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F Mavek 9, 1949.

Members of the Board Mr. Millsrd's Memorundum of
February 11 re investigetion of possible

Mr. Verdsmean violation of FPederal stetutes by United
Bank sand Trust Compesny, 5t. s Mo,

Mr, ¥Millard's uemorsndus of Februsry 1l is interesting and raises
certain points in ny wind to which I would like to call the Boerd's attention:

1. Mr, Millard's stetement reveals that the exazminers of the St. Louls
Federsl Reserve Benk did not diseover the error, but thet it was drought to
+ Peterson's sttention by sn offieer and director of the United Hank, who

exlled at Peterson's office specifically for this purpose. The fallure of the

erel Hecerve's exemination practices. The scoommt in suestion hes been on the
books of the member bank for s mumber of years snd thers hes been no eoffort at
conceslnent or decesption., The account was in the name of an officer of the
asmber benk followed by the word “"trustee®. One wonders vwhy the examiners did
not investigate the sceownt if they hsd followed the time-old custom of thumb-
all acoounts in & bank to cateh those in the names of officers or
3 of Af they folloved the likewise well estebiished custom of rsiking
mestber bank at the inception of the examimstion to furnish a list to the
examigers of 211 asccoumts on their bank's books im the nemes of officers or
of the bank uader exsminstion snd of other banks in the same ecity.

2. The reecord does not show that the United States Attormey's office
wes advised, when this satter was reported to thst office, that the account
had been brought to the sttention of the Federal Neserve Beak's offieisls by
sa officer and director of the member bank; that the subject sccoumt wes not
"3iscovered” by the exsminers; snd that st no time wes there sny effort on the
part of the member bank st concealment or deception; nor wes there eny evidenoce

£ 5;

On the other hsmd, the inferemce to be drawn from the communicstion
sent to the United Ststes Attowrney by the Federsl Heserve Bemk of 8t. Louls,

by the comsmmication sent to this Board by the S%. lLouis Federsl Fe-
serve vas thet the Federal Heserve exzminers hed discovered the item and hed
really bank doing something lmproper and probably dishonest.
This is borme out by the faet that vhen the mstier was dlscussed with the Foard
here, Chairman MoCebe wes so convinced thst the Federsl Reserve had * o

a miseresnt thet be suggested thet the exsmimer in suestion (Mr. be
complinmented for his shrewdnes: sad efficiency in "discovering” the cuestioned
sccomt,
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(1) The 8t, Louis Federsl Reserve feiled to report zll the true
circumstances to the United Ststes ittorney in 8t. Louis.

(2) The 8t. Louls Federsl Heserve failed to report zll the true
eircumstences to this Board.

4. I do not want it considered that I heve any petience with the member
bank for its conduet im thie cese. However, I think the inecident iz much more
iuportent than the individusls or the ome bsnk invelved, and my principal ob-
Jeet in enlling it sgein to the Board's attention is to show what I believe to
be & fundsmentzl veskmess in the St. Louls Federal Heserve's concept and suppli-
cation of its regulatory powers, partieulerly with reference to bank exsmina-
tione. I =m not sure but thst this erronsous comecept exists in other banks in
the system.

Ia thie imstence, we have an officer and diveetor of a member bsuk
visiting the office of the Feder:zl Reserve Benk znd ssking for sdvice end
counsel vith refersmee to a questionsble sccounting practice being followed in
the member bank. In rTespomnse to this vislt, the Federsl Heserve Bank msde its
mtzmnew&-uturmuummmhmmm&m
ittorney o5 though the member bank had been "oaught” sad was guilty of some
concealed ilmproper setion and eriminal intent. The record does not reveszl the
fact that the member bank was doubtful itsell of the propriety of its prectice
and hed come to the supervisery suthorities secking instruetion, advice and

guldance.
I recomaend stron that the Boerd lesrn mere sbout the comeept
and prsctice of the respective Federal Heserve Benks in thelr regulatory povers,

especially that with reference to exsmimetion, sad that the Board endesvor to
satisfy itself thet steps are teken in the respective Federecl Feserve Banks
umn.mn—mmwwuamsu.ormmm»
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