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INTERPRETATION OF LAW OR REGULATION 

(Copies to Be Sent to All Federal Reserve Banks) 

March 11, 1940 

Mr. , President, 
Federal Reserve Bank of _____ , 

Dear Mr. : 

This refers further to your letter of January 24, 1940, submitting 
a request of representatives of the National Bank of for advice 
as to whether, in the view of the Board, the operation of a Common Trust Fund 
under a plan which is being considered by that bank would conform to the re-
quirements of the Board's Regulation F. It appears that, disregarding details, 
the point upon which the Board's views are desired is whether the operation of 
a Common Trust Fund under the proposed plan would be contrary to the following 
provisions of subsection (a) of section 17 of Regulation F: 

"The purpose of this section is to permit the use of Common 
Trust Funds, as defined in section 169 of the Internal Revenue 
Code, for the investment of funds held for true fiduciary pur-
poses; and the operation of such Common Trust Funds as investment 
trusts for other than strictly fiduciary purposes is hereby pro-
hibited. No bank administering a Common Trust Fund shall issue 
any document evidencing a direct or indirect interest in such 
Common Trust Fund in any form which purports to be negotiable or 
assignable. The trust investment committee of a bank operating 
a Common Trust Fund shall not permit any funds of any trust to be 
invested in a Common Trust Fund if it has reason to believe that 
such trust was not created or is not being used for bona fide 
fiduciary purposes." 

It appears that the creation of the Common Trust Fund is part of a 
plan under which the bank proposes to solicit the public (through paid solic-
itors or agents of the bank, newspaper advertisements, circulars, etc.) to 
create uniform revocable trusts designed specifically to participate in the 
Common Trust Fund. With this in view, the bank has prepared an application 
and receipt form and a so-called "Participating Trust Agreement" form. Under 
such trust agreement form, the creator of a trust is to deposit with the bank, 
as trustee, a stated principal sum in 120 equal monthly deposits ar.d the bank 
is directed to invest such deposits, less authorized deductions, in participa-
tions in the Common Trust Fund. The trust is to terminate upon revocation, 
death of the creator, notice delivered by the trustee to the creator after con-
tinued default in making deposits, or the expiration of .10 years (i.e., the 
expiration of the period during which the deposits are to be made). In addi-
tion to an acceptance fee of $10, an annual fee of 6 per cent of the income of 
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the trust, and a termination fee of 2 per cent of the then cash value of the 
trust assets, the bank is to receive the first year a fee of 2 per cent of 
the stated principal sum and each year thereafter a fee of $5. Among other 
things, it is also noted that the trust agreement form refers to the fact that 
"other trust estates have been or are to be established under participating 
trust agreements respectively, substantially similar to this instrument". In 
the application form, the person desiring to create such a trust applied for 
the execution of a Participating Trust Agreement, such "participation" to be 
in a stated principal sum. Such application form recites that there is paid 
therewith a stated sum, consisting of an acceptance fee of $10 and the first 
of 120 equal deposits, and also that the bcnk will be empowered to invest the 
net deposits of the applicant in a Common Trust Fund to be held and managed by 
the bank as Collective Trustee pursuant to a Collective Trust Plan of a speci-
fied date. The bank's representative receiving the application is to give a 
receipt for the money but there is to be no binding agreement until the appli-
cation is accepted by the bank and a Participating Trust Agreement is executed 
by the bank and the applicant. 

In view of these facts and the other details of the matter discussed 
in the comprehensive opinion of your counsel, the Board agrees with the con-
clusion reached by your counsel that the proposed Common Trust Fund could not 
be considered as being operated in conformity with the Board's Regulation F 
and particularly that part of the regulation quoted above. 

As you know, it is not the practice of the Bureau of Internal Reve-
nue to make advance rulings on a hypothetical basis. However, the Board has 
no doubt that, if the proposed Common Trust Fund should be operated as contem-
plated, the Bureau of Internal Revenue would deny such Fund the tax exemption 
granted to Common Trust Funds operated in conformity with the Board's regula-
tions. 

It is requested that you advise the National Bank of the 
Board's views in the premises. In view of the full opportunity which repre-
sentatives of your bank have afforded representatives of the National 
Bank to present fully all facts and arguments involved, it would not seem that 
it would serve any useful purpose for representatives of the bank to come to 
Washington to discuss the matter. However, if upon consideration of the views 
expressed herein representatives of the bank should desire to submit any fur-
ther information in the premises or should still desire to come to Washington 
to discuss the matter with representatives of the Board, the Board, of course, 
will be glad to have them do so. 

Very truly yours, 

(Signed) L. P. Bethea 

L. P. Bethea, 
Assistant Secretary. 
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