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INTERPRETATION OF LAW OR REGULATION 

(Copies t o be sent t o a l l Federal Reserve banks) 

March 2 8 , 1939. 

Mr. . Vice P r e s i d e n t , 
Federal Reserve Bank of . 

Dear Mr. ' 

Careful cons idera t ion has been g i v e n t o your l e t t e r of 
March 7 , 1939, and e n c l o s u r e s , regarding the Clayton Act s t a t u s of 
Mr. _____________________ who i s a partner in the f i rm of -

Co. and a d i r e c t o r of Trust Company, 

The quest ion i s whether the t r u s t company i s "engaged in a 
c l a s s or c l a s s e s of bus iness" in which the f i rm i s engaged, w i t h i n 
the meaning of s e c t i o n 3 ( d ) ( 4 ) of Regulat ion L, and in t h i s connec-
t i o n i t appears that there are only three i tems in the statement of 
the t r u s t company t o which t h i s phrase might be a p p l i c a b l e : the de-
p o s i t of one corporat ion , aga ins t which no checks are drawn; 44 de-
p o s i t s of i n d i v i d u a l s which "are handled f o r the Trust Company by 
The Nat iona l ' Bank w ; and c e r t a i n l oans on 
s tock or bond c o l l a t e r a l , a l l but one of which are loans t o p r o t e c -
t i v e committees f o r which the t r u s t company i s a c t i n g as d e p o s i t a r y , 
the l oans being secured by the s e c u r i t i e s so depos i t ed . 

The ques t ion presented i s s i m i l a r to that which has been 
considered by the Board in a number of cases where an i n d i v i d u a l was 
serv ing a t r u s t company engaged almost e n t i r e l y in trus t business, and a 
commercial bank. In each of those c a s e s i t appeared that both i n s t i -
t u t i o n s were engaged t o a c e r t a i n ex tent in the same c l a s s e s of b u s i -
n e s s , and the Board found that the corresponding p r o v i s i o n of the 
s t a t u t e (paragraph (5 ) ) was not a p p l i c a b l e . 

You are f a m i l i a r w i th the experience of the Board in apply-
ing the i n d e f i n i t e standards which were contained in t h i s s t a t u t e 
before i t was r e w r i t t e n by the Banking Act of 1935. Those standards 
were found to be unworkable and extremely u n s a t i s f a c t o r y not o n l y 
from the s tandpoint of the Board but more p a r t i c u l a r l y from the stand-
point of the d i r e c t o r s , o f f i c e r s and banks a f f e c t e d , s i n c e no one 
could know whether h i s s e r v i c e s were l e g a l u n t i l he had furn i shed f u l l 
information and submitted the matter to the d i s c r e t i o n of the Board i n 
Washington. I t wys f o r t h i s reason that the s t a t u t e was complete ly re 
v i s e d in 1935 so as t o prescr ibe a s e t of d e f i n i t e r u l e s . 
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I f the Board should decide that the small amount of b u s i -
nes s which e x i s t s in the present case did not render the s t a t u t e 
i n a p p l i c a b l e , i t would be necessary in o ther c a s e s to dec ide whether 
a s l i g h t l y l a r g e r amount should produce a d i f f e r e n t r e s u l t . The i s -
sue then would not be whether the two i n s t i t u t i o n s were engaged i n 
any of the same c l a s s e s of b u s i n e s s , but whether they were engaged 
in the same c l a s s e s of bus ines s to such an ex tent that the i n t e r l o c k -
ing r e l a t i o n s h i p s would, in the opinion of the Board, produce a s i t u a -
t i o n which would be i n c o n f l i c t w i t h one or more of the o b j e c t i v e s of 
the s t a t u t e . These o b j e c t i v e s , moreover, are themselves i n d e f i n i t e , 
s ince s e c t i o n 8 , as r e v i s e d in 1935, does not even conta in the refer-* 
ences t o " s u b s t a n t i a l competit ion" and the "public i n t e r e s t " which i t 
formerly conta ined . Such a d e c i s i o n , t h e r e f o r e , by re in troduc ing an 
i n d e f i n i t e standard, would carry wi th i t a l l the d isadvantages of the 
former procedure. 

The standard prescr ibed in paragraph (6) i s d e f i n i t e , and 
the Board's exper ience in adminis ter ing t h i s s t a t u t e has shown beyond 
any doubt t h a t a s e t of d e f i n i t e r u l e s produce f a r fewer u n s a t i s f a c -
tory r e s u l t s than one which requ ires a long-range appra i sa l of the 
f a c t s in each c a s e . No r u l e s of general a p p l i c a t i o n can produce u n i -
formly p e r f e c t r e s u l t s , and the Board b e l i e v e s t h a t the d i r e c t o r s and 
o f f i c e r s of member banks w i l l f a r e much b e t t e r under r u l e s which ob-
v i a t e the inconvenience and u n c e r t a i n t y which were inherent in the 
former procedure. 

For t h e s e reasons the Board b e l i e v e s , c o n s i s t e n t l y w i t h i t s 
previous r u l i n g s in s i m i l a r c a s e s , that Mr. ' s r e l a t i o n -
sh ips are not excepted from the p r o h i b i t i o n s of the s t a t u t e . 

Very t r u l y yours , 

(Signed) L. P. Bethea 

L, P. Bethea, 
A s s i s t a n t S e c r e t a r y . 
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