
Minutes of actions taken by the Board of Governors of the

Federal Reserve System on Wednesday, May 6, 1953.

PRESENT: Mr.
Mr.
Mr.
Mr.
Mr.
Mr.

Martin, Chairman
Szymczak
Evans
Vardaman
Mills
Robertson

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

Minutes of actions taken by the Board of Governors of the

Federal Reserve System on May 5, 1953, were approved unanimously.

Letter to Mr. Shepard, Federal Reserve Agent, Federal Re-

serve Bank of Minneapolis, reading as follows:

"In accordance with the request contained in Mr.
Powell's letter of April 30, 1953, the Board of Gover-
nors approves, effective May 16, 1953, the payment of
salaries to the following members of the Federal Reserve
Agent's staff at the rates indicated.

"Name Title Annual Salary
Walter S. Ferrian Assistant Federal Reserve

Agent $7,200
Morris G. Anderson Alternate Assistant Federal

Reserve Agent 6,300"

Approved unanimously.

Letter to Mr. Hill, Vice President, Federal Reserve

Philadelphia, reading as follows:

"Reference is made to your letter of April 29,
1953, enclosing a certified copy of a resolution adop-
ted by the Board of Directors of The Real Estate Trust
Company of Philadelphia, Philadelphia, Pennsylvania,

Bank of

Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis



8'1('kl

5/6/53 -2-

"signifying its intention to withdraw from membership

in the Federal Reserve System and requesting waiver of

the six months' notice of such withdrawal. It is under-

stood that the bank has applied to the Federal Deposit

Insurance Corporation for continuance of insurance of

its deposits.
"In accordance with the bank's request the Board of

Governors waives the requirement of six months' notice

of withdrawal. Accordingly, upon surrender of the Fed-

eral Reserve Bank stock issued to the bank, you are

authorized to cancel such stock and make appropriate re-

fund thereon. Under the provisions of section 10(c) of

Regulation HI as amended effective September 1, 1_952,

the bank may accomplish termination of its membership at

any time within eight months after notice of intention

to withdraw was first given. Please advise when cancel-

lation is effected and refund is made.
"The certificate of membership issued to the bank

should be obtained, if possible, and forwarded to the

Board. The State banking authorities should be advised

of the bank's proposed withdrawal from membership and the

date such withdrawal becomes effective."

Approved unanimously.

Letter for the signature of the Chairman to Mr. D. E. Blackburn,

President, Victoria Bank 84 Trust Company, Victoria, Texas, reading as

follows:

"When you visited my office on April 27, you asked

that we again consider the question whether section 32 of

the Banking Act of 1933 would apply to an interlocking
directorate between the Victoria Bank & Trust Company,

Victoria, Texas, and the Victoria Loan and Investment

Company, an affiliate of the bank.
"As we understand the facts of the matter, the in-

vestment Company's principal business is at present the

making of loans secured by real estate mortgages. The
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"Company proposes, instead of borrowing most of its
funds from banks as at present, to borrow a part of

them locally from interested individuals--the customers
of the bank--and to issue to these individuals negotiable

notes having maturities not exceeding 360 days and secured

by a pool of collateral, consisting of mortgage loans made
by the Company and held in trust by the bank acting as

trustee under a trust agreement. The Company has outstand-

ing notes receivable, which are understood to be chiefly

mortgage loans in the amount of some V400,000 or more,

and you indicated that, if permissible, the Company would

like to issue as much as $300,000 or $3501000 of such

notes
"You were informed of the position taken by the Board

in this matter in its letter of April 291 1952, to Mr.
Pondrom, Vice President of the Federal Reserve Bank of

Dallas. After reconsidering the matter in the light of

your conversation with me and the members of our staff,

the Board is of the opinion that the notes which mould
be issued against the security of the mortgage loans as

indicated above would constitute securities within the

meaning of the law. Moreover, in the Board's opinion,

if the Company issued such notes in the amount indicated

above, it would clearly be 'primarily engaged' in the

issue, flotation, underwriting, public sale or distribu-

tion of securities within the meaning of section 32 of
the Banking Act of 1933, and an interlocking directorate

between the bank and the Company would, therefore, be

Prohibited.
"During your discussion of the matter, you asked

whether it would be possible, without coming within the

prohibition of the lax, to engage to any extent whatever

in the issuance of such notes and, if so, what volume of

notes could be issued without contravening the statute.

In the decision of the Supreme Court in 1947 in the case

of Board of Governors v. Agnew, it was held in effect

that the words 'primarily engaged' in section 32 are to
be interpreted as having the same meaning as 'substantially

engaged'. In this connection, the court said
t* * *section 32 is directed to the probability

or likelihood, based on the experience of the
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"11920's that a bank director interested in
the underwriting business may use his in-
fluence in the bank to involve it or its
customers in securities which his under-
writing house has in its portfolio or has
committed itself to take. That likelihood
or probability does not depend on whether
the firm's underwriting business exceeds

50 per cent of its total business. It might,
of course, exist whatever the proportion of
the underwriting business. But Congress did
not go the whole way; it drew the line where
the need was thought to be the greatest. And

the line between substantial and unsubstantial
seems to us to be the one indicated by the words
"primarily engaged."'
"Under the law, therefore, as interpreted by the Supreme

Court of the United States, if a corporation is substantially
engaged in a securities business it falls within the statute.
In determining whether it is so substantially engaged, not
merely one factor such as the volume of securities issued
but all the facts and circumstances of the case must be con-
sidered; and consequently it would not be feasible for the
Board to fix any definite percentage which could be applied
as a general rule in determining whether a company is sub-
stantially engaged in the securities business. However, in
view of all the circumstances of your case, the Board feels
that if 10 per cent or more of the total business of the
Company consisted of borrowing through the issuance of notes
of the kind described, the Company would in all probability
fall within the provisions of the statute. If the amount of
such securities constituted less than 10 per cent of the total
business, the Company might or might not fall within the statute,
depending upon all the facts existing at the time that the Com-
pany was so engaged. If in these circumstances the Company
should decide to enter upon the business of issuing securities
and the amount of this business should be at any time less than
10 per cent of its total business, the Federal Reserve Bank of
Dallas will be in a position to advise you, or in case of doubt
to ascertain from the Board, on the basis of all the facts
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relating to the business of the Company at the time,
whether or not the statute is applicable."

Approved unanimously, to-
gether with a letter to Mr.
Gilbert, President, Federal Re-
serve Bank of Dallas, reading
as follows:

"On April 27, 1953, Mr. D. E. Blackburn, President
of the Victoria Bank and Trust Company, Victoria, Texas,

met with me and certain members of the Board's staff to
discuss the program contemplated by the Victoria Loan
and Investment Company, an affiliate of the Victoria
Bank and Trust Company, involving the sale of notes to
provide funds to be used for mortgage loans.

"There is enclosed herewith a copy of a letter which
I am today addressing to Mr. Blackburn in this connection.
You will note the statement in the last paragraph of the
letter that if the Company should decide to enter upon
the business of issuing securities of the kind in question
and the amount of this business should be less than 10 per
cent of the total business of the Company, your bank will
be in a position to advise with reference to the applica-
tion of the law. In this connection, if you are asked by
the Victoria Loan and Investment Company to pass upon this

matter and, after consideration of all the facts of the
case in consultation with your Counsel, you are satisfied

that the Company is not primarily engaged (i.e., substan-

tially engaged) in the issue, flotation, underwriting,
public sale or distribution of securities, you are at
liberty so to advise the Company. If you are in doubt
about the matter, of course, it will be appreciated if
you will bring it to the attention of the Board. In your

consideration of the matter, please have in mind the Board
letter of January 27, 1948, in which the Board outlined
various considerations that it feels should be taken into
account in connection with questions arising under section
32 of the Banking Act of 1933."
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Letter to Mr. Millard, Vice President, Federal Reserve Bank

Of San Francisco, reading as follows:

"In view of your recommendation and the informa-
tion contained in your letter of April 28, 1953, the
Board of Governors further extends until July 8, 1953,
the time within which Security Trust and Savings Bank
of San Diego, San Diego, California, may establish a
branch at Imperial Beach, California, under authority
granted in the Board's letter of May 162 1952."

Approved unanimously.

Letter for the signature of the Chairman to the Presidents of

all Federal Reserve Banks reading as follows:

"It has long been apparent to the officers and
directors of the Federal Reserve Banks and branches
and to the members of the Board of Governors that there
is considerable misunderstanding regarding Federal Re-
serve System earnings, their source and application.

"In this connection the staff of the Board of Gov-
ernors has written a draft of a proposed statement which
will try to answer some of the questions that have been
raised on this subject. For your comment and criticism
we are enclosing a copy of this draft and also a copy of
the last combined statement of Federal Reserve Bank earn-
ings.

"May we have the benefit of any suggestions and com-
ments you may have on this subject generally and on this
draft in particular? Are hope then to prepare and dis-
tribute a document that we trust may be helpful to the Re-
serve Banks and to the Board in the effort to disseminate
among member banks and the public a more complete and ac-
curate understanding of the System, particularly with re-
gard to the source of its earnings."

Approved unanimously.

Assistan Secretary

Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis




