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A meeting of the Board of Governors of the Federal Reserve

Ssten was he1q in Weshington on Friday, December 9, 1938, at 10:30
8, m,

PRESENT: Mr. Eccles, Chairman
Mr. Ransom, Vice Chairman
Mr. Szymeczak
Mr. McKee
Mr. Davis
Mr. Dreper

Mr. Morrill, Secretary

Mr. Bethea, Assistant Secretary

Mr, Carpenter, Assistant Secretary

Mr. Clayton, Assisteant to the Chairman

Mr. Thurston, Special Assistant to the
Chairman

Mr. Wyatt, General. Counsel

Mr. Paulger, Chief of the Division of
Examinations

Mr. Smead, Chief of the Division of Bank
Operations

Mr. Goldenweiser, Director of the Division
of Research and Statistics

Mr. Vest, Assistant General Counsel

Mr. Wingfield, Assistant General Counsel

Mr. Leonard, Assistant Chief of the Division
of Exeminations

Mr. Horbett, Assistent Chief of the Division
of Bank Operations

Chaimman Eccles stated that December 23 of this year will mark
i tWenty-£ifth enniversary of the signing of the originel Federsl Re-
“erve Act and he presented for discussion the question what should be
e by the Board in recognition of the occasion. He suggested that
a Simple ceremony might be arranged which would consist of the un-
Veuing of the bronze bas relief of Senator Glass which had been made ;

r()1- )
the Panel at the west side of the Constitution Avenue lobby ;
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T the Boarars building with brief remarks by the Chairmen of the House
an .
q Senate Banking and Currency Committees. It was also suggested that
th
. invitations should be restricted to the President, & few represente-
tiv
®8 of the Treasury, the Federal Deposit Insurance Corporation, the
comptmller of the Currency, former members of the Board and perhaps
Tg
presentatives of the Federal reserve banks, the members of the Senate
ang
House Banking and Currency Committees, and certain close relatives
? Senatopn Glass.
The matter was referred to the Per-
sonnel Committee with power to act for
the Board, and, upon the Committee's ap-
proval, the Board's Secretary was suthor-
ized to incur such expenses as might be
found necessary to carry out the program.
There were presented telegrams to Mr. Young, President of the
ed :
oral Reserve Bank of Boston, Messrs. Kimball and Hays, Secretaries
of 4
he Federal Reserve Bamks of New York and Cleveland, respectively,
* Leach, President of the Federal Reserve Bank of Richmond, Mr.

Mg,
a
Tin, Vice President of the Federal Reserve Bank of Atlanta, Messrs.
Young,

®hy Cago

Stewart and Powell, Secretaries of the Federal Reserve Banks of
» St. Louis end Minneapolis, respectively, Mr. Thomas, Chairman
! the Federal Reserve Bank of Kansas City, Mr. McKinney, President

°f the Federal Reserve Bank of Dallas, and Mr. Sargent, Secretary of
e Fe‘ier&l Reserve Bank of San Francisco, stating that the Board ap-

Toy
®8 the establishment without change by the Federsl Reserve Bank
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of San Frencisco on December 6, by the Federal Reserve Banks of New
ork, Cleveland, Richmond, Chicago, St. Louis, Minneapolis, Kansas
Uty &nd Dallas on December 8, 1938, and by the Federsl Reserve Banks
i3 Boston and Atlanta today, of the rates of discount and purchase in
thegr eXisting schedules.
Approved unanimously.

There was also presented a memorandum dated December 7, 1938,
rHMIMr- &ﬁead reading as follows. Copies of the memorandum had been
"% 40 the members of the Board before this meeting:

"There is attached hereto a draft of revised Form
¥R 105, call report of State benk members, which is sub-
Stantially the seme as the forms adopted by the Comptroller
Of the Currency for the use of national banks and the
Federal Deposit Insurance Corporation for the use of in-
Sured nommember benks. The Executive Committee of the
Ssociation of State Bank Supervisors on December 5 also
decideq by resolution to approve the form and to recom-
Mend to State banking departments that, if practicable,
they adopt the same form of report. Detailed instructions
80Verning the preperation of reports on the revised form
8ve also been drafted (copy attached) by representatives
of the Board, the Comptroller of the Currency, and the
ederal Deposit Insurance Corporation. These instructions
Are being reviewed by the staffs of the three agencies.
Some relatively unimportant chenges will be necessary,
8nd it is possible that in order to reduce the size of the
Printed instructions some paragraphs mey be omitted, par-
ticU-larly by the Comptroller's office. The important
ifferences between the forms and instructions to be
Provided for the use of nationsl banks, State bank mem-
ers and insured nommember banks, respectively, which I
Should 1ike to bring to the Board's attention, are as
follows:
"]l. Capitel account. The Board's instructions
as drafted provide that the aggregate emount of
'Capitel' as extended against item 25 shall be the
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"retirable velue of preferred and common stock and
capital notes and debentures, while the drafts of the
Comptroller's and the Federel Deposit Insurance Cor-
Poration's instructions provide for the extension

of the par value of preferred and common stock and
capital notes and debentures. Both the retirable
and the par values will be shown in a footnote pro-
Vided for the purpose in the report forms to be
used by State bank members and insured nommember
banks, and under the item 'Capital stock' in the
national bank report form.

"Under the Board's instructions the amounts re-
Ported as *Surplus' and 'Undivided profits' would
be-the excess of capital funds over retirable value
Of capital; under the Comptroller's and the Federal
Deposit Insurance Corporation's instructions they
Would be the excess over par value of capital. The
Board's instructions provide, however, that a bank
may extend the par value of stock against the 'Capi-
tal' caption and still show a surplus if it adds
the words 'over par value of capital stock' after
'Surplus', or after 'Undivided profits' in case there
is no surplus. The instructions of both the Board
8nd the Federal Deposit Insurance Corporation will
continue to permit a bank to omit from 'Capital’
any capital notes and debentures outstanding, pro-
vided the amount of such obligations is shown in a
footnote and the words 'before providing for cepital
notes and debentures' are added after 'Surplus', or
after 'Undivided profits' in case there is no sur-
Plus.

"The Board's instructions as drafted agree with
the Board's present position (letters B-966, X-9379
and X-9836, extract and copies attached). That posi-
tion is based on the view that it is incorrect for a
bank to show any surplus or undivided profits (without
Specific qualification) if its capital funds are not
equal to the retirable value of preferred stock (the
&mount which must be paid to preferred stockholders
in case of liquidation) plus the par value of common
Stock. The Comptroller's and the Federal Deposit In-
Surance Corporation's position is based partly on the
Provisions of Section 345 of the Banking Act of 1935
(quotation attached). The Comptroller's office
originally took the seme position as the Board, but
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"changed its position soon afterwards. The Federal
Deposit Insurance Corporation now proposes to change
its position to conform with the Comptroller's pres-
ent position.
"2. Obligations not included in liabilities.
The Comptroller's office will omit from the national
bank form item 33 on the attached draft of Form FR
105 which calls for the smounts of --
(a) Unpaid dividends on preferred stock and
unpaid interest on capital notes and de-
bentures, accrued to end of last dividend
or interest period, not included in lia-
bilities or reserves above
(b) Other obligations not included in item 24
which are subordinated to claims of deposi-
tors and other creditors
"It is understood that the second part of item
33 will be omitted by the Comptroller's office on the
€round that no national banks have such subordinated
Obligations. We have not been definitely advised why
the first part of the item will be omitted, but we
understand that it is on the ground that relatively
few national banks are in arrears on preferred stock
dividends and that it is not a type of obligation
which needs to be included in the published statement.
"As item 33(a) was drafted, it did not include
the last clause 'not included in liebilities or re-
S8erves above'. This change was made at the meeting
of the Executive Committee of the Association of
State Bank Supervisors so as to permit banks which
had sufficient funds with which to pay such dividends
Oor interest to make provision therefor by charging
the amounts thereof to undivided profits and credit-
ing them to reserves. This was done as certain
Supervisers pointed out, particularly Mr. Gossett
from Texas, that a number of banks that were in
8rrears with such payments actually had sufficient
&mounts of undivided profits on their books to pay
accumulated interest or dividends, but were pre-
Vented from doing so by the supervisory banking
authorities who felt that such payments should not
be made until the banks were in somewhat better con-
dition. So long as the banks were willing to make
the payments, the supervisors felt that the banks
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"should not be required to specifically state that
the payments had not been made, and that making pro-
Vision therefor in reserves was adequate in the
Circumstances. This would leave the amount in the

- capital account, and there may be some question as
to whether this method of reporting is entirely
Satisfactory, but under the circumstences and in
order to reach an agreement on the form 1 feel that
the revised caption should be adopted.

"3. Acknowledgment before notary public. The
national bank report form will continue to include
the existing requirement that the report be sworn
to, as required by law, and the forms provided by
most of the State banking departments doubtless
will include this requirement, at least for the time
being, perhaps because of statutory requirements.
The requirement has been eliminated from the fomms
drafted for the use of State bank members and in-
Sured nommember banks, since that is not a statutory
Tequirement and it is felt that the directors' at-
testation is more important and will suffice.

"Tncident to the elimination of the acknowledg-
ment before a notary public, the 'Publisher's cer-
tificate' of publication of reports of State bank
lembers and affiliates (Forms FR 105e and 220a,
copies attached) have been changed to certificates
to be signed (but not sworn to) by an officer of
the State bank member. While there is nothing in
the law requiring any certificate of publication,
it is believed desirable to continue to require
Some evidence of publication. The member bank's
certificate of publication would eppear to be sat-
isfactory, however, since the responsibility for
correct publication rests upon the member bank.

The emended procedure will eliminate the expense
of the notary's acknowledgment by the publisher.

We understand that the Comptroller's office will
not, at this time, substitute a bank's certificate
for the publisher's certificate of reports rendered
by national banks and their affiliates. Copies of
Published statements clipped from papers in which
they are published accompany the reports submitted
to the Comptroller and to the Board.

"4, Valuation allowances. In the State bank
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"member and insured nommember bank report forms
Provision has been made for the deduction from the
appropriate asset accounts of all valuation allow-
ances and reserves for bond premiums. No such pro-
Vision has been made in the national bank form, since
the Comptroller's office does not pemit veluation
allowances to be set up in lieu of charge-offs and
requires that reserves for bond premiums set up by
direct charges to undivided profits be included in
'Reserves for contingencies, etc.!

"5, Secured liabilities. The instructions per-
taining to reports of State bank members and insured
Dommember benks provide that a liability should be
deemed to be secured only to the smount of the book
value of the collateral pledged. The Comptroller's
instructions provide that the amount reported as se-
cured liabilities shall represent the full smount of
deposits or other liabilities secured in whole or
in part by pledged assets. The difference in in-
Structions is based, in part at least, on differences
in interpretations of law and court decisions.

"Attention is called to asset item 9, 'Invest-
ments and other assets indirectly representing bank
Premises or other real estate'. This is a new item
against which will be reported indirect ownership
of bank premises and other reel estate, now reported
in loeans and investments."

There was a discussion particularly of (1) the requirement of

. Proposgeq instructions of the Board that the aggregate amount shown
™ the report against the item "capital™ be the retirable value of the
preferred and common stock and capital notes and debentures rather than i
e Par valye of these items and (2) the memorandum at the bottom of

B form of report which, smong other things, called for a statement of
unpaid dividends on preferred stock and unpaid interest on capital
nOtes and debentures accrued to the last dividend or interest period

g
L included in 1iabilities or reserves. With respect to the first :
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itan, 1t was felt that, inasmuch as the Comptroller of the Currency

"d the Federal Deposit Insurance Corporation were in agreement that

the Par value of capital stock and capital notes and debentures should
% Shown in the report ageinst the item "capital™ and since this item
bt SXplained in the report by a note showing both the par and retirable
"ues of these items, the Board's instructions should be changed to
"€ree wity the proposed instructions of the other two agencies. It

a also felt with respect to the second item that no change should be
Tade in the form of report for the reasons stated in Mr. Smead's memo-
Teduy and for the further reason that, when matters of material sub-
*bance are not involved and where the forms of report of the Comptroller
i the Currency and the Federal Deposit Insurance Corporation are not

5 agreEnent, the forms of the Board and the Federal Deposit Insurance
corp°1‘&tion should agree so that the forms used by member and insured \
2t banks wid) be uniform.

Mr. Smead stated that the draft of the instructions of the
three 8gencies provides that gross reciprocal bank balances shall be
reDOrtgd rather than the net amount of such deposits and that in a 5
teleph°ne conversation this morning with Mr. Gough, Deputy Comptroller
*t the Currency, the latter had indicated that he was inclined to the

W that the instructions should be changed to provide for reporting
the let emount of reciprocal bank balances. This point was discussed

84
1t was the consensus that the instructions should not be changed
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04 that Mr. Smead should advise Mr. Gough accordingly.
. At the conclusion of the discus-
sion, Mr. Davis moved that the form of
report be approved, together with the
proposed instructions, incorporating
the change referred to sbove, and with
the understanding that Mr. Smead would
be authorized to make such minor changes
in the instructions as may be found to
be desireble in consultation with repre-
sentatives of the office of the Comp-
troller of the Currency and the Federal
Deposit Insurance Corporation.
At this point Messrs. Davis end Wingfield left the meeting.
Before this meeting the attention of the members of the Board
ag
been drawn to a memorandum dated December 1, 1938, from Mr. Smead
Tep
; *Tring to the fact that at their recent conference the Presidents
of %
he Federal reserve banks had voted to disapprove the recommenda-
tio .
U8 of the Standing Committee on Collections that each Federal re-
8¢
Tve bani give two-days deferred credit for &ell country items payeble
8y
There in the United States when received from its member banks in
q 8i
Bgle cash letter and that one-day deferred credit be given for items
thay
®&n be collected in one day when received from its own member banks
n
separ&te cash letters and to approve in principle the alternative
8y,
ggestiOn that each Federal reserve bank give two-days deferred credit
81 country items payable in its own territory and three-days de-
rerr
ed Credit for all such items payaeble in other Federal reserve

8
triets except that member banks would receive one-day deferred credit
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fed.org/




1269

12/9/3g e
fo
& Ohe-dey items and two-days deferred credit for two-days items if
8o
Tted Separately and sent to the Federal reserve bank in separate
cag
h letters. It was stated that it appeared that the Presidents had
in
Ting limiting the simplification of the present check collection
Pro
Cedure to what could be done without absorbing any eppreciable amount
of
float ang that, since this position differed from Mr. Smead's under-
8t
®ding of what the Board had in mind when it asked the Presidents'
f i}
farence to have the check collection procedure reviewed, he was
by
Dging the matter to the attention of the Board, inasmuch as the
St
Wding Committee on Collections, at its meeting in St. Louis on
Sc
Smber 12, would have no alternative but to follow the instructions
Bly
®0 by the Presidents' Conference.
After a discussion, it was decided
that no action should be taken on the
matter by the Board at this time but that
Mr. Szymczak should discuss the matter
with President Harrison, Chairman of the
Presidents' Conference, and that Mr.
Smead should attend the meeting of the
Standing Committee on Collections as he
had planned to do and express to the mem-
bers of the committee the views of the
Board regarding changes in the check col-
lection system.
At this point Messrs. Thurston, Wyatt, Paulger, Smead, Golden-
Weis
Ty Vest, Leonard and Horbett left the meeting.
The action stated with respect to each of the matters herein-

e
T referred to was taken by the Board:
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The minutes of the meeting of the Board of Governors of the

Fe
Qeray Reserve System held on December 8, 1938, were approved uneni-
mOusly_

Memorandum dated December 5, 1938, from Mr. Smead, Clﬁ.ef of
the DiViSion of Bank Operations, recommending that, for the reasons
Sateq in the memorsndum, Form F.R. 107, semi-snnual report of earn-
tags and G;V1dends of State member banks, be emended as shown on the
oy °f report attached to the memorandum. The memorandum stated that
“Th1the Proposed changes the Board's Form F.R. 107 will continue to
bein harmony with the correspoﬁding form of report of national banks,

“hy
°h it Wwas understood had already been revised in substantially the
e indicated.

Approved unanimously.
Letter to Mr. Harrison, Chairman of the Conference of the
I‘es
ldents, reading as follows:

"Since early in 1938, the legal risks incurred by
the Federal Reserve benks in collecting warrants drawn
o0 States and political subdivisions have been the sub-
Jeet of considerable correspondence between the Board's
bener&l Counsel, Counsel for the twelve Federal Reserve

anks, and the Cheirman of the Standing Committee on
Collections.

"The question whether the collection of municipal
Warrants should be discontimued was referred to the
tanding Committee on Collections and that Committee, in
1ts report to the Conference of Presidents under date of
May 26, 1938, recommended that the Federsl Reserve banks
®ontinue the present practice of handling such warrants

0 view of the value of the service to their member banks
84 the fact that no serious losses or difficulties had
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"resulted up to that time from the handling of such items.

"Since that date, the object of the correspondence
with respect to this matter has been to work out some means
by Which the legal risks involved in handling municipal
Warrants may be reduced to a minimum. However, so meny
Various suggestions have been made that it seems imprac-
tleable to reach a solution of the problem by means of
Correspondence alone.

"In the meantime, suit has been instituted in Chicago
in the case of Scoville v. Board of Education to recover
fmounts alleged to have been illegally paid on certain tax
@nticipation warrants of the Board of Education of that
¢ity; and the Federal Reserve Bank of Chicago has been
Deémed. one of the party defendants in the case with a po-
tential liability of approximately $240,000, thus demon-
8tl‘ating that apprehensions as to the risks incurred by

ederal Reserve banks in handling municipsl warrants were
00t without foundation. It is possible that an adverse
®cision in the case may produce an epidemic of suits
8gainst the Federal Reserve banks and for this reason it
Seems desirable that a means of legally protecting the
Federal Reserve banks in collecting municipal warrants be
decideq upon as soon as possible. '

"In the circumstances, the Board of Governors feels
Yhat & solution of the problem would be expedited if it
Were referred to the Standing Committee on Collections
for consideration in consultation with the Board's General
Counsel and a small committee of Federal Reserve bank
Counse], Accordingly, if you have no objections, it will
Ye appreciated if you will have this matter referred to
the Standing Committee on Collections for consideration
88 above suggested."

Approved unanimously.

Letter to Mr. Young, President of the Federal Reserve Bank of
By

8t
R, reading as follows:

"Recently the National Fmergency Council advised us
that, through arrangements with numerous broadcasting ste-=
long throughout the country, it had the privilege of
I'°3<iczi.'stj.11g at frequent intervals information about
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"activities of a Govermnmental and related character which
are considered to be of interest to the public. It is
Understood that usually the material for this purpose
is Prepared by the agency affected in question and answer
form, and that a State representative of the National
eérgency Council asks the questions, & representative
of the agency affected answering them. We were furnished
With copies of scripts used for this purpose with respect
to the Reconstruction Finance Corporation and the Fed-
eral Deposit Insurance Corporation. We were asked to
Cooperate by preparing a script of this type which could
® used for the purpose of describing the Federal Reserve
System. It was understood that the seript should be
Short enough so that its contents, together with appro-
Priete introductory and closing announcements, could be
delivered within a space of 15 minutes.

"In view of the request, a draft of such a script has
been prepared and copies are transmitted herewith for your
eXemination. There is also inclosed a list of State repre-
Sentatives of the Nationel Emergency Council grouped accord-
ing to Federal Reserve districts. We were advised that,
Yhen we release the seript to the National Fmergency Coun-
¢il, copies will be furnished to these representatives and
they will be requested to contact the appropriate Federal
Reserve benks for the purpose of arrenging the details of
broedcasting.

"It will be appreciated if you will review the in-
closed script end advise us whether you have any objection
%0 cooperating in this project and also adviege us at the
Seme time of any changes which in your opinion should be
made in the contents of the script. The portions inclosed
in parentheses may be omitted without loss of continuity
in case 1t seems desirable to do so in order to shorten
the time used in meking the broadcast. As we are being
Pressed repestedly by the National Fmergency Council for
its release, we will be glad if you will let us hear from
You at your earliest convenience."

Approved unenimously, with the un-
derstanding that similar letters would
be sent to the Presidents of all other
Federal reserve banks.
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Thereupon the meeting adjourned.

Secretsry.
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