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Minutes of actions taken by the Board of Governors of the

Federal Reserve System on Tuesday, August 15, 1950.

PRESENT: Mr. Evans, Chairman pro tem.

ton

Mr. Sherman, Assistant Secretary
Mr. Kenyon, Assistant Secretary

Letter to the Federal Deposit Insurance Corporation, 1ashing-

25, D. C., reading as follows:

"Pursuant to the provisions of section 12B of
the Federal Reserve Act, as amended, the Board of
Governors of the Federal Reserve System hereby cer-
tifies that the 'Victoria Bank and Trust Company',
Victoria, Texas, became a member of the Federal
Reserve System on August 9, 1950, and is now a
member of the system. The Board of Governors of
the Federal Reserve System further hereby certifies
that, in connection with the admission of such bank
to membership in the Federal Reserve System, con-
sideration was given to the following factors
enumerated in subsection (g) of section 12B of
the Federal Reserve Act:

1. The financial history and condition
of the bank,

2. The adequacy of its capital structure,
3. Its future earnings prospects,
4. The general character of its management,
5. The convenience and needs of the community

to be served by the bank, and
6. whether or not its corporate powers

are consistent with the purposes of
section 12B of the Federal Reserve
Act."

Approved unanimously.

Telegram to Mr. Slade, Vice President of the Federal Reserve

Of San Francisco, reading as follows:

"Relet 12. Board extends to Feptember 25, 1950,
time within which 'Bank of Laguna Beach', Laguna Beach,
California, may accomplish membership."
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Approved unanimously.

Letter to Mr. Charles E. Spencer, Jr., Chairman of the

Board, First of Boston International Corporation, c/o The First

National Bank of Boston, Boston 6, Massachusetts, reading as

follows:

"There are enclosed two copies of the 'report
of examination of First of Boston International
Corporation, Bostoa, Massachusetts, made as of
June 27, 1950 by examiners for the Board of
Governors of the Federal Reserve System. The
second copy of the report is for the information
and files of Mr. Joseph E. Nilsson, Vice President
and Treasurer in charge of the New York Office
of the Corporation.

"Your courtesy in acknowledging receipt of
the report will be appreciated."

Approved unanimously.

Letter to Mr. Wiltse, Vice President of the Federal Reserve

13ank of New York, reading as follows:

"This is in further reference to your letter of
April 18, 1950, together with its enclosures, pre-
senting a question raised by Bctnk of Manhattan Company
concerning the application of section 11(m) of the
Federal Reserve Act, as amended, to loans to members
of an underwriting syndicate. You stated that a
similar question arose in connection with a recent
examination of Chemical Bank and Trust Company, and
You also enclosed certain documents pertaining to
the latter situation.

"With reference particularly to the case of Bank
of Manhattan Company, the aforementioned enclosures
Which were supplied by that bank contain certain
factual discrepancies and ambiguities, as you know.
Generally, however, it appears to be intended that
the underwriting syndicate would be comprised of a
group of otherwise unrelated underwriters, each of
Whom would appoint one of the group as agent to bid
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"for an issue of bonds, either Governmental or
Private. The agent would be further authorized,
Upon acceptance of the bid, to execute with the
issuer a purchase contract, whereupon each member
of the group would be obligated to take and supply
payment for a specified portion of the total issue.
Should any member of the group fail to assume his
share, the initial commitment of each of the other
underwriters might then be increased on a limited
pro rata basis. It appears also that, for
stabilization purposes, the agent would be authorized
to make purchases or sales of the underwritten bonds
in the open market for the account of each member
underwriter, but only within a specified limit.
The liability incurred by each individual under-
writer in the group is indicated to be a several
liability, rather than a joint or joint and several
liability.

"The portion of the bond issue so purchased for
the account of each underwriter would be paid for
With the proceeds of a loan or loans from Bank of
Manhattan Company which would be procured in behalf
of each syndicate member by the same agent. Although
the details of this financing are somewhat ambiguous,
it seems to be the intention of the parties that
each individual underwriter would pledge his portion
of the bonds as security for his specified and
corresponding proportionate part of the total or
aggregate bank credit negotiated by the agent, and
that each underwriter would incur a several liability
to the bank limited to his share of such credit.

"The syndicate members agree also to assume
their proportionate parts of the expenses incurred by
the agent who, in addition, would be entitled to a
commission for his services from each syndicate
member. The syndicate arrangement would apparently
not extend beyond sixty to ninety days.

"As you point out, the syndicate arrangement
employed in the case of Chemical Bank and Trust
Company differs somewhat from that in the Bank of
Manhattan Company case as outlined above. For the
Purposes under consideration, these differences
would not appear to be substantial, and the two
situations will be considered herein as one.
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"The question presented on the basis of the fore-
going is whether the percentage limitations of section
11(m) of the Federal Reserve Act should be applied against
and therefore restrict the aggregate of the credit so
extended to the syndicate members as a group, or whether
such percentage limitations, instead, may properly be
applied against the proportionate parts of the aggregate

credit allocated to each individual underwriter in the
Syndicate. If the latter is permissible, it follows that
the maximum credit available from the lending member bank
for the purposes of the syndicate would exceed the

maximum that otherwise would prevail. As you know,
section 11(m) incorporates by reference paragraph (8) of
section 5200 of the Revised Statutes, as amended, where
the loan of a State member bank is represented by obliga-
tions in the form of notes secured by specified types
of obligations of, or by obligations fully guaranteed
by, the United States. Consideration of the problem,
therefore, requires consideration of both of these

statutes.
"Among the enclosures with your letter were opinions

Of counsel for both of the banks involved concluding that
the statutory loan limitations in question may, in cir-
cumstances such as these, properly be computed on an
individual, rather than collective basis. However, be-
cause of the factual uncertainties which exist in the

situations concerning both banks, the Board does not

believe that it should, in the circumstances, undertake
a specific answer to the above question. The following

Observations may, nevertheless, be of interest in

appraising matters of this kind, although each case
that may arise must necessarily be considered on its
OW n merits.

"Before the loan limitations of section 11(m) may
be computed on an individual rather than collective basis,
the obligations of the syndicate members to the issuer,
to the agent and to each other clearly must be several
and not joint. Furthermore, the same severalty of

obligation and liability as regards the lending bank
must be made to be readily apparent. In this particular,
it would not be essential that each member, either

Personally or through the agent, execute a separate note

evidencing only his several liability to the bank. But,
if a single note or some other means is to be employed
Which would represent the aggregate indebtedness, the
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"specific several liability of each member for his

share in the aggregate debt should be clearly

expressed. In addition, it should be expressed with

equal clarity that the collateral pledged by each

member underwriter to secure his separate and

Independent obligation to the bank will not, in

any manner, serve also as security for the obliga-

tions of any of the other borrowing underwriters.

Unless it is made to appear that the syndicate

arrangement is one conforming with the foregoing

Points, it would be reasonably clear that the

arrangement would be open to valid objection unless

the loan limitations in question were computed on a

collective basis.
"A potential danger in such syndicate arrange-

ments, even though they might be such as to justify
the application of the statutory loan limitations

among the members on an individual basis, would be
the possibility of unlawfully exceeding the loan •

limitations as to a particular member of the syndicate,

especially where he might be called upon to increase
his initial commitment because of the default of

another member, or where purchases by the syndicate's

agent in the open market might require him to take an

increased amount of securities. Notwithstanding

any practical considerations, a loan to finance either

of these contingencies could not, of course, be

lawfully made if it would cause the aggregate credit

extended to a particular syndicate member to exceed
the statutory maximum."

Approved unanimously.

Letter to Honorable Brent Spence, Chairman, Committee on

13ank1ng and Currency, House of Representatives, washington 25,

I). C., reading as follows:

"This refers to Mr. Hallahan's letter addressed
to Chairman McCabe, dated August 11, 1950, requesting
an opinion as to the merits of H.R. 7896 to amend

section 5219 of the Revised Statutes of the United

States, as amended, relating to State taxation of

national banks.
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"Our understanding is that the bill H.R. 7896 is
the product of negotiations extending over a period of

several years between committees of the i,merican Bankers

Association and the National Tax Association, and that
it is intended primarily to clarify the existing law by

removing uncertainties and arranging the provisions
Of the statute in a more orderly sequence. In certain

Particulars, however, the bill would give to the States

greater latitude in taxing national banks. Thus, the

bill would authorize the States to impose sales and
use taxes on national banks; to impose a minimum tax
Where the excise method of taxation of national banks
is followed; and - where a tax is not also imposed
on the shares of national banks - to impose a tax on
the tangible personal property of the banks, excluding
coin, bullion, and currency.

"Pursuant to requests of the American Bankers

Association prior to the introduction of H.R. 7896,
the Association was advised that the Board would
Interpose no objection to proposed amendments identical
with those now contained in that bill.

"In the circumstances, you are advised that the

Board will interpose no objection to the enactment
into law of the bill H.R. 7896.

"The Board has made a similar report to the Senate

Committee on Banking and Currency in connection with
the bill S. 2547 which is identical with H.R. 7896 and
in connection with the Senate bill we were advised by
the Bureau of the Budget that there would be no objection
to the submission of the report."

Approved unanimously.

Assis.zn 'veretary.
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