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INTERPRETATION OF LAW OR REGULATION 

(Copies to be sent to all Federal reserve banks) 

March 17, 1957. 

Mr. , President, 
Federal Reserve Bank of , 

> • 

Dear Mr. : 

This refers to your letter of February 9, 1957, stating that 

in connection with a recent examination of Bank of 

, , a question had arisen concerning the 

propriety of the bank's selling to itself as trustee certain mort-

gage loans insured under Title II of the National Housing Act and 

inquiring whether such transactions should be criticized. This mat-

ter was again mentioned in your letter of February 17, 1957, and the 

report of examination of the bank as of December 28, 1956, inclosed 

therewith. 

It appears that in connection with the two transactions in 

question the bank executed declarations of trust in the so-called 

"short form" prepared by the Federal Housing Administration. Such 

form and a so-called "long form" of trust agreement were prepared in 

1935 and distributed for the guidance of trust institutions. Subse-

quently it was suggested that certain provisions of such forms and the 

accompanying memoranda appeared to contemplate practices which might 

not be in accordance with sound principles of trust administration 
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and might result in abuses. The matter was discussed by representa-

tives of the Board, the Comptroller of the Currency, and the Federal 

Housing Administration and, in order to clarify the situation, the 

Federal Housing Administration advised those to whom the forms had 

been sent that such forms should be disregarded and, in lieu there-

of, it suggested certain clauses which, in view of certain require-

ments applicable to insured mortgage loans, should be included in 

trust agreements under which insured mortgage loans are to be held. 

It was pointed out that it is essential that all trust instruments 

be prepared in accordance with sound trust practices and that this 

principle is in no wise affected by the inclusion of insured mort-

gage loans in the corpus of the trust. In this connection, your atten-

tion is called to the Board's letter of December 18, 1955, (X-9596), 

and its inclosures. 

The transactions to which you refer must be judged in the light 

of the same principles of trust administration which would be appli-

cable if assets other than insured mortgage loans were involved. It 

is needless to point out the evils and dangers inherent in self-dealing 

by trustees. However, in some instances, a trustee may be required 

by the terms of the trust to invest trust funds in assets purchased 

'from itself and in the light of such a requirement or other facts and 

circumstances, particular transactions may not be improper in the ab-

sence of applicable statutes or regulations prohibiting such transac-

tions, although self-dealing as a general practice is subject to severe 

criticism. In the absence of complete information as to what took 
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place prior to the execution of the declarations of trust in the two 

cases to which you refer, it is impossible to express a definite 

opinion concerning the question whether the transactions were improper. 

However, it should be noted that since any transaction involving self-

dealing by a trustee is subject to question and a trustee should not 

enter into such a transaction unless it is fully prepared to defend 

its action, it would appear desirable that the propriety of such action 

be clearly shown by the terms of the instrument evidencing or creating 

the trust. If, after consideration of the particular transactions in 

the light of the foregoing discussion, you or your examiner should have 

any question, the Board, of course, will be glad to advise you. 

You also inquire generally whether transactions similar to those 

to which you refer would be in violation of the provisions of section 

11(a) of Regulation F if they were entered into by national banks. How-

ever, the Board prefers, as a matter of policy, not to undertake to pass 

upon questions of a hypothetical nature, where it does not have before 

it the specific facts and circumstances of actual cases which must be 

acted upon. 

Very truly yours, 

(Signed) L. P. Bethea 

L. P. Bethea, 
Assistant Secretary. 
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