,660 ° 1,630 {,674
37 Excess 3] 7 8 =3 30 (s 30 29 17 ' -5
38 Rorrowings2......... .. .........1 R O N E A PP 18 ... | EREE
1
Other lnrge banks !
39 Reserves held ... 0.0 0 0 ... | 12,703 © 12,936 12,649 12,967 12,746 13,020 0 12,588 13,245 13,096 | 12,985
40 Required. .. .. . 12,693 0 12,805 12 726 12,895 @ 12,735 12,857 12,655 13,008 | 13,158 13,339
41 Excess............... , 10, 131 --77 72 I 163 —07 237 62 --154
42 Borrowings2.................... \ 60 | 17 1...0..... 3 [ L 9 10 ! 45
1
All other banks ! | i
43 Reservesheld. ... ... ... 13,705 | 13,744 | 13,456 13,674 13,779 13,883 l 02 13,7470 a3sis | 14002
44 Required. .. 13,595 13,531 13,354 13,462 11,690 13,692 13,541 13,558 © 13,728 13,853
45 Excess.. ... 1o 213 102 212 83 | 191 | 161 189 87 159
46 Borrowings2.... ..o H 40 | 57 36 37 38 I 38 | 26 ! 26 ¢ 27 ' i1
' : ' !

L Adjusted to include waivers of penalties for reserve deficiencies in

accordance with Board policy, effective

Nov.

19,

1975,

of permitting

transitional reliet on a graduated basis over a 24-month period when a

noamember bank merges into an existing member bank,

or when a

nonmember bank joins the Federal Reserve System, For weeks tor which
figures are preliminary, figures by class of bank do not add to towl
because adjusted data by class are not availuble.

2 Based on closing figures.
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1.13

Domestic Financial Statistics

Millions of dollars, except as noted

i+ January 1977

FEDERAL FUNDS TRANSACTIONS of Moncy

Market Banks

[=-SC- - S o) s wtd

———
N =

15
16

19
20

22
23

24
25
26

27

28
29

Nov. 10 ‘ Nov. 17 ‘ Nov, 24

i Dec. 1

Type -
Nov. 3
Basic reserve position} .
Hxcessreservest. oo o ! 194
Luss: H
Borrowings at F.R, Banks...... 132
Net interbank bederal funds H
raNSACUNNS. vty ' (6,086
i
Fguars: Net surplus or
deficit (-
AMOUDBL. e i —16,024
Per cent of average vequived
FOSCEVYOS. L s 107.8
Interbank Federal funds trausactions:
Gross transactions:
Purcha: . 23,762
Sales, 7,676
Two- »\'lv transactions. .. ..., 5,045
Net transactions:
Purchases of net buying banks. 18,677
Sales of net selling banks. ... ... 2,591
Related transactions with U.S,
Government securities dealerst
Toans to dealees™. ... o a 3,501
Borrowing from dealers4. . 1,292
Net loans, .o, iees ' 2,208
Basic reserve position
Fixeess reserves!. ..o 106
Liss: !
Borrowings at IR, Banks...... ! 128 |
Net interbank Federal funds
Transactions, ... ... .. 5,708
EQuALS: Net surplus, or
deficit ()
AMOUNE. .o es 5,730
Per cent of average required .
FOSCPVOS .o o v i e > Uk.6
Interbank l-cdcml funds transactionss
6,739
ce 1,031
l»m w‘n transactions? i,031
Net transactions:
Purchases of net buying banks. 5,708
Sales of net selling banks. ... ... N
Related transactions with U.S.
Government securitics du.llors)
Loans to dealersd, ... ... 2,278
Borrowing tfrom dealers4 158
Netloans.. .o 2,120
Basic reserve positioni
Lx reservesl. Lo o 88
I .yss:
Borrowings at F.R. Banks...... 4
Net interbank Federal funds
LrAnSActions, .. ..o ae., 10,378 i
EQualrs: Net surplus, or
deticit () 1
Amount....... oo —10,294 -
Per cent of average required
FOSCPVES . vt v e s . 1138 -
i
Interbank Federal funds transactions
Gross transactions:
Parchases ., .. ... e, i 17,023
Sales. . I 6,645
Two-way | 4,055
Net trans : ’
Purchases of net buving banks. .. 12,969
Sales of net selling banks. (... .. 2,591
Related transactions with U.S, |
Government securitics dealers!’
Loans to deulers?d e ' 1,223
Borrowing from dealers®, . 1,134
Netloans...........ooooiiiiinss H 89

28
14 !
20,680

--20,666 -
139.9

26,748
6.068
4,224

22,524
1,843 -

4,888
917
3,970

14
C8,009

- 8,030
138.2

- 12,636 I
141.0

18,298
5,626
3,783

14,515
| LB

2,448
: 114
| 1,673

* Total, 46 banks

34 |

1976, week ending—

163 114
17 ool 44
19,191 1 17,257 15,990 °
—19,044 | —17,143 | —16,000
123.8 ! 1H7.0 105.5
25,525 23,167 22,611
6,335 5,910 6.621
4,841 4,494 4,795
20,685 18,673 17,816
1,494 1,417 - 1,826
3,714 3,047 3,436
1,155 1,490 1,552
2,559 1,557 1,885
=~ 8 bunk
70 47 - 57
14 ... ... 44
7,115 l 5,526 5,045
—7,089  —5,479  --5,146
113.2 94.9 &5.0
7,830 6,238 5,865
714 712 820
715 712 820
7,115 5,526 5,045
2,115 1,834 1,966
241 296 364
1,874 1,538 1,602
"7 38 banks oulside New
93 67 91
3
12,075 ¢ 11,731, 10,945
—11,985 [ —11,665 -10,854
131.1 131.4 1191
17,696 16,929 16,746
5,621 5,198 5,801
4,126 3,782, 3,975
13,569 13,148 12,771
1,494 1,417 1,820 .
1,599 1,213 1,470
"915 | 1,194 1,188
685 19 . 282 .

—-19,236
130.3

20,349
1,008

s in New York City

2,018

12,352

—12,363
138.9

17,311
4,959
3,892

13,419

1,068

2,272

1,107

1,165

York City

Dec. 15

237
41
20,453

—20,257

111.2

26,820
6,307
4,686

1,682

30
16
7,922

--7,908
127.5

8,548
626
026

#80

22,134

Dec. 22 | Dec. 29
o
R

71 31

4. 15
LS 16472
19,454 | —16.,457
127.5 06,7
26,662 24 154
7142 7,882
4,942 50191
20,721 1 19,164
2,199 2,691
4,173 3,305
2,034 21574
20139 731

1,872 -

4
C7.760 - 6,410
i
—7,726 | 6,407
128.9 1061
!
8,505 | 7,463
745 1,053
745 841
7,760 6,622
212
2,573 1,813
375 437
2,198 1,377
M 27
4 (s
©11,760 10,062
i
—11,729 ' —10,050
|
126.6 | 107.1
18,158 16,891
6,397 1 6.829
4,197 1 4,350
13,901 12,542
2:199 2,480
1,600 | 1,492
1,659 2,138
60 <646

For notes see end of table.
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1.13  Continued

Federal Funds A7

Typre

Nov. 3 { Nov. 10 ( Nov, {7 * Nov, 24 Dec, 1 | Dec. 8 { Dec. 15 ’ Dec. 22 | Dec, 29

1976, week ending—

5 barks in City of Chicago

| |
Basic reserve position: i | :
40 Excessreservesl, . ..., ..., [ 10 27 68 ' 41 30 —20 25 42 9
Lrss: : ; !
41 Borrowings at F.R, Banks. ..., .......... Jeennonnnns T 18 "
42 Net interbank Federal tunds |
ransactions.. . ............ 6,170 - 6,950 6,681 6,131 5,704 5,765 6,140 6,176 5,483
Lquacrs: Net surplus, or : .
deficit (—): . | .
43 AMOUNt. oot I -6,159 ¢ —6,924 ., —6,614 —6,090 —5,735 5,785 —6,133 -6,134 5,474
44 Por cont of average required l : .
FOSCEVOS o0 i "I 408.0 472.4 427 .4 430.9 371.3 391.5 396.5 } 403.9 350.6
Interbank Federal funds transactions: |
Gross transactions: : i
45 Purchase . 6,819 7,383 7,238 6,703 6,479 6,372 6,786 7,044 6,512
46 Sales. ..o, 650 433 557 572 714 607 646 868 1,029
47  ‘T'wo-way trinsactions? 650 433 557 573 714 607 646 856 1,029
Net transactions: '
48 Purchases of net buying banks, .. 6,170 6,950 6,681 6,131 5,764 . 5,765 6,140 6,188 5,483
49 Sales of net selling banks, ......[|., : 12 ...
Related transactions with U.S.
Government securities dealersy | : i
50  Loans to dealers?.. 390 703 573 389 365 | 508 565 500 308
51 Borrowing from dealers4. . . .. 316 127 ! 392 } 396 390 395 387 299 l 515
52 NECIOANS: o vnr oI 74 576 - 182 =1 { Z24 ( nty 178 ! 201 —2
. ! \ 1
33 other banks
i 1
Basic reserve position: ! ) i
53 Exccss reserves'. .. oL 78 9 26 26 61 9 182 | -6 18
ESS! !
54 Borrowings at F.R, Banks...... 4 T 7" 4 i 15
55 Net interbank Federal funds :
transactions............... 4,208 5,721 5,394 5,601 5,181 6,587 6,391 ; 5,585 4,579
Equars: Net surplus, or | i i
deficit (--): |
56 AWOURL . ..ottt 4,134  —5712: —53720 —5575 —5,120 6,578 | 6,216 —5,595| —4,57¢
57 Per cent of average required |
FOSCPVOS .\ o i B 54.8 76.2 70.7 74.7 67.7 88,6 0.8 ¢ 72,21 58,5
Interbank Federal funds transactions: :
Gross transactions: ;
58 Purchases.........ooovneeens 10,204 ‘ 10,915 10,458 10,226 10,268 10,939 .« 11,486 11,114 10,3380
59 Sales............... 5,996 5,194 A ,625 5,087 , 353 5,098 5,529 | 5,801
60 Two-way transactions2........... 3,405 3,350 3,570 3,200 3,261 3,285 1,414 3,341 3,321
Net transactions:
61 Purchases of net buying banks. , .| 6,799 7,565 6,888 7,017 7,007 7,654 8,072 7,773 7,058
62 Sales of net selling banks....... ‘ 2,591 1,843 . 1,494 1,417 1,826 1,068 1,682 . 2,188 2,480
Related transactions with U.S. | ‘ | |
Government sccuritics dealersy | |
63 loanstodealers3,..............., 833 1,745 | 1,026 824 1,105 1,764 1,307 1,100 1,183
64 Borrowing from dealers4. . ... .. 318 647 523 798 798 712 ; 604 1,361 1,623
65 NetloanS....................... 15 1,098 l 503 26 307 1,052 703 ' --2610 1 —439

1 Based on reserve balunces, including adjustments to include waivers
of penalties for reserve deficiencies in accordance with changes in Board
policy effective Nov, 19, 1975,

2 Derived from averages tor individual banks for entire week. Figure
for ecach bank indicates extent to which the bank's average purchases
and sules are offsetting,

3 Federal funds loaned, net funds supplied to each dealer by clearing
banks, repurchase agreements (purchases from dealers subject to resale)
or other [ending arrangements.

4 Federal funds borrowed, net funds acquired from each dealer by
clearing banks, reverse repurchase agreements (sales of securities to
dealers subject to repurchase), resale agreements, and borrowings secured
by U.S. Govt. or other securities,

Nott,—-Weekly averages of daily figures. For description of series,
see Pederal Reserve Bulletin for August 1964, pp. 944-53, Back data for
46 banks appeur in the Board's dannual Statistical Digest, 19711975,
‘Table 3.
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Domestic Financial Statistics o January 1977

1.14 FEDERAL RESERVE BANK INTEREST RATES

Per cent per annum

Current and recent levels

Previous

rate

slh
5

sl
Sl

Sl

! Loans to member banks-—
Loans 19 all others
Under Sec. 10(b)2 under’ 1.xszu,f;"‘\ §e% 134
Yederal Reserve Under Secs, 13 and 13a? . _ —— e _
Bank
Regular rate Special rate?d
Rate on ;. Effective | Previous | Rate on . Effective | Previous | Rate on ! Effective ; Previous | Rate on | Effective
12/31/76 date rate 1231776 date rate 12/31/76 : dated | rate 12i31;76 date
Boston.......... 5% 11/22/76 ; 51 5% 11/22/76 6 614 11/22/76 614 844 11/22/76
New York....... 5i4 11/22{76 5i4 5% 11/22/76 6 6Y4 11/22/76 614 gi4 11/22/76
Philadelphia.. .. .. 544 11122/76 5% 5% 11/22/76 6 6Y4 11/22/76 614 8Y 11/22/76
Cleveland........ 5V 11/22/76 51 5% 11/22/76 6 64 11/22/76 1 614 8% 11/22/76
Richmond....... shy , 11/22/76 514 5% 11/22/76 6 6l 1122176 i 614 814 11/22/76
Atlanta.......... 514 < 11722/76 515 53 11/22/76 6 6l 11722176 61, 814 11/22{76
Chicago......... 5% 11/22/76 514 53% 11/22/76 6 6l 11722/76 614 814 11/22/76
St LOUiS. . ovr-. - 514 11726/76 5i4 si; 11/26/76 6 6l 11/26/76 |  6i4 84 1 11/26/76
Minneapolis......:  §% ° 11/22/76 5% 5% 11122176 6 oY 11422§716 - 6% 814 1122176
Kansas City 544 11/22476 51 5% 11/22/76 6 64 11/22/76 6lh 814 11/22/76
Dallas......... l Sl4 11/22/76 515 5% 11/22/76 6 6V 11/22/65 6l 8L 1 11422{76
San Francisco. ... 54 11/22/76 11/5 5% 11/22/76 6 614 14/22/76 614 8% 11/22/76
: 1
Rangc of rates in recent yuars5
Range ! F.R. Range F.R. Range
Effective date (or level)—| Bank Effective date (or level)—| Bank Effective date {or level)—
All E.R of Al F.R, ! of [ All F.R,
Ranks N.Y. Banks N.Y. Banks
]
In effect Dec. 31, 1970. ..., 514 51 1973 Jan. 15.......... 5 5 1975—Jan.  6.......... 71/4 7%
Feb, 26..........: 5-514 1 514 10,......... %7%
1971—Jan. 8........... 5Y4--514 A Mar, 2.......... 51 5lh 24,000 TV
15,0, SV 5% Apr. 23.......... 514-534 5lp Feb, 5.......... 6%-71%
19, ..., 5 -5y A May 4.......... 5% 534 ) P i (37
2. | 5 sl 5 | 5%-6 6 Mar, [0.......... ! (,% 6%
290 5 ‘ 5 180l 6 6 1400000000 |
Feb. 13........... © 43%-5 5 June 1.0 6-614 614 May 16,......... 6 61/4
[ 43 4% 15........0. 64 614 23,0, 6
July 16............ 435 | 5 July  2.......... 7 7
23, | 5 5 Aug. 14.......... 7-1% 7% 1976—Jan, 19.......... 514-6
Nov, 11........... 434-5 5 % 74 23,0 5t
19,.......... 4% 4% |
Dec. 13.. 41443 434 1974 Apr. 7%-8 8 Nov, 22,......... CO5Y-514
17, 41543, 414 k 8 8 2600000 51
2 R 4% | 4% Dec. 73%4-8 7% .
| ! T 7% | 1n effect Dec. 31, 1976. .., sS4
|

! Discounts of eligible paper and advances secured by such paper or by

U.S. Govt. obligations or any other obligations eligible for F.R. Bank

purchase,

2 Advances secured to the satistaction of the F.R. Bank. Advances

4 Advances to individuals, partnerships, or corporations other than

member banks secured by direct obligations of, or obligations fully

guaranteed as to principal and interest by, the U.S. Govt. or any agency

secured by mortgages on 1- to 4-fumily residential property are made at

the Section 13 rate.

3 Applicuble to special advances described in Section 201.2(e)(2) of

Regulation A,

thereof.

5 Rates under Secs. 13 and 13a (as described above). For description
and carlier data, sce the following publications of the Board of Governors:

Banking and Monetary Statistics,

Statistics, 1941-1970, and Annual Statistical Digest, 1971-75.

1914-1941, Banking and Monetary
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1.15 MEMBLER BANK RESERVE

Per cent of deposits

REQUIREMENTS

Requirements in effect Previous requirements
Dec. 31, 1976 |
Type of deposit, and deposit interval i
in millions of dollars
Per cent

Per cent ' Eftective date

Net demand

Eftective date |
]
]

123076

/ i IxZ3 N
2-10.. s 1273076 ’ 1o s
10 -100 Iy 12730/76 12 5
100 -400 123 . I"I}()'7(> 13 s
Over 4. ..o s 1614 12§ loy, 5
Time:2,3 :
SAVINES. o e 3 3i16i67 k1Y)
Other time: ;
0 5, maturing in-- \
30 179 dayS . o oo e 3 ! k379
180 days o 4 years. . 214 . 3
4 years or more. . 41 3
Over §, maturing in -
30179 days. ..o 6 | 5
180 days to 4 years. . - . 421 3
4 yearsS or more ., . ... R 41 | 3

Legal limits, Dec. 31, 1976

i Minimum Maximum
|
Net demand: !
Reserve city banks. ..o 10 n
Other banks...... 7 i 14
TG, . o s 3 10

“'I*Or changes bt.p,mnmg 1963, see Board's Annual Statistical Digest,
1971-1975 and for prior changes, see Board's Annual Report tor 1975,
Table 13.

2 (a) Requirement schedules are graduated, and each deposit intervil
applies to that part of the deposits of cach bank. Demand deposits
subject to reserve requirements are gross demand deposits minus cash
items in process of collection and demand balances due from domestic
banks.

{b) The Federal Reserve Act specifies different ranges of requirements
for reserve city banks and for other banks. Reserve cities are designated
under a criterion adopted effective Nov, 9, 1972, by which a bank having
net demand deposits of more than 3400 nillion is considered to have the
character of business of a reserve city bank. The presence ot the head
office of such a bank constitutes designation of that Ce US A TCSEerve
city. Cities in which there are F.R. Banks or branches are also reserve
cities. Any banks having nct demand deposits of $400 million or less
are considered to have the character ot bus
reserve cities and are permitted to maintain reserves at ratios set for banks
not in reserve cities, For details, see the Board’s Regulation 1,

of banks outside of

(¢) Member banks are required under the Board’s Regulation M to
maintain reserves against torcign branch deposits computed on the basis
of net balances due from domestic offices to their foreign branches and
against foreign branch loans to U8, residents, Loans .u,yq..mm, $100,000
or less to any U.S. ruukn( are excluded from computations, as are wml
loans of a residents it not exceeding $1 million. Regulation 1)
imposes ¢ ve requirement on borrowings from toreipn banks
by domesti munbcr bank. A reserve of 4 per cent is required
for each of these classifi

3 Negotiable orders of w thdmvml (NOW) accounts and time deposits
such as Christmas and vacation club accounts are subject to the same
requirements as savings Jdeposits.,

4 The average of reserves on savings and other time deposits must be
at least 3 per cent, the minimum specitied by law,

Noty. - Required resecves must be held in the torm of deposits with
F.R. Banks or vault cash,
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1.16 MAXIMUM INTEREST RATILS PAYABLE on Time and Savings Deposits at Federally Insured Institutions
Per cent per annum
Commercial banks l Savings and loan associations and
mutual savings banks
Type and maturity of deposit o R o ) T
In effect Dec. 31, 1976 Previous maximum In etfect Dec. 31, 1976 Previous maximum
e - e - - . .. ;
¢ Per cent Effective Per cent Effective Per cent Effective Per cent | Effective
= date date date i date
SAVINRS . o s 71§73 41, 1/21{70 5V : ) 5 (%)
Negotiable order of withdrawal (NOW) )
accounts ! Lo 5 1/1j74 [P R 5 174 | oo, PN
Time (mnultiple- and single-maturity ,
unless otherwise indicated):? '
30-8Y days: v 121770 !
Multiple-maturity 1 T, / 2 / ) i
Single-maturity. . J 3 T3 1 5 9/26/66 | ) I """""" ) e '
90 days to 1 yéur: . 7120166 |
Multiple-maturity .. ..o | 1 ' i 120/66 3 ,
SIngle-MAIUEILY o v v v e v P 71173 5 \| 92666 | 5% | * Sl 1/21/70
110 2 Yearsd . .o e . (g L SH 12ym ; | 5% 1721/70
210 204 yea H T sy 12070 | % i Gy 1§ 1721770
215 to 4 yeurs 64 711473 53 1721}70 6% | “4) 6 1/21;70
IO G YCRS. ..o e TY% 1H/1/73 (7Y e | 714 | 1171473 (7) e
6 years or more. .. 7 12/23/74 T% LH173 | 7% i12/23/74 7% 1171473
Governmental units (all maturities). ... . | 73% . 12)23/74 7% 11/27/74 | 734 ' 12/23/74 T4 11/27/74
' | |

1 For authorized States only. Federally insured commercial banks,
savings and Joun associations, cooperative banks, and mutual savings
banks were first permitted to offer NOW accounts on Jan. 1, 1974,
Authorization to 1ssue NOW accounts was extended to similar institu-
tions throughout New England on Feb, 27, 1976.

2 For exceptions with respect to certain foreign time deposits see the
Federal Reserve BuLLETIN tor October 1962 (p. 1279), August 1965 (p.
1094}, and February 1968 (p. 167).

3 A minimum ol $1,000 is required for savings and loan associations,
except in arcas where mutual savings banks permit lower minimum de-
neminations. This restriction was removed tor deposits maturing in less
than 1 year effective Nov. I, 1973,

4 July 1, 1973, for mutual savings banks; July 6, 1973, for savings and
loin associations,

5 Oct, 1, 1966, for mutual savings banks; Jan. 21, 1970, for savings and
loan associations.

® No separate account citegory.

7 Between early July 1973 and Oct. 31, 1973, there was no ceiling for
certificates maturing in 4 yeirs or more with minimum denominations
ol $1,000; however, the amount of such certificates that an institution
could issue was limited to S per cent of its total time and savings deposits.
Sales in excess of that amount, as well as certificates of less than $1,000,

were limited to the 634 per cent ceiling on time deposits maturing in 214
years or more,

Effective Nov. 1, 1973, the present ceilings were imposed on certificates
maturing in 4 years or more with minimum denominations of $1,000.
There is no limitation on the amount of these certificates that banks can
issue. In December 1975 the Federal regulatory agencies removed the
minimum-denomination requirement on time deposits representing funds
contributed to an individual retirement account (LR A) established pursuant
to the Internal Revenue Code. Similar action was taken for Keogh (H.R.
10) plans in November 1976.

Nott-- Maximum rates that can be paid by Federally insured commer-
cial banks, mutual savings banks, and savings and loan associations are
extablished by the Board of Governors of the Federal Reserve System,
the Board of Directors of the Federal Deposit Insurance Corporation,
and the Federal Home Loan Bank Board under the provisions of 12
CIR 217, 329, and 526, respectively. The maximum rates on time cle-
posits in denominations of $100,000 or more were suspended in mid-
1973, For information regarding previous interest rate ceilings on all
types ol accounts, sce earlier issues of the Federal Reserve BULLETIN,
the Federal llome Loan Bank Board Jowrnal, and the Annual Report
of the Federal Deposit Insurance Corporation.
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1.17 FEDERAL RLUSERVE OPEN MARKET TRANSACTIONS

Millions of dollars

) i 1976
Type of transaction 1973 1974 ! 1975 |_.___ _. . -
) ! ) May June July Aug. Sept, Oct Nov.
LS. Govt. securities 1 ; \ i
Qutright transactions (excl. matched : | : .
sale-purchase transactions): ! i
Treasury bills: i ; : ‘
1 Gross purchase 15,517 | 11,660 11,562 1,335 2,719 279 | 1,100 1,125 [ 340
2 Giross sales, 4,880 5,830 5,599 1,224 524 1413 ... 171 ... 480
3 Redemptions 3,408 * 4,550 26,431 403 50 8IS e 200 600
i
Others within 1 year:! '
4 Gross purchases. ...
5 Gross sales, . ...
6 Iixchange, or maturity shift
7 Redemiptions. ...,
1 to § years: ,
8 Gross purchases. .. ovn oo, 579 797 23,284 |ovvinnnn 617 |..ovnnn. 301 580 ... ... 113
9 Gross sales. . .
10 Exchange, or matarity shift.......... .. —2,028 697 © 3,854 |—3,105 449 | 59 -79 285 - 66 430
|
5t 10 years: :
11 Gross purchases. ..o v oo
12 Gross sales.......... .. ..
13 Exchange, or maturity shitt
Over 10 years:
14 Gross purchases . ... .o o, 12919 0 070 e 96
15 Gross sales.. ... .. R R e LR B R R SRl R
16 Exchange, or maturity shift............ H 250 ...l
Al muaturities: ! I
17 Gross purchases. . ... ..., 18,121 + 13,537 . 221 313 1,335 . 3,709 279 1,579 2,202 618 612
18 Grosssales. .. ........... ... 4,880 5,830 ;5 599 | 1,224 524 | 1,413 .. . L) S 480
149 RedemMpPUONS . e vvreeeneneneannn ., v 4,592 } 4,682 1 29 980 403 350 BIS o 200 600
Matched sale-purchase transactions: ! ' |
20 Gross sales......... .. 45,780 | 64,229 | 151,205 | 12,417 - 20,973 10,522 16,389 19,828 23,289 | 22,675
21 Gross purchases . .. ..o i