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tern was

ferred

Board:

A meeting of the Board of Governors of the Federal Reserve Sys-

held in Washington on Saturday, March 21, 1936, at 11:45 a. in.

PRESENT: Mr. Eccles, Chairman
Mr. Broderick
Mr. Szymczak
Mr. McKee
Mr. Ransom

Mr. Morrill, Secretary
Mr. Bethea, Assistant Secretary

Mr. Carpenter, Assistant Secretary

Mr. Clayton, Assistant to the Chairman

Consideration was given to each of the matters hereinafter re-

to and the action stated with respect thereto was taken by the

Letter to Mr. Delano, Federal Reserve Agent at the Federal Reserve

8ank of Richmond, prepared for the signature of the Chairman, and reading

as follows:

. "Pursuant to our recent conversation, I have taken up

With the Board your request that a per diem be fixed for

You as Chairman and Federal Reserve Agent at the Federal

Reserve Bank of Richmond, with a separate allowance to cover

your traveling expenses between Washington and Richmond.

"In accordance with your suggestion, the Board fixes

for you a per diem at the rate of i35.00 for each day you

are in Richmond in connection with the discharge of your

duties and an allowance of 0_5.00 for each trip to Richmond

to cover your traveling expenses; it being understood that

Your average expenses for such trips for several years have

been at about that figure. This action supersedes the action

taken by the Board in fixing for you a per diem of 40 for

each day you are in Richmond, advice of which was contained

in my letter of March 12, 1936."

Approved unanimously.

Letter to the board of directors of the "Smith Trust and Savings

.8ank", Morrison, Illinois, stating that, subject to the conditions o
f

mem bership numbered 1 to 6 contained in the Board's Regulation 
"H" and
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the following special conditions, the Board approved the bank's applica-

tion for membership in the Federal Reserve System and for the appropriate

amount of

"7.

"8.

stock in the Federal Reserve Bank of Chicago:

Such bank shall make adequate provision for deprecia-

tion in its banking house and furniture and fixtures.

Such bank shall stamp, as soon as practicable, in legi-

ble form on each certificate for stock of the bank out-

standing, and, so long as the legend referred to below

is applicable, shall stamp in legible form on each cer-

tificate issued upon transfer or in lieu of the certifi-

cates now outstanding a legend reading substantially as

follows:

Before any dividend or distribution of any kind

or character is made to stockholders as such, the

outstanding Deferred Certificates issued by the

bank to depositors who waived the payment of a

part of their deposits at the time of the reorgani-

zation of the bank in 1936 pursuant to a Deposi-

tors' Agreement, a copy of which is on file with

the Smith Trust and Savings Bank, must be paid.

(In the event that shareholders of the bank fail

or refuse to surrender their stock certificates

for the purpose of enabling the bank to place

thereon the legend referred to in the foregoing

condition number 8, this condition will be con-

sidered as having been complied with by the inclu-

sion in each published statement of condition of

the bank of appropriate information showing the

relation of the rights of the holders of outstand-

ing Deferred certificates to the rights of stock-

holders.)

"9. Prior to admission to membership, such bank, if it has

not already done so, shall charge off or otherwise elimi-

nate estimated losses of 05,676.75 and doubtful assets of

61965.001 all as shown in the report of examination of

such bank as of January 21, 1936, made by an examiner for

the Federal Reserve Bank of Chicago."

Approved unanimously, together with a

letter to Mr. Stevens, Federal Reserve Agent

at the Federal Reserve Bank of Chicago, read-

ing as follows:
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"The"Board of Governors of the Federal Reserve System
approves the application of the 'Smith Trust and Savings
Bank', Morrison, Illinois, for membership in the Federal
Reserve System, subject to the conditions prescribed in the
Inclosed letter which you are requested to forward to the
board of directors of the institution. Two copies of such
letter are also inclosed, one of which is for your files
and the other of which you are requested to forward to the
Auditor of Public Accounts for the State of Illinois for
his information.

uThe report of examination of the bank as of January 21,
1936, contains numerous criticisms in connection with the
operations of the trust department and it is suggested that
YOU discuss with its management the desirability of effecting
immediate corrections thereof.

"The papers submitted with the bank's application for
membership did not include a copy of the application executed
by its organizers. As stated in the Board's letter of January
20, 1936, regarding the I-0 Bank and Trust Company, Chicago,
Illinois, an application of this character appears to be analo-
gous to the articles of incorporation usually executed in con-
nection with the organization of banks in other States, and,
as requested in that letter, it will be appreciated if you
Will obtain and forward to the Board a copy of the applica-
tion to organize executed in the case of the Smith Trust and
Savings Bank.

"It is understood that at the time of the reorganization
of the Smith Trust and Savings Bank it was in the hands of
the Auditor of Public Accounts for the State of Illinois. It
ls assumed, therefore, that the reopening of the bank under
the plan of reorganization adopted met with the approval of
the Auditor of Public Accounts, but it is suggested that, if
You have not already done so, you obtain advice on this point
prior to the admission of the bank to membership."

Letter to Mr. Howard N. Cassel, President, The Citizens National

8411k, Wellsville, New York, reading as follows:

"This refers to your letter dated March 2, 1936, pre-
senting the question whether the Dairymen's League Co-opera-
tive Association, Inc. may maintain a savings deposit in a
member bank.

'The term 'savings deposit' is defined in section 1(e)
of Regulation Q, a copy of which is inclosed herewith. It
Will be observed that, under the definition, savings deposits
must consist of the funds of one or more individuals, or of

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



627

3/21/36 -4--

"a corporation, association, or other organization operated
Primarily for religious, philanthropic, charitable, educational,

fraternal or other similar purposes and not operated for profit.
"The copy of the letter dated February 26, 1956, from

the Dairymen's League Co-operative Association, Inc., inclosed
in your letter, states that the association is a non-profit or-

ganization, operated for the benefit of its members. However,

Without regard to the question whether or not the association
Is operated for profit, it is the opinion of the Board that
it is not operated primarily for religious, philanthropic,

Charitable, educational, fraternal or other similar purposes

Within the meaning of section 1(e) of Regulation Q. Your at-

tention is invited to the fact that, in order to be permitted
to maintain a savings deposit under the definition in such

section, it is necessary not only that the organization be one

Which is not operated for profit, but also that it be one op-

erated primarily for religious, philanthropic, charitable, edu-

cational, fraternal or other similar purposes.
"The Board has heretofore ruled that numerous non-profit

organizations which are operated for the mutual benefit of

their members may not maintain savings deposits in member banks

because the organizations are not operated primarily for one
of the purposes stated in section 1(e) of Regulation Q.

"If you should have any further questions regarding this

matter or any similar matter, it will be appreciated if you
Will communicate with the Federal Reserve Bank of New York,

Which will be glad to answer your inquiries."

Approved unanimously.

• Letter to Mr. Joshua Evans, Jr., Vice President, Hamilton National

an, 
Washington, D. C., reading as follows:

"This refers to your letter dated February 29, 1936,

regarding the question whether the American Retail Federa-

tion, Inc. may maintain a savings deposit in a member bank.

, "The term 'savings deposit' is defined in section 1(e)

01 Regulation Q, a copy of which is inclosed herewith. It
will be observed that, under the definition, savings deposits

must consist of the funds of one or more individuals, or of a
corporation, association, or other organization operated

Primarily for religious, philanthropic, charitable, educational,

fraternal or other similar purposes and not operated for profit.

. "The fourth paragraph of the certificate of incorpora-

tion of American Retail Federation, Inc. states that 'The Cor-

poration is not for profit and shall have no capital stock.'
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"However, in order to be permitted to maintain a savings de-
posit under the above definition, it is necessary not only
that the organization be one which is not operated for profit,
but also that it be one operated primarily for religious,
Philanthropic, charitable, educational, fraternal or other
similar purposes. In the opinion of the Board, the American
Retail Federation, Inc. is not operated for one of the above
Purposes within the meaning of section 1(e) of Regulation
Q, and, accordingly, deposits of such corporation may not
be classified as savings deposits.

"This opinion is in accordance with a ruling of the
Board published at page 119 of the Federal Reserve Bulletin
for February, 1936, in which the Board stated that deposits
of national trade associations, such as the United States
Chamber of Commerce and the National Lime Association may not
be classified as savings deposits.

"If you should have any further questions regarding this
matter or any similar matter, it will be appreciated if you
will communicate with the Federal Reserve Bank of Richmond,
which will be glad to answer your inquiries."

Approved unanimously.

Letter to Mr. L. A. Chapin, President, The Denver Post Employees

Credit Union, Denver, Colorado, reading as follows:

"This refers to your letter dated February 26, 1936, re-
garding the question whether a credit union may maintain a
savings deposit in a member bank,. under the provisions of the
Board's regulation on this subject.

"The term 'savings deposit' is defined in section 1(e)
°f Regulation Q, a copy of which is inclosed herewith. It
will be observed that, under the definition, such deposits
must consist of the funds of one or more individuals, or of
a corporation, association or other organization operated
Primarily for religious, philanthropic, charitable, educational,
fraternP1 or other similar purposes and not operated for profit.

"You state that bona fide credit unions are not operated
for profit and, in support of this statement, you cite the
fact that credit unions are granted exemption from certain
taxes on the ground that they are non-profit organizations.
Aowever, in order to be permitted to maintain a savings de-
Posit under the above definition, it is necessary not only
that the organization be one which is not operated for profit,
but also that it be one operated primarily for religious,

Philanthropic, charitable, educational, fraternal or other
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"similar purposes. After thorough consideration of the ques-
tion several months ago, the Board reached the conclusion
that credit unions may not be considered as organizations
Operated primarily for one of the above purposes, and, ac-
cordingly, the Board ruled that deposits of such organizations
may not be classified as savings deposits.

"In your letter you call attention to the fact that
credit unions are mutual benefit societies. This fact was
one of the practical reasons for the Board's decision that
credit unions do not fall within the class of organizations
Which may maintain savings deposits, since a contrary ruling
would probably have required that building and loan associa-
tions, mutual fire and life insurance companies, trade asso-
ciations and many other mutual benefit associations be per-
mitted to maintain savings deposits in member banks.
. "Although deposits of a credit union may not be classi-
fied as savings deposits, your attention is invited to the
fact that deposits of such an organization may be classified
as interest-bearing time deposits under the provisions of Regu-
lation Q.

"If you should have any further inquiries regarding this
matter or any similar matter, it will be appreciated if you
will communicate with the Federal Reserve Bank of Kansas City,
Which will be glad to answer your inquiries."

Bank

Approved unanimously.

Letter to Mr. Walsh, Federal Reserve Agent at the Federal Reserve

of Dallas, reading as follows:

"Reference is made to your letter of January 13, submit-
ting a tentative memorandum formulated by officers of your
bank for use in replying to inquiries received from member
banks for interpretations of provisions of paragraph (f) of
Section 1 of revised Regulation DI with special reference
to the requirement that member banks shall include outstanding

drafts drawn upon or other authorizations to charge the mem-
ber bank's reserve account at the Federal Reserve bank' in
their gross demand deposits as reported for reserve computa-
tion purposes. It is noted that the memorandum is submitted
in lieu of applying to the Board for an interpretation of
the Regulation sufficiently comprehensive to cover all of the

questions which member banks have been propounding on the

subject.
"Your letter and the accompanying memorandum indicate

that most of the questions presented by member banks result
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"either from uncertainty as to what is comprehended by the
Clause 'drafts drawn upon or other authorizations to charge
the member bank's reserve account', or from the difficulty of
determining for how long a period of time such drafts and
authorizations should be considered as 'outstanding'. These
questions have since been answered in the Board's telegrams
2361 of January 15, 1936 and 2369 of February 1, 1956. There
does not appear to be any conflict between the proposed defi-
nitions and examples of drafts drawn upon reserve accounts,
given on page 2 of your memorandum, and the provisions of the
Board's telegram 2561 of January 15, but if the material is
to be quoted it would be desirable to use the language con-
tained in the Board's telegram. The period of time during
which a draft upon the reserve account is to be considered
as outstanding, given on page 6 of your memorandum, does not
conform to the provisions of the Board's telegram Trans 2369.
When the Board's telegram 2369 was being prepared it was felt
that it was unnecessary and would be impracticable for member
banks to distinguish between the purposes for which drafts
on reserve balances were drawn, in determining the period of
time during which they should be carried as a deposit lia-
bility for reserve purposes. Accordingly, it was decided
that for the purpose of determining the amount of gross de-
mand deposits as defined in paragraph (f) of Section 1 of Regu-
lation D, drafts drawn on a Federal Reserve bank may be con-
sidered as 'outstanding' for the number of days normally re-
quired for mail to go from the member bank's city to its Fed-
eral Reserve bank or branch.

"It is noted that, in the memorandum drawn at your bank,
it is proposed to construe the term 'officers' checks', as
Used in paragraph (f) of Section 1 of Regulation D, as includ-
ing not only checks drawn upon a member bank by its own of-
ficers, but also drafts drawn by the member bank upon other
banks (except a Federal Reserve bank). This is not the intended
meaning of the term; it is intended to cover only checks
drawn upon a member bank by its own officers, and it is under-
stood that this is the generally accepted meaning of the term.
In this connection, Munn's Encyclopedia of Banking and Finance
(1935 edition) defines the term 'cashier's check', a term
sYnonymous with 'officers' checks', in part as follows: 'A
bankt s own check; a check drawn upon a bank and signed by
its cashier, or assistant cashier, being a direct obligation
of the bank When a cashier's check is issued it becomes
a credit, and upon its return through the clearing house or
Otherwise, a debit to the cashier's account'. On the other
Itland, a 'bank draft' is defined in the same Encyclopedia as
A sight or demand draft drawn by one bank as drawer upon
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"'another bank as drawee'. As indicated later on in this
letter, it is believed that your memorandum may be confined
to drafts drawn upon and other authorizations to chnrge a
member bank's reserve account, and that no definition of the
term 'officers' checks' need be given.

"Insofar as drafts on correspondents are concerned, there
is no objection (from the standpoint of determining reserve
requirements) to a member bank continuing the established
practice of crediting its correspondent's account immediately
Upon drawing a draft upon the correspondent. Under the pro-
visions of revised Regulation DI all balances subject to
Immediate withdrawal due from other banks (except Federal
Reserve banks, private banks, foreign banks and their branches,
and foreign branches of domestic banks) may be deducted from
gross demand deposits in determining the amount of net demand
deposits subject to reserve. Consequently, the amount of net
demand deposits would be the same whether a given member bank
credited its 'due from' account or left that account undisturbed
and raised a new account to cover outstanding drafts on corres-
pondents. In the circumstances, a suggestion to member banks
that their books should reflect, as a deposit liability, the
amount of outstanding drafts on correspondent banks would not
be justified by the provisions of Regulation D.

"The necessity of including outstanding drafts upon the
Federal Reserve bank in a member bank's deposit liabilities,
on the other hand, arises from the fact that the reserve
balance shown by the Federal Reserve bank's books, rather
than the balance shown by the member bank's books, is used
in determining whether or not the bank has a deficiency in
reserves. Consequently, if a member bank charged its deposi-
tors accounts for checks received in a Federal Reserve bank
cash letter but did not at the same time set up a deposit
liability for a draft upon its reserve account issued in settle-
ment of the cash letter, it would have the benefit of a re-
duced deposit liability and, at the same time, it would still
have the advantage of the higher reserve balance shown by the
Federal Reserve bank's books.

"As your letter suggests, it would be preferable for
member banks to settle for Federal Reserve bank cash letters
by drafts upon their reserve accounts, and it is hoped that
the requirement that such drafts must be included in deposit
liabilities will not discourage this practice and will not
result in most of the settlements being made by drafts drawn
Upon correspondents. It would seem that, under the practice
authorized in the Board's telegram Trans 2369 of February 1,
the requirement that member banks must include such drafts
in deposit liabilities will not be burdensome. It would ap-
pear, moreover, that the fact that settlement for Federal
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"Reserve bank cash letters is made in one case by a draft
drawn on the member bank's reserve account and in another
case by a draft drawn on a correspondent bank, does not af-
fect the remitting bank's liability for the amount of the cash
letter pending the payment of the remittance draft, and that
this would hold regardless of whether or not the member bank
includes the remittance draft in its deposit liabilities.

"While there is no objection to assisting a member bank,
Upon its request, in setting up an accounting procedure for
the purpose of enabling it to disclose its deposit liabilities
correctly, it is probable that all of the questions that
have been raised pertaining to the provisions of paragraph (f)
Of Section 1 of Regulation D can be answered by reference to
the Board's telegrams Trans 2361 of January 15, 1936 and
Trans 2569 of February 1, 1956. Accordingly, it seems to
be unnecessary for the Board to revise the memorandum inclosed
with your letter to conform to the views stated herein."

Approved unanimously.

The Secretary reported that the Board's General Counsel had ap-

Proved the proposed amendment to Article X of the by-laws of the Board

as set forth in the minutes of the meeting on February 25, 1956, and that,

in accordance with the action taken by the Board at that meeting, Article

X was being incorporated in the by-laws of the Board as of this date.

The Secretary also stated that counsel had advised that he was

14119-b1e to approve the proposed amendment to Article IX of the by-laws for

the reason that he felt it was extremely doubtful whether it complied

with the requirement of Section 16 of the Federal Reserve Act that the

checks or orders on the Interdistrict Settlement Fund shall be signed

by the Chairman, or Vice Chairman, or such other officers or members

as the Board may by regulation prescribe, and for the further reason

that the Treasurer of the United States might refuse to honor orders

cil'awn in the manner proposed, in which event there would be no one au-
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thorized by the by-laws to draw orders on the Interdistrict Settlement

Flind which would be honored by the Treasurer of the United States and

it would take seven days to amend the by-laws so as to authorize a mem-

ber of the Board to sign such orders. However, counsel stated, Mr.

Morrill said, that the legal question was a very close and doubtful one;

that in. view of the doubt the Board might resolve it in favor of the

lialidity of the proposed amendment; and that if the Board desired to adopt

the practice proposed therein, it might safely do so as a practical mat-

ter if it first took the matter up with the Treasurer of the United

States end obtained an assurance from him that he would honor checks

drawn in accordance with the proposed amendment. Mr. Morrill stated

further that, in accordance with counsel's suggestion, Mr. Smead, Chief

°f the Division of Bank Operations, had taken the matter up with the

Treasury Department which had advised that the proposed procedure would

be entirely satisfactory provided the Treasurer were furnished with a

eQPY of the provision of the Board's by-laws authorizing the orders to

be signed by the chief, or an assistant chief, of the Division of Bank

Operations. Mr. Morrill added that further consideration had been given

to the matter and it was now proposed to resubmit to the Board the pro-

Posed amendment to Article IX of the by-laws with a suggested further

amendment.

Telegram to Mr. Wheeler, Assistant Federal Reserve Agent at the

Psderal Reserve Bank of San Francisco, reading as follows:

"Retel March 20. There is no objection to your cooperat-
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"ing with the local office of Securities and Exchange Com-
mission in investigation of Manheim Dibbern and Co.'s records
by having your representatives present to assist or advise the
Commission's representative provided that full access to the
records is given voluntarily by an authorized representative
of Manheim Dibbern and Co. On no account should your repre-
sentatives compel access to the office or records of Manheim
Dibbern and Co. without their acquiescence."

APProv

Approved unanimously.

Thereupon the meeting adjourned.

Chairman.
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