
• n m r * 7? & * >

The z'.iLi'cers cf the Federal Reserve Board took the oath cf office on 

August 1.1, IS-14, in i.'.i.-.til- liter, the outbreak of tl'.s Ire;ear. Tire-
r*

■ *t>The r.lnost comp1st3 col-a^se -f the world’s machinery' cf credit forced 

then to give their immediate attention to the acute prGhl3m& facing the .

country as a consequence of thi3 catastrophe. In opite cf these tasks,
;
which absorbed their tine and taxed their energies, the- r.smbsrs of the 

Board, after two months, he.d completed the preliminary*’ work and in par

ticular the task of selecting the thirty-si.-: Clain "C*' Directors, thus 

completing the beards of ’the Federal Reserve Banks and’placing in .their 

hands the charge of opening their respective institutions. It is hoped, 

that, with the high spirit of public duty which inspires all those direct-■j* “ *- t
ors and the governors chosen by then the banks will open on or about Eovem- 

ber sixteenth.

It is a source of great satisfaction -fee the Federal Reserve Board tc 

be able to state that the most acute phase of the emergency appears to hav.a 

passed‘and that the main clogs in the wheels of com erce and trade have 

been removed. But a conflagration embracing almost '.11 Europe must of nece-r 

sit7 leave this country in a condition where it is cur duty to organize and 

make available to the highest degree our own resource -, sc a = to enable us 

to meet our own needs, and to replace the facilities suddenly withdrawn frem 

us by the closing of the old and customary channels of credit and trade. It 

is the consideration of’ these 3ides of the problem th i !:'.=> IssfL the Federal 

Reserve R ^ r d  to urge the immediate opening of the banks ever, though it

necessitated a reduction tc the si .llsit gosjitle ocop« of cha program to jj

ir.i- the opening of the banks. The Ecaid considers it as its prime 

iuty to eat in motion the machinery for bringing the gold reserves of the
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country under a strong orgs.nizc.tion capable of centralizing available reserves, 

cf absorbing as rapidly as possible gold wastefully circulating, and generally 

to increase the basis of our credit facilities.

The almost exclusive function of the Federal Reserve Banks when opening 

will be the receipt of the reserve deposits payable in lawful money and dis

counts. It is to be hoped (and all possible prossure should be brought upon 

member banks to that effect) that the largest possible amount of cash and pref

erably gold will be transferred to the Federal Reserve Banks ?.rhen opening and 

that rediscounting operations at the start will be comparatively unimportant. 

Except in Districts 6 and 11 (and to a certain extent 5 and 8) where, owing to 

the congestion of cotton, immediate relief will be necessary, rediscounts with 

Federa.1 Reserve Banks, should not be encouraged, and it is thought that it will 

be a goed policy for the Federal Reserve Banks, when opening, to fix their dis

count rates high enough to secure this result. It ought to bo borne in mind 

that, for the time being, there is still a heavy cash balance due to Europe for 

which gold may be demanded and that Europe holds many billions of our own se

curities which may be sold back to u$» ■ Fo must furthermore remember that we 

have Issued more than $300,000,000 of additional emergency currency which grad

ually ought to be reduced.

The entirely unprecedented condition of the European markets will render 

advisable the greatest caution in dealing with our own- It is impossible at 

this time to foretell how long the disastrous wars will continue or to predict 

what will be the financial, and commercial conditions when the a ay of final 

settlement will come. Our own country has been developed largely with the help 

of European capital and we havo been accustomed annually to place in Europe hun 

dreds of millions of dollars of securities.. The old countries were glad to tak
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these because the rates of interest offered 'ey our in v a'•insert: wore more attrac

tive than thG3o to ha received from their own. It is impossible to predict 

what the ultimate effect will be, hut it is to 00 apprehended that at the end 

of this war investment returns in Europe-will 00 higher than they were in the 

past. Tho groat destruction of property and the unparalleled expense to which 

those nations have “been put will not only render thoir savings unavailable for 

our country but, instead of buying naw securities from us, they may be willing 

to sell back to us securities now held on the other side.. This tendency will 

be tho stronger, the lower our money rates-will be and, inversely, it will be 

lessened if our interest rates and investment returns are fairly high.

The problem of the Federal Reserve Banks is then a two-2old one: on the 

one hand to grant credit facilities, particularly where the- abnormal conditions 

now prevailing have created- emergencies calling for proript relief, s.nd, on the 

other hand, to protect tho gold holdings of this.country and to enable it to 

stand all possible demands for gold to bo made upon us by Furopo. It would ap

pear that this can best be done by supplying credit facilities liberally where 

there is. a legitimate and urgent demand but at rates sufficiently high so as to 

reduce the pressure upon the Federal Reserve Banks and at the b:ae time to dis

courage too largo a back flow of securities to our shores. This.policy must be 

adopted, not only by tho Federal Reserve 3anks, but c?-lso by the member banks 

which, when the new reserve requirements go. into effect, should employ a sub

stantial part of the amount of cash and reserve money set free in redeeming 

Aldrinh-Vreeland .currency and tc increasing their cash balances with the Federal 

Reserve Banks.

Fhile happily our international trade is improving by leaps and bounds : :.d

(3)
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hope appears to bo well grounded that this country will turn in its favor 

the scales of the balance of trade, r. period of conservatism and watchfulness 

is Acquired until our new tanking system will have bojj firmly establishod and 

until we can safely control the influences that may have an adverse effect on 

our own development. "When this point is reached,, the Federal reserve Bank
i

System will enable us to pass from a period of conservatism ir.t- -r.e of conser-r 

vative liberality in the granting of credit facilities.

The Federal Reserve Boards under Section of the Federal Reserve Act,

has the right, to determine or define the character of ’’notes, drafts, and bills

of exchange arising out of actual commercial transactions; that is, notes,

drafts, and bills of exchange issued or drawn for agricultural, industrial, cr

commercial purposes, or the proceeds of whiqh have been used, or are to bo 
%

used, for such .purposes.

Bearing in mind the requirements of the present situation, th^ Federal 

Reserve Board has reached the conclusion that it would be inadvisable at -this 

time to issue any narrow regulation governing discount operations. It is frer.: 

this point of view that it has been decided not now to enter upon the question 

of single or double name paper but to admit both forms of bills to rediscount 

with the Federal Reserve Banks, . The Federal Reserve Board wishes, however, tc 

establish the following rules ana principles to be 'observed by Federal Reserve 

Banks and member banks.

‘ Beginning by stating the gase negatively, the rule is hereby established 

that, for rediscount v/ith Federal Reserve Banks, no bill is tc be admitted the 

proceeds of which have been or are tp bo applied to permanent investment.

It is the established principle of central banks tfo invest oî ly ipt obliga

tions maturing within a short, time.. The rule is generally observed not to

(4 )
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purchase paper having r.cr3 than ninety days *:o run; furthermore, that within 

these ninety Jays the maturities cf these notes an-', hills should b« sc well 

distributed that it should bo possible for these banks within short time to 

increase their hold on the general money market by eel] jeting at maturity., cr 

reinvesting at an increased rate only, a very substantial portion of their 

bills owned. Acting.on this theory, the Federal Reserve Banks should be able 

to practically liquidate v/henever called upon to do so, one third of all their 

investments within thirty days. It is .in following this principle that safot-y 

lies for -the entire system ana, at the sane ti.no, the justification for member 

banks to count balances with Federal R.-serVo Banks as a cash reserve. ' But srf.-- 

ty net only requires that bills hold by the Federal Reserve Banks shov.ll bo cf 

reasonably short and well scattered maturities, but in addition they ought to 

be of such character that, when they nature, it is certain that they can be 

cc H o c  tod. They ought to be (to use-‘the term -nor. sc often applied) M so Il

liquid ating,r. The- basis of the bill drawn oujht in every case to be scree step 

in the march of goods iron producer to consumer; or, to state it ir. another 

way, in the gradual process of distribution. The nearer'tlv.s process roaches 

the fir„;:l consumer the smaller will be the amount involved in each trails action, 

as represented by the bill, and the more self liquidatin'* will be its character. 

Double name paper drawn against the sale of goods on the purchaser is, from the 

economic point of view,'the clearest evidence of the legitimate character cf a* 

bill. Single name notes, as used in our country, may represent the very same 

character of a transaction theurh the firm having sold the goods will sell its 

ovm no_te to finance collectively r number of sales cf this kind. Inasmuch, how

ever, as the single name paper does not show on its face she character cf the

(5)
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transaction against which it has been issued - a serious defect in this fora%
of paper - it is incynben^ upon each Federal Reserve Bank to insist that the 

character of the business and the general status of the firm offering its. 

paper should be closely investigated and that the discounting tank be assured 

that the single name paper has not been issued for investments of a permanent 

nature or of a longer duration than Should be srfely financed by the sale of 

ninety-day notes. Only careful scrutiny as to these characteristics would 

render it safe for the Fed.oral Reserve Rank to consider such paper investment 

as self liquidating at maturity.

At this point we reach- then the conclusion that bills, in order to bo 

eligible for rediscount by Federal Reserve Banks, should not bo drawn against 

permanent investments; they should be drawn against some temporary process in 

the general advance from producer to consumor; they should essentially be self
r

liquidating, and a statement should, have been given to the bank purchasing the 

paper. It is most desirable iij the beginning of the operation of the banks tc 

simplify matters as far as possible and it is, thoreforo, thought unnecessary 

to exact that a statement of condition should bo attached to 3ach bill when 

sold to. the banks, nor is it thought necessary to embarrass the member-banks by 

subjecting them to new regulations with which, at. the. time of opening of the 

Federal Reserve• Banks, they cannot possibly comply since they own large cunou:.t:. 

of paper purchased before these rules were established. The Federal Reserve 

-Board, however, believes it safe and equitable to establish the rule that, at 

the expiration of forty-five days after the opening of the Federal Reserve San!1.: 

no paper shall be rediscounted by them that does not boar on its face the evid^n

(6)
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outlined, and that the party selling the paper has /ivon a statement tc tho

:::o.abor bank. A rub cor stomp soyinp in substance:
x--------------*.---------------x
: Eligible fer Rediscount with
: Federal Reserve Bonks
: CREDIT FILE NO......
: DISTRICT ‘TO.......
: (H:xo cf I'ember Bonk)
x----— ---------------‘— -— ---

tĥ -t it is cli"iblo for rediscount urmcr the broad rules and dsfi*j|t.ions abovo

wculd be considered sufficient evidence tc this effect. It would bo under

stock that the Federal reserve Bank ccuid :.t or.y tine C7.ll for 'this credit 

file m i  it r-.y roll bo expected th:.t those cro-lit files, particularly cf 

i-'-oro important fines :.ni of these todiecountin' larper amounts, will be assem- 

blod in the Federal Reserve Banks and fen., tho nucleus of a credit bureau 

which in turn eventually may lead tc a central credit bureau. For the time 

boin^ certified statements shall not bo required, this is to bo loft open for 

further regulation at a later date. Tho statoDo.it should contain a short ;;en-• 

oral description cf tho character of the business, balance shoot, profit and 

loss account. Assets should bo divided into fixed investments, slew invest- . 

ments and quick investments; on tho liability si-e should oo shewn capital,

Ion;' time borrowing and berrer/ina- on short tor.".. Short term borrominas oujht 

to correspond to quick assets and tho statement should bo convincing .that 

short, torm pop si* is net beirrj scid aaainst permanent investments or slew assets. 

The statement should furthermore contain tho iF-xiraua: amount up to which the 

firm, issuing this paper expects to borrow in tho appr opr. to on short credit or 

sale cf its paper, and tho firm /ivinp the statement shculd obligate itsolf to 

inform the bank and secure its consent before exceeding this limit.. The affix

ing of tho stamp statin/;, such pap or to bo eligible fer rodiscount will be ecu-
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f*
.. .sidered as an affidavit by the member bank that the statement has been examined* 

from this point of view and that the paper bought complies with the requirements 

; as above outlined.

No Federal Reserve Bank should make any engagement with any member bank to 

renew paper at maturity at its then, existing governing discount rate or other

wise, and it is urged that member banks- abstain from pledging themselves to 

*■ renew from their customers ninety day paper and thereby practically making it 

six months paper. It is apparent that, for certain branches of trade and man

ufacturing, it. is impossible to liquidate a transaction within three months 

and that a credit of six months would be necessary to carry to its end either 

' the process of production or manufacturing or the conclusion of the liquidation 

of the entire stock. 'Thile it is proper for borrowers to rely to a certain ex

tent upon their ability to renew their paper, it would appear conservative that 

borrowers in need of a six months credit for the completion of their business 

should either be encouraged to provide a larger proportion of working capital' 

of their own than those who are able to liquidate, within a"-ninety day-period 

or to force them not to carry too extensively their finished product. Pro

ducers forced by the nature of their business to renew their ninety day bor

rowings should be impressed with the fact that they are talcing this risk. The 

banks should not .take it for them and the more the period of temporary borrow- . 

4 ing and production be brought into closer proportion the safer will be the en

tire banking system. *

The law provides that the Federal Reserve Board shall fix the percentage 

of the capital (by which is understood capital paid in) up to' which a Federal 

Reserve Bank may discount "notes, drafts, and bills drawn or issued for agricul

tural purposes or based on live stock and having a maturity not exceeding six

' • . (8)
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months". The law gives latitude to the Federal Reserve Soard to deal with 

each Federal Reserve Bark individually in fixing this Unit. The Federal F.e- 

serve Board hereby fixes this limit generally., and until further notice, - at 

twenty per centum of the capital paid in from time to tine. For those dis

tricts in which, during certain seasons, six months paper .is particularly re

quired to carry through agricultural and farm operations, the limit wili he 

increased from time to time. It would appear that, particularly in the cattle 

raising districts where the output is a continuous one it will not he diffi

cult .for the hanks purchasing six months paper to scatter their maturities in 

such a way that a substantial amount of■ their paper could always have run off 

and he reduced to ninety day paper so as to give these-hanks a fairly continu

ous and ample supply of paper eligible for rediscount with the Federal Reserve 

Banks. In other-districts, like the cotton growing ones, where requirements 

for.six months paper are based on seasonal operations and therefore will he 

made upon the hanks to a large extent at; the same.time, it is suggested that, 

as heretofore, these hanks will find it convenient to place the most substan

tial part of their six months paper with other hanks of the country and carry 

themselves a certain amount. The Federal Reserve 3§tnks cannot, under the law, 

and should nc.t for their, protection and safety, invest beyond a certain limit 

■in six months paper.

"The law dcs: not limit the aggregate amount of- rediscounts to he granted 

by the Federal Reserve Baals to each manoer hank and ths question has been

raised ah to -hethar any masher hank should he entitled to h for redis

count at the bank rate then governing any .amount of 

of the page, vrould appear satisfactory th yhe Feder

per, provided the quality 

reserve . This -rues-
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ticn is to be* answered in the negative. It is true to© one hand, it

is the object of the 1 aw to male b-.Iaae.es lying inbl^ in one part.of the .coun

try, or in one part a district, or in any. one bank, available fcr the other 

where bank accommodations may-be legiflyj-iately required. But, or the other hand, 

it would be unfair to depositing banks.not having called upon the Federal Re

serve Banks for any rediscounts, - to use their reserves to such a degree that 

their own legitimate demands could be net- only upon more onerous terms because 

the weaker or less conservative banks would already have absorbed all the 

readily available credit. The policy of the entire system will have to be one 

of equalizing and: guiding' the ebb and flow of available resources, but until 

a free and country-wide discount market will have been established, which will 

be the most effective means of equalizing, it will be necessary for the direc- 

tbrs .of the Federal -Reserve Banks to use their discretion In granting redis

counts. They'tfill have to make careful examinations of their own status and 

that of the other Federal Reserve Banks and it will be their duty to fora as 

accurate as possible a judgment as to the.-aggregate facilities whiCh they can 

safely supply and to farm'en;estimate of the probable .demands and the directions 

whence they would be likely to come* . After carefully Weighing these two fac

tors in the light of conditions existing in the other’-Federal Reserve Banks 

and reviewing the position ©f the entire country in its relation with the 

other nation^ of the world, they will h:.ve to reach conclusions as to v/hat 

would be a fair share to be allotted to applying member tanks. In the b^gin-. 

ning it will be nr. extremely difficult tail both fcr. the-.' dir actor 3 and for the 

Federal Reserve Beard on whom they will call fcr- guidance. After a feu years 

of actual experience and compiling c£ statistics showing to seme extent the
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normal supply ar4 demand of each district,, the task will be much and

the fTether a free discount market develops the easier will he -the Vjgŝ s ©f 

handling the situation* hut in starting a sygtem entirely new tc our country 

it will be necessary i$ many respects to feê , our way carefully and lehrn by 

experience.

Bank Acceptances

*" The free use of American b^nk acceptances in financing transactions in- 

volving our-imports and exports will be a great factor in establishing an 

American discount.market. The American bank acceptance must become a popular 

investment all over the world. It must compete with those of EhglaAd, Germany 

and France, and’-, in order tc achieve this end, it must have a regular and re

liable home market and the discount rate at which it ban be placed must, as 

far as possible, meet that of the competing countries. This is all the more 

necessary as the bank acceptances of these other countries are well.known all 

over the world and foreign nations are thoroughly familiar with the methods 

of disposing-of these bank acceptances. A concerted effort will be necessary 

tc establish a ful+ and equal standing for the American bank acceptance in 

the world's market. It follows from this and other considerations (which it 

would lead tc,cf far to enlarge upon) that the discount rate for American bank 

acceptances must be lower than that fcr single name paper endorsed by member 

banks, and it will-be, therefore, from the point of view cf return, a peer 

investment for the Federal Reserve Banks. From the national point cf view,

however, it wil 

.Federal Reserve 

'involved should

be necessary that the question of return be disregarded by 

iaziks when acquiring bahl acceptances. The'larger 'question 

.5 the guiding factor.
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The report by the Committee on Commercial Paper, approved' by the confer

ence of Federal Reserve Bank Director^ at Washington on October 22, recommend- 

ed that this question of “bank acceptances be dealt with c-n a. joint plan and 

for the joint account of the Federal Reserve Banks and that the Executive 

Council of Governors oi the Federal Reserve Banks should, from time to time, 

regulate the method and the rates to govern.the transactions in bank accept

ances . It would appear as if it might be ..advisable to adopt a plan that these 

acceptances should be purchased for joint account, on a pro rata basis of capi

tal or deposits, by those Federal Reserve Banks which, frail time to time, have 

the lowest bank rate.

The Federal Reserve Board is in full accord with these recommenda

tions and urges that prompt steps be taken by the Executive Council of Govern

ors to establish a basis for dealing with bank acceptance5.

Under Section 14 (d) power is given tc the Federal Reserve Banks "to 

establish from time to time, subject to review and. determination of the Federal 

Reserve BoarcL,. rates of discount to be charged, by "the Federal reserve bank .for 

each class of pape,r?*. This would permit the Federal Reserve Banks to establiils 

different-rates of discount .for single name, papar* for double name paper., for 

bank acceptances and different rates also for. various maturities. It is natur

al that there should be a rate for six months pap or different .iron that govern

ing three months, paper, and at times it may prove .very .advisable tc have a dif

ferent rate for. thirty day paper from that for ninety day paper. From the 

m i n t  of view of r. Feder" 1 Reserve hank, de^ircm - seciuitn mis greatest

■:o ,oible.li:nility, paper having to d thiity drys isrun net to ana mo st
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besirable investment, an£. this in itself might -arrant, ?.t tinea, the lcv-er' 

r=.ts. But, in' c-ddition, Q ht* is tfre further ccr.siderc.t:'.c:-_ that it is desirah 

tc train the nearer banks to use less entensiveij the cr.IX 1 ;r:: market cf ifta 

stock exchange as the neats cf e'uc^i-zing daily ba^ar.cso. .but'rather tc v. : 0 

their short paper for this purs .t o. It is, therefore., -.;i: t ".. U. tc. mccur:.;^

the habit of even the strongest hard s to rediscount t h e ! i n  : ; -'uvities

rhea necessary for shei.r daily repair orient 3 .

It appears advisable, hevr-iver, tc move slcrT/ in this reipeci, and th|- 

i.ug'.estion i3 made at thi* time tc serve as = topic for further careful coi

:id3raticn o\ the Executive Council cf governors,

.4

\
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WHEREAS, under Section 10 of the Act approved December 23,
1913, and known as the Federal Reserve Act, the Federal Reserve 
Board is empowered to levy serai-annually upon the -Federal Reserve 

(► banks in proportion to their capital stock and surplus, an assess
ment sufficient to pay its estimated expenses including the salaries 
rf its members, .assistants, attorneys, experts and employees fer the 
naif year succeeding the levying of such assessment, together with 
any deficit carried forward from the preceding half year, and

WHEREAS, Under Section 15 of said Act, said assessment shall 
include a sufficient amount to cover expenses incurred in conncc- 
ticn with the issue and redemption of Federal Reserve notes pro
vided for in said Section, including cost of plaxes and dies to-be 
engraved, the distinctive paper used and the cost of printing or 
engraving such notes, and

WHEREAS, It appears from estimates submitted and considered
that it is necessary that a fund equal to ______ _____ per cent; of the
capital stock of the Federal Reserve banks be created for the pur
poses hereinbefore dr scribed,

HOW, THEREFORE, EE IT RESOLVED, That pursuant -to the author
ity vested in it by law, the Federal Reserve Board hereby levies 
an assessment upon the several Federal Reserve banks of an amount 
equal to per cent of the capital stock of such banks,
and the Secretary to the Board is hereby authorized to collect from 
said banks such assessment and execute in the name of this Board a 

- receipt for payments made. Such assessment may be collected in
three instalments of cneuthird each; the first instalment to be paid 
upon notice of the Secretary to such banka, the second instalment 
within thirty days and the third instalment within sixty days from 
said notice.

The foregoing is a true and correct copy of resolution duly 
offered and adopted by the Federal Reserve Board at a meeting 
hold on dav of November, 1914.

FEDERAL RESERVE BOARD,

By Acting Governor.

(SEAL)

ATTEST^.___ _
S ec re ta ry .
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ANNOUNCEMENT.

The Secretary of -the Federal Reserve Board today sent to all

Federal Reserve Banks copies of a resolution levying an assessment

of four-tenths of ono per cent against the sever.1 Federal Reserve
*

Banks for the purpose of defraying the estimated total expenses in 

connection with the work of the Board. The assessment includes an 

estimated charge for the preparation of Federal Reserve notes and dies 

therefor of over §200,000. This item of cost will be very much less 

after the system has opened and the Federal Reserve Banks have been 

placed in operation. The actual cost of maintaining the Board cannot 

be figured with any degree of exactness owing to the circumstance that 

th-i number and extent of the Board *s staff has yet to be determined.

The first assessment is, therefore, based upon rough estimates of 

probable cost. •

Federal Reserve Banks are requested to make remittance of one- 

third of the amount of their assessment immediately, a second third 

within thirty days, and the third installment within sixty days from 

date. The basis of estimate is the capital st<ock allotted to applying 

member banks figured at its full face value or about §110,000,000 for 

the whole system.

The actual assessment is intended to cover the outlay during the • 

first half year.
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EXHIBIT B.

Chairman, Board of Directors
Federal Reserve Bank of

S I R : *

For your information, please find enclosed certified copy of 
^  a resolution of the Federal Reserve Board levying an assessment of

4/10ths of one per cent against the several Federal Reserve banks for 
the purpose of defraying the estimated total expenses in connection 
with the work of this Board as prescribed in the Federal Reserve Act.

• It is necessarily difficult to foretell the total expenses
-•f every kind and nature incident to the development of the System, but 
the above assessment is believed to be sufficient to cover all expenses 
for a period of six months.

This assessment is based upon the capital stock of the several 
Federal Reserve banks, namely, an amount equal to six per cent of the 
aggregate total capital and surplus of all member banks.

In carrying out the requirements of the resolution above re
ferred to, you are requested to make remittance of the first one-third 
of your share of this assessment at this time; a second installment 
• f one-third within thirty, days and a third installment of one-*thira 
within sixty days from this date.

In calculating your assessment you should take as a basis the 
capital stock allotted to the applying member banks by the Reserve Bank 

* Organization Committee, as shown bv the transcript of stock register
furnished you for the purpose of opening your stock ledger.

Any discrepancy resulting, from a decrease or increase of 
capital and surplus of member banks since the allotment was made by the 
Reserve Bank Organization Committee will be adjusted after your stock 
ledgers have been opened and checked. This adjustment may be deferred 
until the payment of the final installment, due sixty days from this date.

Remittances should be made ^n the form of check or draft pay-^ 
Abl« to th# "Federal Re serve Board." " ' ~ '7 '

Respectfully,

(Signed)-H. Parker Willis,

S e c re ta ry .
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Bids SENT IN BY BONDING COMPANIES
jj.7

••GOV. &
COMPANIES. :BK. STF.

FED.RES. 
AGT. & 
STAFF

FED.RES.:DEP.FED:STAFF 
AGENT :RES.AGT:OF FED 
ALONE : :RES.AGT.

International Fidelity Ins. Co.,:$2.20 
#15 Exchange Place, Jersey City :
N. J. ' :

$1.00 :$1.00 :$2.20 
• *

American Fidelity Co *> :
9th & New York Avenue, :$2*00 

Washington, D, C» ;

$i7oc
for each 
bond

:$1.00 !
:for ea.:
: Bond *. . . .

American Indemnity Co., :
Galveston, Texas :$2.00 $1.00 :$1.00 :

Ti; U, S'. Fidelity & Guaranty Co:
Baltimore, Md. .. :$2.50 $1.00 : $1.00 :$2,50

\2) U. S. Guaranty Co., :$2500 757. of Reports will be made on 
111 Broadway, N. Y. : . to rate officers & Staff of

:$25000 for Gov banks.
. : at & Staff

:v 2.00 .
New Amsterdam Casualty Co. : : : ■ :

Baltimore, Md. :$2.50 ; :$1.00 :$1,00 :$2.50
Royal Indemnity Company :$2.50 $1.00 $1.00 $2*50 

410 Bond Building, Wash. D.C. :Blanket bond, same rate, liability to be
tascertained by multiplying the penalty of 
:the bond by the No. of exposures.

Fidelity & Casualty Company, :y2„5(j ^$1.00 $1-00 $1.00 $1.00 
520 Colorado Building, Wash,, ; Running to the Government

D. C. : $2.50 $2.50 $2,50 $2.50
: Running to the Banks.

Aetna Accident & Liability Co. ;$2.50 $1.00 $1.00 $2.50 
Hartford, Conn. : Usual Govt.form Honesty

: of bond. form of 
: ■ • bond only

American Surety Company : '
100 Broadway, N. Y. :$2.50

• *
# ♦

$1.00 : $1■00 : $2.50
Hartford Accident & Indemnity Co 

Hartford, Conn. 02.50
Southern Surety Company,

605 F Street, Washington, D.C. l$2 *50 Oi. 00 :$1.00 :$2.50
Maryland Casualty Company, 

Baltimore, Md♦
:(1.00 for bonds 
<l-2.50 for bonds

Pennsylvania Surety Company, 
Baltimore, Md.

Chicago Bonding & Surety Co. 
412 Fifth Street, Wash. 3. 0,

_____7^2.50
:Blanket bond $2. 
.•plying the penal 
:covered. ______

running to the U. S. 
running to the banks.

01. ?2.50v’i. 00 fl.00
50 calculated by multi
sum by the individual

rBlanket bond $2. 
:plying the penal 
:covered.

C'l.oo 0 i . oo $2.50
50 calculated by multi
sum by the individual

lassachusetts Bonding & Ins. Co. 
77 State Street, Boston, Mass.

.quitable Surety Co., 
St. Louis, Missouri

$2.50 $1.00 $1.00 $2.50
Blanket bond $2,50 calculated by multi
plying the penal sum by the individual 
Covered.

: $2 .50 -AiSl.OO :$1.00 :$2.50

I

I

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



Illionois Surety Company,
211 Colorado Building, Wash;,D.C. $2.50

? . JiAJ 
$1^00 : $2.50

Casualty Company of America,
1500 Bond Building,Wash.,D. C. $2.50 : $1.00 $1.00 :

Fidelity & Deposit Company, of Md. 
Baltimoref Md. $2,50 $2.50 : $2.50 :

JOINT BID.
National Surety Co.,115 Broadway,N.Y 
Fidelity & Cas.,Co.,New York, N.Y. 
Globe Indemnity Co.,New York,N. Y. 
New England Cas.Co.,Bost*n, Mass

$2.50 $1,00 $1.00 $2.50
Bid may also be considered for each 
Company separately.
Investigation of employees will be unde 
taken for Board or banks to a limited 
extent.

(l) "In addition to the above regular schedule bond or bonds we alb© offe.
to write the encles-ed excess blanket fidelity bond, our bank form 91, for 
$50,000 in favor of each et, any one of the Federal Reserve Banks on behalf 

ariy twenty-five ifficere or employes in any one principal bank or in 
any one branch at a premium of $750.00 «pon the condition that Said twenty 
fi^e officers or employes will be bonded under a schedule bond or under a 
primary- coverage for amounts equal to the amounts outlined in schedule §2 
on the reverse of said excess blanket bond. Provided also that the amount: 
for which said officers or employee are bonded to the Bank primarily eithe: 
under a schedule or under separate bonds shall aggregate at least 
$200,000.00."

"If it is desired to have more than twenty-five officers or employes 
covered by this excess blanket bonds, we will add additional men to this 
excess bond at a premium of $15.00 per man, provided said parties are 
also primarily bonded to the Bank in accordance with schedule $2 on the 
roverse of said excess blanket bond."

"It is our opinion that it will be desirable to cover many of the 
minor clerks and employes only in comparatively small amounts. To cover 
such employes for $50,000. or $60,000. would obviously be to over-insure 
them. This protection may besecured by covering such employes under the 
schedule bond for the proper penalties and the twenty-five or more of the 
officers or directors in each principal bank or in each branch bank, who 
have access to large amounts, may be selected ,to be covered under the 
excess blanket bond of $50,000. in addition to the amounts for which they 
are covered under the regular schedule bond."

I
(2) "A schedule bond covering Governor and Staff individually for stated

amounts varying from $2500 to $10,000 (or even up to $25,000) an each, 
according to responsibility of position held, at a premium rate of 20 
cents per $100. per annum as a primary coverage."/

"Excess loss over such primary coverage to tte covered by a policy or 
policies in blanket form issued by other company, or companies for amounts 
desired, say $100,000. to $250,000. according to size of Bank, (Rate on 
such excess coverage should be very moderate)."

2 .
"A bond in blanket form on Governor and Staff Collectively covering 

loss up to $25,000 through any one or more or all persons named in the 
schedule forming part of the bond, to be held as a primary coverage, at 
annual rates as follows:-

1st 100 names @ $20,00 each
2nd 100 
3rd IOC 
4th 100

400

'2000.OQ 
12.50 " 1250.CQ
7.50 " 750.00
5.00 " 50.0.00,

(averaging $11.25 each$<506.00
Each additional name (beyend 400) each $4.00 

tu?>,/%*>q loss ov»r nrimarv t,o be covered by Q. policy or
policies in blanket form issued by ether company -jr companies for amounts 
d#3ired, say V’100,0GC to £250,000 according to size of B.;,nk. (Rate on such 
excess coverage snoulc be still lower than on exce Ro . 1. because
of the higher primary coverage". - n
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3,9.

statement for the p r e s s.

Payment of the first installment of the capital stock of Federal 

Reserve Banks, called for on November 2nd, has been practically com

pleted.

The amounts paid in, as reported to the Federal Reserve Board 

today, are as follows:

Boston §1,617,925.

New York 3,320,380.10

Philadelphia 2,068,559.41

Cleveland 2,012,353.80

Richmond 1,063,458.55

Atlanta 777,248.63

Chicago 2,191,000.

St, Louis 912,000.

Minneapolis 794,500. ,

Kansas City 916,000.

Dallas 951,335.

San Francisco 1,322,346.24JL i d & £3 | «3 ~r O * 6
1-17,947,106.73
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ihe Governors of the Federal Reserve Banks

Gentlemen:

I submit a statement with reference to the work placed in 

my charge relating to accounting systems for use in Federal Reserve 

Banks and equipment therefor* Such assignment having been made partly 

by the Organization Committee or the Federal Reserve Board, partly by 

the Convention of Directors which met in Washington October 22nd,, and 

partly by several of the Governors of the banks acting together on-a 

later date.

In January 1914, I was requested by the Secretary of the Tres- 

ury, as Chairman of the Organization Committee, to form a preliminary 

committee of experts for the purpose of considering questions respecting 

the organization of Federal Reserve Banks. This duty was carried out 

and part of the work of the Preliminary Organization Committee thus 

formed by me consisted in preparing accounting plans for the banks. With 

expert assistance, two such plans were formulated and were presented to 

the Board. Both were referred by the Board to the Buieau of Efficiency, 

U. S* Civil Service Commission, which, after examination of both plans, 

reported in favor of a system prepared under the direction of Messrs. 

Harry E. Ward and C. C. Robinson, of New York City, acting as expert 

advisers to the sub-committee on mechanical accounting which had been 

appointed by the Preliminary Organization Committee already described 

and of which I was Chairman. Subsequently the two systems already 

mentioned were referred by the Board to Mr. W. P. G. Harding, one of the 

members of the Board, as a sub-committee. Hr. Harding carefully dis

cussed both systems with me and finally presented to the Board a report 

coinciding with that of the Bureau of Efficiency. This report was 

adopted by the Board. At the convention of Directors and officers of 

Federal Reserve Banks held in thi-3 city on October 20-22 a s u b - c + ■ w 

of the convention to seal with statistics and accounting was a r r o. w * e \ ,

1
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This committee devoted two days’ work o consideration of both the 

accounting systems* whose genesis has already been described and reported 

back to the convention favorably the same system that had already been 

approved by the Bureau of Efficiency and by Hr. Harding and-by the Board 

itself, A report of this committee is embodied in circular No* 11 

issued by the Board, which includes the' reports of committees to the 

convention, A copy of circular No, 11 is attached hereto as Exhibit A*

In adopting the report thus laid before it, the convention, however, 

expressly requested that the Board should refer the accounting system 

to a meeting of Governors to be held after the close of the convention.

This meeting was held on October 22ndf and there were present: Mr.

Theodore Wold, Governor of Federal Reserve Bank of Minneapolis, Mr*

George J. Seay, Governor, Federal Reserve Bank of Richmond, Mr. Archibald 

Kains, Governor, Federal Reserve Bank of San Francisco, Mr. Alfred L.

Aiken, Governor, Federal Reserve Bank of Boston, Mr. Charles M. Sawyer, 

Governor, Federal Reserve Bank of Kansas City, Mr. Joseph A. McCord, 

Governor, Federal Reserve Bank of Atlanta, Mr. Oscar Wells, Governor, 

Federal Reserve Bank of Dallas.

Governor Benjamin Strong,. Jr.. , Federal Reserve Bank of New York 

City, had already, on a previous occasion, devoted careful study to the 

accounting system and had approved it. Governor James B* McDougal, Federal 

Reserve Bank of Ghicago, and Governor Rolla Wells, Federal Reserve Bank 

of St. Louis, had not at that tine been elected, while Governor Charles J* 

Rhoads, of the Federal Reserve Bank of Philadelphia, and Governor E. R. 

Fancher, of the Federal Reserve Bank of Cleveland, were not present.

Federal Reserve•Agent D* C. Wills, of Cleveland, had, however, been a mem

ber of the Committee on accounting and had devoted very careful attention 

to the whole subject on a previous occasion. The seven Governors who were 

present on October 22nd carefully reviewed the system, of accounting in 

conjunction with Mr. C* C. Robinson, who had been largely instrument#1 

in framing it, and with myself* At the conclusion of their invest.: gat :.c*-. 

the scheme of accounting was tentatively approxd by them sub 3eel 

further investigation on their return home, and the following rcair s ts
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were made o f me:

!♦ To place contracts for printing the accounting forms embodied 

in the system; to receive orders from such of the banks.as might choose 

to introduce them, and to distribute the forms in accordance with such 

orders *

2 . To obtain bids for machines suitable for use in equipping the 

banks to carry bookkeeping operations involving the use of the proposed 

accounting system; to classify such bids; and to inform the several banks 

of the result in order that-they might, in their discretion, supply them

selves with machine equipment*

Subsequently three of the banks requested me to place their actual 

orders for machines in accordance with the decision that might be arrived 

at after bids had been obtained and opened*

In accordance with the request thus made to me, I at once proceded 

to place the contract for the accounting forms, having obtained the ser

vices of Mr* C. C. Robinson as consulting expert to aid in this and other 

allied work* Recognizing that the time would be oxtremely short before 

the opening of the banks, I had already obtained bids from several re

sponsible concerns for the printing of the forms in order that if they 

should be adopted there might be no delay in beginning opei*ati6ns. It 

had been found when ihese bids were opened that most of the proposals 

were incomplete, owing to the fact that few concerns were equipped to 

handle so large an undertaking* Of the few complete proposals, that of 

the Westside Printing Company of New York City, was the lowest. It was 

also found that most of the printing concerns asked from 60 to 90 days 

to complete the 'work, while the Westside Printing Company undertook to 

do it in less than 30 days. The Government Printing Office asked 60 to 

90 days for the preparation of the forms. Inquiry of other concerns pro

duced the reply that the work could not be furnished in less than 20 dav • 

even with the utmost effort. In order to facilitate matters it wps de

termined to ask a number of responsible fi~ms if they would take a. puvt
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This proposal was accepted by the Falconer Company, of Baltimore and 

Foote and Davies Company, of Atlanta, Ga. The Westside Printing Company 

found four other concerns in New York who were willing to accept a por- . 

tion of the order on the proposed basis. The order was accordingly 

divided between the Westside Printing Company, The Falconer Company,

Foote & Davies Company, and the sub-contractors already referred to. The 

contracts were placed on the 23rd of October and delivery began within 

about a week thereafter. By November 4th all the orders had been com

pleted and shipped* It was determined that in order to prevent delay a 

minimum supply of forms should be shipped by express to each bank, the 

balance of the order to follow by freight, that the preliminary shipments 

should be equipped with binders and that a supply of carbon paper adequate 

to start the banks in the use of the forms upon the 16th of November, 

pending such time as they could supply themselves more fully, should be 

furnished. The printers were ordered to furnish those binders which 

in their opinion were most suitable for the purpose and to add the cost 

to their statementi

There is submitted herewith as exhibit 3 the complete detailed bid 

of the Westside Printing Company which was used as a basis on which the 

assignment of the work to the different concerns was made.

With reference to the second matter entrusted to me - the selection 

of machines - the method adopted was as follows: I first formed a com

mittee to deal with the matter, consisting of Mr. Sherman P. Allen, 

Assistant Secretary, Federal Reserve Board, Mr. Charles A. Kram, Mr. C.

C. Robinson, Mr. Howard R. Barnes, and myself, and as the time available 

was more adequate than in the case of the accounting forms, advertise

ments were placed in newspapers in the following cities: Washington,

New York, Boston, Chicago.

The advertisement read as follows:

"Bids will be received in the office of the 
Secretary of the Federal Reserve Board, Treasury 
Department, Washington, D. 0. for typewriters, 
adding machines, and other labor-sav1ag uerices 
to be used in the twelve Federal .̂,rvt/ Banks . 
on October 31st,1914. Demonstration" machines, 
may be arranged by applying to H. P. Willis, Secretary".
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Bidders immediately began to file their proposals and to ask for 

demonstrations. Every such request for demonstration was honored and an 

examination of the various mechanisms was made by some one or more mem

bers of the Committee. Bids were closed on October 31st, and on Novem

ber 2nd a meeting of the Committee attended by Mr. Sherman P. Alien,

Mr. C. C, Robinson, Mr. Charles A. Kram, and myself, was held in the 
* •
office of the Secretary of the Federal Reserve Board. At this meeting 

the bids were opened and classified, and the following notes of pro

ceedings were made during the meeting:

"The Committee decided to establish a classification of 
bids too incomplete to receive consideration."

"The Committee made note of the fact that as binders have 
been supplied by the printers it was not necessary to 
include consideration of binder bids in the report.”

"The Committee determined to consider.no bids for letter
heads or plain stationery, etc., considering that to be 
outside of its function."

"The Committee determined to establish a separate classification 
for adding typewriters."

"The Committee established a classification to which were 
assigned all straight adding machines without typewriter 
attachment. " ' ' ..

"The Committee determined to establish' a'\s.eparate classi
fication for filing devices."'

"The Committee determined to establish a claesification to 
which were assigned bids for calculating machines."

"The Committee determined to establish a list of machines.'., 
whose use xvould be entirely optional with the1 individual 
banks as a basis for checking and incidental adding."

"The Committee established a’separate classification for 
standard typewriter bids."

Mr. Charles A, Kram and Mr, C. C. Robinson were then appointed 

a committee to consider the bids more in detail and to prepare a 

classified list of bids, grouping the devices as applicable t6 the 

various departments of the banks as required by the accounting scheme 

already adopted. This sub-committee presented to the full committee a 

report embodying the classification of bids to which I have refex-au
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This report of the sub-committee was at once mailed to all Governors 

in order that they might have it available. A copy of it is annexed 

hereto as exhibit C.

Upon further consideration it vas deemed ?/ise to invite to Wash

ington the accounting officers of the several banks for the purpose of 

further explaining to them the accounting system and of enabling them to 

buy without further delay the machines needed. Invitations were accord

ingly sent out by telegraph for a meeting on November 2nd and at the 

same time manufacturers were informed that if they desired,a room would 

be placed at their disposal in the Treasury Building for the purpose 

of demonstrating their machines. Many of them availed themselves of 

this invitation and in consequence an exhibit of about twenty-eight 

machines and devices was assembled in Room 28 of the Treasury Building.

On November 2nd there met at the Treasury Department representa

tives of the Federal Reserve Banks of Boston, New York, Philadelphia,
f

Cleveland, Richmond , St, Louis, Kansas City, and San FranCisdo* The 

following banks were not represented: ’Minneapolis, Chicago, Dallas, 

and Atlanta*

The representatives of the sight banks referred to assembled in the 

Board Room and devoted two days to the accounting system in its practical 

aspects and to the testing of the various machines on the accounting 

forms, the forms being run through the various machines* As a result, 

several placed orders for the machine equipment then deemed necessary, 

while others prepared memoranda as to their requirements, such memoranda 

to guide them on their arrival .<.t their several institutions. As I had 

myself been requested by three banks to place their orders, I did so ; 

being guided by the following considerations in selection:

a* All machines selected were those which had been proved 

practically efficient by actual tests made in my presence,

b« The combined cost of the machines selected was as low as 

the competitive bids would permit*

/**Y
»
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C. The machines selected were to be those whose manufacturers 

were prepared to guarantee the smooth working of the machines when 

installed and who were in position to oversee them from their local 

offices. Bearing this point in mind, I placed orders as follows: 

For the Federal Reserve Bank of Richmond:.

Copy of Machine Equipment arranged for 
the Federal Reserve Bank of Richmond, Va.

Transit Department:
Tw ft R1 1 i « Pi n. h S Tk a « — Tft+.ft 1 ft ft r ...8550.00

Bookkeeping Department:

typewriters, with i 
actuator, capacity 
totalizers - Total 

Discount Department:

Two Remington, "B" carriage, Standard 
cross and vertical adding and subtracting 
999,999,999.99, with four eleven wheel 
cost............ ...........................$1,127.00

Federal Reserve Agent:
One Remington Standard Duplex -‘Price.. . $810*00

Remington, $10-D Carriage,
$80.50

Ordinary Typewriters:
Four L. b. Smiths,lO1' Carriage

$260.00
Three Underwoods, Model H-5, 10" 

Carriatra - Tn+.al r.oa-t .... ...................... . 210.00
Adding Machines:

9 Bank, Model 126,
Five Burroughs Addihg Machines,
Hand Power - Total C o s t ...... .$1,487.50

Remington Typewriter Company:
$4,525.00

The machines of the Remington Company have
been ordered for your use under a sixty day optiott, which will 
permit you to definitely determine their adaptability to your 
forms, it being understood that at the end of this sixty day 
period, should any or all of the machines be purchased, bills 
covering such purchases are to be forwarded to you and will 
contain the clause "Cash within thirty days from date of invoice, 
net*. .

jjnn»trnH| The Ror.lngton Conpiiny also agrees to forward
two additional machines of this type for your temporary use, and 
in the event of your desiring to retain them, their subsequent 
purchase will be maae exactly in accordance with the specifications 
in the above paragraph.

Burroughs Adding Machine Company: _
In addition to the five Burroughs Adding Ma

chines as outlined above, it is understood that five additional 
machines of the same model will also be delivered, such machines 
to be considered as having been borrowed for a period of,‘ say 
sixty days, at the expiration of which time, should you desire 
to purchase all or a portion thereof, they e.re to be billed to 
you, such bills to contain the clause "Cash within thirty uays 
from date of invoice, net".Digitized for FRASER 
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Ordinary Typewriters; ____  _____ , -__
The typewriters purchassdTTpor: the John Under- 

wo od Company and L.'G. Smith ti Bros. Typewriter Company are, not to 
be billed to you until on or after December 1, 1914.

All of the above equipment call for delivery 
in your hands no later than November 12, 1914.

. ! 337

Model #11 "B" Cross Bookkeeping Dept.

For the Federal Reserve Bank of San Francisco:

Copy of Machine Equipment arranged for the 
Federal Reserve Bank of San Francisco, California.

Transit Department: _________  _ _ _ '
Two Remington Standard Typewriters, 

with automatic feed roll release, short holding bale,
"C" carriage - Total cost..... .............. ....... $269.50

Bookkeeping Department: ___  ,
Two Remington, "B" carriage, Standard 

typewriters, with cross and vertical adding and sub
tracting actuator j capacity 999,999,999.99, vtfith four
eleven wheel totalizers - Total cost.............. . $1,127.00

Discount Department: __________________  .
One Remington Standard Duplex,

Price..... .................. ............ ...............  $810.00
Mail Department: _ _____ ___ ________  • .

One Montague Addressing Machine,
Type "N", motor driven, with ten cold rolled steel filing
drawers - Price.*«i.....................................  $155.00

Federal Reserve Agenti ___
Remington, "#10-D Carriage, Elite

type - Price . ..... ............ ........... ........ $80.50
Ordinary Typewriters :

~ Four L. C. Smiths, 10" carriage -
Total 3v,st..,,,i.i;.....................................  $260.00

Three Underwoods, Model H-5, 10"
carriage - Total cost .....................» * ........... 210.00

Adding Machines: _ _...... . ._____
Five Burroughs Adding Machines, 9

Bank, Model 126, Hand power - Total cost................. $1.487.50
$4,399.50

Remington Typewriter Company: ___________________________________________
The machines of iheHtemiiigton Company have been 

ordered for your use under a sixty day. option, which will permit you 
to definitely determine their adaptability to your forms, it being 
understood that at the end of this sixty day period, should any 
or all of the machines be purchased, bills covering such purchases 
are to bo forwarded tc you and will contain the clause "Cash 
within thirty days from date of invoice, not"i 
’""""t"# The Remington Company also agrees to forward

two additional machines of this type for ycur temporary use, and 
in the event of your desiring to retain them their subsequent pur
chase’ will be made exactly in accordance with the specifications 
in the above paragraph.Digitized for FRASER 
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Burroughs Adding Machine Company:
In addition' to the five Burroughs Adding 

Machines as outlined above, it is understood that five additional 
machines of the same model will also be delivered, such machines 
to be considered as having been borrowed for a period of, say, 
sixty days, at the expiration of which time, should you desire to 
purchase all or a portion thereof, they are to be billed to you, 
such bills to contain the clause "Cash within thirty days from 
date of invoice, net",

Montague Mailing Machinery Comnanv:
Thi s machine likewise will be delivered'under 

a sixty day option as specified for the Remington Typewriter Com
pany. It will be forwarded to you by freight, and in the mean
while the necessary plates will go forward to the San Francisco 
office by express, upon receipt of which a temporary machine, to
gether with the plates, will be delivered to you on Or before 
November 12, 1914. This machine, of course, will be substituted 
by that now being forwarded by freight.

Ordinary Typewriters: '
The typewriters purchased from the John Under

wood Company and 1>* C; Smith & Bros. Typewriter Company are not 
to be billed to you until on or after December 1, 1914.

? y ii it i* t* nn m imî { This covers two additional machines for the Bookkeeping Dept.

With the exception of the Montague machine 
arrangements for all of the above equipment call for delivery in 
your hands no later than November 12, 1914.

For the Federal Reserve Bank of Dallas:

Copy of Machine Equipment arranged for 
The Federal Reserve Bank of Dallasj 

Texas.____

Transit Department:
Two Remington Standard Type

writers, with automatic feed roll release, short
holding bale, "C" carriage - Total cost .............. $269.50
Bookkeeping Department: , ____________ _______________________________.

■Two Remington "B" carriage, Standard
typewritersj with cross and vertical adding and sub
tracting actuatorj capacity 9^9,999,999.99j with four
eleven wheel totalizers - Total cost ...................  $1,127.00

Discount Department: . . ■ ,
One Remington Standard Duplex,

Price ...... < i......... . . .............. . $810.00
Mail Department! _____ _ t  ̂______ ____ ___________ ___ ____ _

15ne Montague Addressing Machine,
Type " N", motor driven, with ten cold rolled steel
filing drawers - Price.............. .............. . $155.GC

Federal Reserve Agent: ^ ̂ _______ „
RemingtcnT*/^!0-D Carriage , Elite

type - Price.............. ..................... ........ $80.00
Ordinary Typewriters : ......  ....... .... „

” Four L. C. Smiths, 10"~carriage
Total cost ....................................... . $260.Go

Three Underwoods, Model H-5, 10"
carriage - Total cost ............ ......................  pRiO.v'O
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Adding Machines: ^

9 Bank, Model 126,
Tfjve Burroughs Adding Machines, 
Hand Pc-ver, Total cost v1 .487f50 

^4,399,50
Remington Typewriter C o m p a n y : _____________  ■

The machines of the Remington Company have 
been ordered for your use under a sixty day option, which will 
permit  ̂ou to definitely determine their adaptability to your forms 
it being understood that at the end of this sixty day period, 
should any or all of the machines be purchased, bills covering such 
purchases are to be forwarded to you and will contain the clause 
"Cash within thirty days from date of' invoice, net".

Burroughs Adding Machine Company: ____  . .
In addition to the five Burroughs Adding Machines 

as outlined above, it is understood that five additional machines 
of the same model will also be delivered, such machines to be con
sidered as having been borrowed for a period of, say, sixty days, 
at the expiration of which time, should you desire to purchase all 
or a portion thereof, they are to be billed to you, such bills to 
contain the clause "Cash within thirty days from date of invoice, 
net" .

Montague Hailing ^ry Oom 
This machine

sixty day option, as specified 
It will be forwarded to you by 
cover and will be.delivered to you

likewise \wTll b.e delivered under a 
for the Remington Typewriter Company, 
express, plates going under separate 

on or before November 12th, 1914*

Ordinary Typewriters;_____  ________ ________ ___ _
. The typ*eVr’it"ers" "purchased from the John Under

wood Company and L. C. Smith ft Bros. Typewriter Company are nbt to 
be billed to you until on or after December 1, 1914.

Remington Typewriters Company 7f 2 . .______
The Remington'Company also agrees to forward two 

additional machines for your temporary use in the Bookkeeping Depart
ment, and in the event of your desiring to retain them, their 
subsequent purchase will be made exactly in accordance with the 
specifications j* the above paragraph.

At the same time, as I had been requested tc dOj .1 telegraphed to those

banks not represented at the accounting sessions recommendations as to

minimum outfit in order that they might, if they chose, avail themselves 

,of the work which had been done.
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The following tele grans were sent to the Federal Reserve Bank of Chicago 
and Minneapolis:

TREASURY DEPARTMENT TELEGRAM.

November 5, 1914*

Federal Reserve Board

Mr. Theodore Wold, Governor,
Federal Reserve Bank,
Minneapolis, Minn.

Mr. James B. McDougal, Governor,
Federal Reserve Bank,
Chicago t 111.

Mailed you last night list of compiled results of bids on machines and 
equipment. In accordance with request of governors now recommend 
following equipment as own personal judgment regarding minimum outfit 
to go with accounting system: Machines for transit, bookkeeping,
discount and Federal Reserve agent departments and straight adding 
machines can be had from makers under arrangement offered by then cn 
sixty days trial subject t6 return if found unsatisfactory with forms.

Transit Department: Two Ellis machines total cost $550.

Bookkeeping Department, Two Remington "B" carriage, standard typewriters,
with.cross and vertical adding and subtracting actuator, capacity
999,999,999;99 with four extra eleven wheel totalizers, total cost $1127,

Discount Department! One Remington Standard duplex price yi8I0,Q0.

Mail department, one Montague addressing machine, typo "N" motor driven 
with ten cold rolled steel filing drawers, price $T55 .

Federal reserve agent, Remington jflO-D carriage elite type price $80,50*

Ordinary typewriters, four L. CM Smiths 10" carriage total cost $260.60 
Three Underwoods, Model B-R 10" carriage, total cost $210.00.

» *
Adding machines, Five Burroughs adding machines nine bank model 126 
hand power 'total cost $1,487.50

H. Parker Willis,
Secretary.
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The following telegrams were sent to the Federal Reserve Bank 

of Dallas and Atlanta:

TREASURY DEPARTMENT TELEGRAM.

November 5, 1914.

Federal Reserve Board

Mr* J. A. McCord, Governor,
Federal Reserve Bank -
Atlanta, Ga. •

Mr. Oscar Wells, Governor,
Federal Reserve Bank,
Dallas, Texas.

"Mailed you last night list of compiled results of bids on machines and 
equipment in accordance with request of Governors now recommend following 
equipment as own personal judgment regarding minimum outfit to go with 
accounting system. Machines for transit, bookkeeping, discount and 
Federal Reserve Agent department and straight adding machines can be ■ 
had from makers under arrangement offered by them on sixty days, trial 
subject to return if found unsatisfactory with forms.

Transit Department: Two Remington Standard typewriters with automatic
feed roll release, short holding bale, "6” Carriage, total cost $269*50.

Bookkeeping Departments Twct Remington **Brt Carriage, standard typewriters 
with cross and vertical adding and subtracting actuator, capacity 
994,999,999.99 with four extra eleven wheel totalizers. Total cost $1127

Discount Department: One Remington standard duplex price $810.

Mail Department! One Montague addressing machine, type "N", motor driven 
with ten cold rolled steel filing drawers, total cost $155.

Federal Reserve Agent, Remington No. lOD carriage, elite typo, price 
$80.50. •

Ordinary typewriters, four L. C. Smiths 10" carriage price $260.00 
Three Underwoods, Model H-5, 10" carriage, total cost $210.00.

Adding machines 5 Burroughs adding machines 9 bank model 126 hand power 
total cost $1,487.50.'*

H. Parker Willis,
Secretary.
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As orders had bean placed for three banks, six had boon represented 

at the conference and the others notified. The results of the investi

gation have thus been aade available to all the institutions in question.

Some bids which were received after .the date set for closing the 

bids owing to. lack of information on the po.rt of the bidders were 

separately tabulated and transmitted as a supplementary list to all 

Governors,

I desire at this point to make acknowledgment of tiie assistance 

rendered by the special committee which considered the machine bids, 

and of the able work of Mr. C. C. Robinson in assisting me to carry 

through the requests of the Governors of the Federal Reserve Banks, With 

out his aid it would have been impossible to finish this duty in the 

time available for it.

This report closes the work undertaken by me at the request of 

the Governors for the purposo of aiding in the prompt installment of 

the accounting and machine systems in the several banks.

Respectfully submitted,

November lOj 1914«
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EXHIBIT B.
erg <tj»U>U)

WEST SIDE PRINTING & SUPPLY CO. 

Stationers & Printers

17 Murray Street

New York, October 16,1914.

Mr. H. Parker Willis, Sec;,

Federal Reserve Board,

Treasury Building,

Washington, D. C.

Dear Sir:-

We take pleasure in submitting herewith our estimate 

on forms for the Federal Reserve Bank system, tabulated as 

requested.

We might say in connection therewith that the great

est proportion of the forms submitted are of a character with 

which we are especially familiar, and we feel that should we 

be favored with your order, we are in the best position to give 

you the prompt service demanded.

We have endeavored, even while figuring, to so line 

up the requited paper that we will be able to make the ten day 

delivery without trouble* We would especially urge that you 

notify us in the quickest possible time, as it may enable us 

to deliver prior to the ten day period.

Very truly yours,

West Side Printing & Supply Co.

(Signed) Robt. A. Snyder,

Pres .
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S P E C I F I C  A T I  O R S  .
f l /i

J1 .

•i.j

No.. 1 

No. 2 

No. 3

No. 4 

No. 5

No. 6

No. 7

Cost of setting type and furnishing proofs

Estimate to furnish forms for one bank .

Estimate for furnishing ferns for one bank 
(Contingent upon receiving orders) 
(from all twelve banks)

$725.CO 

6,429.57

4,750,00

Above prices cover delivery under normal conditions

Estimates for furnishing forms for one bank 
(Contingent upon receiving orders)

(from all twelve banks) under a 10 day 
•dely, 5,250.00

Estimates for furnishing forms for one bank 
(Contingent upon receiving orders)
(from all twelve banks)under a 15 day 5,050.00
dely.

Estimates for furnishing forms for one bank 
(Contingent upon receiving orders)

(from all twelve banks) under a.20 
day dely. 4,950.00

WEST SIDE PRINTINGS A SUPPLY COMPANY 

17 Murray Street,

New York City, N, Y,

I
( Signed) . ̂ ,ftodtt.̂ A B.gffd.gr̂

i
4

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



DISTRIBUTING DESK 35
D. D. 1 6, OCO $32 .46
D. D. 2 6,000 42.90
D. D. 3 160 13.70

SECURITIES

S. 1 1,000 $27.60
S. 2 500 8.05
Si 3 50 w 15.75
S. 4 500 10.95
S. 5 200 7.80
S. 6 60 3.45
S. 7 100 8.00

MISCELLANEOUS

Mi sc . 1 18 Books $150.00
Misc . 2 5,000 10.00
Misc . 3 5,000 ' .8,00
Misc. 4 500 2.50
Misc. 5 500 Sets 5.00
Misc . 6 5T)0 Sets 4.50
Misc . 7 200 11.85
Mi so, 8 200 6.05
Mi so, 9 2,000 6.00
Mis6 . 10 2,000 10.00
Misc. 11 50 Books 26.40
Misc. 12 2,000 7.50
Misc ; 13 500 2.85

AUDITING

Ai 1 200 $4.40
A i 2 1,000 4.00
A. 3 4,000 30.00
A. 4 4,000 10.75
A. . 5 600 3.50
A. 6 2,000 4.00
A, 7 500 7.50
A . 8 500 28.44
A. 9 200 4.85
A, 10 ' 160 12.50
a v «u 3,000 11.85
A. 12 50 35
A. 13 •2,000 3.25
A. 14 100 4.15 _

Forward

ft 69,06

$81.60

$250.65

$129.54

$550.85
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RECEIVING TELLER

, Brought forward $550.85

R. T. 1 1,000 §14.85
R. T. 2-6 2,500 each 8,60
R. T. 7 2,000 15.30
R. T. 8 160 . ■ 10.00

MAIL TELLER

11. T. 1 8,000 $36,35
M. T. 2-4 7,500 each 6.60
M. T. 5 160 12.50
Id. T. 6 5,000 34.00

89.15

TRANSIT

T. 3 3,000 $31.70
T. 4 • 3,000 24.90
T. 5 50,000 264.25
T. 6 50,000 208.50
T. 7 4,000 57.45
T.' 8 '' - 1,000 10.10
T. • 9 3,000 17.50
T; -10 1,000 3.45
T. 11 1, COO 4,60
T. 12 2,000 21.00
T. 14«i6 3,000 each 8.08
T. 17 8,000 38.25
T. 18 160 1-2.50

702.28

FEDERAL' RESERVE AGENT

F. R. A. 1 1,000 $35.20
F. R. A. 2 500 37.62
F. R. 'A. 3 500 37.62
F. R. A, 4 500 15.66
F. R. A, 5 500 sets 11.75

137.85

BOOKKEEPING

B. 1 50,000 $410.40
B. 2 500 3.00
B. 3 500 2.60
B. 4 500 4.90

420.90
$1,949.78

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



« *
Brought forward

DISCOUNT

B. D. 1 1,000 §10.50
B. D. 2 4,000 273.85
B. D. 3 3,000 326.42
B. D. 4 500 9.12
B. D. 5 3,000 155.05
B. D. 6 3,000 222.2 '-
B . D.. 7 500 9.42
B. D. 8 500 21.76
B. D. 9 100 5.86
B, D. 10 144 12.57
B. D. . 11 1,000 108.34
B. D. 12 500 8.90
B. D. 13 500 5.30
B. D. 14 500 6.65
B. D, 15 500 64.38
B. D, 16 500 73.06
B. D . 17 500 106.36
B. D.. 18 500 7.50
B. D. 19 100 5.80
B. D. 20 2,000 97.80
B. D. 21 500 sets 18.35
B. D. 22 500 20.37
B. D. 23 2,000 38.46
B. D. 24 1,000 8.15
B.. Di 25-26 2,000 each 6.00
B. D. 27 160 8.00
B. D< 28 500 sets 20.79

CLEARING HOUSE

C. H. 1 7,000 §35.76
C. H, 2-5 6,000 each 12.90
C. H. 6 160 12.50
C. H. 7 4,000 23.80
C . H. 8 160 12.50
C. H. 9 5,000 34.00

ACCOUNTING 

A. C. 1 500 §11.25
A. C. 2 1,000 14.17
A. C. 3 500 11.24
A. C. 4 500 33,70
A. C.' 5 1,000 32.00
A. C. 6 500 17.96
A. C. 7 1,000 sets 9.80
A. C . 8 11 books 53.80
A. C. 9 1,000 23.60
A. C. 10 100 5.46
A . 0. 11 1,000 sets 21.84
A. C. 12 1,000 7.60
A. C. 13-16 2,500 each 7.50
A. C. 17 160 10.00
A. C. 18 500 3.80

( ,1 ,949.78 c f

§1, 651.00

131.46

2 5 3 „ 7 2 
( 3 ,995. 96’

Page 3
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i Brought forward y3,995.96

WOTS TELLER

N. T. 1 3,000 (18.60
N. T. 2 500 13.30
N. T. 3-7 12,500 Assorted n r7 r; O « / J
N. T. 8 1,000 Separate 35.10
N. T. 9 500 2.5 0
N. T. 10 160 12.50

90.75

GENERAL BOOKKEEPER

General Ledger ('35.50
* C-, T« 2 1,000 28.35

G. B. 3 1 Book 10.50
G. B. 4 300 3.50
G. B. 5 1 Bock 10.20
G. B. 6 500 • 10.30

m G. B. 7 1 Book 20.70
119.05

COLLECTION

Coll. 1 3,000 (86.00
Coll. 2 3,000 103.20
Coll. 3 4,000 62.35
Coll. 4 4,000 127.50
Coll. 5 2,000 21.00
Coll. 6 1,500 17.50
Coll. 7 2,0.00 38i85
Coll. 8 2,000 21.50
Coll. 9 1,000 8.85
Coll. 10 1,500 6.90
Coll. 11 1,000 12.40
Coll. 12-13 5,000 Assorted 4.15
Coll. 14 160 12.5 0

522.70

PAYING TELLER

P. T. 1 2,000 ('79,40
P. T. 2 500 32.10
P. T. 3 1,000 34.65
P. T. 4 500 25.15
P. T. 5 2,000 S.00
P. T. 6 1,000 4.30
P. T. 7 1,000 4.30
P. T. ou 1,000 6.10
P. T. 9-13 12,500 Assorted 8.00
P. T. 14 150 12.50
P, T. 15 500 24.35
P. T. 16 200 2.20
P. T. 17 6.00

*)
248.05.

(4,976(51

Page 4
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Brought forward 04,976.51

FOREIGN EXCHANGE

F, X. 1 2,500 Sets v130.69
F. X. 2 2,000 Set 3 117.40
F. X. 3 500 40.50
F. X. n/ 2,000 So t 3 209.90
F. X. 8 1,500 ID t s 194.82
F. X. 9 X | Zj 00 Sot3 173.76
F. X. 13 500 18.60
F. X. 14 500 18.60
F. X. 15 2,500 36.75
F. X. 16 2,500 8.75
F. X. 17 500 7.30
F. X. 19 500 Sets 6.90
F. X. 18 300 7,02
F. X. 20 500 2.34
F. X. 22 200 Sets 9.95
F. X. 23 200 5.90
F. X. 25 1,000 Sets 5.25
F. X, 26 500 Sets 10,00
F. X. 27 200 Sets 6.00
F. X, 29 30 0 Sets 4.50
F. X. 30 1,000 17.60
F. X. 31 500 12 .26
F. X. 32 500 12,26
F. X. 33 2,500 each 6.30
F. X. 34 2,000 17.35
F. X, 35 500 19.10
F. X. 36 300 20.40
F. X. 37 200 6.50
F. X. 38 200 6.50
F. X. 39 300 8.16'
F, X. 40 200 7.40
F. X. 41 1,500 13.40
F. X. 42 200 3.40
F. X. 43 200 3.40
F. X. 44 1,000 10.50
F. X. 45 1,000 Sets 8.22
F. X. 46 1 Book 17.36
F. X. 47 1,500 106.02
F. X. 49 1,000 41.45
F. X. 50 1,000 41.15
F. X. 51 1,000 38.40
F. X. 52 160 10.00 1,442.06

Gold Reserve Statement
Book 11,00

Total.......... . §6 >429.57'

EXHIBIT "O" Previously Mailed.
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November 12, 1914

STATEMENT FOR THE PRESS.

-- 0O0---

The applications of Charleston, South Carolina and Birmingham* 

Alabama to be made reserve cities, were favorably acted upon by the 

Federal Reserve Board today. Charleston was formerly designated as 

a reserve city in the National Bank Act.

The applications of Tulsa, Oklahoma, with 18,000 inhabitants, 

and Joplin, Missouri, with 32,000 inhabitants, census of 1910, were 

before the Board but did not receive fp,rorabl3 action.

It is understood that in the future no cities with less than 

100,000 inhabitants will be approved as reserve cities.
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QUESTIONS.B%MXTTED BY GOVERNOR AIKEN OF THE BOSTON FEDERAL
RESERVE BANK. WITH ANSWERS.

— *ooOo —  -

1. Section 16, Federal Reserve Notes.

(a) Is it.mandatory that the Federal Reserve Board shall establish a 

rate of interest to be charged upon Federal reserve notes issued, ©r 

is it optional?

Am iv/er: It is optional,

(b) When such notes have been returned to Federal Reserve bank 

through which issued are they necessarily at once to be delivered to 

the Federal reserve a»ent for cancellation?

Answer: Nc, The bank could keep them in its cash.

2. Can Federal Reserve notes be issued to the Federal reserve bank except 

on application from member banks for rediscount and for notes as the 

proceeds of such rediscounts?

Answer: The reserve banks upon authority from the Federal Reserve Board

can take out reserve notes, provided they deposit the commercial paper 
%

necessary as collateral on their own volition, without any prior appli

cation from member banks.

(
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3, On Novejto<*r 16th, wtiU the Bostct^ Bank be in a position to 8|ppiy I M g

era! reserve notes to Its members?

Answer: If Bank applies fer them they wi}l be ready for dtflivffy.

4, Can Federal reserve noxes'-be put cut by Federal reserve banks to proteat 

their gold?

Answer: Yes. When once the Federal reserve bank has deposited the

collateral and taken out the notes,•it may pay out the notes for any purv 

pose, just as any other money.

5.. (a) When Federal reserve notes are called for by the Federal reserve 

bank, are the securities to be turned over to the Federal reserve agent? 

Answer: Assuming by securities that collateral is meant, yes.

(b) Must the gold reserve behind the Federal reserve notes be turned 

over to the Federal reserve agent?

Answer: No, fhi9 gold reserve is precisely like any reserve against

deposits, so far as its control is concerned.

(c) Must the collateral and the gold reserve be segregated and put 

under the joint control of the Federal reserve agent and the Governor of 

the bank?

Answer: As above stated, the collateral is under the control of the Fed

eral reserve agent. The gold reserve is entirely under the control of

6. Will the Federal reserve agent have in his immediate charge unissued

Federal reserve notes, or will the entire supply be carried in the Sub

treasury and turned over to each bank only as called for upon order of 

the Comptroller?

Answer: A plan is now being prepared under which a supply of Federal

reserve notes will be kept by the Federal reserve agent, as far as 

possible, acting as a representative of the Federal Reserve Board.

the bank.
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A33uming that. Federal reserve notes are to be issued at tluf opening, 

what will the reserve hank of Boston dc 1/ it receive jrn deposit a 

Federal reserve note, for example, c£ the Dallas Federal reserve bank? 

Answer: It shall send this note at once to the Dallas bank for credit

or redemption. Such a nolo could not be paid out by the Boston bank 

except upon a penalty of 10%.

Will the Federal reserve notes when delivered'to "the Federal reserve 

agent bq ready for issuance, or do they require the counter signature.* 

of an officer of the issuing bank?

Answer: These notes are Government obligations and when delivered will

require no counter signature,

DISCOUNTS.

Has the Federal Reserve Board decided upon 3 policy which it will 

recommend to each reserve bank in determining the discount rate at 

the date of opening and thereafter?

Answer; See circular and regulations concerning commercial paper 

shortly to be issued.

Will there be several rates of discount, covering classification of 

paper and length of maturity?

Answer: There may be a different rate for different classes of paper

and possibly for different lengths of maturity.

Has the Federal Reserve Board any policy to suggest in regard to paper 

eligible for rediscount other than that laid down in a general way in 

the report of the Committee on Rediscounts, adopted at the convention 

in Washington, October 21, 1914, which give the widest discretion to 

individual reserve banka?

Answer: See circular and regulations on commercial papor about to

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



4* Asks whether provisions of Section 4 as to administering the bank

without discrimination means anything more than the duty now imposed 

on the directors of any bank to deal fairly and impartially with all 

its customers, etc.

Answer: The above statement is a correct statement of the law.

5. Does the provision in Section 14, paragraph d, providing that rates of
1discount established by the Federal reserve banks shall be subject to 

review and determination by the Reserve Board make it necessary that 

the Reserve Board shall approve all rates before they are given out to 

the public ?

Answer: Yes.

6. - Section 3 provides that each. Federal reserve bank shall establish branch

banks. Does this make it obligatory upon the Federal reserve bank of 

Boston to establish branches, and, if so, when.

Answer: It will be the duty of the directors of the Federal reserve

banks carefully to investigate as to the necessity for branches in itp 

district. The Board has reasonable discretion as to such necessity and 

only when satisfied as to the necessity is there any obligation imposed 

upon the Board to establish such branches.

It is thought'the question of establishing branches need not be * 

.considered at this time.

t r *  - 4 -

November 13, J914.
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44.

DRAFT OP REGULATIONS OF THE FEDERAL RESERVE BOARD, prescribing conditions 

under which State Banks and Trust Companies may subscribe to the

stock a^d become members of Federal Reserve Banks. 1
/ \ ,J ■

Washington D. C. ~ 1914.

REGULATION NO._________

Section 9 of. the Federal Reserve Act reads in part, as follows:

•’Any hank incorporated by special law of any State, or ortfhnized 

under the general laws of any St^te of the United States, taay make appli- 

cation to the reserve bank organization committee, pending organization, 

and thereafter to the Federal Reserve Board for the right to subscribe 

to the atqck of the Federal Reserve bank organized or to be organised 

within the Federal Reserve district where the applicant is located. The 

organization committee or the Federal Reserve Board, under such rules and 

regulations as it may.prescribe, subject to the provisions of this sec

tion, may permit the applying bank to become a stockholder in the Federal 

Reserve bank of the district in which the applying bank is located. When

ever the organization committee or the Federal Reserve Board shall per

mit the applying bank to become a stockholder in the.Federal Reserve 

Bank of the district, stock shall be issued and paid for under the rules 

and regulations in this Act provided for national banks which become 

stockholdere in Federal Reserve banks.1’

Pursuant to the provisions of this section, the Federal Reserve Board 

prescribes the following regulations and by-laws specifying the condi

tions under which State banks and trust companies may become members of 

Federal Reserve banks.
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AJPPLfCATION FOR STOCK.

fl̂ gjBt - Any State Ijank pr try at company membership in a

S,ederaJ.:̂ |servj|, bank uijdef the Pe^fral Reserve Act and. desiring |o subscni^p. 

to the capital stock of the Federal Reserve bank organized in the 

'Which includes place of business of such $tat| bank qr Trust 

shall under authfpity of its Bpard of Director®, te b® evidenced by f peeper 

resolution of the Board, make application for .an amount of capital s|«^ 

in such Federal Reserve bank equal to 6 per cent of the unimpaired «§pty»J 

stock and surplus ef such State bank pr Trust company. |bAs applif 

must be accompanied by a statement showing the asse^f and liabilities 

such State bank of Trust company listed on forma approve# by the F̂ d|»||a|- Up* 

serve Board. Th^ee forms wifi be furbished upon request by the Chairpan 

of the Board of |he Federal Reserve bank of the district in which the Apply

ing bank is located.

The Board of Directors or a committee composed of not less than five' $■ . t*

members of the Fe^pral Reserve Bank Board shall certify that in theif jOp,ini%n 

the assets listed i« the manner prescribed by thp Federal Reserve Board, 

represent actual existing values and that |n the opinion said Board ngne 

• f such assets are ca^jied at an excessive valuation .§n t^a

bank.

State banks and ^r^tf- companies shall af.no file with 

for membership copies kj| |bnif. charterf, with amendment8 * $ digest 

of showing the powers, (gjantef. by sueli charters and amendment^, classified 

to indicate:

(a) Those powers wh|eh e#eh banks* and companiej^
4' «

and desire to continue tp $je?cif£

i.’b)'. Those powers which* while grftfcied> have n$t tajpn and
f 'V4 4'ivDigitized for FRASER 
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*
which such hanks* and trust companies will not desire nor attempt te exer^ 

cise as aeabera of the Federal Reserve System.

EXAMINATION.

Second - The Federal Reserve Board will in all cases require & 

special examination of the applying bank by an examiner to be designated 

by the Federal Rasey-ve Board.

ASSOCIATIONS ELIGIBLE FOR MEMBERSHIP

Third -1 Only those banks which have an unimpaired capital sufficient 

to entitle them to-become national banking associations under the provisions 

of the National Bank Act shall be considered as eligible to membership in 

a Federal Reserve bank.

In accordance with .section 5138, U. S- Revised Statutes, as amended 

by the act of March 14,'1900, State banks cr Trust companies in order to be 

eligible to membership must have unimpaired capital stock, as follows:

In cities or towns of less than 3,000 inhabitants, $25,COO.

In cities or towns of more than 3,000 inhabitants but less than 

6,000 inhabitants, $50,000.

In cities of more than 6,000 inh.-.bit̂ nts but less than 50,000 inhabi- 

tants, $100,000. v’

In cities of more than 5C,„0GO inhabitants, $200,000. *

POWERS AND RESTRICTIONS.

Fourth - State banks becoming members aa- sjieh under the provisions 

of Section 9 of the Federal Reserve Act and retaining their State charters 

shall be subject to the previsions cf section 9 and to such ether provi

sions cf the Federal Reserve Act as are applicable thereto.

State banks and Trust companies .ay continue to exercise those bank-
fting cr trust company powers, granted teem by their Stats charters, when

4 7

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



such powers are not in conflict with limitations imposed by the Federal 

Reserve Act. No power, however, granted by a state charter, which is 

not customarily exercised by a bank or trust company or which is not 

incident to the business of a bank or trust Company, shall be exercised 

by any association (incorporated under the laws of u.ny state) which be

comes a member of the Federal Reserve System. The Reserve Board reserves 

to itself the determination as to whether these unusual powers are ad

missible and consistent. The applying bank must file with its application 

as an exhibit a statement showing powers granted to it by its State charter 

and those powers which it desires and intends to exercise.

INVESTMENTS BY STATE BANKS AND TRUST COMPANIES.

Pifth - Inasmuch as the Federal Reserve Act limits the amount to be 

loaned to any one person, firm or corporation by a State bank as a member 

of the Federal Reserve System but does not specifically prescribe the class 

and character of investments to be made, such banks or trust companies

may invest in or make loans on real estate or other investments within the

limitations prescribed by the laws of the State within which such bank or 

trust company is located, provided, such ihvestments are so made that in 

due course of business they may be liquidated for an amount which will

fully protect the creditors and stockholders of such associations, and no

such association will be permitted to become or continue a member of the 

Federal Reserve System if in the judgment of the Federal Reserve Board
m

an undue proportion of its resources are carried in such long time ana
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non-liquid investments in such -proportion as to endanger the liquid 

conditions or the solvency of such association or to cause an impairment 

of its capital, and tho character of all such investments will be taken 

into consideration in determining the value at which they may be c.rried 

on tho books of the associ„tion.

CONVERTED STATE BANKS AND TRUST COMPANIES.

Sixth * Whenever a Stj.te bank or Trust company. shall become converted

into a national bank under the provisions of Section 8 of tho Federal Re-
/ ■

serve Act, it shall, at the s-me time that it filos its organization cer

tificate with the Comptroller of the Currency, execute and file with the 

Federal Reserve bank of its district an application for an amount of _ 

stock equal to six per" cent of its unimpaired capital and surplus, If 

such bank or trust company desires to act as trustee, executor, adminis

trator or registrar of stock and bonds, its application for stock in tho 

Federal Roscrvo bank shall be accompanist! by an application to tho Federal 

Reserve Board for permission to exercise these powers.

Seventh - Whenever a State bank or trust company with established 

branches shall make application for conversion into a national bank and 

shall desire to retain such branches, such State bank or trust company 

shall comply with section 5155, U. S. Revised Statutes, which reads as 

follows:

"It shall be lawful for any bank or banking association organized 

under State laws, and having branches, tho capital being joint and assignor 

to and used by the mother-bank and branches in definite proportions, to 

become q. 'national banking association in conformity with existing laws,

-nd to retain ..nd keep in oper„tion its branches, or such one or more of 

them as it may elect to retain; tho amount of tho circulation redeemable
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at the parent-bunk, and each branchy to be regulated by the amount of 

capital assigned to and used by each."

E.ighth *- State banks or Trust companies applying for membership in 

the Federal Reserve System under section 8 of the Federal Reserve Act by 

conversion into national banking associations, or applying- for membership 

under section 9 U3 State banks will, if otherwise found to be eligible, be 

given a reasonable time within which to adjust the loans and investments of 

such banks to conform to the requirements of the Federal Reserve Act and 

other laws of the United States applicable thereto. Any bank applying 

for membership and having loans to any one person, firm or corporation in 

excess of the limit allowed by tljo Federal Reserve Act or other loans and 

investments prohibited by such act shall, before being admitted to member

ship, give satisfactory assurance to the Committee or to the Federal Reserve 

Eoard that such loans and investments will be eliminated or made to conform 

to the provisions of the Federal Reserve Act and other applicable laws not 

later than .

The condition of the applying' bank or trust ootapany and the general 

nature of its business will be considered by the Federal Reserve Board in 

each case in determining whether such banks shall be admitted to membership-

Ninth - All applications must be addressed to the Federal Reserve 

Board but must be forwarded to the Chairman of the Board of tho Federal Re

servo bank of the district in which the applying bank is located, who -will 

submit the matter to the Board of Directors of the Federal Reserve Bank 

of the District and in turn transmit it to the Federal Reserve Board with 

his recommendation and .that of the Board of Directors of the Reserve Bank.
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Tenth - Tho Federal Reserve Board will from time ,to ‘time make awch 

amendments and adopt and publish such additional regulations and Tprŷ laws 

as may be deemed necessary and advisable.

FEDERAL RESERVE BOARD 

BY

Governor.

Secretary. I

I
November 13, 1914.
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EX-OFFICIO MEMBERS
WILLIAM 6. MCADOO .

SCCRKTARY OF THE TREASURY 
CHAIRMAN

JOHN SKELTON WILLIAMS
COMPTROLLER OF THE CURRENCY

r u
yJ V "

W. P, 6 . HARDING. GOVERNOR 
PAUL M. WARBURG. VICE GOVERNOR 
FREDERIC A. DELANO 
ADOLPH C. MILLER 
CHARLES S. HAMLIN

F E D E R A L  R E S E R V E  B O A R D
H. PARKER WILLIS, SECRETARY 
SHERMAN P. ALLEN. ASST. SECRETARY 

• AND FISCAL AOEMT

W A SH IN G T O N ADDRESS REPLY TO

FEDERAL RESERVE BOARD

November 14, 1914.

S I R :

Permit me to direct your attention to those records included in the 
accounting system adopted by the Federal Reserve Bank of 
which are intended for transmission to the Federal Reserve Board, and to 
request that you bring the matter to the attention of the proper officers, 
that they may see to the regular forwarding of the records intended for 
the Federal Reserve Board or for the Comptroller of the Currency, as the 
case may be. The text matter descriptive of your accounting system, 
which is found under the head of System 1 in Circular § 1 , as well as in 
the reproduction of this text which has been sent to the Governor of each 
bank, indicates clearly in the case of each form whether a duplicate is 
or is not to be forwarded.

It will undoubtedly requiro some pains at the start to she that the 
records are regularly' transmitted at the proper time as they must be for 
the statistical records which the Federal Reserve Board plans to conduct 
in its offices as a part of its system of information, and we therefore 
ask you to make sure, if possible, that the matter is attended to as 
thoroughly as possible.

One other point in connection with "the accounting system deserves 
mention.

In the event that member banks accounts are inactivo (See form B-l) 
it will not be necessary to forward daily statements, and it is suggested 
that the ledger shoots be separated into two divisions, Active and In
active. This would bo advisable from the standpoint of economy as to 
postage, as well as avoiding the ^necessity of forwarding daily statements 
to a member bank-whoso account does not change. In the event however, 
of any entry being made in an inactive account, it is to be assumed that 
it has become active, and will be transferred to the active apportion
ment of accounts.

Respectfully,

Secretary.

46.
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47.

N O T I C E  . 55

This blank application for stock is sent to your bank direct 

by the Federal Reserve Board in order to save time in transmittal.

It should be returned to this office through the Federal Re

serve Bank of your district,
\

By-laws governing conditions under which'State banks and Trust 

companies may enter the Federal Reserve System will be forwarded as 

soon as available.

47A.

N O T I C E  .

This blank application for stock is sent to your bank direct 

by the Federal Reserve Board in order to save time in transmittal.

It should be returned to this office through the Federal Re

serve Bank of your district.
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Dist. Location of 
Reserve Ban!

Capital 
' (authorized)

Area in 
Sq. Mi,

Population No.
Member
Banks

Territory
Covered.

1 Boston $ 9,711,900 66,465 6,557,841 441 Me.,N.H. , Vt., Hass., 
R. I., Conn.

2 New York 19,931,700 49,170 9,113,279 480. New York State

3 Philadelphia 12,501,500 39,865 8,110,217 758 N.J., Del.,Fastern J|a.

4 Cleveland 12,101,700 183,995 7,961,022 764 Ohio, Western Pa., 
Northwestern West Va., 
Eastern Kentucky.

5 Richmond 6,387,400 173,818 8,519,313 496 D.C. , Md.,Va.,N.C. ,‘V ... 
S.C. , remainder WestVa.

6 • Atlanta 4,670,600 233,860 6,695,341 381 Ala.,Ga.,Fla.,eastern 
Tenn., Southern Miss >, 
Southeastern La.

7 Chicago 12,687,700 176,940 12,630,383 971 Ia., southern Wis., 
peninsula Mich., north
ern 111northern Ind,.

8• St• Louis 4,987,500 146,474 6,726,611 459 Ark.,all Mo. except ex
treme west,southern 
111., southern Ind., 
western Ky., western 
Tenn., northern Miss.

9 Minneapolis • 4,811,000 437,930# 5,724,895 709 Ment. ,N. D;:, S.D. ,Minn,, 
northern Wis ., remain
der of Mich.

10 Kansas City 5,530,300 509,649 6*306,850 837 Kans.,Nebr.,Colo•,Wy»., 
extreme West Mo., 
northern Okla., ex
treme northern N.Mex*

11 Dallas 5,698,900 404,826 5,310,561 754 Tex.,remainder N.Mex*. 
southern Okla., remain
der La.,southeastern 
Ariz.

12 San Francisco 7,775,400 693,658 5,389,303 521 Cal., Wash.,Oreg.,Idaho, 
Nev., Utah, remainder 
Arizona.

TtTALS -- 1106,795,600 3,116,650 89,045,616 7,571

November 16,1914.
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54.

FROM THE LETTER OF A CHICAGO MANUFACTURER 

On the Subject of Manufacturers Paper
55

It is a well known fact that for a number of years in this country manu
facturers worked on a large percentage of profit and that they did 
not pay as milch attention to the actual cost of production as they 
would have had they been obliged to Work on a smaller margin. The 
initial reason for this is that the manufacturer of today was the in
ventor or mechanic of yesterday, aftd had to v/ork out his own solutions 
with limited experience and education.

The Corporation Tax Law was one of the best ldws that wa3 ever enacted, 
not so mUch from a revenue producing standpoint but from the inci
dental benefits due to the fact that it has made our business men 
and corporations, particularly the smaller onef, (which, you know, are 
the ones that need help and guidance) revise their methods of book
keeping, started them to investigate their cost of production, forced 
them to produce a balance sheet that would show facts more clearly 
than they were ever shown before.

From my experience I have no hesitation in stating that a great many manu
facturers are anxious to have their books record large assets,and with 
this end in view, they frequently capitalize such items as expendi
tures for jigs, tools, dies, pat terns and other items.

The enormous aggregate expenditures of these items should more properly
be charged as an expense of producing the article. Offering the auto
mobile business as an illustration; the design frequently changes, 
in fact, often changes each year, and the jigs, tools and dies apply
ing to, let us say the 1913 model, are of very little value for the 
1914 model except insofar as they apply to repair-parts. This same 
condition exists in a greater cr less extent in every manufacturing 
business. The tendency is to understate rather than over-state costs 
by carrying as assets tools or equipment soon rendered obsolete.

Conservative business practice would dictate that a major portion of this 
expense be written off as incurred and only a small percentage included 
in the balance sheet as representing a real asset. Of course, when 
a balance sheet including an asset of a large amount in respect of jigs* 
tools, dies* etc., is presented to a banker, it shows up very favor
ably and the banker accepting it at its face value, may assume a mar
gin of safety a3 represented by the figures Shown,

This point and others of a similar kind, all important, will come up when 
the new currency system is in operation. It is essential that care
ful consideration be given to the issuing of currency against assets
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of this nature, ( i. e., commercial paper of firms or corporations 
doing a manufacturing business) which can hardly be regarded as 
realizable (liquid or quick assets) and which have little or no value 
in the event of a forced liquidation.

If the Federal Reserve Board insists that such corporations improve their 
method of recording actual operation by giVing detailed information 
as to the character of their assets, whether of a fixed or current na
ture and, in the same way of their various liabilities, you will b§ 
doing the business interests of this country a great service. On-|his 
point, furthermore, Public Accountants need instruction, to the end 
that their certificates will give a true picture of the situation.

The great majority of business failures are due primarily to the lack pf 
knowledge of the cost of production and selling. It is not as a gen
eral rule a question of dishonesty but of ignorance, and it is really 
deplorable how little some men know of what they are doing. Something 
should be done to assist them in attaining greater business efficiency. 
One way that German manufacturers have attained their high state of 
efficiency is through the Governmental help. The Government has not 
been simply a critic, but, having made a careful study of the problem, 
bases its regulations on a remedial and constructive policy.

The Federal Reserve Board can render invaluable service in the character 
of regulations promulgated in respect to manufacturers'paper and the 
specifications it prepares in respect to examinations by certified 
public accountants, classifications of assets and liabilities.

Without such rulings, examinations by public accountants will mean very 
little and it should be borne in mind that losses incurred on manu
facturers ' paper, where unsound methods are us6d, tend to lift the 
rates of interest which are paid by other manufacturers, whose methods 
are above reproach.

November 20, 1914
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.November 21, 1914.

The Federal Reserve Board today made public the first consolidated 

statement of the Federal Reserve System. The statement as given out re

lates to condition at the close of business on Friday, November 20th.

Rediscounting privileges have been availed of to a considerable extent 

in New York, Chicago, St. Louis and Kansas City. Elsewhere the showing is 

much smaller. Federal Reserve notes to meet local demand have been issued 

principally in Chicago, New York and Minneapolis, but every bank has been 

supplied with an adequate quantity of notes to meet its needs. The rela

tively small amount of rediscounts as compared with the resources of the 

system-is due to the policy of the Federal Reserve Board in encouraging the 

payment of reserve deposits in actual money instead of in rediscounted 

paper. Rates of rediscount established a week ago were fixed with this 

policy in mind as outlined in Circular $10, sometime ago issued by the 

Board. Reports from all districts are of the most encouraging nature and i,’ 

the outlook for business is stated as satisfactory. The establishment of 

the System has already had an important effect in increasing the lending 

power of the member banks in addition to the loan power of the Federal Re

serve Banks.

The following consolidated statement shows in one total as nearly as 

available figures will permit the condition of the twelve Federal reserve 

banks at the close of business on November 20, 1914.
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STATEMENT OF CASH ON HAND, REDISCOUNTS, RESERVE DEPOSITS

AND CAPITAL PAID IN 

OF THE TWELVE FEDERAL RESERVE BANKS 

AT THE CLOSE OF BUSINESS NOVEMBER 20, 1914. 

CASH ON HAND:

Gold coin and certificates $203,415,000.

Legal Tender, Silver certificates and subsiduary coin........ 37,308,000.

Total, . .,........$240,723,000.

REDISCOUNTS;.... .................. ............ .........$ 5,607,000.

ALL OTHER ASSETS:.......... ........................ ....£' 95.000.
Total.......... : .$246,425,000.

CAPITAL PAID IN:............. *................ ...... . . .$ 18,072,000.

RESERVE DEPOSITS:.... .................. ................ 227,138,000.

FEDERAL RESERVE NOTES IN CIRCULATION....................  1.215.000.
Total..... . .$ 246,425,000.

Gold Reserve against all liabilities 89$
Cash " *' " '• 105$
Cash reserve against all liabilities after setting aside
40$ gold reserve against Federal Reserve Notes in circulation 105$
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November 24, 1914.

Messrs. Warburg and Harding of the Federal Reserve Board said 

today:

"The story printed in a morning paper to the effect that there 

was a rift in the Federal Reserve Board, is absurd upon its face 

and without the slightest‘foundation.

"As the story purports to have come from members of the Federal 

Reserve Boqrd in New York on Friday last, and as v/e are the only two 

members who were there at that time, having been in that city on that 

date to attend a meeting of the Cotton Fund Committee, we feel it 

our duty to make this positive and unequivocal denial."
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To the Federal Reserve Board, 

Gentlemen:

Washington,

24, 1914.

Your Committee which has had before it the consideration of 

salaries of officers of the Federal Reserve Banks begs to make the follow

ing report:

The salaries proposed by Boston are as follows:

Alfred L. Aiken, Governor - - - - - - - - - - - - - - -  §15,000.
Frederick H. Curtiss, Federal Reserve Agent - - - - - -  10,000.

Your Committee recommends their approval. *

The salaries proposed by New York are as follows:

Benjamin Strong, Jr., Governor . §30,000.
Pierre Jay, Federal Reserve Agent 16,000.

Your Committee recommends their approval.

The salaries proposed by Philadelphia are as follows:

Charles J. Rhoades, Governor §20,000.
Richard L. Austin, Federal Reserve Agent 10,000.

Your Committee recommends their approval.

The salaries proposed by Cleveland are as follows:

E. R. Faneher, Governor §16,000.
D. C.. Wills , .Federal Reserve Agent 10,000.

Your Committee recommends t h e i r  ap p rov a l .
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The salaries proposed by Richmond are as follows;

George J. Seay, Governor $15*000#
(includes salary as member cf Advisory Council}

Wm. Ingle, Federal Reserve Agent 10,0^0#
James A, Moncure, Deputy Federal Reserve Agent 3,0o0.
Cashier 2,000.
Auditor 2,500.

Your Committee is unwilling to recommend these salaries. We think the 

salary of the Governor should not exceed, to start with, $12,000. per 

year.

We do not approve the salary propeged for Mr. J. A. Moncure, 

Deputy Reserve Agent. Mr. Moncure is a business man who does not give 

a great deal of his time to the bank and v/e think he should- be paid a 

fair per diem - say $25 - for the actual time that he serves as Acting 

Federal Reserve Agent.

The salaries proposed by Atlanta are as follows:

Joseph A, McCord, Governor $15,000.
U. B. Wellborn, Federal Reserve Agent 6,000.

Your Committee is of the opinion that the salary proposed for the Gov

ernor of the Board is excessive and should hot exceed $10,000 a year. 

We approve the salary of the Deputy Federal Reserve Agent.

The salaries proposed by Chicago are as follows:

James B. KcDougal, Governor $20,000.
Vice-Governor 10,000.

C. H. Bosworth, Federal Reserve Agent 10,000.
W. L. McLallen, Deputy Reserve Agent 6,000.
Cashier 4,000.

Your Committee recommends t h e i r  ap p rov a l .
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 ̂Th« salaries proposed by St. Louis are as follows*

Rolla Wells, Governor, $25,000. 
William KcC. Martin, Federal Reserve Agent, 10,000. 
William W. Hoxton, Deputy Governor and Secretary, 7,500. 
C. E. French, Cashier, 10,000.

In the opinion of your Committee, the salary roll proposed is high in

comparison to most of the other Districts - possibly this is justified,

but it should have consideration.

The salaries proposed by Minneapolis are as follows:

Theodore Wold, Governor, $15,000.
John H. Rich, Federal Reserve, Agent, 7,500.
P. M. Kerst, Deputy Reserve Agent, 8,0G0.

(Entire salary paid as Bank Examiner).

Your Committee recommends their approval.

The salaries proposed by Kansas City are as follows:

Charles M. Sawyer, Governor, No recommendation
J. 2. Miller, Federal Reserve Agent, v 7,500,

In respect to the salary of the Governor, no recommendation has been made.

The salaries proposed by Dallas are as follows:

Oscar Wells, Governor, $12,000. 
R. L. Van Zandt, Deputy Governor, 6,000. 
E, 0. Tenison, Federal Reserve Agent, 6,000. 
W. F. McCaleb, Deputy Federal Reserve Agent, 4,000. 
J. W. Hoopes, Cashier and Secretary, 5,000.

Your Committee recommends their approval.

The salaries proposed by San Francisco are as follows:

Archibald Kains, Governor, No recommendation
'John Perrin, Federal Reserve Agent, $12,000.

While a salary has not been fixed for the Governor, we understand $15,000,

is talked of. This we are ready to approve and Mr. Perrin's salary,

originally fixed at $10,000, has been changed to $12,000.
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In regard to the compensation paid directors, your Committee 

recommends the following;

That the directors be allowed i fee of $20 for attending a 

directors' meeting, or $10 for attending meetings of the executive com

mittee. In addition to this, directors living more than fifty miles 

from the Reserve banks shall be allowed a per diem fee of $10 for every 

day's absence from home necessarily involved in such attendance, plus 

necessary traveling expenses.

(Signed) F, A, Delano,

(Signed) P. 11. Warburg.

(Signed) W. P. G. Harding

i
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DEPARTMENT «P W$T|CE,

Office of the Solicitor of the Treasury,

WASHlNOTCN, D. C. November 24, 1914#

The Federal Reserve Board.

Gentlemen:

Referring to the so-called “Clayton Law" approved October 15,1914. 

regarding monopolies, etc,, I am requested to advise you whether the words 

“Tirom and after two years from the date- of the approval of" the said act, 

apply to paragraph 2 of section 8.

In other words, Mr, Robert W. Webb, Vice President of the Minn

eapolis Trust Company, inquires of your board by letter dated the 20th 

instant, whether a director of the company is eligible to serve as a 

director of a national bank not having common ownership of stock, until 

the expiration of two years after the approval of the act. And if so, 

may he not further serve for such time thereafter as would constitute 

the unexpired part of one year from the date of his election?

The first paragraph provides:

"That from and after two years from the date of the ap
proval of this act no person shall at the same -time be a 
director or other officer or employee of more than one bank, 
banking association, or trust company, organized or operating 
under the laws of the United States, either of which has de
posits , capital , surplus, and undivided profits aggregating 
more than $5,000,000, and no private banker or person who is 
a director in any bank or trust company, organized and oper- 

• I ating under the laws of a State, having deposits, capital,
surplus, and undivided profits aggregating more than $5,000,000, 
shall be eligible to be o director in any bank or banking as
sociation organized or operating under the laws of the United 
States."
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x x x  "whep -a director, officer, cr employee h^s been 
elected or selected in accordance with th® provisions of this 
act j.t shall be lawful for him to continue as such for one 
year thereafter under said election or employment."

Paragraph 2 of said section provides that -

"No bank, banking association, or trust company, organized 
or operating under the laws of the United States , in: any city 
or incorporated town or village of. more than 200,000 inhabitants 
as shown by the last preceding decennial census of the United 
States, shall have as director or other officer or employee any 
private banker or any director or other officer or employee of 
any other bank, banking association, or trust company located 
in the same place: Provided. That nothing in this section shall
apply to mutual savings banks not having a capital represented 
by shares: Provided further, that a director or other officer,
or employee of such bank, banking association, or trust company 
may be a director or other officer ©r employee of not more than 
one other bank or trust company organ!,zedunder the laws of the 
United States, or any state where the entire capital stock of 
one is owned by stockholders in the other: and provided further
That nothing contained in thjte section shall forbid a director 
of class A of a Federal reserve bank, as defined in the Federal 
reserve act from being an officer or director or both an officer 
and director in one member bank,"

The last paragraph of section 8 directs that -

"When any person elected or chosen as a direptor or officer 
or selected as an employee of any bank or other corporation 
subject to the provisions of this act is eligible at the time 
of his election or selection to act for such bank or other 
corporation in such capacity, his eligibility to act in such 
capacity shall not be affected and he shall not become or be 
deemed amenable to any other provisions hereof by reason of any 
change in the affairs of such bank or other corporation from 
whatever cause, whether specifically excepted by any of the 
provisions hereof or notV until the expiration of one year from 
the date of his election or employment."

From the facta stated and in accordance with my interpretation of 

the statute, I am of the opinion that the two years' limitation mentioned

This paragraph further provides that -
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in the first 'paragraph of section 8 of the. act applies also to the second 

paragraph, and that a director of the said trust company is eligible to 

serve as a director of a national bank not having common ownership of 

stock, until the expiration of two years after the approval of the act; 

and th<*t by authority of the last paragraph above quoted, he is eligible 

to further serve for auch time thereafter as constitutes the unexpired 

part of one ye^r from the date of election.

I am of the opinion also that the statute will fairly bear the liberal

interpretation that it was intended that paragraphs 1 and 2 should be 

read together in order that the existing arrangements might not be subject 

to sudden and inconvenient changes; and that the first paragraph as to 

eligibility to serve as a director in two institutions whose deposits, 

capital, etc., exceed §5,000,000, be modified by the second in the case 

of institutions the stock of one of which is wholly -owned by the stock

holders in the other.

I am further of the opinifin that it was the intention of Congress 

that the first two paragraphs of section S as to banks whose deposits, 

capital, surplus , etc., aggregate more than §5,000,000, and as to all 

banks in cities of over 200,000 population, the provisions as to time 

of the act taking effect, mutual savings banks, common stock ownership 

and Federal reserve banks, should apply alike.

The letter of Mr. Webb is herewith returned.

Very respectfully,

(Signed) F. A. Reeve,

Acting Solicitor.

(Enc).

12/l/l4/ ;
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November 30, 1914. fc> »

My dear Governor:-

X am in receipt of your note of the twenty- 
third instarct in which you submit the following ques
tions for consideration:

Does sub-section (b), Section 14, permit a 
Federal reserve bank to buy United States Government 
bonds regardless of the limitations of Section 18?

• If a reserve bank did so, could it issue
Federal reserve bank notes against these bonds?

Sub-section (b) of Section 14, in defining 
one of the powers of the Federal reserve banks, pro
vides in part as follows -

"To buy and sell, at home or abroad, bonds 
and notes of the United States **** such purchas
es to be made in accordance with rules and regu
lations prescribed by the Federal Reserve Board".

This section tajken alone vests in every Fed
eral reserve bank the power to purchase and sell United 
States bonds without any limitation except such as may 
be imposed by regulations of the Federal Reserve Board.

Unlike Section 18, which becomes effective 
two years from the date of the passage of the Act, this 
section takes effect immediately upon the establishment 
of the Federal reserve banks, being a power vested in 
such banks when organized and authorized to commence 
business. It will, therefore, conduce to clearness to 
consider the' exercise of this power, first, without ref
erence to the provisions of Section 18 and as an inde
pendent power, and later, to consider whether the pro
visions of Section 18 in any ”ray affect or restrict the 
provisions of this section.

It will be observed that Federal reserve banks 
are given the power to purchase and sell United States 
bonds* This power will include the purchase and sale 
(a) of bonds not having the circulation privilege - for 

' example, Panama Three Per Cent bonds; (b) bonds having 
the circulation privilege but against which no circula-
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"tion is o’Utjs^anding. ffuoh to be purclv*9®4* 0-*d sold
as the’title to this section indicates* in |ke open market, 
that is, fro© any source.

Section 4, tfitb-section 8# which likewise takes ef
fect when the Fedacal reserve hanks have baen authorised to 
commence business.provides in part as follows -

"Upon deposit with the Treasurer of the United 
States of any bonds of the United States in the manner 
provided by existing; law relating to national banks, 
to receive from the Comptroller of the Currency circu
lating notes in blank, registered .and countersigned as 
provided by law, equal in amount to the par value of 
the bonds so deposited, such notes to be issued under 
the same conditions and provisions of law as relate to 
the issue of circulating notes of national banks secur
ed by bonds of the United States bearihg the circulat
ing privilege, except that the issue of such notes shall 
not be limited to the capital stock of such Federal re
serve bank".

Under these tvvo sections any Federal reserve bank, 
independently of the provisions of Section 18, may purchase 
in the open market United States bonds not having the circu
lating privilege or United States bonds having the circulat
ing privilege but against which no circulation is outstanding 
and upon deposit of latter bonds in the manner provided by 
existing law relating to national banks, may receive from the 
Comptroller circulating notes in blank equal in amount to the 
par value of the amount so deposited.

Section 18, on the other hand, which, as stated, 
does not become effective until after two years from the pas
sage of the Act, deals with a specific class of bonds, namely, 
those held by national banks which desire to retire in whole 
or in part circulating notes outstanding. This section pro
vides in part as follows:

"After two years from the passage of this Act, and 
at any time, during a period of twenty years thereafter, 
any member bank desiring to retire the whole or any part 
of its circulating notes, may file with the Treasurer of 
the United States an application to_ sell for its account 
at par and accrued interest, United States bonds secur
ing circulation to be retired.

The Treasurer shall, at the end of each quarterly 
period, furnish the Federal Reserve Board with a list of 
such applications, and the Federal Reserve Board mav. in 
its discretion. require the Federal reserve banks to pur
chase such bonds from the banks whose applications have 
been filed with the Treasurer at least ten days before 
the end of any quarterly period at which the Federal Re
serve Board may direct the purchase to be made; PROVIDED,
That Federal reserve banks shall not be permitted to
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"purchase'an amount to exceed (25,000^000of such 
bonds in any ohe'^year, and which amount shall in* 
elude bonds acquired u^d’er section four of t’kis 
Act by the .Federal reserve bank1'.

The question, therefore, arises whether the limi
tation of £'25,000,000 contained in the foregoing proviso lim
its the amount of United States bonds which may be purchased 
from any source* (e.g., bonds haring no circulating privilege 
and bonds having circulating privilege but against which no 
circulation is outstanding), by a Federal reserve bank, or 
whether it applies only to those bonds which are offered for 
sale by a member bank through the Treasurer of the United 
States with the intent to contract the circulation of such 
member bank. The language of this proviso is somewhat am
biguous since the enacting clause provides that -

"The Federal Reserve Board may, in its discretion, 
require the Federal reserve banks to purchase such 
bonds(that is, bonds which are offered for sale 
through the Treasurer by member banks)", 

while the language of the proviso is

"Provided that the Federal reserve banks shall not 
be permitted to purchase an amount to exceed £>25,000,000 
of such bonds (that is , b.onds. of fered f or sale by member 
banks as above indicated) in any one year, and which 
amount shall include bonds acquired under Section 4 of 
this Act by the ^Aderal reserve bank"«

"Provided, further, that the Federal Reserve Board 
shall allot to each Federal reserve bank such propprtion 
of such bonds as the capital and surplus of such bank 
shall bear to the aggregate capital and surplus of all 
the Federal reserve tanks".

If w© analyze this language we find (l) that the 
power is vested in the Federal Reserve Board to require 
Federal reserve banks to purchase bonds offered for sale, 
after two years from the passage of the Act, by member banks 
through the Treasurer of the United States. (2) By way of 
limitation to the exercise of this poxver by the Federal Re
serve Board, Federal reserve banks are not permitted to pur
chase more than (’25,000,000 of such bonds in any one year. 
That is to say, the combined or aggregate purchases of all 
Federal reserve banks of bonds offered for sale 'through the 
Treasurer of the United States, and which the Federal Reserve 
Board may require the several Federal reserve banks to pur
chase, in proportion to the capital and surplus of such banks, 
shall not exceed (25,000,000 in any one year, and to quote 
from the statutes -
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"■this amount shall include bo-nds a c q u i r e d  under .Secjiog 
four of this Act bv the Federal reiser ye .X̂ njc -"

I*t will bo observed -

First - that the amount to pe included in the 
£25,00Q,000 referred to is the amount ti bonds acquired under 
Section four which defines the genojral corporate powers of a 
Federal reserve bank., and includes in such powers the right 
on the part of the Federal reserve bank to deposit with the 
Treasurer of the United States bonds bearing the circulating 
privilege and to receive therefor circulating notes.

No reference is made in this proviso to Section 14 
which authorizes banks to purchase in the open market United 
States bonds either with or without this circulating privil
ege . Section 18 deals with bonds which not only have the 
circulating privilege but against which circulation is al
ready outstanding. This is significant because the question 
of contraction is unquestionably involved and the limitation 
imposed seems to be a limitation on the amount of bonds which 
the Federal reserve banks may be required to purchase from 
member banks in order to permit such member banks to reduce 
the amount of their outstanding circulation.

In ••''ther words, Section 18 may be said to be sup
plementary to the Act approved July 12, 1882 as amended by 
the Act approved March 4, 1907, providing for the withdrawal 
of circulating notes on deposit of lawful money, and the 
withdrawal ,of bonds, which Act reads in part as follows -

"Provided that not more than nine million dollars 
of lawful money shall be so deposited during any cal
endar month for this purpose".

In other words. Section 18 provides an additional method by 
which member banks may reduce their outstanding circulation 
to the extent of ('25,000,000 a year by the sale of such iionds 
to Federal reserve banks to thi3 amount, provided, such Fed
eral reserve banks have not lost their power to purchase 
such bonds from member banks by purchases made in tic open 
market.

Second - It 'will also be observed that the amount 
to .ba included in the (25,000,000 referred to is the amount 
of bonds required under Section four by one Federal reserve 
bank and not by the several Federal reserve banks which lang
uage, as above stated, is ambiguous. It may be that this 
is the result of a typographical error and that Congress in
tended that section to read -

"This amount shall include bonds acquired under 
Section four of this Act by the Federal reserve banks".
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in.which case it w«uld still seem cl*a? that Section 18 is 
independent <jf Section 14 and thafc the limitation imposed 
by Section 2£ -applies only to the .a»woufit̂ £ bonds which 
several FaderaJ, banks mny>n »;li,'jra  ̂to purchase H
in order to enable member bank3 to rtjbce their outstanding 
circulation to the- extent of (-25,000,000 a year in addition 
to the amount now allowed by law, namely, nine million del*, 
lars per month.

On the ether hand, if we assume that Congress in
tended to confine the amount to be included to the amount 
of bonds purchased by one Federal reserve bank, this ambi
guity is partly explained by a consideration of the lang
uage of this particular section as it passed the Senate and 
as it finally appeared in the Act when passed by Congress.
In the bill as it passed the Senate pn December ISth, 1913, 
this section provided that - *

"The Federal Reserve Board may, in its discretion, 
require the Federal reserve p&jiks to purchase such 
bonds ffom the banks whose applications have bee'n 
filed with the Treasurer at least ten days before the 
end of any quarterly period at which the Federal Re
serve Board may direct the purchases to be made".

No limitation was placed upon the amount o£ such 
bonds which the Federal Reserve Board might, in its discre
tion, require the several Federal reserve banks tc purchase.

As amended by the Conference - Committee of the 
Senate and House, the amount of such bonds which the several 
Federal reserve banks are permitted to purchase is limited 
to .(25,000,000 in the aggregate in any one year, such bonds 
being those held by member banks and having circulation out
standing against them.

Without the language which follows this limitation 
and which reads "And which amount shall include bonds ac
quired under Section four of this Act by the Federal reserve 
bank",the word "permitted" Would'be synonomous with the word 
"required1.1 that is to say, the same result would obtain if 
the proviso read "the Federal reserve banks shall not be re
quired to purchase an amount to exceed (-25,000.000 of such 
bonds in any one year".

Since in this case the limitation would have ap
plied to the power of the Federal Reserve Board to require 
the purchase of such bonds, while the Act as it passed ef
fects the same result by limiting the power of the bank to 
purchase instead of limiting the power of the Board to re
quire such bank to exercise the power tc purchase.
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. Th* question, therefore, arises -r what is the 9lfp$% 
of the language *ytd which ateĉunt ahqil ̂ ^ludecbondg1 acgu^eji 
under Section 4- this Aqt jjjy the p^eral reserve batik.”

As above stated, it will be observed that the pur
chases to be included in the :|:25,000,000 are the purchases-of 
one bank, not the aggregate purchases of the several Federal 
reserve banks, and this language would be difficult to ex
plain without the aid of the second proviso which follows 
and which reads:

"Provided, further, that the Federal Reserve Board 
shall allot to each Federal reserve bank such proportion 
of such bonds as the capital and surplus of such bank 
shall bear to the aggregate capital and surplus of all 
the Federal reserve banks"*

Considering this language as part of'the context 
the conclusion seems inevitable that Congress intended that 
no part of the £25,000,000 in bonds which the Federal Reserve 
Board might require the several Federal reserve banks to pur
chase through the Treasurer from member banks shall be allotted 
to a Federal reserve bank which had purchased under Section 4 
United States bonds equal to or in excess of the amount which 
would otherwise be allotted to such bank, and had taken out 
Federal Reserve bank notes against said bonds.

Unless this view is adopted, it would be difficult 
to attach any meaning to the proviso that the £25,000,000 
Should include bonds acquired under Section 4 o£ this Act 
“by the Federal reserve bank'*.

The meaning of these provisions would perhaps be 
clearer if they should be transposed to read -

"Provided, the Federal Reserve Board shall allot 
to each Federal reserve bank such proportion of such 
bonds as the capital of such bank shall bear to the 
aggregate c.-pital and surplus of all the Federal re- 
serveve banks".

"Provided, further, that Federal reserve banks 
shall not be permitted to purchase an amount to exceed 
£.25,000,000 of such bonds in any one year, and which 
amount shall (in making such allotments) include bonds 
acquired under Section 4 of this Act by the Federal re
serve bank (to \rhich such allotment is made)."

It is significant that throughout both provisions 
the language "such bonds1' is consistently used. The bonds 
referred to as "such bends", of which Federal reserve banks 
are permitted to purchase an amount not to exceed £25,000,000
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in any one year, are shown by the context to bs bonds offered 
by member bahfea for 6ale through the Treasurer in. or day to 
reduce the ciyculatj.on of sufth mafflber banks* and also which 
form a part of an aggregate amount which the Federal Resarvf 
Board may require the Federal resajT&& banks to purchase.

These elements are necsesary to bring such bonds 
s within the purview of this section. • The limitation prescribed

is the limitation of the amount which the Federal Reserve Board 
may require Federal reserve banks to purchase, and it seems 
clear that if a Federal reserve bank has under the power con
tained in Section 14 already purchased United States bonds with 
the circulation privilege equal to or in excess of what its 
allotment would otherwise be, and has taken out Federal reserve 
bank notes against such bonds, under Section 4, it is not per
mitted or required to share in the purchase of such bonds which 

v must be purchased at par,-

If we assume that Congress intended to include bonds 
purchased by the several Federal reserve banks under Section 4 
in the limitations prescribed, the effect would be that if any 
number of the Federal reserve banks had purchased in the open 
market in the aggregate bonds having the circulating privilege 
of $25,000,000 in any one year, then no Federal reserve bank 
would be permitted to purchase any bonds offered by member banks 
for sale through the Treasurer .of the United States.

If, on the other hand, we follow the language of the 
Act and interpret it as aforesaid, the effect would be that if 
some of the Federal reserve banks, had purchased .in the open 
market no bonds having the circulation privilege during the year 

L they might be required to take their allotment of this $25,000,000,
while those banks which had purchased bends equal to or in excess 
of the amount to which hey would be entitled, would not be per
mitted to purchase any such bonds, if those purchased in the open 
market had been used as a basis of an issue of Federal reserve 
bank notes.

‘  *  O t H . S ^  N « .  1%

In either view, the conclusions seer, fully justified -

First - That Federal reserve banks may, under Section 
14, sub-section (b), purchase in open market United States bonds 
with or without the circulating privilege, to such an extent as 
the Federal Reserve Board may by regulation permit, and without 
reference to the limitations of Section 18.

Second -That any bonds so acquired, having the circu
lating privilege, may, under the provisions of Section 4, be 
deposited with the Treasurer of the United States as a basis foi* 
issue of Federal reserve bank-notes.

Third - That after two years from the passage of the 
Act any bonds against which national banks have outstanding 
national bank notes, may be purchased by Federal reserve banks 
when offered for sale through the.Treasurer of the United States,
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provided, that the Federal reserve bank to- which an allotment is 
made has not already purchased in the -open market bo^ds with cir
culation privilege equal to^r in «xcess of tb* amount to which 
it would be entitled, and has teken out Federal reserve bank notes 
against such bonds under Section 4, or, ,i.f- it is assumed that the 
limitation of bonds purchased-Jby one Federal reserve bank was the 
result of a typographical error, then, provided the several Federal 
reserve banks have not already pyrchsed in the aggrec;.te in tpeii 
market such bonds amounting to $2 5,0 0 0,0 0 0, and have used binds so • 
purchased as securitv for an issue oi Federal reserve bank notes. 
Inasmuch, however, as the 1an^uage can be given a meaning without 
tl is assumption, there weuld seem to be no justification for • 
treating this as a typographical error-

Fourth - That until a period of two years from the pas
sage of the* Act has expired, Federal reserve banks purchasing in 
open market bonds having the circulating privilege may deposit 
same with the Treasurer of the United States and obtain an issue of 
Federal reserve bank notes on the securer of such bonds.

Fifth - That after two years from date of the passage of 
the Act Federal reserve banks acquiring bonds bearing the circulat
ing privilege under Section 14 or Section 18 may, under the provis
ions of Section 18 which becomes effective at that time, procure an 
issue of Federal reserve bank notes on the security of such bonds, 
or, may, ~ith the approval of the Federal Reserve Board, exchange 
any such United States two per cent gold bonds bearing the circulat
ing privilege (if such bonds have no circulation outstanding) for 
one year gold notes of the United States without the circulating 
privilege to an amount not to exceed one-half of the bonds so 
tendered for. exchange, and thirty year three per cent gold bonds 
without the circulating privilege for the remainder of .the two per 
cent bonds so tendered, subject to the limitations prescribed in 
Section 18.

Respectfully,

Counsel 4

Hon. Charles S. Hamlin, 
G I V F R N 0 R .
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Washington, D. C,,
December 3rd, 1914.

?'V v 
d

The Examination and Audit of Federal Reserve and Member 
Banks under the direction of the Federal Reserve Board.

There has been created a Division of Audit and Examination. 
As an outline of its duties the following is submitted for 

the information of all concerned;

♦ EXAMINATION AND AUDIT OF'FEDERAL RESERVE BANKS.

(a) Federal reserve banks.

(b) Books and accounts of Federal reserve agents.

(a) Federal Reserve Banks.

Sec. 11; Par A - Authorizes and empowers the Federal 
Reserve Board "To examine at its discretion the 
accounts, books and affaire of each Federal Reserve 
Bank."

Sec. 21; Par. 5 - Provides that the "Federal Reserve 
Board shall, at least once each year, order an exam
ination of each Federal reserve bank, and upon joint 
application of ten member banks the Federal Reserve 
Board shall order a special examination and report 
of the condition of any Federal reserve bank."

The law provides for an examination of each Federal

reserve bank at least once a year, but it is proposed

that examinations shall be held ordinarily twice each

year, covering a thorough investigation of rediscounts,

collateral loans, investments and open-market transactions,

particular attention being paid to compliance with the

provisions of the Federal Reserve Act and regulations

promulgated by the Federal Reserve Board.

Paper accepted for rediscount should be analyzed, in

order to determine its eligibility under the regulations
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iseued.. Inquiry should also be made. as to the condition
of member beaks of feeing, panel' for r.edisctgtpt* Every
examination shpiuld cover a complete audit ft  the .Jjank ahd

a report made to the Federal Reserve Board &® to the oon»
dition of eaoh.banjc, competency at management, adequacy

of records and attention given by the director® to the
affaire of the reserve bank. Attention should be called
to any unsafe or unsound condition, or any vicious tendency
that might appear in any department of the bank.
(b) Federal Reserve Agent.

Section. 11 j Par 1 - The FederajC Reserve Board shall 
be authorised Mto require bonds of Federal reserve 
agents, to make regulations for the safeguarding of 
all collateral, bonds* Federal reserve notes, money 
or property of any kind deposited in the hands of 
such agents, * * * and make all rules and regulations 
necessary to enable said board effectively to perform 

■ the same.**
The records and accounts of the Federal reserve agent 

in each Federal reserve district shall be examined at least 
quarterly, and a complete report made to the Federal Reserve 
Board. The examination shall cover a verification of the 
money, Federal reserve notes and collateral in the hahde 
of the Federal reserve agent*
SPECIAL EXAMINATIONS OF OlfBER BANKS OR BANKS APPLYING FOR 
BdBMBBRSHIP.

(a ) Msafear •
Sec. 11; Par, A - The Federal Reserve Board shall be 
authorised "to examine' at its discretion the. accounts, 
books and affairs of each Federal reserve bank and of 
each member bank."
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It- is twcpactcd that the exercise of thfunctiejr uiVf 

be confined to special examinations ot investigation's b« 

made only tvheu deemed necessary by the Federal Xba^rve Board, 

or with the apprs^al of the Board upon a request by any 

Federal roscrv^ banfc^ The primary purpose pf such •examina

tion should be to ascertain the condition of a member banfc 

or of the linos of credit which are being extended by it.

The Federal Reserve Act also grants authority te tho 

Comptroller of the Currency and to the Federal reserve banks 

the right to examine member banks'. Therefore, in order to 

prevent confusion and secure co-operation and coordination 

with the examinations of National banks ky the examiners 

on tho staff of the Comptroller of the Currency and in 

order to avoid duplication in examinations a plan has been 

suggested, details of which are ombodied in the report of a 

special committee on this subject appointed by the Comptroller 

acting with a committee of your Beard to suggest a means 

of standardizing the salaries of National bank examiners 

and the method of assessing banks for the cost of such 

examinations. A copy of that portion of the report relat

ing to the matter above referred to is attached to this 

memorandum.

(B) State Institutions Applying for Membership.

Sec. 9; Par. 2.- "The Organization-Committee or the 
Federal Reserve Board shall establish by-laws for the 
general government of its conduct in acting upon 
applications made by the State banks and banking 
associations and trust companies for stock ownership
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in Federal reserve banka.. Such by-laws shall 
require applying banks * * * to submit to th£ 
examination ap4 regulations proscribed by tb/ 
Organization Committee or by the Federal Reserve 
Board*" *

The examinations of such institutions shal3- P& 

made when ordered by the Federal Reserve Board. I-1* Is 

recommended, however, that all such applications shall 

be referred to the Division of Audit and Examination, 

which shall communicate with the Reserve bank of the 

District and with the State banking authorities. In 

connection with this inquiry, the Division of Audit and 

Examination shall be authorized to call for such supple

mental information as may be deemed necessary, for ex

ample, the fo-llowing:

(1) A copy of report of the last examination by 
State authorities;

(2 ) Loans ever a stated amount;
(3 ) Real estate investments, loans secured by real 

estate collateral, loans secured by stock of 
real estate corporations, real estate mortgages 
with data as to maturities;

(4 ) . The business, firm and corporation affiliations
of officers and directors;

(5) A de ailed statement of investments.

(C) Special Examinations - State Banks and Trust Company
' • Members *

Sec, 21; Par. 1.- The Federal Reserve Board "may 
authorize examination by the State authorities to 
be accepted in the case of State banks and trust 
companies and may at any time direct the folding 
of a special examination of State banks or trust 
companies that are stockholders in any Federal Re
serve Bank."

The intent of the law seems to be to accept'd the 

examination made by State authorities wherever it can bo
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d<tiG without discrimination. Vt should therefore be a 

function 'Of this Division fee investigate the examining 

methods *>f State authorities^ \n order to ascertain 

whether or not the standard of examinations is such 

as to be acceptable to the Federal Reserve Board.

It will be necessary to request State authorities 

to furnish'the Federal reserve banks information as to 

the condition of each State institution that is a member 

of the Federal Reserve System* Whenever a special ex

amination is necessary by either the Federal Reserve 

Board or a Federal reserve bank it is usually desirable 

that such examination should be made in connection with 

an examination made by State authorities,

3. SPECIAL INVESTIGATIONS,

Special investigations will be held only when deemed 

advisable or order oy the Reserve Board, either when 

warranted by general business or other conditions. Applica

tions for the establishment of domestic or foreign branches, t 

or of member banks to exercise trust company powers shall 

be investigated by this Division.

4. CREDIT BUREAUS.

•The establishment of credit bureaus in Federal re

serve banks, and of a central credit bureau at Washing

ton is so closely related to examinations, that it is 

desirable that the Division of Audit and Examination
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shail be_ responsible firr the dayfi^pm^mt of thp system.

#

The purpose the credit bureau is io collect and r#eor$ 

data concerning member banks and the standing bf in

dividuals, firms and corporations discounting at and 

borrowing from these banks, or selling paper to them* 

Furthermore, it is very desirable that ccbd.it bureaus 

be established in each Federal reserve bank, under the 

joint supervision of the Federal Reserve Agent and the 

Governor of the Bank, in order that material may be 

there collected, recorded and indexed for the benefit 

of the board of directors er Executive Committee passing 

upon the paper offered for rediscount, and open for 

inspection by examiners of the Federal Reserve Board.

Under the accounting system which has been adopted

reports of various leans made are reported daily to the

Washington office. It is proposed a few months hence

to require a further weekly report giving the aggregate

liability of the makers or payers of the paper redis-
%

counted. This data will then be analyzed at the Wash

ington office and reoommendations made which will assist 

the credit bureaus of the different districts. It will 

be necessary to establish a system of co-operation and 

interchange of information between the district credit 

bureaus and also establish co-operation between National 

bank examiners^ and ths Federal reserve banks in each 

district,. This subject is more fully covered in the
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report of the committee of examiners to the Comptroller 

and the Federal Reserve Board, to which reference is

- now made.

5. REPORTS AND STATEMENTS.

Various detailed and periodical reports are for

warded to the Federal Reserve Board by the reserve •

banks. Information as to rediscounts and loans is 

received daily and the figures recorded on the records 

of the Division of Reports and Statistics. . Loan re- . 

ports will require careful analysis. The work of the 

Division of Reports and Statistics and that of the Division of 

Audit and Examination are 30 closely related that it 

is esential that close cooperation shall exist between • 

the two,

6. AUDIT.

The Board will determine later whether it will in

clude under the Division of Audit and Examination a De

partment for audit of bills for its own purchase of ma

terial, or disbursements.

Staff of the Division of Audit and Examination.

The Board does not contemplate making general examina

tions until January, 1915. The number of men who will be 
 required on this work will depend entirely upon the extent 

of the special examinations and investigations demanded, 

and it is expected''fto draw upon staff of the Comptroller 

of the Currency for assistance in these examinations.
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Fsuj- the rcvttipn vitrlc of fxstmih&tion, three to four Federal 
reserve examiners aiqd say twg ^ssletant examihers will be neces
sary. An Auditing clerk will Jj>e required to pass upon the bills 
for di shut's sgnont j a report olerk to analyze the reports made by 
the Federal reserve banks and record loan data bn the Credit 
Bureau records will be needed. At least one stenographer will 
be required for the use of the Division,

Submitted to the Board 
On Behalf of the Committee on 

Audit and Examination,

Adopted by the Federal Reserve Board 
December 18, 1S14.
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>

-J

y

The Federal Reserve Board shall 
be auth*risfi&{
(a) "T»examA»fe at its discretion 
the accoorFfs, books, and affairs 
of each federal Reserve Bank and 
of each member bank."

11« Section par.l provides that "The Comptroller of
the Currency, with the approval of 
the Secretary of the Treasury, shall 
appoint examiners who shall examine 
every member bank at least twice in 
each calendar year and oftener if con
sidered necessary. The Federal Reserve 
Baord may authorize examination by 
State authorities to be accepted in 
case of State Banks and Trust Companies.11

111. Section 21, par.3. provides that "in addition to the exam
ination made and conducted by the Comp
troller of the Currency, every Federal 
Reserve Bank may, with the approval of 
the Federal Reserve Agent or the Federal 
Reserve Board provide for special exam
ination of member banks within its dis
trict. * * * Such examinations shall be_ 
30 conducted as to inform the Federal Re 
serve Bank of the condition of its member 
banks and of the lines of credit which aw- 
being extended' by thorn."

1* Section 11, par; *

The lav; requires that two examinations of every member bank 

shall bo made in each calendar year by examiners appointed by the Comp

troller of the Currency. An exception is made, however, .•* State Banks 

and Trust Companies where the Federal Reserve Board has authorized the 

acceptance of examinations by State authorities. It will be seen fur

ther that the Federal Reserve Act gives to the Federal Reserve Board 

the power to examine each member bank, and also that each Federal Re-- 

serve Bank has the pov.’er to examine its merdbei .banks.
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At present many banks .. rpplement Federal or State examination by 

independent examinations by clearing house examiners, public accountants 

or directors. State institutions are,examined by St^te bank examiners 

and under the laws of some States compulsory examinations by directors 

are also required.

If advantage is taken of the right to examine member banks, by all 

of the authorities upon whom the power is conferred, it will place mem

ber banks under continuous examination, at a tremendous expense, cause
%

duplication and confusion, and defett the purpose which the law is in

tended to serve« The lav; contemplates not an increase in examinations 

but rather an increase in the effectiveness of examinations in both city 

and country districts.

SUGGESTIONS AS TO EXAMINATIONS *• MEMBER BANKS.

(a) national Bank Examinations -

It is plainly the intent of the lav; that all 
regular examinations of member banks shall be made by 
national bank examiners. The Act permits theFed- 

1 eral Reserve Board to accept examinations by State-
authorities as to State banks and trust companies ad
mitted to the Federal Reserve System.

The primary purposes of all examinations axe to 
ascertain that the institutions are solvent, that 
business is beiny conducted in accordance with the 
law, and to correct unsafe and unsound tendencies.

|
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(b) Federal Reserve Bank Examinations.

The primary purpose of such examinations is to "inform 
the_Federal Reserve bank of the condition »f its member banks 
and of the lines of credit which are being extended by them".

In order tc determine the line of rediscount which may be 
safely and wisely extended, the Federal reserve bank in each 
district wi’l be interested in obtaining detailed information 
concerning each member bank, as to financial condition, char
acter of management, competency of officers and directors, care 
exercised in granting and checking credits, customs in extending 
accomodation to directors and officers, or to corporations which 
they may own, control or be interested in, and relations with 
large boi-srV.ers.

The necessary information could be obtained by the national 
bank examiners in connection with the regular examination. If 
the plan of co-operation is approved, it is suggested that the 
Federal Reserve Agent be furnished with -

1. Record of loans over a stated amount as shown at each
examination in order that the data may be recorded 
on the Credit Bureau records and made available for 
future reference.

2. Such other information as may be desired by the Federal
Reserve bank.

3. Copies of the reports of examinations of member banks,
upon request made to the Supervising National Bank 
Fxaminer of the district- These copies to be later 
returned to the Supervising Examiner.

Under the proposed plan »f co-operation between the Federal 
reserve banks and the National Bank Examination system information 
will be obtained by xhe examiners for the use of each Federal re
serve bank. On.the other hand, the records will be available to
the examiners for use at subsequent examinations. Each bank will 
have a record of the business, firm and corporation affiliations 
of directors and officers of each member bank; credit informa
tion concerning member banks and the standing of borrowers, and 
record of failures and bankruptcies. The loan lists, after being 
recorded on Credit Bureau records will be returned for use at 
following examinations.

If a 'special examination by an examiner appointed by a Federal 
reserve bank, is thought to be necessary, it should be made, when
ever possible, in connection with the regular examination made by 
national or State examiners, but under nt circumstances without the 
approval of the Federal Reserve Board.
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The exercise of this function should be confined to special 
examinations or investigations, to be made when and as deemed ne
cessary by the Federal Reserve Board, or with the approval of 
the Board upon a request made by any Federal reserve bank. It 
will frequently be desirable to have the examination made by nat
ional bank examihers acting under assignment or instructions from 
the Comptroller of the Currency in cooperation with the Federal 
Reserve Board.

(c ) Federal Reserve Board -  examination of menber banks,.

EXPENSES OF EXAMINATION.

Federal Reserve Board Examinations.

Section 10 of the Federal Reserve Act provided that “The 
Federal Reserve Board shall have power to levy semi-annually 
upon the Federal reserve banks, in proportion to their capital 
stock and surplus, an assessment sufficient to pay its estimated 
erqpenses and the salaries' of its members and employees”.

It is apparent that the expenses of examinations made by 
direction of the Federal Reserve Board must be provided for in 
the semi-annuall/assessraent above referred to. In connection 
with the preliminary examination of State institutions seeking 
admission, it may be possible to charge the institutions in
vestigates the actual expenses incurred.

December 3, 19*4-
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10 ba released Deo.ember 6, 1914.

1.J V
November 21st, 1914,

SUBJECT: Interpretation of Section 8
of the Act approved October 15, 1914.

My dear Governor:-

A number of letters have been received from bankers 
and others asking for an interpretation of Section 8 of the 
Act approved October 15, 1914, and generally referred to as5 
the Clayton Act. Section 8 reads as follows -

"That from and after two years from the date of the 
approval of this Act no person shall at the same time be 
a director or other officer or employee of more than one 
bank, banking association or trust company, organized or 
opebatihg under the laws of the United States* 'either of 
which has deposits, capital, surplus, and undivided prof
its aggregating more than $5,000,600, and no private 
banker or person who is a director in any bank or trust - 
company, organized and operating under the lawe of a 
State* having deposits, capital, surplus, and undivided 
profits aggregating more than $5,000,000, shall be elig
ible to be a director in any bank or banking association 
organized or operating under the laws of the United States 
The eligibility of a director, officer or employee under . 
the foregoing provisions shall be determined by the aver
age amount of deposits, capital, surplus, and undivided 
profits as shown in the official statements of such bank, 
banking association, or trust company filed as provided 
by law during the fiscal year next preceding the date set 
for the annual election of directors, and when a director, 
officer, or employee has been elected or selected in ac
cordance with the provisions of this Act it shall be law
ful for him to continue as such for one year thereafter 
under said election or employment.

"No bank, banking association or trust company 
organized or operating under the laws of the United States 
in any city or incorporated town or village of more than 
two hundred thousand inhabitants, as shown by the last 
preceding decennial census of the United States, shall 
have as a director or other officer or employee any priv
ate banker or any director or other officer or employee o~' 
any .pther bank, banking association or trust company loca+ 
ed in the same place: PROVIDED, That nothing in this sec
tion shall apply to mutual savings banks not having a cap
ital stqck represented by shares: PROVIDED,FURTHER, That, 
a director or other officer or employee of such bank, ban1 
ing association., or trust company may be a director or 
other officer ov employee of not more than one other bank
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or trust company organized wilder, the laws of the United 
States or any State where the entire capital stock of 
one is owned by stockholders in the other; AND PROVIDED 
FURTHER,' That nothing contained in this section shall 
forbid a director of Class "A" of a Federal reserve bank, 
as defined in the Federal Reserve Act, from being an of- 
ificer or director or both an officer and director in one 
member bank.

"That from apd after two years ftom the date 
of the approval of this Adt no peirson at the same time 
shall be a director in any two of more cofpbfhti.ons, any 
one of which has capital, surplus * and undivided profits 
aggregating more than $l,0OO,OOO* engaged ih whole or in 
part i.n commerce, othef than banks, bankihg associations, 
trust companies and common carriers subject to the Act to 
regulate commerce, approved. February fourth, eighteen hun
dred and eighty-seven, if such corporations are or shall 
have been theretofore, by virtue of their business and lo
cation of operation, competitors, so that the elimination 
of competition by agreement between them would constitute 
a violation of any of the provisions of any of the anti
trust laws. The eligibility of a director under the fore
going provision shall be aetermii^d by the aggregate amount 
of the capital, surplus, and undivided profits, exclusive 
of dividends declared but not paid to stockholders, at the 
end of the fiscal year of said corporation next preceding 
the election of directors, and when a director has been 
elected in accordance with the provisions of this Act, it 
shall be lawful for him tc continue as such for one year 
thereafter.

"When any person elected or chosen as a director 
or officer, or selected as an employee of any bank or other 
corporation subject to the provisions of this Act is eligi
ble at the time of his election or selection to act for 
such bank or other corporation in such capacity his eligi
bility to act in such capacity shall not be affected and 
he shall not become or be deemed amenable to any of the 
provisions hereof by reason of any change in the affairs 
of such bank or other corporation from whatsoever cause, 
whether specifically excepted by any of the provisions 
hereof or not, until the expiration of one year from the 
date of his election or employment".

It will be observed that paragraph one and para
graph three each begins 11 That from and after two years
from the date of the approval of this Act" while paragraph 
two contains no such provision. The question has accord
ingly been raised whether or not paragraph two becomes im
mediately effective or after the expiration of tv/o years 
from the approval of the Act. An analysis of this section
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will show that paragraph one and paragraph two both deal 
with the question of qualification of directors serving on 
the Boards of banks organized under the laws of the United 
States while paragraph three has reference to Corporations 
engaged in whole or in part in commerce and to common carriers..

Paragraph one arid paragraph three each begins with 
the word “That" which introduces the grammatical object of 
the enacting phrade, arid as the second paragraph has no such 
introductory word and deals with the same general subject 
matter as paragraph one> it seems entirely cleat that para
graphs one and twb constitute one enactment arid that the pro
visions of paragraph two bedome effective at the same time 
as the provisions of paragraph one,- namely, two years after 
the passage of the Act. This view is borne out by an analy
sis of paragraphs one and two..

Paragraph one provides in effect that no person 
shall at the same time be a director, officer or employee of 
more than one bank organized or operating under the laws of 
the United States, if such person is a director, officer or 
employee of a bank having aggregate resources of more than 
five million dollars. If such person is a director, offi
cer or employee of a state bank having aggregate resources o.f 
more than five million dollars, he shall not be eligible to 
serve as a director, officer or employee of any bank organiz
ed or operating under the laws of the United States.

Paragraph two provides in effect that no person 
shall be a director in a bank organized under the laws of 
the United States and located in a city of more than two 
hundred thousand inhabitants if such person is a director of 
qny other bank, banking association or trust company located 
in the same place. There are certain exceptions to this 
provision, namely -

(a) Mutal savings companies having no capital 
stock are excluded.

(b) Class "A" directors of Federal reserve banks 
may serve as directors of other banking in
stitutions in the same place.

(c) A director, officer or employee of one bank
ing association in such city may be a director, 
officer or employee of not more than one other 
bank or trust company organized under the laws 
of the United States where the entire capital 
of one is owned by stockholders in the other.

It will, therefore, be observed that these two para
graphs relate to the question of what persons are eligible to 
serve on the Spard of Directors of a bank organized under the

CO
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laws of the United States, or to serve in the capacity of 
officer or employee of such bank.

This being a Federal statute it cannot, of course, 
relate to the qualifications of state bank' directors but 
merely provides that persons who are directors of 3tate banks 
under certain conditions shall be ineligible to serve as 
directors of banks ^organized under Federal law, and since 
both paragraphs relate to this one subject, there would seer, 
to be no justification for treating them separately as there 
is nothing to indicate that they constitute two separate 
enactments.

Respectfully,

(Signed) M; C . Elliott.

Counselt

Hon, Charles S. Hamlin,
G o v e r n o r  »

I

12/5/14.
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De»©mtJer 15X4,
REGULATION . Nt) . t,

THE DUTIES HP THE FEDERAL OBSERVE AGENTS WITH 
RELATION TO FEDERAL RESERVE NOTES.

(1) Federal Reserve Agents shall from time to tj.ma no
tify the Federal Reserve Board on a standard form, Form No.\ 
and as far in advance as practicable, of the sypply o{ Federal 
reserve notes they expect to require in order to meet applies- • 
tions for issue, stating the amounts of the different denomin
ations desired.

(2 ) The Federal Reserve Board will determine to what 
extent notes shaJl be supplied to Federal Reserve Agents and 
will notify them that they are authorized to issue notes so 
supplied from time to time to their respective banks in res
ponse to applications duly approved by said agents.

(3) The Federal Reserve Ager.c shall from time tc time 
notify his Federal Reserve Bank of the extent to which he is 
authorized to meet its applications for Federal reserve notes.

(4) A Federal Reserve Bank desiring an issue of Federal 
reserve notes shall make application therefor to its Federal 
Reserve Agent furnishing at the same time to said Agent a
list of the collateral which it proposes to tender as a deposit 
against said notes, said application to be made out on Form 
B.D, 21-1.

(5) The Federal Reserve Agent shall carefully examine 
the collateral and make such investigation as he mAy deem 
necessary. If satisfied that the collateral confirms to 
provisions of Section 13 of the Federal Reserve Act and the 
Regulations of the Federal Reserve Board made pursuant there
to, he shall so inform the Federal Reserve Bank and shall 
notify said bank that Federal reserve notes will be issued
as soon as the collateral is deposited and the requisite gold 
redemption fund paid to the Treasurer of tl*e United States, 
and the required gold reserves set apart by said bank. (*)

(6) On receipt of said collateral and a certificate 
from the Treasurer of the United States setting forth that 
the Federal Reserve Bank has deposited.with him the requisite 
gold redemption fund, the Federal Reserve Agent if satisfied 
that the bank has the gold reserve in its vault required by 
law to be held against its notes, shall issue, to extent

(*) Note: Under Section 16 of the Federal Reserve Act, this
redemption fund may be increased a]?ove the 5/t legal minimum 
at the discretion of the Secretary of the Treasury.
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that such issue has been author'Cead by 0 9pPirtins f'?r .Jfai d 
Board, Federal reserve notes to said bank, re Fgderai. serve 
collateral on Form B.D. 21-2, reporting _* J w ‘ by slid bank, 
Board each day all notes issue* ta and wi , f ing sald Board 
using for that purpose Form F.R.A.5, ana notify Form B . 21-3 
of the collateral accepted, using for that p P

(7) If at anytime the federal ^^^haracte^or8amount' necessary to require changes in either tn + hg 8hau  notify
of collateral deposited to protect said " oall ut>on the 
the Federa! Rase?va Board « d  at th. -  J  ^  L ^ o U a t . r a !
Federal Reserve Bank for additional ool± . . + ue
to be substituted for that which in his opm^. using
opinion of the Federal Reserve Board is un®a 1S ’ •
for that purpose the Forms already referre 0 .

(ft} Tf a+ anv time the gold reserve required by lav; to 
be held by a Federal Reserve Bank^against Federal^serve^no^es
issued to it falls below 40?, | ^ c^ d^ ry)9^he Federal Reserve required to be maintained in the treasury/ u ,
Agent shall at once notify the Federal Reserve

(9) The Federal Reserve Board will, upon a ° tlC8
provided in Paragraph 8 hereof-, establish a Sr ' such
provided in Section 11 of the Fed-ril bl tSe
deficiency, which tax shall be. computed an Reserve
Federal Reserve Agent and forwarded to the 
Board. Said tax shall be computed as fol ows.

When reserves fall below 40% but are 
of 32-1/2%, the tax upon the deficienoy shall be at 
the rate of 1% per annum;

When reserves fall bale' 3 2 -l/~> but are i« ex 
cess of 30%, the tax on the entire deticienc.
40% shall be at the rate of 2-1 feb per annum,

When reserves fall below 30% but excejJ. 37-l/2% 
the tax upon the entire deficiency below 40% shall be 
at the rate of 4% per annum.

and so on, increasing at the rate of an^frac-
reduction in reserve amounting to 2-1 / % V
tion thereof. _ ..

Gold Reserves Penalty tax
against Fed'l on Deficiency
Reserve Notes in Reserves.

40% (Legal Minimum including Redemption
37i% 1 % Fund '̂
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Gold Reserves penalty Tax 
against Fed'l. on IJeficienpy 
Reserve Notes. in Reserves*

3 54 
32i"
30 "
27-̂ '
25 "
22^”
20 "

17i"
15 "
I2j>"
10 "

7j?"
5 "
2i" v <
0 ■ 2 0 i " U

' x \ X110) The Federal Reserve Agent shall receiv<* Federal re
serve notes unf it for circulation presented by tile preserve 
bank 'or any member bank or transmitted to him by It He Treasurer 
of the United States, and shall forward the same krfmediately 
to,the Comptroller of the Currency for cancellation and des
truction using Forms K R kAil-5, The Comptroller will trans
mit new notes in lieu thereof to' the Federal Reserve Agent, 
at the same time notifying the Federal Reserve Board of such 
action. (See also Paragraphs 15-17-18)

(11) The Comptroller will cancel and destroy such notes 
unfit for circulation ip the manner provided in the National 
Bank Act for the cancellation and destruction of National bank 
notes unfit for circulation,

(12) The Federal Reserve Board will maintain a record of 
the amounts of notes of the several denominations supplied to 
each Federal Reserve Agent, of the amounts issued through said 
agent to his Reserve Bank, and of the amounts in the possession 
of said agent.

(13) On the receipt of notice from the Federal Reserve Board
that a rate of interest has been established to be charged upon 
issues of Federal reserve notes, the Federal Reserve Agent shall 
notify his bank and shall compute and collect the amount of in
terest due from said bank and forward the same tc the Reserve 
Board. •
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(14) When Federal reserve notes issued by the Fed^raJ
Reserve Agent "to a Federal Reserve Bank are deposited said 
bank for the purpose of reducing its liability for land
ing circulation, the Federal Reserve Agent shall return to 
said bank a proportionate amount of the collateral deposited 
by it against its notes, using for this purpose Form B.D.28-1.

(15) The Federal Reserve Agent shall notify the Federal 
Reserve Board of any deposits made with him by a Federal Re
serve Bank of its ovm Federal reserve notes, or of gold, gold 
aertificates or lawful money, for the purpose of reducing its 
liability against its outstanding notes, using for that pur
pose Form F.R.A.-5.

(16) The Federal Reserve agent.shall hold such notes gold, 
gold certificates or lawful money so deposited, subject to the 
order of the Federal Reserve Board. Any gold or gold cer
tificates deposited with a Federal Reserve Agent m$y be de
posited in the nearest sub-treasury of the United States,
(with the consent of the Secretary of the Treasury) and he may v 
receive in exchange therefor gold certificates made payable to 
the order of said Federal Reserve Agent.

(17) On deposit of such notes, gold, gold certificates 
6r lawful money, a proportionate amount of the collateral 
may be returned to said bapk, the transaction to be reported 
at once to the Federal Reserve Board, using for that purpose 
Form F.R.A.5.

.(.18) When Federal reserve notes are deposited by a Re
serve Bank with the Federal Reserve Agent, 9aid agent shall 
return to said bank the collateral and any gold, gold cer
tificates Or lawful money deposited by it to reduce liability 
except so much of said gold as he may have been required by 
the Federal Reserve Board to tra.nsmit -fco the Treasury for 
redemption purposes, upon request of the Secretary of the 
Treasury,

(19) On receipt of notice from a Federal Reserve Agent* 
that certain of its notes have been returned, the Federal 
Reserve Board will request the Secretary of the Treasury 
to direct the Treasurer of the United States to return to 
said bank such portion of its redemption fund as may bo in 
excess of the minimum amount required to bo maintained 
by said bank in the gold redemption fund against its notes 
still outstanding.
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(20) When a Federal Reserve Bank shall a3k to withdraw 
collateral and substitute therefor -ether collateral against 
Federal reserve notes, the Federal Reserve Agent shall ex
amine said substitute collateral and pass upon it in exactly 
the same way as if it wore collateral for original issue of 
Federal reserve notes. If approving the collateral, he may 
make the exchange, reporting the fact at once to the Federal 
Reserve Board, using Form B.D. 28-3.

(21) When.Federal reserve notes have been returned by the 
Reserve Bank to which issued, and the collateral, and other 
security returned to the bank, said notes shall be held by 
the Federal Reserve Agent and shall be reissued only on. the 
same terms as'an original issue, and with the use of the
same forms. All notes so returned by Reserve Banks shall 
be. reported at once to the Federal Reserve Board.
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December 8, 1914#

The members of the Federal Reserve Board, sitting as a cojn~ 

mittee this morning, listened to a discussion presented-by representatives 

of Trust Companies* Savings Banks and State Banks, members of American 

Bankers Association, with reference to the conditions under which insti

tutions holding State charters may be permitted to enter the Federal 

Reserve System# '

Those present included Messrs. Hamlin, Williams, Harding, Warburg, 

Delano and Miller of the Federal Reserve Board, and the following bankers:

W. H. McCarter, President, Fidelity Trust Co., Newark, N. J.
John W. Platten, President, United States Mortgage & Trust.Co.,

New York City,
Oliver C. Fuller, President, Wisconsin Trust Co., Milwaukee,Wis*
A, A. Jackson, Vice-President, Cirard Trust Co., Philadelphia,Pa#
John H. MdsOn, Vice-President, Commercial Trust CoPhiladelphia,

Pennsylvania,
B. F. Saul, President, Home Savings Bank, Washington, D. C.
Geo. E. Lawson, Vice-President, peoples State Bank, Detroit, Mich.

A Statement embracing the views of the bankers was presented to the Board,

as follows:
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Dec^j&ber 8* 191^*

STATEMENT FOR THE PRESS *
«— i n ■ '» ii iiiiwiiniii> i in « i>i«iwi i ...... . iWPW" > 1.1111 1 mm mm   

The representatives of the banking institutions who 

are present to-day desire to express to your associates of 

the Federal Reserve Board their appreciation of the courtesy 

extended to them in permitting them to appear before you and 

of the efforts which have been-made by your Board to meet the 

convenience of our committee in the postponement of the meet

ing from December 2nd until to-day.

While we are appreciative of your efforts in this 

direction, we nevertheless feel that sufficient time has not 

elapsed since the appointment of our committee by the president 

of the American Bankers Association, said committee being 

appointed only on November 9, to have given proper and full 

consideration to the weighty problems involved- in this subject 

and to have arrived at any conclusion in the settlement of 

the problems.

The resolution passed by the American Bankers Asso

ciation, and under which this committee is acting, had for 

its object the suggestion of such change or- changes in the 

Federal Reserve Act as would permit state chartered institu

tions to enter the System and, as before stated and for the 

reasons given, the committee has been unable to offer any
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suggestions to the purpose for which they were appointed, ,and 

if, in offering sqme suggestions as to the rules and regula

tions to be promulgated by the Federal Reserve Board, they 

have strayed afield, from the purpose of their appointment, they 

would plead their desire of full co-operation with the Govern

ment in the furthering of the banking interests of the country 

by doing' everything, in their power tc assist the Federal Reserve 

Board in the determination of the problems with which they are now 

confronted.

While the Trust Companies have given a great deal of 

consideration involving'the subject, frankly we are compelled 

to admit, for’ the reasons outlined in the beginning of my 

remarks, viz: the short time v/et have had between the date of 

our appointment and the date of this meeting, that we have 

been unable to arrive at any conclusion among ourselves by 

which we could make any suggestions to you looking toward

such amendments as might be made to the Act which would encourage/
Trust Companies to enter the System.

Since, however, it is the intention of the Federal 

Reserve Board to promulgate certain rules and regulations, 

it may not be inappropriate to bring to your attention one or 

two thoughts which have occurred to us and which we would like 

to suggest to you for your consideration.
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POWSRS AND RESTRICTIONS.

Fourth. banks and trust companies may con

tinue to exercise those banking or trust company powers 

granted them by their state charters when suck powers are not 

in conflict with the limitations imposed by the Federal Reserve 

Act or the regulations of the Board. No power however granted 

by a state charter which is not customarily exercised by a 

bank or trust company and which is not incident to the business 

of a bank or trust company shall be exercised by any associa

tion (incorporated under the laws of any State) which becomes 

a member of the Federal Reserve Systenj. The Reserve Board 

reserves to itself the determination as to whether these unusual 

powers are admissible and consistent, The applying bank must 

file with its application, as an exhibit, its statement showing 

powers granted to it by its stats charter and those powers 

which it desires and intends to exercise."

It occurs- to u3 that it may be difficult to determine 

what are the powers usually exercised by trust companies.

Their powers are enumerated in the several state statutes under 

which they are incorporated. There is considerable difference 

between the pov/ers- granted such companies by the different 

state laws. In addition to this some of the trust companies 

are operating under private charters and exercising net only 

the powers given under such charters, but also the powers given
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under the general statutes.

Under these conations an applying trust company will 

be confronted with the necessity of immediately determining 

what powers it would like tc exercise in! the future and possibly 

of being compelled to discard some of the powe*s granted by 

its charter because the Federal Reserve Bo^rd, which is a con

tinuing .power, might be of the opinion that scgie of these 

powers not customarily exercised were inconsistent with the 

Federal Reserve System and therefore inadmissible.

Our disposition being in every respect that of sup

porting the Federal Reserve Board and the recent banking legis

lation we had thought possibly, after an opportunity had been 

afforded to the trust companies of watching the operations of 

the Act as applied to National Banks, that later on any state' 

chartered institution would be able to enter the System and, 

after a fair trial of the same, if it so desired, might retire 

therefrom. As the law now reads this cannot be done. The 

Federal Reserve Act opens the door- for voluntary entcyy of 

state institutions, but does not permit voluntary exit except 

through liquidation..

Sec. 10. "The Federal Reserve Board will from time 

to time make such amendments and adopt and publish such addition 

al regulations and by-laws as may be deemed necessary and advis

able."
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This regulation seems to us to contain elements of 

great danger to state chartered institutions entering the System 

and to impose hardships upon them "<hich are .not imposed upon 

national banks, for the duties, the privileges, and the limita

tions as applied to national banks in the Federal Reserve Act 

are defined and prescribed, while under this regulation a future 

Federal Reserve Board may prescribe regulations for the conduct 

and management of state chartered institutions which may be 

difficult to comply with, and the above mentioned class of 

institutions would have no remedy or power to escape their 

enforcement except again by liquidation.

In offering these comments,.we trust that you will 

realize that, for the reasons I have- already stated, they merely 

represent the personal views of the members of the legislation 

committee of the Trust Company Section.
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Regulation No Covering Sec,^4 Clause {b}

This clause reads as follows:

"Every Federal reserve bank shall have power:

(b) To buy and sell, at home or abroad, bonds and 

notes.of the United States, and bills, notes, revenue 

bonds, and warrants with a maturityfrom date of pur

chase of not exceeding.six months, issued in anticipa

tion of the collection of taxes or- in anticipation of 

the receipt of assured revenues by any State, county, 

district, political subdivision, or municipality in 

the Continental United States, including irrigation, 

drainage and reclamation districts, such purchases to 

be made in accordance with rules and regulations pre

scribed by the Federal Reserve Board,"

The power to buy and sell bonds and notes of the United 

States will be treated in a separate regulation.

For brevity's sake, the expression "warrant", when used 

in this regulation, shall be construed to mean: "bills, 

notes, revenue bonds and warrants with a maturity from date 

of purchase of not exceeding six months", and the expression 

"municipality" shall be construed to mean: "State, county, 

district, political subdivision or municipality, in the Con

tinental United States, including irrigation, drainage, and 

reclamation districts."

In order to be eligible for purchase by a Federal Re

serve Bank, "warrants" must be issued

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



2

First: In anticipation of the doiJaction o/ tuycefi oir

in anticipation, of the receipt cf assured revenue by p. ’’mu*’ 

nicipaiity" j and the t^xes or revenues*, against

which such "warrants" have been issued, must be due and pay# 

able on or before the date of maturity ef such "'warrants", 

Taxes shall be considered as due and payable on the 

last day on which they may be paid without penalty.

Second: By a "municipality" which has been in exist-*

ence for a period of no less than ten years and which for a 

period of no less than ten years previous to the purchase 

has not defaulted in the payment of any part of either prin

cipal or interest of any funded or other debt authorized to 

be contracted by it, and whose net funded indebtedness does 

not exceed ten per centum of the valuation of its taxable 

property, tc_be ascertained by the last preceding valuation 

of property for the assessmenttof taxes.

In computing such "net" funded indebtedness, funded debt 

incurred for the acquisition of self-supporting property - 

such as water works, docks, electric plants, transportation 

facilities, etc. - may be deducted to the extent that such 

funded debt actually is self-supporting.

Third s No Federal Reserve Bank shall be permitted to 

purchase and held an amount in excess of* 25% of the total 

amount of "warrants" outstanding at any one time issued un

der the provisions of Sec. 14 (b) and actually sold by a 

"municipality".
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Fourth: The aggregate amount invested by any Federal

Reserve Bank yn. "warrants* shall not exceed a sum e-qual to 

ten per centum of the deposits of its member banks except 

with the approval of the Federal Reserve Board.

Except with the approval of the Federal Reserve Board 

the aggregate amount which may be invested by any Federal Re

serve Bank in "warrants" of any single municipality shall be 

limited as follows:

5% of Deposits in warrahts of a municipality of ,
50.000 polulation or over

3% of Deposits in warrants of a municipality of over
30.000 population but less than 50,000

1% of Deposits in warrahts of a municipality of
30.000 population or less.

Where the polulation of a municipality cannot be exactly de
termined, the Board will give! special rulings.

this regulation is subject to such modification as the Board 

may deem proper’from time to time.

In prescribing the above regulations the Federal Re

serve Board has been guided by the principle that it is 

the foremost object of the Federal Reserve Act to provide for 

a banking machinery which responds io the ebb and flow of com

merce and trade. Investments of Federal Reserve Banks must, 

therefore, primarily be made in commercial and banking paper.
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Accordingly purchases of warrants by Federal Re-* 

serve Banks should normally be restricted to a small proportion 

of the aggregate investments, and limits should be exceeded 

only when general banking policy renders it advisable. In 

any and all cases the interest of Federal Reserve Banks must 

be considered first in making such investments and not that 

of municipalities desiring to sell their obligations.

The Board was guided by this point of view when adding 

the regulation that Federal Reserve Banks may ihvest only 

in 25$ of any outstanding issue of warrants. Federal Re- 

sehve Banks ought not to be used as ready instruments created 

tot the purpose of financing community requirements.

In ohder to preserve the highest degree of liquidity of 

Federal Reserve Banks, investments should be made by.preference 

in such warrants as command a wide market, thus enabling the 

Federal Reserve Banks to dispose of these warrants whenever 

it becomes desirable to reinvest in commercial paper.

The regulation prescribing that only warrants be bought 

offering a definite assurance that the taxes and revenues will 

be actually in hand before maturity, is in keeping with the 

general policy of the Board cf restricting the Federal Reserve 

Banks as far as possible to investments which are of short 

maturity and self liquidating.

12/l0/l4.
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F3 RDIciTIYS TO STATE BANKS AND TRUST QOMPAfllU 
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1. The Federal Reserve Act provides that a State bank or a trust com

pany wishing to onin the Federal Reserve System may do so, 

either:

(a) By changing its charter for a national bank charter, in which
cade it should make application to the Comptroller of the 
Currency for permission to convert itself into a national 
banicing association.

(b) By retaining its Otmce charter, in which case it is required
to conduct its business under certain statutory limita
tions and conform with such rules ancl regulations as the 
Federal Reserve Board nay prescribe.

2. These regulations deal with the admission t* the System of State

banks and trust companies which wish to retain their State 

cha.rter.3, and set forth the statutory limitations and the 

rules, regulations and by-laws under which the Federal Re

serve Board will permit -State banks and trust companies to 

become stockholders of Federal reserve banks.

STATUTORY LIMITATIONS.

3. Attention is called to those sections of the Federal Reserve Act 

and of the Revised Statutes of the United States which are 

made applicable t# State banks, banicing associations and

trust companies as we-hbers of the Federal Reserve System, 

e printed in full in the circular 

regulations and should be carefully

bank.
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APPLICATIONS FOR ADMISSION*
\)> $

4» A state bank or trust company which desires admission to the 

Federal Reserve System will be required:

(a) Under authorization of its Directors, to make application
to the Federal Reserve Board, through the Chairman 
of the Federal reserve lank in the district, to sub
scribe for an amount of stock in such Federal reserve 
bank equal at par to 6% of its capital and surplus.

(b) To make a statement of its condition on a form prepared by
the Federal Reserve Board, accompanied by a certifi
cate of not less than of its Directors that
in their opinion the assets are actually worth at least 
the values at which they appear in such statement.

(o) To furnish a certified copy of its charter and any amend
ments thereto, together with a summary thereof shewing 
(l) those powers which it is now exercising and desires 

. to continue to exercise; (2) those powers which it is
not exercising but may desire to exercise in the future; 
(3) tho se powers it is not now exercising and will en
gage not exercise in the future.

EXAMINATIONS.

5. The Fsderal Reserve Board, in conjunction with the Federal re

serve bank of the district, either through the local State 

Banking Department, or otherwise, will cause an examination 

to be made of the applying bank, after which the Federal re

serve bank will forward the application to the Federal Re

serve Board, with a statement of the opinion of the Governor 

and the Federal Reserve Agent, upon the following points:

(a) Whether.its capital and surplus are unimpaired.

(b) Whether its management is satisfactory.

(c) Concerning the character of its deposits.

(d) Concerning the character of its loans and investments, es
pecially whether they are, when considered in connec
tion with the character of its deposits, of suffic
iently liquid nature to conform to sound loc'ati banking 
practice within the district.
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DEOISION OF FEDERAL HBSEBVB BOARD -

It is the duty of the Federal Be serve Board in admitting State 

banks to membership to consider carefully all factors relating to or 

affecting the eligibility of such banks- The statute prescribes , as 

a condition of continuing membership, a strict compliance with the pro

visions of the Act and with the regulations of the Board. The appli

cation of every State bank involves a voluntary act on the part of the 

directors of the applying bank, and a voluntary submission to the 

Federal laws and regulations made pursuant thereof, by such banks when 

such submission is not in contravention of State law.

The only corporations eligible to membership are State banks, 

banking associations, trust companies, and national banks. It must 

appear to the satis* xtion of the Board, therefore, that the applying 

corporation is engaged in the business of a State bank, banking asso

ciation *r trust company, and that only those powers which may be ex

orcised under the laws of the State in which such State bank, banking 

association, or trust company is located, are being exercised and enjoyed 

by the applying bank.

In determining, therefore, whether a bank, banking association 

or trust company shall be admitted to membership in a Federal reserve 

bank, the condition and general character of its business, as well as 

any unusual charter powers it may possess not incident to the business 

of such bank, banking association or trust company, will be considered 

in each case by the Federal Reserve Board; and only those banks will be 

admitted whose charter powers are restricted to the business of a State 

bank, banking association or trust company within the meaning of the 

statutes of the State in which such bank is incorporated or organized.
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G3H5Z&L PROVISIONS.

Upon .the acceptance of an application, payments of instalments

<on the subscription to capital stock of the Federal reserve

bank, and transfers of reserve, shall be made in accordance
«

with law.

State banks and trust companies as members of the Fed

eral reserve system, will be entitled to all the privileges 

of member banks and wi:_l re subject to all the provisions of 

the Federal Reserve Act which relate to member banks under 

the terms of the Act approved December 23, 1913, and known 

as the Federal Reserve Act.

The character of loans and investments made by State 

banks and trust companies which apply for membership in the 

Federal reserve system, must be made to conform within a 

reasonable time to the provisions of the Federal Reserve Act 

and other acts made applicable to such banks as members of 

the system.

All banks applying will be reouired to give proper as

surances that they will adjust in due course, and within a 

reasonable time, all loans and investments so as to conform 

in all respects to the restrictions Imposed by law.
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(Third draft)

Regulation No. 7 a . J_3 lO
FEDERAL RESERVE BOARD.

Washington, D. C «.

Section 19 of the Federal Reserve Act provides in part as follows:

"Demand deposits within the meaning cf this Act shall com
prise all deposits payable within 30 days, and time deposits shall 
comprise all deposits payable after 30 days, and all savings ac
counts and certificates of deposit which are subject to not less 
than 30 days' notice before payment".

It is not the purpose of the Board to countenance or permit the re

duction of reserves to 5% on deposits that are demand deposits, within the 

meaning of Section 19 of the Federal Reserve Act, upon the theory that they 

become ^ime deposits by virtue of some blanket provision in the by-Oaws of 

a bank, stipulating that in times of emergency 30 days^ notice of withdrawal 

may be required of deposits which are ordinarily subject to check without 

restriction.

The Board therefore deems it advisable to amplify Regulation 

No. 7, and to define in greater detail "time deposits", including "savings
t

accounts" and "certificates of deposit", which are subject to not less than 

30 days' notice before payment.

TIME DEPOSITS.

The term "time deposits" is interpreted to include such "savings 

accounts" and "certificates of deposit" ao are subject to not less than 30 

days' noticb before payment, as well as those deposits which can not be 

checked upon or withdrawn by the depositor in advance of a certain specified 

time,-in no .case less than 30 days-by virtue of a written contract entered 

into with the depositor at the time the deposit was made, and which are there 

fore not payable within 30 days. Any agreement,written or oral, entered into 

by a member bank not to enforce the terms of such contract or any payments,
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Reg. No.
«?

prior te the

agreed date, of checks against a deposit (other than savings accounts and 

certificates of deposit hereinafter referred tx>), reported as or treated 

by a member bank a3 a time deposit in calculating its reserve, shall be 

construed as vitiating the contract, not only with respect to such deposit, 

but as to all deposits of that class; and any member bank,reporting as time 

deposits any deposits on which it does not as a matter of fact, except as 

hereinafter specified, require not lees than 30 days' notice before with

drawal, majf be subject to the penalties prescribed by Section 5209 of the 

Revised Statutes of the Uhited States (See page 62 for Section 5209)

. JL

SAVINGS ACCOUNTS.

The term "savings accounts" shall be held to include those interest- 

bearing accounts which are carried with the bank under written agreement on 

the part of the bank to pay a specific rate of interestr which rate is to be 

paid to all other depositors having similar accounts,- and where the de

positor is required to present his passbook with each check drawn. Where 

this requirement ia strictly observed, savings accounts are herein defined 

which are subject to not less than 30 dais' notice before withdrawal by v 

virtue of written contract entered into with the depositor, may be classed 

a3 time deposits although notice of withdrawal is not required in ordinary 

course of business; but in no case shall savings acoounts be held to in

clude any checking accounts where presentation of the passbook with the 

check at time of payment is n*t required. In States having statutes limit

ing the amount that a savings bank may receive from any one depositor, no 

member bank will be permitted t# classify as a savings account, any account 

showing a balance in* excess of such limit, and in.no case shall an account 

showing a balance of more than ^5,000 be held to be a savings account. In 

the case of State banks and trust companies
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Reg. No* 7-a Pago 3*

located in States whose laws require that funds accusing from savings 

atcounts shall be invested in any particular class of securities, only 

those accounts whose balances are so invested-and handled to comply 

with the requirements of the State laws shall be held to be savings 

accounts within the meaning of this A.t.

A ‘'certificate of deposit” is defined as an instrument evidencing the 

deposit with a bank of a certain specified amount payable to the payee 

named in the face of the instrument er his order on demand, or on a 

certain specified date, or after -he lapse of a certain specified time after

ture of the instrument being that the deposit evidenced thereby is not 

subject to check, but is payable only upon surrender o te

on their face that they are payable at a time not less thai! 30 days after 

the date upon which the reserve is calculated shall be deemed to be time 

deposits within the meaning ef this Act.

CERTIFICATES OF DEPOSIT

date of the instrument, either with or -dthout interest, an essential fea-

properly endorsed. Only such certificates of deposit

v
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ACCEPTANCES.

REGULATION KQ. 1.

Kon-member banka and trust companies, and private banking 

firms desiring to have their acceptances made eligible for dis

count with Federal Reserve Banks must file an application with 

the Federal Reserve Bank of their district. The Federal Re

serve Bank shall forward the application to the Federal Reserve 

Board with a report and recommendation. In case the Federal Re

serve Board, upon the recommendation of the Federal Reserve Bank, 

approves the applicatian, the n£yne of the applicant- sl̂ all be en

tered in a register to be kept by the Federal Reserve Board and 

all Federal Reserve Banks shall be notified that the name has been 

so registered. After receipt of this notification, the Federal 

Reserve Banks shall be permitted to purchase at their rate fixed 

for bank acceptances, the acceptances cf such applicants, provided:

1. that the acceptance mature within three months frem the date 

of the purchase of said acceptance; 2. that such acceptance be 

drawn to finance transactions involving the importation or exporta

tion of goods and must bear on. the face of the bill some reference 

to such transaction; 3. that it bean the signatures of at least 

three separate and distinct parties, viz: the acceptor, the drawer

and no less than one indorser. One indorser must be a member 

bank, or a registered non-member bank j>r trust company, or a reg

istered private banking firm. Every Federal Reserve Bank shall, 

at least once a year, send to the Federal Reserve Board a report 

concerning each bank, trust company or banking firm admitted to the
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acceptance register. The Federal Reserve Board may at any time

withdraw such name or names from the register and>ipon receipt of' v ■
a notification that such name has been withdrawn, the permission 

to Federal reserve banks, to purchase the acceptance of a firm so 

withdrawn, shall be considered as cancelled*

Every Federal reserve bank shall seruf a weekly report to the 

Federal Reserve Board stating in detail all purchases of bank ac

ceptances.

.Regulation No. 2.

Acceptances of member bank3 in order to be eligible for re

discount by Federal reserve banks must bear the signatures of at 

least three separate and distinct parties, viz: the acceptor, the 

drawer and no less than one endorser. One endorser must be a 

member bank or a registered non-member bank or trust company or a 

registered private banking firm,

Regulation Nq > 3.

Member banks shall be required t« specify in the regular 

statements to their Federal reserve banks the aggregate amount of 

bills accepted by them and outstanding at the time and the aggre

gate amount ©f bank acceptances endorsed by them reutstanding at
Y'

the time. Non-member bank^and tr#^t companies admitted to the 

acceptance register shall obligate themselves te make a similar 

statement to the Federal reserve bank of their district at the 

end of each month. Private banking firms admitted to the ac

ceptance register shall, ai the end of each month, state t.$ the
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Federal reserve t̂ anH of thed^ district the Aggregate amount of 
bills accepted by them and at the time outstanding.

Regulation Nc., 4.

Only such ngn-member banks and trust companies or accepting 

discount or finance corporations shall be admitted to the ac

ceptance register as have an aggregate unimpaired capital and sur

plus of no less than §1(000,000, and only such private banking 

firms shall be admitted to the acceptance register as furnish a 

statement under oath to the Federal reserve bank of their district 

that their unimpaired, paid in capital is no less than §2,000,000.

P. M. W.
l2»7-jL4i

V
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REGULATION No.-7-a. F E D U A L  R E S E R V E  B O A R  &

Washington, 1. C.. *K?

Section 19 of the Federal Reserve Act provides in part as follows:

''Demand deposits within the meaning of this act shall com
prise all deposits payable within 30 days, and time deposits 
shall comprise all deposits payable after 30 days, and all 
savings accounts and certificates of deposit which are sub
ject to not less than 30 days' notice before payment.

. . . . .  f.
It is not the purpose of the Board to countenance or permit the reduction 

of reserves to 5% on deposits that it construes to be demand deposits within 

the meaning of Section 19 of the Federal Reserve Act, upon any theory that such 

deposits become time deposits by virtue of a blanket provision in the by-laws 

of a bank stipulating that in time of emergency 30 days notice of withdrawal 

.may be required as to deposits which are ordinarily subject to check without 

restriction.

The loard therefore deems it advisable to amplify Regulation No. 7, and to 

define in greater detail

1: Time deposits, open accounts,

2:. Savings Accounts,

3: Certificates *f Deposit,

1. TIME DEPOSITS. OPEN ACCOUNTS.

Under this head are included all accounts not evidenced by certificates of 

deposit or savings passbooks which may under agreement be checked upon or with

drawn only upon written notice given by the depositor a certain specified number 

of days in advance, in no case less than 30 days, such an agreement to be in the 

form of a written contract entered into with the depositor at the time the de

posit is made. Where it is provided that a deposit may be withdrawn by check .
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within 50 days, such deposit.will he held to he a demand deposit irrespective 

of the fact that the hank has the right by written contract or Otherwise to 

require a withdrawal notice of more than 50 days. In other words, no deposit 

shall he deemed a time deposit unless it he withdrawable only at a date or 

period more than 30 days subsequent to the date as of which the reserve is tj}j 
be calculated.

2. SAVINGS ACCOUNTS.
Savings accounts are held to include all interest hearing accounts carried 

under written contracts, which contracts may appear on the face or back of sig

nature cards signed by the depositor, or may be printed in the passbook issued 

to the depositor, under terms of which contract the depositor is required to 

present his passbook with'each check drawn, and such contracts to contain a 

clause subjecting the account to at least 30 days notice, at the option of 

the bank, before withdrawal. No account shall be deemed a savings account 

if the presentation of the passbook is not required at the time of the payment 

Of a check or withdrawal of the deposit.

.3. TIME CERTIFICATES OF DEPOSIT.
Time certificates of deposit are defined as instruments evidencing a de

posit with a bank of a certain specified amount .repayable to the payee named 

in the face of the instrument, oithor with or without interest, on a certain 

specified date or after the lapse of a certain specified time after date of the. 

instrument (such time or date being not less than 30 days after the date as of * 

which the reserve is calculated). No deposit which is subject to chock or 

which may bo ropaid in whole or in part without the surrender of the certifi

cate properly endorsed shall be deemed to bo a certificate of deposit.
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The Governors of the Federal Reserve Banks have expressed 

the desire that the operation of Regulation No, 4, which under 

its terms was to go into effect on January 15th, should be de

ferred for the present. This regulation relates to statements 

that member banks would be required to receive from their custom

ers in the future, and the unanimous opinion expressed by the Gov

ernors was that it would be desirable and helpful particularly 

to the country bank3 in many districts to allow ample time for 

both member banks and their customers to adjust their methods 

to these new requirements.

The Board has, therefore, decided that Regulation No. 4 shall 

not go into effect on January 15th, but that it will be held in 

abeyance for several months. A definite announcement will be made 

in due course. It is the desire of the Board to facilitate the 

operations of the Reserve Banks in any way consistent with the law.

12-19-14
\
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The following is suggested as an outline of principles that should he fol

lowed by Federal Reserve Banks in certain cases in dealing with applications of. 

member banks for rediscounts:

(1) Where a bank applying for rediscounts is found to be in an extended 

condition, the question should be definitely raised as to how far the funds 

requested are to be used in the liquidation of the outstanding obligations of

the institution, and how far they are being called for to finance new transactions 

of the same kind that have already led to the extended dondition of the bank. In
f

cases where funds are desired for the liquidation of indebtedness, the accommoda

tion may well be granted; in any other case they should be declined.

(2) In cases where a presumably sound bank offers doubtful or questionable 

paper, such paper §hould be rejected vdthout hesitation regardless of the question 

as to whether the bank's endorsement would in the last analysis make it good.

(3) In cases where the paper offered is of such character as to comply with 

the regulations laid down by the Board, but does not appear to possess such strength 

as to altogether satisfy the directors as to its desirability, no objection vould 

be made to their requiring the applying bank to fortify its endorsement of such 

paper by approved collateral deposited under a collateral agreement with the re

serve bank
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Washington, D. C.

December 19, 1914.

Secretary McAdoo today made public the following opinion 

from the Attorney Generali
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OFFICE OF THE ATTORNEY GENERAL 

Washington, D. C.

The Honorable

The Secretary of the Treasury, 

Washington, D. C.

Sir:

I have the honor to acknowledge your letter of October 29th, 

1914, wherein you request my opinion (a) whether accounts of moneys 

derived from the semi-annual assessment to be levied on Federal Re

serve Banks by the Federal Reserve Board, are subject to audit by 

one of the auditors of the Treasury Department, and (b) as to the 

status of the Federal Reserve Board, particularly with reference to 

the Treasury Department.

Section 10 of the "Federal Reserve Act" of December 23, 1913 

(the act authorizing the assessment), provides:

"The Federal Reserve Board 3hall have power to levy semi
annually, upon the Federal Reserve Banks, in proportion to 
their capital stock and surplus, an assessment sufficient to 
pay its estimated expenses and the salaries of its members 
and employees for the half year succeeding the levy of such 
assessment, together with any deficit carried forward from, 
the preceding half year."

The answer to your first question depends on whether the moneys 

so levied by the Federal Reserve Board are, when received, "public 

moneys." If so, they are clearly to be. audited under Sections 7 and 

10 of the Act of July 31, 1894, (28 Stat. 207) either by the auditor 

provided for in the first paragraph of said Section 7 or by the audi-
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tor provided in the fifth paragraph, such paragraphs (so far as 

material) reading as follows:

FIRST. "The Auditor for the Treasury Department shall re
ceive and examine all accounts of salaries and incidental ex
penses of tho office of the Secretary of the Treasury and all 
bureaus and offices under his direction, all accounts relating 
to . . . and all other business within the jurisdiction of the 
Department of the Treasury and certify the balances arising 
thereon to the Division of Bookkeeping and Warrants."

FIFTH. "The Auditor for the State and other departments 
shall receive and examine all accounts of . . . and accounts 
of all boards, commissions and establishments of the Govern
ment not within the jurisdiction of any of the Executive De
partments. He shall certify the balances arising thereon to 
the Division of Bookkeeping and Warrants."

Section 10 (so far as material), provides for a Division of

Bookkeeping and Warrants, and that:

'Upon the books of this division shall be kept all accounts 
of receipts and expenditures of public money" etc.

Reference is also to be made to the Act of February 19, 1897

(29 Stat. 550), reading (so far as material) as follows:

"All books, papers and other matters relating to the office 
or accounts of . . . commissions, boards and establishments 
of the Government in the District of Columbia, shall at all 
times be subject to inspection and examination by the Comp
troller of the Treasury and the Auditor of the Treasury author
ized to settle such accounts, or by the duly authorized agents 
of either of said officials."

(This statute plainly applying to boards etc., located within the 

District of Columbia, rather than to boards of the District Govern-
• , V V. •. ». . . . ...... ;

ment; and the Federal Reserve Board being located within the ^District.)

I am of opinion that moneys received by the Federal. Reserve Board, 

under Section 10 of the Act of December 23, 1913, are "public moneys" 

within the meaning of these auditing statutes, for the following reasons, 

among others:
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(1) The assessments are levied by a board whose members in re

spect to appointment, tenure, duties, and compensation meet all re

quirements of the definition "public officers" and "officers of the 

United States".

(2) The assessments are levied by such officers .pursuant tc the 

provision of a Federal statute and are devoted to the payment of of

ficial salaries and the expenses cf this official board.

(3) These moneys after collection, are no longer the property of 

the paying banks, and must be viewed as moneys belonging to the United 

States, and therefore public moneys as defined by the Supreme Court of 

the United States in Branoh v . United States. 100 U. S. 673* In United 

States v. Bromlev 12 How. 88, it was held, that postal collections from 

stamp sales are public revenues;

"The revenue of the Post Office Department being raised by a 
tax on mailable matter conveyed in the mail and which is dis
bursed in the public service, is as much a part of the income of 
the Government as moneys collected for duties on imports."

The analogy is marked for the reason that in like manner as the

money assessed by the Federal Reserve Board is for the special purpose

of meeting the salaries and expenses of the Board, so the use of the

postal collections is confined to sustaining the specific service by and

in which they are collected.

(4) Other previsions of the Federal Reserve Act (S'ecs.ll-c and 16), 

dealing with interest charges, taxes and penalties, can only be satisfied 

by deposit in the Treasury of the levies, taxes and penalties so imposed,
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and there seems to be no logical ground for distinction between such 

assessments and the ones in question. The idea of necessary public 

control is also strengthened by the requirements of Rev. Stat. Sec. 

3639.

The moneys received by the Federal Reserve Board under Section 10 

of the Act of December 23, 1913, being thus, in my opinion, public 

mon^rs and consequently subject to audit by one of the auditors of 

the Treasury Department, the question is then directly presented under 

which paragraph of the Act of July 31, 1894, supra, the audit is to be 

made. This involves the further question on which you have asked my 

opinion: namely, whether the Federal Reserve Board is an independent 

board, commission or Government establishment or whether it is a bureau 

office or division or otherwise a part of the Treasury Department.

That the Federal Reserve Board is a "board" or "establishment" of 

the Government within the meaning and intent of those words as used in 

the Fifth Paragraph of Section 7 of the Act of July 31, 1894, is plain 

from the provisions of the Federal Reserve Act and the explanation of 

the status of the Board contained in the Reports accompanying the origi 

nal bills in Congress. This conclusion is sustained by reason and an^ 

alogy, when reference is had to the considerable number of boards or 

establishments of far less general or National scope which have been so 

esteemed and uniformly treated. (See Report of Joint Commission to 

Inquire into Executive Departments, October 9, 1893. House Reports,

1st Session, 53rd Congress, Report No. 88).
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Consideration of the history of the Federal Reserve Bank Act, of 

the general scheme of the whole act, of the functions to be performed 

by the Federal Reserve Board end of the method of their performance, 

leads me to the clear opinion that the Board is an independent board 

or government establishment.

The Federal,Reserve Board is not merely a supervisory, but is a 

distinctly administrative board with extensive powers. It is described 

as follows in the Report of the Committee on Banking and Currency to 

the House of Representatives (63d Congress, 1st Sees., Report No*69)t

p«16. "In order that these banks may be effectively inspected and 
in order that they may pursue a banking policy which shall be 
uniform and harmonious for the country as a whole, the committee 
propos es a general board of management intrusted with the power 
to overlook and direct the general functions of the banks refer
red to. To this it assigns the title of "The Federal Reserve Board."

p.18. "The only factor of centralization which has been provided 
in the committee’s plan is found in the Federal Reserve Board, 
which is to be a strictly Government organization created for 
the purpose of inspecting existing banking institutions and of 
regulating relationships between Federal reserve banks and be
tween them and the Government itself. " ............... .

p.42» "Section 11. In this section provision has been made for the 
creation of a general board of control acting on behalf of the 
National Government...........

The report of Senator Owen from the Senate Committee on Banking 

and Currency (63d Congress, 1st Session, Report 133,papt 2) says merely:

"The Federal Reserve Board consisting of the Secretary of 
the Treasury and six members appointed by the President of the 
United States and confirmed by the Senate for terns of six years, 
are given the following powers: "(Here follows an enumeration of 
powers.,)

The broad functions outlined in these Reports are assigned to the 

Board in twelve subdivisions of Section 11 of the Act giving to it 

certain powers and authority, and in various other sections containing
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specific grants of authority to exercise about forty other powers. 

Moreover, in subdivision (I) of Section 11 the all-embracing require

ment appears that "said board shall perform the duties, functions or 

service specified in this Act, and make all rules and regulations 

necessary to enable said board effectively to perform'the same.'*

The Act, further, contains no express provision that the Federal 

Reserve Board shall be considered as a bureau, division or office of 

the Treasury Department a significant omission in view of the fact 

that Congress had under consideration's Bureau of that Department when 

in Section 16 it amended the Revised Statutes relative to that "bureau" 

of which the Comptroller of the Currency was the "chief officer": and 

the provision in Section 10 that "the.Secretary of the Treasury may as

sign offices in the Department of the Treasury for the use of the 

Federal Roserve Board" (a provision added to the House Bill by the 

Senate Committee) would be highly superfluous if the Board wore a 

bureau of that Department for which the Secretary already possessed com

plete authority to assign offices in his own departmental buildings.

The history of the bill develops thG following facts of signifi
cance.

In Section 11 of H. R. 7837 (Section 10 of the Act), it is pro

vided:

"The manager of the Federal Reserve Board, subject to the 
supervision of the Secretary of the Treasury and Federal Reserve 
Board, shall bo the executive officer of the Federal Reserve Board."

This clearly contemplated that the Secretary of the Treasury and

the Federal Reserve Board were distinct entities.

(6)
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In the xt as passed, (Section 10) the supervision of the Sec

retary of the Treasury is stricken out, leaving the Governor(lianager)

subject only to supervision of the Board.

In Section 16 of II. R. 7837 (Section 16 of the Act) it is provided:

"The Secretary of the treasury shall subject to the approval 
of the Federal Reserve 3oard from time to time apportion the funds 
of the Government among the said Federal reserve banks, distribut
ing then- as far as practicable equitably between different sec
ts xens #..*

This also clearly contemplated the Secretary and the Board as co- • 

ordinate officials. The whole provision was stricken from the Act as
' i

passed but nothing was substituted for it.

In Section 11 of H. 2. 7837 (Section 10 of the Act) the Comptroller 

of the Currency was to perform his duties "tinder the general direction 

of the Secretary of the Treasury acting as chairman of tho Federal -Re

serve Board.

In the Act as passed the words "acting as chairman of the Federal 

Reserve .Board" wore stricken out, showing an intention to distinguish 

clearly between placing tho Comptroller under the Secretary as head of 

the Treasury Department and tho Secretary as ex officio chairman of the

Board.

The moot significant change made in II. R. 7837 by tho Act as passed

was the insertion, in Section 10 of the Act, of the following clause:

•! "nothing in this act contained shall be construed as talcing 
away any powers heretofore vested by law in tho Secretary of tho 
Treasury which relate to tho supervision, management, and control 
of tho Treasury Department and bureaus under such department, and 
whereover any power vested by this Act in the Federal Reserve Board 
or the Federal reserve agent appears to conflict with the powers 
of the Secretary of tho Treasury, such powers shall be exorcised 
subject to the supervision and control of the Secretary."
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It is evident that, while the purpose of this clause was, amongst 
other things, to insure the preservation and supremacy of all existing

powers of the Secretary of the Treasury in all cases where it might be 

claimed that such powers overlapped,,or conflicted with those Of the Fed

eral Reserve Board, nevertheless by this very provision the Act dearly 

recognized the existence of powers of the Board independent of the Sec

retary in cases where no such conflict existed.

Very respectfully,

(Signed) T. W*. Gregory

Attorney General.

*
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EX AH

Name

tx .

2 .

3.

4.

5 .

6 .

7.

8.

- FEDERAL res er v e s y s t e m.

of Bank ________ _

Information Desired.

INATION OF STATE BAUKS AND THUST COMPANIES APPLYING FOR MEMBERSHIP

Character of business in community in which your Institution is 
located .

i

Character of business of B^nk.

St*;.te law limitations -

A, Loans to any one firm, corporation or individual - secured and
unsecured. '

B, Loan;? secured by Real Estate Mortgages or other real estate
collateral

C, Investments.
I

Date of la it examination by State authorities

A. Were trust investments and securities examined?

Date of last examination by Directors.

■Copy of Daily Statement.

Memorandum of material changes since (insert date application report^ 

Real Estate Loans and Investments.
— — — — j    . ... ■■ '■ i ■ ■ —    - y i '. y  >i . . .

A. Lo ns secured by unencumbered farm lands

1. Up to what extent of value is money^advanced ,-* Hpw is vale# 
determined. ( | •

■ *r ' 1

B , Loans secured by other Real Estate «'
*  ' . . t

1. Is collateral heid-subject to prior lfens?
• \ . •#

, ; v *

2, Are mortgages on productive or non-productive properties?.’’ * .* •*
•3, Give list of loans of (£• or*'more) secured by

a. First mortgages. (Extent prior lien) .) ^Estimated value of prc
b. Second mortgages "  ̂ jpp jyy.es- when and by
c. Deeds to Real Estate Properties w } ydiejn appraised.
d. Stocks and bonds issued by real edi^jq corporations or 

based upon other real es$a|;e se.c&r xft’ies ,1'’
e. Loans to individuals ccnhee|i3d'-%0hYieal estate trading 

•corporations with description V £ iobilateralif any.
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1» Prior mortgages. 2, Assessed valuation, 3. Income. 4. Taxes - 
Expenses - Interest. 5. Estimated value. 6. when and by whom 
appraised. 7 How acquired?

9. Loans and Discounts.

• ̂ * Se cuffed" 'by Collateral other than Real Estate and unsecured Loans and 
Discounts.

C. R q a l  E s t a t e  Owned -  g iv e  l i s t  showing

1. What is the general character of collateral held.'

2. List of loans secured by Bank stock with details

•3, Give list of loans to any one individual, firm or corporation
in excess of (insert figures equal to 10$ of capital and surplus)

4. Give list of loans over (§. ) with details. Name of 
Boff.rower*-Eusines3-Acjldres3 of borrower-Amount of loanr Approxi
mate deposit balance,,.

5. Give list of loans, maturing after one year

B. Unsecured Demand Loans

I* Character of loans - Amount of loans upon which no interest 
hu3 been paid for one year or,more, with description of 
collateral, if any.

C. Doubtful Loans

1, Amount of notes or other loans in default six months op jnqre
and which are not properly secured or in proce33 of collection -
Give list with details, items * over £ vT ~ --- --- T"

D. feverdraft3 - Secured and unsecured. Details
%

ID* Investments.

A# Give list of investments in detail, showing securities - rat£ of 
terefct or dividend - Par value - Book value and evaluation leased 
upon current or last available quotations.

List of investments in default*
if

C* Provisions for depreciations.

Are book values adjusted periodically to- agree with current 
valuations,

' 111 Deposits♦

A* Does the item on report ’’Certificates of Deposit time";
include any sum or sums due to banks - bankers or trust companies, 
if so please give particulars.

a. */* -4i o t r
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B;. ' When were, ledgers last' proven,

12. Notes and bills rediscounted, Bills Payable ana Certificates of 
deposit representing money borrowed -

A. What is the present amount of indebtedness.

B. What assets have been pledged as security for indebtedness.

13. Contingent Liabilities -

A, On bills rediscounted or endorsed. - B. Guarantees. C. All othef - 
give particulars. D, Notes and securities pledged or sold with 
agreement to repurchase.

14. A3set3 pledged as security for deposits or other purpose except
money borrowed.

A. Give particulars.

15. Has the Trust Company or Bank any contingent liability? If so please
give full particulars,

■16. Directors Liabilities ->

A. Please give a memorandum of the

1. Business fir-, and corporation affiliations of officers 
and Directors.

2. Direct and indirect liabilities of officers and directors.

3. Loans of ($ or over) made to 'corporations which are
owned or controlled by officers or directors of the banking 
institution*.

17. Examiners Opinion.

A. Is the institution solvent?

B. Is business conducted strictly in accordance
with the provisions of the law (State Law)

C. Is the management of the institution competent?

D. Do you consider the loan policy safe and conservative?.

E. Are there any unsafe or unsound tendencies apparent?

F. Has there been an increase in undesirable assets during the past 
year?

Do directors give proper time and attention to the affairs 
of the institution?

G.
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H« Is the stock control of institution held hy any one person or group?

I. What is the policy of the institution in granting loans, to
officers and directors or to enterprises which they control or are 
interested in?

K. Copy of text of report of last examination.

12/2l/l4
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Ex-Officio members

WILLIAM G. McADOO
SECRETARY OF THE TREASURY 

CHAIRMAN

JOHN SKELTON WILLIAMS
COMPTROLLER OF THE CURRENCY F E D E R A L  R E S E R V E  B O A R D

W. P, G. HARDING, GOVERNOR 
RAUL M. WARBURG, VICE GOVERNOR 
FREDERIC A. DELANO 
ADOLPH C. MILLER.
CHARLES S. HAMLIN

H. PARKER WILLIS. SECRETARY 
SHERMAN P. ALLEN, ASST. SECRETARY 

AND FISCAL AGENT

WASHINGTON ADDRESS REPLY-TO

FEDERAL RESERVE BOARD

December 21, 1514.

■ Sir;

Answering queries raised by a number of the Reserve Bank 
Boards in respect to Directors' fees, etc., I am able to advise 
you the decisions that have been reached by the Federal Reserve 
Board.

1. The fee to be paid to directors' meetings is fixed at 
$20,00 per meeting as a maximum. Of course it is’ conceivable 
that you might have a.series of meetings on consecutive days, in 
which case one would think that the fee would be $20.00 each day 
until the series of meetings were over.

2. The directors who live more than fifty miles from Federal 
Reserve banks receive $10.00 per day for every day they are away 
from home on account of attendance, from the time they start until 
the time they get back, assuming that their absence is entirely due 
to attendance upon the directors' meeting. This makes a $10.00 per 
day compensation in addition, to the director's fee.

3. The words "necessary travelling expenses" includes hotel 
bills, as welJL as other necessary expenses of the journey and 
absence from 'y$m‘<*of out-of-town directors during their stay in the 
City, if they are engaged in attending directors' meetings.

4. The ruling of the Board allows not to exceed $10.00 per 
meeting for attending meetings of the Executive Committee, and if, 
as suggested, the Executive Committee should be*required to be on 
duty all day, or for several days, the amount of his fee would be 
the number of meetings held during that time multiplied by ten;
i. e., this would be the maximum.

5. If the Committeeman so serving'should be a non-resident, 
he would be entitled to reimbursement for his hotel bills and other 
reasonable necessary expenses while actually serving.

I have the honor to be,

Very respectfully,

Secretary.
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Tentative; Circular No. 

F E D E R A L  R E S E R V E  B O A R D .

Washington, December 22, 1914.

Bankers* Acceptances.

Bankers' acceptances, in order to be eligible for purchase by a. 

Federal reserve bank, must bear on their face evidence that the 

acceptance originated in a transaction involving the importation or 

exportation of goods; that is to say; in an actual bona fide sale or 

consignment, which involves-the transportation of goods from some for

eign country to the United States, or from the United States to some 

foreign country.

Bankers' acceptances, other than those of member banks, must bear 

the endorsement of a member bank.

Acceptances of member banks must bear the endorsement either of

c. member bank, ether than the accepting bank, or that of another 

"banker", a3 defined in the accompanying circular, cf satisfactory 

standing and located in the district of the Federal reserve bank.

C. S. HAI1LIN,

Governor.

H. PARKER WILLIS,

Secretary.

V
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97 Tentative Circular

F E D E R A L  R E S E R V E  B O A R D ,

'Washington, D. C.,
December 22, 1914,

- Subject: - The Purchase of warrants, -

In drawing Regulation Ho. 10 the Federal Reserve Board lias been 
guided by the consideration that it is the primary purpose of the Federal 
Reserve Act to provide a banicing organization which shall be responsive to 
the ebb and flow of commerce and trade.

Inasmuch as investments of Federal Reserve banks* resources should 
primarily be restricted to commercial paper and acceptances, purchases of 
warrants by Federal Reserve banks should ordinarily be limited to a relative
ly small proportion of the aggregate of investments. This practice should 
be departed from only when general banicing policy renders it advisable.
In any and all cases the interest of the Federal Reserve banks rather than 
that of the municipalities desiring to sell their obligations should be the 
primary consideration in making such investments.

In accordance with this view the Board has limited Federal Reserve banks 
to 25% in their purchases of any outstanding issue of warraits.

In order to keep the assets of the Federal Reserve banks in a liquid 
condition investments in warrants when made should be made by preference 
in such as can be readily marketed in order that the Federal Reserve banks 
may be able to realize on them whenever it becomes- desirable to enlarge 
their investments in commercial paper.

In limiting the Federal Reserve banks to such warrants as carry the 
definite assurance that the tares and revenues will, be actually in hand be
fore maturity the Board endeavors to follow/ the policy of the Act in re
stricting the Federal Reserve banks as far as possible to investments which 
are of short maturity and self-liquidating.

H. Parker Willis 
Secretary

Charles S. Hamlin 
Governor.
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Tentativj regulation . o .

F E D E R A L  R E S E R V E  B O A R D ,

V/ashington, D. C,
. • December 22, 1914.

Subject: - Bankers’ Acceptances.

Section 14 - Federal Reserve Act*

The Federal Reserve Board on November 10, 1914, promulgated Regu

lations Nos* 2 and 6, governing the conditions upon which Federal reserve 

banks night discount bank acceptances.

The Board hereby revokes Regulation No- 6 and substitutes therefor 

Regulation No.6a, hereto attached.

Under Section 14 of the Act, the Federal Reserve Board is authorized 

to prescribe rules and regulations under vhich any Federal reserve bank 

ray "purchase and sell in the open rarket, at hope or abroad, either from 

or to dorestic or foreign banks, firns, corporations or individuals, cable 

transfers and bankers’ acceptances and bills of exchange of the kin«ls and 

maturities by this Act r.ade eligible for rediscount with or v/ithout the 

endorserent of a r.ermber bank."

Following the analogy of the Internal Revenue Act of October 22, 1914, 

which defines the word "banker", the tirm "bankers’ acceptances" whenever 

used in regulations or circulars of the Federal Reserve Board shall be con

strued so as to include the acceptances of ner.ber banks, non-rermber banks, 

trust companies, private banking firr,s, persons or companies engaged in the 

business of accepting and discounting.

Under the said Section 14, the Federal reserve banks are given power 

"to establish fror time to tire, subject to review and determination of
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the Federal Reserve Board, rates of discbunt to be charged by the 

Federal reserve banks- for each class of paper, which shall be fixed 

with a view of aceomnodating^comirerce and business."

Transactions in ^bankers' acceptances" at rates substantially 

lower than those for commercial paper have already reached considerable 

proportions in the open market and it is necessary for the Federal re

serve banks to- establish discount rates covering such paper.

Acceptances covering the importsiipr- n- exportation of goods have 

to compete with foreign acceptances in world markets, aild the rates for 

these bankers1 acceptances in the tfaited States must be such as to eri- 

able the American banker to meet successfully his foreign competitbfU

In order to meet these conditions the Board realizes that Federal 

reserve banks must be allowed some latitude in dealing with such accep- 

tances.

The Federal Reserve Board, has, therefore, determined that in 

establishing rates for bankers1 acceptances Federal reserve banks nay 

from time to time submit to the Federal Reserve Board a maximum and a 

minimum rate, varying not more than 1 per centum, xvithin the limits of 

which they may ask to be authorized to purchase bankers1 acceptances. 

Within these limits the Federal reserve banks will be permitted to 

determine the rates at which they will deal in bankers1 acceptances.

The Board, however, reserves the right to modify or withdraw this 

privilege*

Federal reserve banks are requested to furnish to their Federal 

reserve agents copies of the resolutions authorizing the purchase of 

bankers acceptances and the limit fixed for the aggregate amount to

* 2 -
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be purchased of each acceptor's paper; and, in addition, a daily state

ment giving the total amount of all bankers' acceptances purchased, the 

rates at which purchased, and the names of the acceptor, drawer and en

dorser of every bill* The Federal Reserve Agent shall forward such 

copies and statements to the Federal Reserve Board.

In deciding what acceptances shall be considered satisfactory, the 

Federal Reserve Board must necessarily depend chiefly On the judgment 

of the officers and directors Of the various reserve banks who are inactive 

daily touch with the business situation of the entire district.

C. S. HAL'LIN

Governor.

H. PARKER WILLIS

Secretary.

12-22*14.
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99.
Ten^t^ve Regulation -pi fAt ^

FEDERAL RESERVE BOARD-

Washington, D. C.

•December 22, 1914.

Sub iect: The Purchase of Warrants.

Section 14 of the Federal Reserve Act reads in part as follows:

"Every Federal reserve bank shall have power:

(b) To buy and sell, at home or abroad, bonds and 
notes of the United States, and bills, notes, 
revenue bonds, and warrants with a maturity 
from date cf purchase of not exceeding six 
months, issued in anticipation of the collec
tion of taxes or in anticipation cf the receipt 
of assured revenues by any State, county, dis
trict, political subdivision, or municipality 
in the Continental United States, including 
irrigation, drainage and reclamation districts, 
such purchases to be made in accordance with 
rules and regulations prescribed by the Fed
eral Reserve Board".

For brevity's sake, the expression "warrant" when used in this regu

lation, shall be construed to mean: "bills, notes, revenue bonds, and war

rants wjth a ■maturity from date of purchase of not exceeding six months", 

and the expression "municipality" shall bs construed to mean: "State . county, 

district, political subdivision c;r municipality in the Continental United 

States, including irrigati on, drainage, and reclamation districts" .

I. A Federal reserve bank may purchase such warrants as are 
issued by a "municipality"

(a) In anticipation of the collection of taxes or in an
ticipation of the receipt of assured revenues. The 
taxes or assured revenues, against which such 
"warrants"have been issued, must be due and payable
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on or before the date of maturity of such "warrants".
For the purposes of this regulation taxes shall be cbn-
sidered as due and payable on the last day on which they 
may bo paid without penalty.

(b) i.s the general obligations of the entire "municipality”, 
it being intended to exclude as incligble for purchase 
all such obligations as are payable from "local benefit” 
and "special assessment,ttaxps when the "municipality"
at large is not directly or ultimately liable.

(c) 1- Which has been in existence for a period of ton years;
2k* Which for a period of ten years previous to the pur
chase has not defaulted, for a picriod exceeding fifteen 
days, in the payment of any part of either principal or 
interest of any funded debt authorized to bo contracted 
by it; and

3- Whoso not funded indebtedness does not exceed ten per 
centum of the valuation of its taxable property, to be 
ascertained by the last preceding valuation of property 
for tho assessment of taxes.

a definition of the tern"net funded indebtedness" as uded in 

I (c) -3, above, and ih further explanation of l(c)-l and 2,relative to

the torn of existence of and non-default by the "municipality", the Fed
#

oral Reserve Board has adopted in substance the definitions and regula

tions of the Board of Trusteed of the Postal Savings System, which* as 

printed hereund®i|*i- ski appendix hereto is made a part of thede regula

tions.

IX Except with the approval of tho Federal Reserve Board, no 
Federal reserve bank shall be permitted to purchase and 
hold an amount in excess of 25 per cent of the total amount 
of "warrants" outstanding at any time issued in conformity 
with provisions of Section Fourteen (b), and actually sold
by a "munic ipality".

Ill Except with tho approval of the Federal Reserve Bcm.rd-, the 
aggregate amount invested by any Federal reserve bank in 
"warrants"sha11 not exceed at the tire of purchase a sun 
equal to ten per centum of the deposits kept by its mem
ber banks with such Federal reserve bank.

IV Except with the approval of the Federal Reserve Board,the 
aggregate amount which may bo invested at the time of pur
chase by any Federal reserve bank in"warrantsg'of coxy single
’municipality"shall bo - limited to the following percentages 
of the deposits kept by it’s ;oej±dber banks with such Federal
reserve bank.
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5% of such Deposits in "warrants" of a/'nunicipality." of 
50,000 population or over;

3% of such Deposits in "warrants" of a "municipality." of 
over 30,000 population but less than 
50,^00; .

1% of such Deposits in 11 warrants" of a ”111 1Pa~̂
over 10,000 population but less than 
4 C , 000 *

v * "Warrants" of a "municipality* of *0,000 population or 
less sha.li bo purchased only with the special approval 
of the Board*

VI.

■VII.

The population of a "municipality" shall be determined by 
the last Federal or State census. Where it cannot be, ex
actly determined, the Board will *ive special rulings.

Opinion of recognized Counsel*on municipal issue©* or of 
the regularly appointed Counsel of the *1 manicipality _ about 
the legality of the 'issue shall be secured and approved by 
Counsel for the Federal Reserve Baltin each case.

This regulation is subject 
Board nay deem proper from

to such modification as the 
time to tifrie,

H. Parker Lillis, 
Secretary-

x

* * * * *  * * * ■ *

Charles Sh Hamlin, 
Governor.

DEFINITION OF "NET FUNDED INDEBTEDNESS"

The term "net funded indebtedness" is hereby defined to mean the 

legal gross indebtedness cf the "municreality" (including the amount of 

any school district or other bonds which depend for their redemption upon 

taxes levied upon property within the "municipality") less the aggregate of 
the following . items:

(l) The amount of outstanding bonds or other debt obli
gations made payable from current revenues.
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(2) The amount of outstanding bonds, issued for the pur
pose of providing the inhabitants pf a “municipa1i ty“ 
with public utilities, such as water works, docks,

' electric plants, tranaportation facilities, etc*:
PROVIDED, That evidence is submitted showing that 
the income from such utilities is sufficient for 
maintenance, for <paymeni of interest on such bonds 
and for the accumulation of a sinking fund for their 
redemption.

(3) The amount of outstanding improvement bonds, issued 
under,laws which provide for the levying of special 
assessments against abutting property in sufficient 
amounts to insure the payment of interest on the bonds 
and the redemption thereof: PROVIDED: That such bonds 
are direct obligations of the “municipality" and included 
in the gross indebtedness of the “municipality11 *

(4 ) The total of all 'sinking funds accumulated for the re
demption of such gross indebtedness, except sinking 
funds applicable to bonds jjoist described in (l) , (2) and 
(3) above,

"Warrants" will be construed to comply with that part of paragraph ••

(c) of this regulation, relative to term of existence and non-default, under 

the following conditions:

(1) "Warrants11 issued by or in behalf of any "municipality"
which was, subsequently to the issuance of such "war
rants" , consolidated with, or merged into, an existing 
political division which meets the requirements of 
these regulations, will be deemed to be the "warrants" 
of such political division: PROVIDED, That such "wax-
rants" were assumed by. such political division under 
statutes and appropriate proceedings the effect of 
which is tc make such "warrants" general obligations of 
^uch assuming political division, and payable, either 
directly or ultimately, without limitation tc a special 
fund, from the proceeds of taxes levied upon all the 
taxable real and personal property ivithin its territor
ial' limits,

(2) "Warrants" issued by or in,behalf of any “municjpality“
which was, subsequently to the issuance of such “war
rants “ , wholly succeeded by a newly organized political 
division, whose term of existence, added to that of 
such original political division, or of any other po-‘
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litical division so succeeded, is equal to a period 
of ten years, 'will be deemed to be "warrants” of such 
succeeding political division; PROVIDED, That during 
such period none of such political divisions shall 
have defaulted for a period exceeding fifteen days, 
in the payment of any part of either principal or 
interest of any funded debt authorized to be con
tracted by it; AND PROVIDED FURTHER, That such "war- 
rants" were assumed by such new political division 
under statutes and appropriate proceedings the effect 
of which is to make such "warrants" general obligations 
of such assuming political division, and payable, either 

* directly or ultimately* without limitation to a special
fund, from the proceeds of taxes levied upon all the 
taxable real and personal property within its terri
torial limits,

(3) "Warrants" i ssued by or in behalf of any"municipality” 
which, prior to such issuance, became the successor 
of one or more, or was formed by the consolidation or 
merger of two or more, pire-existing' political divisions* 
the term of existence of one or more of which, added to 
that of such succeeding or consolidated political di
vision, is equal to a period of ten years, will be deemed 
to be'"warrants" of a political division which ha3 been in 
exi3tende for a period of ten years: PROVIDED, That du
ring such period, none of such original, succeeding, or 
consolidated political divisions shall have defaulted, 
for a period exceeding fifteen days, in the payment of 
any part of either principal or interest of any funded debt 
authorized to be contracted by it.

A

A
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Report of Committee in regard to 

CIRCULARS. REGULATIONS AND MEMORANDA
M - i

First:
It is recommended that all circulars, when in permanent 

form, shall be printed and that regulations, if any, shall 
be appended or attached thereto. The circular portion 
shall be in the form bf a letter dealing with principles 
and shall bear the signatures of the Governor and Secretary 
of the Board .

Second:
A standard size of page, style of heading and of the

type to be used shall be prepared and the form selected
strictly adhered to, embodying the following ideas:

(a) In the upper right hand corner the number of the 
circular shall appear;

(b) The name of the Federal Reserve Beard shall appear 
in the center ;

(c) To the right of and below this, the date of the cir
cular;

(d) Below this (in the center) the title or sub iect 
matter; and,

(e) Lastly, the body of the circular, with appended 
regulations, if any, using a different size or style 
of type for the circular and the regulation.

Third:
Some less formal matters may be handled in mimeographed 

"memoranda," Furthermore, regulations or circulars may 
be mimeographed or printed as "tentative circulars" or 
"tentative regulations" with the idea of printing them 
after they have been adopted in final form, these "memo
randa" or "tentative documents" shall be identified by 
numbers, keeping a separate series for "memoranda", for 
"circulars" and for ‘'regulations." So far as possible, 
the mimeographed memoranda shall follow a definite form 
and style, to be agreed upon in advance; the circular in 
open spacing, the regulation in closer spacing or smaller 
type.

Fourth: ..
It is suggested that it may be desirable that at least some 

of the circulars and regulations already issued shall be 
re-issued so as to keep our files complete, making such
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corrections in tho re-issue as may be found desirable; 
at the same time beginning the numbering in the new series. 
It may also be advisable to i3eue circulars in a new series 
each year thus, Series of 1915, but these suggestions should 
be the subject of future decision by the Board, It i3 
probable that many of the circulars are only of passing in
terest or importance- and that in the interest of compact 
and intelligent codification of all regulations, etc., pre
vious rulings, shall be reconsidered and such as are still 
valid and pertinent, reenacted. This might be effectively 
done tv annual revision and reenactment.

Respectfully submitted by
tho Committee:

(Signed) F. A. Delano.

(Signed) H. Parker Willis.

Presented to the Federal Reserve Board at its meeting of 

December______ 1914 and adopted.
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PROPOSED DRAFT OF A FORM OF CIRCULAR TO BE ISSUED BY ALL 
FEDERAL RESERVE BANKS WITH THE AUTHORITY AND APPROVAL OF THE

FEDERAL RESERVE BOARD

To Member Banks:
T

Section 13 of the Federal Reserve Act, which deals 
with the powers of Federal Reserve Banks, provides that:

"Any Federal Reserve Bank may receive, from any of it's 
member banks * * * deposits of current funds in law
ful money, National bank notes, Federal reserve notes, 
or checks and drafts oh solvent member banks payable 
upon presentation,"

The Federal Reserve Bank of announces
that it is now prepared to receive from any member bank on 
deposit at par, subject to final payment, check drawn on any 
of the member banks of District No. *, provided that each
member bank availing itself of this privilege will authorize 
the Federal Reserve Bank of to charge its account
with any checks drawn upon it that nay be received from other 
member banks or from the United States, such checks to be for- 
warded without delay to the member bank for final payment.

Provided, however, that each member bank entering 
into this arrangement agrees to maintain with the Federal 
Reserve Bank of , subject to any penalty for in
sufficient reserves that may be imposed by the Federal Reserve 
Board, a balance, in addition to the member bank's legal re
serve, sufficient to cover any excess of debit over credit 
items.

(*) Noto:
The Federal Reserve Bank may wish to change this and, 

time being limit their taking of checks to those drawn on Dankv i 
reserve cities or on certain specified cities which they will 
designate.
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November i9th, 1914.

My dear Governor:-

As requested, I have given consideration to ihe 
matter of discount rates to be charged by federal reeefy® 
banks and particularly to the question of the apjplie&tioh 
of State laws to such rates*

The question arises in interpreiing flfelition 14 
of the Federal Reserve Act.

Section 14, sub-section (d), in defining one of 
the powers of the Federal reserve banks, provided as fol
lows:

"To establish from time to time* subject to re« 
view and determination of the Federal Reserve Board, 
rates of discount to be charged by the Federal re
serve bank for each class of paper, which shall be 
fixed with a view of accommodating commerce and bus
iness".

In interpreting this section, it is necessary to 
consider whether Federal reserve banks are limited in the 
amount of interest which may be charged and particularly 
whether such banks are subject to the usury laws of any 
Siate in the absence of any fixed maximum rates of inter
est prescribed by Congress. This involves a consideration 
of the questions -

First - Has Congress the constitutional right to 
prescribe a rate of interest to be charged by a corporation 
organized under an Act of Congress, which rate exceeds the 
statutory rate fixed by any State for persons, firms or 
corporations doing business within the limits of such State?

Second - If Congress has this right, may it dele
gate to any executive branch of the Government the right to 
fix such rates?

Third - If Congress fails to prescribe by statute 
a maximum rate of interest to be charged, will the executive 
branch of the Government be controlled by such State laws in 
fixing the interest rate to be charged?
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Cw S. H. No. 2.

Considering these questions in the order named:

First - The right to establish interest rates is 
necessarily incident to the right to create a banking cor
poration since tb© exercise of.this power may be said to 
be fundamentally a part of the exercise of banking powers*

The right of Congress to create a bank and to vest 
such corporation with the necessary powers to perform its 
functions, is fully considered and determined in the case 
of McCtilloch vs Maryland, 4 Wheaton, 316. In that case 
Chief Justice liar shall, who delivered the opinion of the 
Court, affirmed the right of Congress to create the Bank of 
the United States, the right of the Bank of the United States 
to establish a branch in Maryland, as an incidental power not 
specifically granted by its charter, and decided definitely 
that the State of Maryland could not tax the branch so estab
lished on the ground that such a tax would retard, inpede, 
burden or control the operations of the laws enacted by Con
gress. That is, the Court having decided that the Bank of 
the United States was constitutional, held that the branch 
which was created by the bank, "being conducive to the conv. 
plete accomplishment of the object" was equally constitutional. 
This concedes the right of the bank to exercioapowers which 
are properly incident to the duties of the bank. See 'Wheaton 

pages 424-425 A fortiori, the right to establish interest 
rates, equally free from State interference, is incident to 
the duties of the Federal reserve banks.

Without reviewing in detail the opinion rendered 
in this case, the following language is quoted as bearing on 
the subject under consideration:

"This great principle is, that the constitution 
and the laws made in pursuance thereof are supreme; 
that they control the constitution and laws of the re
spective States, and cannot be controlled by them.
From this, which may be almost termed an axiom, other 
propositions are deduced as corollaries, on the truth 
or error of which, and on their application to this 
case, the cause has been supposed to depend. These 
are, 1st: that a power to create implies a power to 
preserve: 2nd: That a power to destroy, if wialded by 
a different hand, is hostile to, and incompatible with 
these powers to create and to preserve: 3rd: That
where this repugnancy exists, that authority which is 
supreme must control, not yield to that over which it 
is supreme. ***** The power of Congress to create, 
and of course, to continue, the bank, was the subject 
of the preceding part of this opinion; and is now ne 
longer to be considered as questionable. **** It is of 
the very essence of supremacy to remove all obstacles
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to its/-Q£tion within its own:,.sphere, and so to mod
ify every power vested in subordinate governments, 
as to exempt its own operations from their own in
fluence. This effect need not be stated in terms*
It is so involved in the'declaration of supremacy, so 
necessarily implied in it, that the expression of it 
could not make it more certain. We must, therefore,’ 
keep it in view, while construing the .jonst-ltutnon’*• "•

The same question was considered in the case of 
the ‘Farmers &. Me ohan ic s K ational Bank vs Dearing. reported 
in 91 U. S. p.33-35, where the constitutional right of 
Congress to create national banks was discussed. The Court 
in that case says -

. " '
."The constitutionality of the Act of 1864 is not 

questioned. It rests on the same principle as the Act 
creating the Second Bank of the United States. The 
reasoning of Secretary Hamilton and of this court in 
McCulloch vs Maryland (4 Wheat.316) and in Osborne vs 
The Bank of the United States (9 id. 708} therefore 
applies. The national banks organized under the Act 
are instruments designed to be used to aid the govern
ment in the administration of an important branch of 
the public service. They are means appropriate to 
that end. Of the degree of the necessity which existed 
for creating them Congress is the sole judge."

"Being such means.’brought into existence for 
this purpose, and intended to be so employed, the 
States can exercise no control over them, nor in any 
wise affect, their operation, except in so far as Con
gress mav see proper ttv permit. Anything beyond 
this is ’an abuse, because it is the usurpation of 
power which a single State cannot give’. Against the 
national will ’the States have no power, by taxation 
or otherwise, to retard, impede, burthen, or in any 
manner control, the operation of the constitutional 
laws enacted by Congress to carry into execution the 
powers vested in the General Government ’. Bank of 
the United states vs McCulloch, supra; Weston and 
Others vs Charleston, 2 Pet. 466; Brown vs Maryland,
12 Wheat. 419; Dubbins vs Erie County, id. 419.”

’’The power to create carries with it the power 
to preserve. The latter is a corollary from the former 

"The principle announced in the authorities cited 
is indispensable to the efficiency, the independence, 
and indeed tp the beneficial existence, of the G'eneral 
Government; otherwise it would be liable, in the dis
charge of its most inportant trusts, to be annoyed and 
thwarted by the will or caprice of every State in the
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Union. ;. Infinite confusion would follow. The govern
ment would be reduced to a pitiable condition of weak
ness. The form might remain but the vital essence 
would have departed.”

Y/hile this decision relates to national banks, 
the reasoning will apply with even greater force to Federal 
reserve banks as agents of the United States Government.
This decision has been followed in the case of Haseltine 
vs. Central Bank of Springfield ( 183 U. S. 135) and Schuyler 
National Bank vs Gadsden (l91*~U. S. 457) and in other cases.

It seems to be clear, therefore, that Congress has 
the right to establish banks with the power to fix interest 
rates and that these rates are controlled by the Act creat
ing the corporation and not by the State law. 'In Haseltine 
vs Central Bank of Springfield, the court says:

"We understand, it to be conceded that as the note 
in question was given to a national bank, the defini
tion of usury and the penalties affixed thereto must 
be determined by the National Bank Act and not by the 
law of the State", citing Farmers' and Mechanics Nation
al Bank vs Dearing, 91 U. S., 29.

Again, in the'case of Schuyler National Bank vs. 
Gadsden, the Court says:

"This results fro:-- the prior adjudications of 
this court, holding that where usurious interest has 
been paid to a national bank the remedy afforded by 
Section 5198 of the Revised Statutes is exclusive and 
is confined to an independent action to recover such 
usurious payments".

From these decisions it appears that the interest 
rates established by State laws apply to loans cade by na
tional banks only by reason of the fact that Section 5198 of 
the Revised Statutes rakes such rates applicable, and without 
the agency of this enactment of Congress the State lavs mould 
have no application.

Second. The question of whether or not Congress may dele
gate to the Federal Reserve Board or to the Federal reserve 
banks the right to fix interest rates, seers to .be clearly es
tablished by a number of decisions relating to the right of 
Congress to delegate to the executive department the right to 
exercise those powers which are necessary to , carry out the 
purpose of the original Act. For example, in the case of 
Field vs Clark. 143 U.S. 693, the Court says:

"Legislative power was exercised when Congress 
declared that the suspension should take effect upon 
a named contingency. Y/hat the President was required 
to do was simply in execution of the Act of

C. S. H. No. 4.
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"Congress. It was not the raking of the law"

'Again, in the case of Reagan vs. Farmers Loan 
and Trust Company, 154 U . S ., 393, the Court says :

"Passing from the question of jurisdiction to 
the act itself, there can be no doUbt of the gener
al power of a state to regulate the fares and freights 
which may be charged and received by railroad or - 
other . arriers, and that this regulation can be car
ried on by means of a commission. Such a commission 
is merely an administrative board created by the 
state for carrying into effect the will.of the state 
as expressed by its legislation-. . Railroad Commission 
Cases, 116 U. S. 307". .

In Puttfie Id vs Stranahan, 192 U. SI 496, the 
Court says: •

"Congress legislated on the subject as far as 
was reasonably practicable, and from the necessities 
of the case was compelled to leave to executive of- ; 
ficials the duty of bringing about the result pointed 
out by the statute. To deny the power of Congress 
to delegate such a duty would, in effect, amount but 
to declaring that the plenary power vested in Congress 
to regulate foreign commerce could net be efficaciously 
exerted," . »

In a still later case, the Unio'n Bridge Company 
vs United States. 204 U . S. 387, the court says:

"Indeed, it is not too much to say-that a denial 
to Congress of the right, under the Constitution, to 
delegate the p.ower to determine some fact, or the state 
of things upon which the enforcement of its enactment 
depends would be ’to stop the wheels of government' 
and bring about confusion, if not paralysis, in the 
conduct of the public business."

In view of these decisions there seems to be no 
question of the right of Congress to delegate the power to 
fix interest rates with the view of accommodating commerce 
and business.

Third. In view of the decisions above recited, it seems 
clear that the failure of Congress to prescribe in the Act 
itself a maximum rate of interest to be charged will not 
make the usury laws of the states applicable.

(a) Because, as shown in the cases of the Farmers 
and Mechanics National Bank vs Dearing, Haseltine vs Central 
Bank of Springfield, and Schuyler vs Gadsden, supra, the

C. S. H. No. 5.
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C. S. H. No. 6,

state laws have no application in such cases unless the 
Act of Congress provides that such laws shall be applied.

(b) Because Congress delegated to the Federal reserve 
banks, subject to review and determination of the Federal 
Reserve Board, the right to fix rates of discount to be 
charged by the Federal Reserve banks for each cl&ss of: 
paper, such rates to be fixed with the view of accommodat
ing commerce and business.

Respectfully,

Counsel.

Hon. Charles S. Hamlin,
Governor; Federhl Reserve Board.
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The fdllowing suggestidns relating to check cl- 
Board for its consideration:

1&6

.ranees are submitted to the

While high sounding phrases can be framed, about the avoidance of favoritism' 
and the according of uniform treatment to all customers of a bank, there is in 
reality no such uniformity nor would there be any justice in seeking to.apply what 
might appear tc be superficially the same .rule to alii Banks do a vast amount cf 
unprofitable business, and nearly all of them carry many accounts as a matter of 
courtesy and convenience to the depositors which result in* actual loss. m

Few, if any, practical bankers would concede that there is any injustice in 
allowing interest on some accounts and refusing it on others, or in furnishing free 
exchange facilities to some customers and declining to. do so in other cases.. These 
matters are usually regulated by mutual .agreement and are based upon the general 
value of an account to the bank, the. balance and character of the items received 
on deposit being taken into consideration. Some dealers prefer to receive interest 
on their current, balances and'are willing to pay exchange; others do not- care to 
receive interest but prefer tc have their exchanges handled without charge. While 
from the view point cf the bank it might feel justified in allowing interest on 
accounts showing constant and’ uniform balances, it would not consider paying any
thing on spasmodic accounts1; then again a bank might very well afford to give free 
exchange facilities to a customer depositing checks in large amounts on Nev; York 
and other financial centers while it could not afford to do so'in the case of a . 
customer who deposits only checks on small towns.

It is not believed that a Federal reserve bank could legally charge to a bankls 
reserve account, over its protest, checks drawn upon the member bank which it had 
never seen.or heard ,of, nor has a bank, in fact, the right to authorize the payment 
of a check drawn upon it at a place other than at its own counter, as it might 
thereby deprive the drawer of his right to stop payment on the check.

It seems, therefore, that .the system of clearances authorized by the Act must 
be developed in an orderly and gradual manner and through the cooperation of the 
member banks. The problems involved in the clearance of intra-district checks are 
not very different from those which must be solved in inter-district clearings.

No check coming from either within or outside of a district should be. charged 
to the account of a member bank‘d except by -its consent,' and no Federal reserve bank 
should credit a member bank at par on receipt with any check imposing upon it the 
burden of the time in transit. It is clear that a Federal reserve bank can credit
at par on receipt checks drawn on member banks in its Federal reserve, city and 
that common business rivalry will, no doubt, induce member bank's in other cities 
of a reserve district to arrange with the Federal reserve bank, by carrying a de
posit in excess of the reserve deposit required, to charge their accounts with checks 
drawn upon themselves, thereby eliminating the factor of time in transit so far. as 
the Federal reserve bank is concenned. It is not believed, however * that the mensb er 
banks would core to provide for an immediate debit at the reserve bank of any and 
all checks th_.t their customers .might draw and which might come into the hands of 
the reserve bank. The Federal Reserve Act expressly recognizes the principle of com-, 
psnsatann for a member bank'in paying customers' checks that have been sent tc a 
distant city by'providing that the Federal Reserve Board may fix a charge thva; may . 
be imposed by «. member bank upon its customers for such service. All bunking ex
perience, however, goes to show that such a direct charge, at least at tae r-”“;=e+.:.
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^would be so unpopular and would be the subject of as much criticism as to make it 
^pnpracticable. The member banks, therefore, must find their compensation in the 
value of the accounts against which the checks are drawn.- Possibly all member 
banks have some customers to whom they are willing to extend unlimited exchange 
facilities, but it is equally certain that they have other customers to whom they 
would not think of granting sfuch facilities and who could not reasonably ask such 
a favor.

The suggestion is made, therefore, that, member banks give to customers accord
ed unlimited exchange facilities a distinctive form of check indicated by a red 
or blue mark on the upper righthand corner and bearing also a printed or stamped 
endorsement on the face of the check, as follows:

'*• • ■ ■
"The Federal Reserve Bank of ________________ is authorized to

charge this check, v/hen remitted by a member bank, or by a Federal 
reserve bank, bl* by tin officer or agent of the United States, against 
the account of the (name of bank on which drawn). Such charge will 
not constitute final payment of this check, which will be forwarded 
to the (name of bank on which drawn) for actual payment."

A Federal reserve bank sfiould receive on deposit at par for immediate credit 
from member banks only such checks as are indicated in the manner shown above, and 
should they do so, would consequently have only such checks to remit to the Federal 
reserve banks in other districts. The Federal reserve hanks should handle wnsht© 
unauthorized checks for their member banks as collecting agents only, withholding 
credit until payment has actually been received.

<**■
The Board should suggest to the Federal reserve banks that a regular settling 

day be agreed upon between them, either once or twice a month, and each Federal 
reserve bank at the opening of- business on each settling day should wire the Fed
eral Reserve Board the figures in even thousands shown on .its books to the debit 
or credit of each other Federal reserve bank. A* balance sheet would, then be made 
up in the Secretary*s office and each Federal reserve bank would be advised by 
wire as to the debits *and credits necessary to be‘made in order to offset balances 
as far as possible. Balances remaining without offset could either run'until the 
next settling day or could be provided for between the banks themselves. It is not 

r the idea "that the-Board should make any suggestions as to transfers except upon the 
settling days agreed upon so that every bank may be free to shift balances between 
settling days to suit itself.

In case the Secretary of the Treasury should be willing to deposit from one to 
two rdllion dollars with each Federal reserve bank, such deposit baing a bookkeep
ing entry only, the funds to be held here in Washington to the credit of each bank, 
transfer checks could be drawn by one bank in favor of another against such funds 
in the Treasury and proper readjustments of balances could be made when necessary.

' S' .
It should not be forgotten that a check drawn on Tombstone, Arizona, is not 

and can n^ver be ipso facto worth as much in Boston as a check for t̂ he same amount 
drawn on a'bank in Lowell, nor can a check drawn on Augusta, Maine, be worth as 
much in Portland; Oregon, as it would be ip. Portland, Maine; therefore the matter 
of compensation for time in transit should be left to each bank and its individual 
customer, and an attempt to have the Federal reserve system absorb the float would 
be not only inequitable, but would stimulate a most unhealthy expansion of credits 
for the benefit of a portion of the public at the expense of another; it would r.i.'"- 
impetus to the practice of drawing checks .against non-exinting balances, an’ r" 
promote enormously the industry of check kiting.
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117 a.
Regulation No*

FEDERAL RESERVE BOARD

Y/ashington, D. C.,

. Regulation governing conditions under which National 
Banks may be granted permission to aot as trus
tee, etc., under Section 11, Subsection K, of 
the Federal Preserve Act.

I.

Application of national banks to act as trustee, executor, 
administrator, or registrar of stocks and bonds under Section 11 (K) 
of the Federal Reserve Act.

1. Any national bank desiri ig to exercise any or all of the . 

privileges authorized by this section shall make application to the Federal 

Reserve Board on a form approved by said Board. Thi3 application shall be 

forwarded by the applying bank to the chairman of the board of directors

of the Federal reserve bank of the district in which the applying bank is 

located, and shall thereupon be transmitted to th6 Federal Reserve Board 

with the recommendation of the directors of .said Federal Reserve bank.

2. Thore shall be attached to each application the following ex

hibits:

(a) ■ A statement in detail of the character and extent 
of the privileges which the applying bank desires to under
take, and if it desires to act as trustee, the statement 
shall show specifically tha nature of such trusteeships and 
the obligations to be assumed.

(b) A copy of the laws of the State in which such bank 
is located which relate to the exercise of these powers by 
corporations.

(c) A copy of the laws relating to the appointment of, 
and the bonds and reports rs^ui^ed of executors and ad
ministrators, if the applying bank de.3ires to act in such 
capacities.
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(d) ■ A copy of the laws, if any, relating to corpora- 
* tions ‘acting as registrars of stocks and bonds, if .the ap-»

plying bank decires to act in such capacity.

II Trust Office.

Each national bank permitted to exercise the powers provided for 

under this section, shall appoint a trust officer who shall perform his 

duties under the supervision of a committee to be known as a Trust Com

mittee, to be composed of not less than three members of the board of 

directors of the bank.-

Ill Provision for keeping Trust Funds.

All funds, securities and investments of every kind held in 

trust by any national bank granted permission to.act as trustee, executor 

or administrator, shall be segregated and kept separate and apart from 

any and all other funds, securities and investments of the bank, and 

separate and apart from one another.

The accounts relating to all' such funds, securities and in

vestments, and to all transactions engaged in by the bank as trustee, 

oxocutor or administrator, 3hall bs eo kept that the specific fund3, 

securities or investments belonging to each trust estate may be at all 

times definitely identified, and such funds shall in no case bo carriod- 

on the booka.eef tho bank a-, deposits and rfhall not bo eo treated in 

calculating reserve, making loans or in any other manner,-but shall at 

all times be held and treated as t^ust funds held by the bank in the 

capacity of trustee, executfor or administrator as the case may be.
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IV Investment of Trust Fund:.;. j

Trust funds shall be invested in any manner provided in 

the .instrument creating the trust fund or ar, ordered or authorized by 

any codrt of competent jurisdiction or as specifically authorized by 

the laws of the State in which said national bank is situated. Provided 

that if there are no contrary instructions as to investments in 

instrument creating the trust and no specific provisions of the 

of the Stats relating thereto, such trust funds, subject to the 

of any court of competent jurisdiction may be invested:

(a) In mortgages upon unincumbered and improved real estate 
situated in ths State in which the tank is located, such real es- . 
state being of a value, to be ascertained by not loss than two dis
interested appraisers, equal to' double the amount proposed to be 
invested therein.

the

laws

order

(b) In bonds or other interest bearing obligations of the 
United ■ States cr of the District .of Columbia.

■(c) In the bond's or other interest bearing obligations of 
any State of the United States, or

(d) In any legally authorized bonds issued by any city, town, 
county, or other legally constituted municipality or district in 
the United States which has been in existence for a period of ten 
years and which for a period of ten years previous to such invest
ment has not. defaulted for more than fifteen days in the payment
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of any part of either principal, or interest o'f any funded dej^v au
thorized to be contracted by it ? ..and whose not funded indebtedness 
(as defined in the Regulations of the Board of Trustees of the Postal 
Savings System approved June 13, 1913) does not exceed ten per cent 
of the valuation of its taxable property to be ascertained by the 
last preceding valuation of the property for the assessment of taxes.

Bonds tovh4. eligible under pars.jraph (c) and (d) above must 

be the general obligations of the entire State, city, town, county., 

municipality or district which issues them, it being intended to ex

clude as ineligible for purchase bonds payable out of the ''local benefit‘d 

or "special assessment" taxes when the' issuing State, city'town, county, 

municipality’ or district at large is not directly or ultimately liable.

In Cc.3e of merger, consolidation or succession of any city, 

town, county, municipality or district the ten year period of ex- 

istence and non-default referred to in paragraph (d)’ above will be ■ 

held to be complied v/ith under the conditions set forth in Section 8-c, 

paragraphs one* two and three of the regulations of the Board of Trustees 

of the Postal Savings System for the Guidance of Qualified Banks and 

Others Concerned as amended November 19, 1914.

V. Trustee under Mortgage or Deed of Trust

In. any case where the bank is named as trustee m  any mortgage
\

or deed of trust it shall require a certified copy of the original mort

gage or deed of trust to bo filed v/ith it and shall at all times keep an 

accurate account of any bonds outstanding which arc scoured by such mort

gage or deed of trust, and which have been certified to. for identifica

tion by the trustee. Such records shall be so kept as to enable the 

bank.fto furnish the Federal. Reserve R*ard from time to time with any in

formation called for relating to the uwwers vested in the trustee and the 

duties imposed by the mortgages or deeds of trust upon such trustee, and 

to an;/ other matters r :lating to the exercise of such pavers and the
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VI. Statement !•o Registrar.

L. Before any bank granted permission to act as registrar
\

of stocks and bonds shall countersign any certificate of stock or any 

bond, or shall register any certificate of stock or any bond, it shall 

require the corporation issuing this stock or bond to file with it 

a statement signed by the president or vice-president of the corpora

tion, with the seal of the corporation affixed and attested by the 

secretary, setting forth fully and accurately the basis or financial 

plan upon which all stocks and bonds arc to be and have boon issued.
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Sucii statement ox financial plan snail be in form and shall con-

•tain sufficient 'information in detail to enable the bank acting a3 regis

trar to furnish the Federal heserve Board, or any stockholder or bondholder 

of the corporation, or any other person entitled thereto, with any informa

tion as to the basis of issue of such stock or bonds, the authority for 

such issue, and the amount outstanding at any time.

v i i . Reports.

7/henever the Comptroller of the Currency calls for reports of 

condition Of the bank, such report shall be accompanied by a full state

ment of the condition of the trust department. Upon request, reports 

shall also bo furnished to the Federal Reserve Board and to the Federal 

reserve bank of the district in which said bank is located.

VIII. Examination.

Examiners appointed by the Comptroller of the Currency or desig

nated by the Federal Reserve Board, shall make thorough and complete audits 

of the cash, securitiesi accounts and investments of the trust department 

of every bank, at the same time that examination is made of the banking de

partment.

*

IX. Security on Bond.

Any national bank acting as trustee, executor, administrator, or 

registrar of stocks and bonds, shall give such bond as may be required 

by the laws of the stato in which said bank is located, or as may be re

quired by the court appointing it.
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x. Conformity with State Laws.

Nothing in these regulations shall be construed 
to give to a national bank doing business as trustee,

executor, administrator, or registrar of stocks and 

bonds under Section ll{k) of the Federal'Reserve Act, 

any rights or privileges in contravention of the laws 

of the state in which the bank is located.

XI.• Changes in Rules.

. These rules and regulations arc subject to change 

at any time by the Federal Reserve Board.
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POST C!"ICE DEPAPTICENT 

Third Assistant Postmaster General

jLo J

WASHINGTON

January 6, 1^15.

Hon. C. S. Hamlin,
Governor, Federal Reserve Board,

Washington, D . C .

Sir:

Receipt is acknowledged of the letter of the 30th ultimo from 

the Secretary of the Federal Reserve Board, inclosing a. copy of the 

report of a committee of your Board with respect to the "definition 

of duties of the Federal reserve agent,-” in further reference to 

your letter of November ?-4, 1914, inquiring whether Federal reserve 

agents who are also directors of the Federal reserve banks are en

titled to the use of penalty envelopes.

The Federal Reserve Act confers on the Federal Reserve Board the 

power of appointing three of the directors of the respective Federal 

reserve banks. These directors are known as "Class C, directors," 

one of whom is required to be designated bv the Federal Reserve Board 

as chairman of the board of directors of the Federal reserve bank and 

as Federal reserve agent, Tne provision of the Act authorizing the 

appointment of these directors and Federal reserve agents reads as 

follows:

"Class C directors shall be appointed by the Federal , 
Reserve Board * * * one of whom shall"be designated 
by-said board as chairman of the board of directors of 
the Federal reserve bank and as 'Federal reserve agent'
* • * * and in addition to his duties as chairman of
the beard of directors of the Federal reserve bank he shall
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required to maintain under regulations %c be estab- •' 
li&lied by the Federal Reserve Board a local office of 
said board on the premises cf the Federal reserve bank.
He shall make regular reports to the Federal Reserve Bei^rd^ 
and shall act ae its official representative for the per* 
formance of the functions conferred upon it by thi3 Act*
He shall receive an annual compensation to be fixed by 
the Federal Reserve Board end paid monthly by the Federal 
reserve bank to which he i3 designated."
The law governing the use of penalty envelopes, embodied in 

section 496, Postal Laws and Regulations, restricts their use to 

officers of the Uhited States Government. The term "officer of 

the United State3" is defined in the decisions of the Supreme Court 

in the cases of the United States vs. Mouat, 124 US., 303, and 

United States vs. Smith, 124 U,S,, 525. In the former case the 

Xourt said :

"What is necessary to constitute a person an officer 
of the United States, in any of the various branches of 
its service, has been very fully considered by this court 
in United States v. Germaine, 99 U.S., 508. In that case, 
it was distinctly pointed out that, under the Constitution 
of the United States, ail its officers were appointed by 
the President, by and with the consent of the Senate, or 
by a court of law, or the head of a Department; and the 
heads of the Departments were defined in that opinion to 
be what are now called the members of the Cabinet. Unless 
a person in the service of the Government therefore, holds 
his place by virtue of an appointment by. the President, or 
of one of the courts of justice or heads of Departments 
authorized by law to make such an appointment, he is noi;, 
strictly speaking, an officer of the United States*"

In the latter case theCourt said:

"An officer of the United States can only be appointed 
b.y the President, by and with the advice and consent cf the 
Senate, or by a court of law, or the head of a department.
A person in the service of the government, who does not de
rive his position from one of these sources is not an officer 
of the United States in the sense cf the Constitution. This
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subject wag considered .and datarisinad in United States v.
'Germaine, 99 D^S., 5CS-, and in the recent paae of United 
States v. Mouat, ante, 303. "’hat we have here said is 
but a repetitionhoi y/hat was there authoritatively de
clared."

Since the Federal reserve agents arc appointed by the Federal 

Reserve Board and not by the President., «r by i  court of law, or by 

the head of a Department, it follows that, under the decisions of 

the Supreme Court of the United States, they are not "officers of 

the United States" and, therefore, are not entitled to the use of 
penalty envelopes, •

Furthermore, the Federal Reserve Act provides that the salary 

of the Federal reserve agent for all his services, both as a director 

of the bank and as Federal reserve agent, shall be paid by the bank of
vwhich he is a director, the Act, in this respect, making a clear-cut 

distinction between his status and that of the members of the Federal 

Reserve Board and the "attorneys, experts, assistants, clerks," etc., 

employed by the Board to conduct its business, whose salaries are paid 

out of public moneys obtained by assessments on the reserve banks. It 

also appears that the banks are required to bear the expense of an of- 

ffice maintained for the Federal reserve agent. It, therefore, appears- 

to be the clear intent of the law that each Federal reserve bank shall 

bear the expenses, including office expenses and postage, incurred by . 

the Federal reserve agent, not only in his capacity as director of the 

bank, but as such agent as well.

In view of tho foregoing, it is held that the Federal reserve 

agents are not entitled to use penalty envelopes to sand in the mails
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fr9© any matters pertain^ag to iheir duties as either directors ar

Federal reserve agents.

R&3peetful;y,

tSigtttd) A. M. Dockery, 
Third Assistant Postcastej* General,,
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F E D E R A L  R E  S E R V E B 0 AiR D* 

Washington

December 30, 1914.

My dear Governor:-

I have your letter of the thirtieth instant, in 
which you ask for an opinion on the following questions -

"Whether or not a Federal reserve bank is empow
ered under the provision of the Federal Reserve Act 
to act as agent for another Federal reserve bank in 
the collection of maturing notes, drafts, bills of 
exchange and other evidences of debt purchased under 
the provisions cf the Act by the Federal reserve bank,, 
which items are payable within the district of the 
Federal reserve bank to which they are sent”.

The exercise of this power would require the col
lecting bank to act as agent for the forwarding bank in the 
collection of the•items mentioned in your letter since, in 
such case, under the uniform decisions of the Court, the 
agency continues until the items are collected. This 
right is not specifically included in the powers of the 
Federal reserve banks enumerated in the Federal Reserve Act. 
Section Thirteen, in dealing with the subject of collec
tions, provides -

"Any Federal reserve bank may receive from any 
of its member banks, and from the United States, de
posits of current funds in lawful, money, national- 
bank notes, Federal reserve notes, or checks and 
drafts upon solvent member banks, payable upon pre
sentation; or, solely for exchange purposes, may re
ceive from other Federal reserve banks deposits of 
current funds in lawful money, national-bank notes, 
or checks and drafts upon solvent member ot other 
Federal reserve banks, payable upon presentation".

It will be observed that the language used in the 
Section above quoted does not specifically include notes, 
drafts and bills of exchange but Federal reserve banks are 
authorized to receive deposits of current funds in lawful 
money, national-bank notes, or checks and drafts upon solv
ent member or ,'ther Federal reserve banks, payable upon prer 
sentation. The, question therefore arises, whether or not 
such notes, drafts and bills of exchange may be accepted by 
Federal reserve banks in the .capacity of agent for other
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C. S. H. No. 2.

Federal reserve banks and the determination of this ques
tion is dependent upon whether or not this power may be 
said to be incidental to those powers which are specifi
cally granted. Section Four, sub-section 7, of the 
Federal Reserve Act, in defining some of the corporate 
powers of Federal reserve banks, reads as follows:

"To exercise by its board of directors, or duly 
authorized officers or agents, all powers specifical
ly granted by the provisions of this Act, .and such 
incidental powers as shall be necessary to carry an 
the business of banking within the limitations pre
scribed by this Act".

This language is substantially similar to the lang
uage used in Section 5136 of the Revised Statutes which deals 
with the corporate powers of national banks. Section Sev
enth of this Section reqds as follows:

"To exercise by its board of directors or duly 
authorized officers or agents, subject to law, all 
such incidental powers as shall be necessary to carry 
on the business of banking; by discounting and nego
tiating promissory notes, drafts, bills of exchange, 
and other evidences of debt; by receiving deposits; 
by buying m d  selling exchange, coin, and bullion; oy 
loaning money on personal security; and by obtaining, 
issuing and circulating notes according to the pro
visions of this Title".

It will be observed that in defining the powers 
of national banks, as '.veil as in defining the powers of Fed
eral reserve banks, Congress has not specifically authorized 
such banks to act as agent for other banks. The powers enum
erated, however, in both instances, are what may be termed 
contaractural powers of a Federal reserve bank or a national 
bank; that is to say, the Act defines and limits under what 
conditions such banks may become indebted to others or may 
permit others to become indebted to such banks.

In the matter of collection of items mentioned in 
your letter, however, the relation of debtor and creditor is 
not established as between the forwarding bank and the col
lecting bank until the item sent for collection is actually 
collected; and where th9 instructions of the forwarding bank 
are to collect and remit the bank receiving such items has 
this single duty to perform and the proceeds are not credited 
to the forwarding bank after collection but are remitted to 
such bank. If the instructions accompanying such items are 
to Collect and credit, then the, collecting bank collects from 
the drawee of the draft or the obligor of the note, finds 
which it may receive on deposit, and, consequently, when its
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agency terminates it exercises a power specifically granted 
to it, namely, the power to receive deposits. Accordingly, 
it seems clear that the collection of items referred to by 
you may be said to be incidental to the power to re
ceive deposits.

Banks very generally act a3 agents for other banks 
in making collections of this sort and the righi of national 
banks to perform this duty has, so far as I have been able 
to learn, never been questioned; on the Contrary, there are 
a number of cases holding that in the matter of collection, 
of items banks, ,a3 stated, act only as agents until the item 
has been actually collected.

This is true even in the case o*f deposit of checks 
by individuals with national banks.

The Courts have held that even though credit may 
fee given in the pass book for the check upon its deposit, the 
bank continues as the agent of the depositor until the check 
has been collected.

It seems to me, therefore, that unless as a matter 
of policy the Board determines that the Federal reserve banks 
are. not ready to act as collecting agents for other Federal 
reserve banks in the collection of the items enumerated by 
you, there is no reason why this power should not be exercised 
without exceeding the corporate powers granted by statute, and 
those incidental to the specific powers granted.

Respectfully,

’ (Signed) M. Ci Elliott

Counsel.

Hon. Charles S. Hamlin, 
Governor,
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F E D E R A L  R E S E R V E  B O A R D

WASHINGTON

January 5th, 1915.

y dear Governor:**

I have your letter of the fourth instant ask
ing for an interpretation by this office of that part of 
Section Sixteen of the Federal Reserve Act which reads 
as follows:

"Any Federal reserve bank may at any tine reduce 
its liability for outstanding Federal reserve notes 
by depositing, with the Federal reserve agent, its 
Federal reserve notes, gold, gold certificates, or 
lawful money of the United States. Federal reserve 
notes so deposited shall not be reissued, except upon 
compliance v/ith the conditions of an original issue.

The Federal reserve agent shall hold such gold, 
gold certificates, or lawful money available exclus
ively for exchange for the outstanding Federal re
serve notes when offered by the reserve bank of v/hich 
he is a director. Upon the request of the Secretary 
of the Treasury the Federal Reserve Board shall re
quire the Federal reserve agent to transmit so much 
of said gold to the Treasury of the United States as 
may be required for the exclusive purpose of the re
demption of such notes’1.

The question for determination, as I understand 
it, is whether or not Federal reserve banks may deposit 
lawful money for the retirement of Federal reserve notes 
issued to such bank when the notes to be retired are still 
in the possession of the bank making the deposit. This 
question involves a construction of the language ”out stand
ing Federal reserve notes” . Does this mean notes which 
have left the possession of the Federal reserve agent, or 
does it have reference to notes which have been placed in 
actual circulation by the Federal reserve bank and have 
left the possession of such bank?

In a purely technical sense Federal reserve notes 
which are obligations of the United States Government be
come outstanding■obligations when the Federal reserve agent 
delivers them to the bank applying therefor, and where this 
language is used in other part3 of the Act it should prob
ably be given this construction. In the present instance,
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however, the Federal reserve "bank obtaining such notes ..'fk
is one of the places of redemption. Accordingly, the 
term "outstanding" appears to be used in the statute in 
a dual sense. That is to say, it refers to those notes 
which are outstanding obligations of the United States 
when they have left the possession of the Federal reserve 
agent, and also to those notes which become outstanding 
liabilities of a Federal reserve bank when they have left 
the possession of the Federal reserve bank. This is in
dicated by that part of the Act which in referring to 
such notes, reads

"They shall be redeemed in gold on demand at 
the Treasury Department of the United States, or 
in gold or lawful money at an}' Federal reserve 
bank".

C. S. H. No.2. : •

In order for such notes to be offered for re
demption at any Federal reserve bank, it is necessary for 
them to be in actual circulation and not in possession of 
such Federal reserve bank. It is necessary, in constru
ing this language, to consider this distinction.

It will be n^corved, as stated, that these 
notes,are redeemed by presentation to the Treasurer at 
Ifashington, or by presentation to the Federal reserve 
bank, and the Federal reserve bank in turn presents them 
to the Federal reserve agent for exchange for lawful mon
ey deposited by the Federal reserve bank.

This being true, it was evidently contemplated 
by Congress that any Federal reserve bank desiring to re
duce its liability for Federal reserve notes which are 
outstandihg obligations of the United States, that is to 
say - Federal reserve notes which have left the posses
sion of the Federal reserve agent, may deposit with the 
Federal reserve agent any Federal reserve notes in its 
possession. Having done this, if it desires to further 
reduce its liability for outstanding Federal reserve 
notes, that is to say - Federal reserve notes which have 
left the possession of the Federal reserve bank, it may 
do so by depositing gold or lawful money with the Federal 
reserve agent.

In this latter case, whenever Federal reserve 
notes are presented to the Federal reserve bank for re
demption, after it has deposited lawful money with the 
Federal reserve agent to reduce its liability, the Fed
eral reserve bank receiving such notes should immediately 
present ther. for redemption to the Federal reserve agent 
and receive in exchange therefor the lawful money so de
posited.
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0. S. H. No. 3.

The Federal reserve agent is required, as 
above stated, to hold the lawful money deposited 
available exclusively for the redemption of such Fed
eral reserve notes when presented by the Federal re
serve bank and in order for him to use the funds so * 
deposited for the purpose for which they are depos
ited, it is a condition precedent that the Federal 
reserve bank should present notes coming into its 
possession for exchange. The Federal reserve bank 
in such case, having discharged its liability, should 
not be permitted to put back, into circulation any 
such notes coming into its possession but should be 
required to present them for redemption as the statute 
clearly contemplates.

It will be recalled that banks are expected 
to pay the rate of interest on such notes fixed by the 
Federal Reserve Eoard, and it is to be assumed that 
no bank having in its possession Federal reserve notes 
and lawful money would deposit the lawful money with 
the Federal reserve agent and continue to pay interest 
charged on the Federal reserve notes*

A regulation requiring the presentation of 
such notes to the Federal reserve agent when they come 
into the possession of the Federal reserve bank under 
such circumstances would, therefore, seem to be en
tirely in accord with the purposes, and intent of this 
Act*

Respect fully,

(Signed) K. C. Elliott

Counsel *

Hon* Charles S> Hamlin,
Governor, Federal Reserve Board*.
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125 * 173

Washington.

January 4, 1915.

My dear Governor:

By direction of the Board, the Secretary has 
referred to this office for an opinion that portion of 
the report of the Advisory Council submitted by Mr.
J. B. Forgan, President, which deals with the subject 
of check clearings. The part of the report referred 
to reads as follows:

"Check Clearings.
The Federal Advisory Council is unable at pres

ent to make definite suggestions on this subject.
As a preliminary the Federal Reserve Board or 

its counsel should determine whether under Sections 
13 and 16 of the Federal Reserve Act, Federal reserve 
bahks are either permitted or required to receive on 
deposit from their depositors checks drawn upon mem
ber banks or Federal reserve banks of other districts. 
A3 the Council reads these sections such checks can 
only be received on deposit by a Federal reserve bank 
"when remitted by" another Federal reserve bank and 
then solely for exchange purposes. In the Opinion 
of the Council it is unsound in principle and wrong 
in practice that a check drawn on a member bank should 
be charged to its reserve account with a Federal re
serve bank without its authority and without its hav
ing had an opportunity to pass upon it. The Council 
fears that the attempt being made by some of the Fed
eral reserve banks to disregard the elements of time 
and distance in connection with the clearing of bank 
checks may so involve and absorb the funds of the Fed
eral reserve banks as to seriously impair their use
fulness as banks of issue and discount."

It will be observed that two questions are pre
sented for consideration -

First, Can a Federal reserve bank, under the 
terms of the Act, be permitted or required to accept on 
deposit checks and drafts drawn against banks which are 
members of other Federal reserve banks.

Second. Can a Federal reserve bank, receiving 
on deposit or by remittance from another Federal reserve 
bank checks or drafts drawn against one of its member banks,
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charge up such checks or drafts against the reserve or 
deposit account, of a member bank without instructions 
or authority from such member banfc •

While these two questions m y  be said to be re
lated, or at least that both are to be considered as part 
of the general subject of clearances, -the legal questions 
involved are distinct and they should be considered sepa
rately.

The first question involves an interpretation off 
the language of Sections 13 and 16, to which Mir.. Forgan 
calls attention, and which.relates to specific powers of 
Federal reserve banks, and also to an interpretation of 
Section 4, Sub-section 7th, of the Federal Reserve Act 
which deals with the general corporate powers of Federal 
reserve banks. That part of Section 13 which relates to 
this subject reads as follows:

"Any Federal reserve bank may receive from any 
of its member banks, and from the United States, de
posits of current funds in lawful money, national 
bank notes. Federal reserve notes, or checks and 
drafts upon solvent member banks, payable upon pre
sentation; or, solely for exchange purposes, may re
ceive from other Federal reserve banks deposits of 
current funds in lawful money, national bank notes, 
or checks and drafts upon solvent member or other 
Federal reserve banks, payable upon presentation".

That part of Section 16 which relates to this 
subject matter reads as follows:

"Every Federal reserve bank shall receive on de
posit at par from member banks or from Federal re
serve banks checks and drafts drawn upon any of its 
depositors, and when remitted by a Federal reserve 
bank, checks and drafts drawn by any depositor in any 
other Federal reserve bank or member bank upon funds 
to the credit of said depositor in said reserve bank 
or member bank* Nothing herein contained shall be 
construed as prohibiting a member bank from charg
ing its actual expense incurred in collecting and re
mitting funds, or for exchange sold to its patrons.
The Federal Reserve Board shall, by rule, fix-the 
charges to be collected by the member banks from its 
patrons whose checks arc cleared through the Federal 
reserve bank and the charge which may be imposed for 
the service of clearing or collection rendered by the 
Federal reserve bank.

The Federal Reserve 3oard shall make and promul
gate from time to time regulations governing the trans
fer of funds and charges therefor among Federal reserve 
hanks and their branches, and may at its discretion
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exercise the functions of a clearing house for such 
Federal reserve hanks, or may designate a Federal 
reserve bank to exercise such functions, and may also 
require each such bank to exercise the functions of 
a clearing house for its member banks."

Section 4, Sub-section 7th, in dealing with the 
general corporate powers of banks reads as follows:

"To exercise by its board of directors, or dul^ 
authorized officers or agents, all powers specifically 
granted by the provisions of this Act and such inci
dental powers as shall be necessary to carry on the 
business of banking within the limitations prescribed 
by this Act."

In passing upon the questions under consideration 
it is necessary to consider together the foregoing provi
sions of the Federal Reserve Act in determining (a) whether 
the power to receive such items on deposit is a power specif
ically granted by the Act, or (b) if not specifically grant
ed, is the exercise of this power necessarily incident to 
any power which is specifically granted.

It needs no citation of authority to sustain the, 
proposition that although not specifically grahted, a power 
may be exercised which is necessarily incident to a power 
which is granted. This is not only the well recognized 
American rule relating to corporate powers but such rule is 
specifically recognized by Section 4, Sub-section 7th, above 
quoted.

Considering the question from the first stand
point, Section 13 provides that "any Federal reserve bank 
may receive from any of its member banks deposits of .... 
checks and drafts upon solvent member banks ♦ . . ♦ or, solely 
for exchange purposes, may receive from other Federal re
serve banks deposits of . . .  ♦ checks and drafts upon sol
vent member or other Federal reserve banks.

Section 15 provides that "gvery Federal reserve 
bank shall receive on deposit . . . .  when remitted by a Fed
eral reserve bank, checks and drafts drawn by any depositor 
in any other Federal reserve bank or member bank upon funds 
to the credit of said depositor in said reserve bank or mem
ber bank."

It will be observed from the foregoing that under 
Section 13 Federal reserve banks may receive from their own 
members checks and drafts upon solvent member banks. It 
is necessary, therefore, to determine the meaning of the 
language checks and drafts upon solvent member banks. Does 
this mean banks which are members of the same Federal reserveDigitized for FRASER 
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bank as the depositing bank, or may a bank deposit in 
the Federal reserve bank of which it is a member checks 
or drafts drawn against banks which are solvent member 
banks of other Federal reserve banks?

The term "member bank" is defined by Section 1 
as "any national bank, State bank, or bank or trust com
pany which has become a member of one of the reserve banks 
ceeated by this Act".

Attention is called to the fact that the bank which 
is authorised to make the deposit in a Federal reserve 
bank is designated as "any of its member banks" while 
in designating the bank against which items may be 
drawn this prosessive pronoun is omitted and the language 
used is "checks and drafts upon solvent member banks".
The omission of this qualification is doubly significant 
in the next clause where the statute provides that "solely 
for exchange purposes may receive from other Federal re
serve banks.....checks and drafts upon solvent member or
other Federal reserve banks".

In this latter case the statute not only fails to 
qualify which member banks such checks and drafts must 
be drawn against to be received but the context clearly 
shows that Federal reserve banks are expected to receive 
checks and drafts on banks which are members of other 
Federal reserve banks. For example, let us assume that 
the checks sent to the Federal reserve bank solely for 
exchange purposes by another Federal reserve bank are 
checks and drafts drawn against the receiving bank. It 
necessarily follows that the forwarding Federal reserve 

. bank must have previously 'received such items from some
source, that is to say, from one of its member banks, from 
the United States Government or from some other Federal 

* reserve bank.

It would seem clear, therefore, that,the language 
"checks and drafts upon solvent member banks" must be 
construed to mean checks and drafts drawn against banks 
which are members of any Federal reserve bank.

The same conclusion seems inevitable in Section 16 
since a Federal reserve bank cOuld not remit items 
drawn against depositors of other Federal reserve banks 
without first receiving such items from some source. If 
there should be any doubt as to this interpretation of the 
language "solvent member banks" and the conclusion should 
be reached that the power to receive checks and drafts on 
banks which are members of other Federal reserve banks is 
hot specifically granted by statute, such a power must 
nevertheless be construed as a power incidental to those 
powers which are specifically granted for the reasons 
above stated.
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Ihe second question raised in the report referred 
to fcelates, as stated, to the right of a Federal Reserve 
bank to charge items sent it for collection against the 
account of a member bank without authority from such member 
bank. Mr. Forgan states that

"In the opinion of the Council it is unsound in 
principle and wrong in practice that a check drawn on 
a member bank should be charged to its reserve account 
with a Federal reserve bank without its authority and 
without its having had an opportunity to pass upon it".

I am not entirely clear upon just what theory a 
Federal reserve bank undertakes to charge up items drawn 
against other banks without authority from such bank. When 
a member bank makes a deposit in a Federal reserve bank to 
its reserve account, or to any other account * the relation 
Of debtor and creditor is immediately established as be
tween the Federal reserve bank ahd such member bank, and the 
credit balance thus created can legally be drawn against 
Only by the depositing bank.

When any bank receives on deposit checks or drafts 
drawn against other banks, such items are adcepted for col
lection as agent for the depositor and this agency continues 
until the items are actually collected.

It is true that in many instances the bank re
ceiving such items on deposit immediately credits these 
items to the account of the depositor bjtt where this is done 
it is credit extended upon the responsibility of the depos
itor and the bank reserves the right to charge back such 
items to the depositor's account if they are returned unpaid* 
Where the items are forwarded to correspondent banks for col
lection such banks in turn accept them as agents and the re
lation of debtor and creditor is not finally established un
til the check or draft is actually paid by the bank against 
which it is drawn. The decisions of our courts are •uniform 
on this subject. Accordingly, where a Federal reserve bank 
in due course of business receives checks or drafts from any 
source for deposit or collection it acts merely as the agent 
for the depositor until such items are collected, and as such 
agent it has no right to appropriate funds held by it belong
ing to the bank against which such items are drawn for the 
payment of such items without specific authority from the 
bank in question. The depositing bank and not the bank 
against which such items are drawn is liable to the Federal 
reserve bank for any cr-dlt given to such depositing bank on 
the strength of such items, and the question of whether or not 
the depositing bank should be given credit immediately, or 
after the items are collected, is one for consideration by 
the Board.

Hon* Charles S. Hamlin, 
Governor.

Hespectfully,
(Signed) II. C. ELLIOTT
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WASHINGTON

January 4, 1915.

MEMORANDUM FOR GOVERNOR HAMLIN.

My dear Governor:

I have your letter of January 2nd and have care
fully examined that part of Section 18 of the Federal 
Reserve Act which relate? to the exchange of United 
States bonds with the circulating privilege for one 
year gold notes of the United States and thirty year 
3% gold bonds without the circulating privilege.

After analysing this whole section and after 
considering all the circumstances, I am inclined to 
thn view that technically the Federal Reserve Board 
has the right at this time to authorize this ex
change and that the opening sentence of this section 
making certain provisions effective only after two 
years from the passage of the Act, does not relate to 
the provision under consideration.

As heretofore advised the power to purchase bonds 
having the circulation privilege and to issue national 
currency against such bonds is specifically given 
to the Federal reserve banks by other sections of the 
Act.

When Section 18 was incorporated in the Act it 
was originally intended, as its title implies, to 
provide a method for gradually refunding bonds.he2d at 
the time by the several national banks. This matter 
was very carefully considered by the Committee of the 
House and the Committee of the Senate and a number 
of plans were submitted having for their object the 
ultimate retirement of national bank circulation and 
the substitution of other notes. At the time of the 
passage of the Act there was approximately $750,000,000. 
in national bank circulation outstanding. The bonds 
securing this circulation mature at the pleasure of 
the United States Government after thirty years from 
the date of issue and it was accordingly estimated that 
if the Federal reserve banks could acquire a minimum 
of $25,000,000. a year they would have in their 
possession at the maturity of these bonds approximately 
the entire issue, and the Government would have to deal
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only with the Federal reserve banks instead of with 
the several thousand national banks in refunding such 
bonds,

It was recognized, however, ‘that unless the nation
al banks desired to retire their circulation the Feder
al reserve banks would be unable to procure the bonds, 
and this method was provided of having those national 
banks desiring to retire the_ whole or any part of their 
circulation make application through the Treasurer 
to sell the bonds for their account and the Federal 
Reserve Board was empowered to require Federal reserve 
banks to purchase bonds so offered, and, as suggested 
by you, it was originally contemplated that the 
Federal reserve banks should thereupon be required to 
issue Federal reserve bank notes against such bonds.

In view of the arguments presented to the Committee 
that this circulation becomes redundant at certain
times, it was later determined to permit the exchange of bonds thus acquired with the circulating privilege
for obligation of the United States without the cir
culating privilege.

As stated, this section was originally intended to 
deal only with the bonds acquired from national banks 
desiring to retire in whole or in part their national 
bank circulation.

The section was amended, however, in conference so 
that is now provides -

(a) for the issuance of Federal reserve bank
notes against bonds acquired under other 
provision's of the Act as well as against 
bonds acquired under this section; and

(b) for the exchange of any United States 2%
gold bonds bearing the circulation 
privilege but against which no circula
tion is outstanding for one year gold 
notes of the United States without the 
circulation privilege to an amount not 
to exceed one-half of the 2% bonds so 
tendered for exchange and the thirty 
year 3$.gold bonds, without the circula
ting privilege, for the remainder of 
the bonds so tendered.

It is significant that in the first two paragraphs 
of this section in referring to the bonds which the
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Federal reserve banks may be required to purchase. 
Congress uses the words "such bonds" manifestly 
referring to bonds which a national bank desires to 
sell through the Treasurer in order to reduce its 
circulation.

In the fifth paragraph, of thi3 section, however, 
it is provided

"Upon the deposit with the Treasurer of 
the United States of bonds so purchased or 
any bonds with the circulating privilege aĉ  
quired under Section four of this Act, any 
Federal reserve bank*** shall be entitled 
to receive *** circulating notes *** equal 
in amount to the par value of the bonds so de
posited*"
In this paragraph the section for the first time 

refers to bonds other than those acquired from banks 
desiring toreduce their circulation and in the follow
ing paragraph the language of the Act is -

"Upon application of any Federal reserve 
bank approved by the Federal Reserve Board, the 
Secretary of the Treasury may issue in exchange 
for United States 2% gold bonds beeringthe 
circulation privilege s but against which no 
circulation is outstanding one-year gold notes»" 
etc * etc *
The failure therefore to restrict this paragraph 

by any qualifying clause the bonds which may be exchanged 
other than the qualification that they shall be 2%
United States bonds with the circulating privilege, would 
seem to indicate that the Federal Reserve Board may, 
in its discretion, authorize the exchange of any bonds 
bearing this privilege acquired in any manner by the 
Federal reserve banks,

In this connection, however, attention is called 
to the fact that this exchange involves the exercise of 
a discretion on the part of the Federal Reserve Board 
and there would seem to be a strong reason, as a matter 
of policy, for the Board to refuse to exercise this 
discretion until the expiration of the two years or at 
least until a later date.

The two year limitation was imposed in order that 
the Federal reserve banks might have an opportunity to 
become firmly established before they shall be required

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



- I

Cl S. H. No« 4 *

to take over bonds from national tanka and there 
would seem to be a still stronger reason for waiting 
until this time before permitting them to exchange 
bonds so acquired for one year gold notes. Such 
an exchange would require the Federal reserve bank 
receiving such one year gold notes to enter into an 
obligation to purchase new notes when those issued 
mature and were paid and it is only upon this condi
tion that the Government can undertake under the Act 
to exchange these short term obligations for the 
thirty year 3% bonds. Accordingly the Federal 
reserve bank should not be permitted to assume this 
obligation until it has become firmly established-.

I would respectfully suggest, therefore, that 
Mr. Perrin be advised that the Board cannot at this 
time approve the exchange suggested and that the 
matter be left open of whether or not the Board can 
legally authorize such an exchange before the ex
piration of two years.

Respectfully.,
(Signed) M. G. Elliott 

Counsel-.

Honorable Charles S. Harrlin,
Governor, The Federal Reserve Board,
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FEDERAL RESERVE BOARD 

'"'ashington > 181

Notice of' call for payment of first installment of subscription to capital 
stock of and the transfer of reserves to the Federal Reserve Bank of

i’o the ______________________Bank, •

In accordance with.the provisions of Sections 2 and 5 of the Act ap
proved December 23, 1913, and known as the Fsderal Reserve Act, the Federal 
reserve Board has fixed f as the date of payment of the
first installment of your subscription tc the capital stock of the Federal 
Reserve Bank of your district.

You are accordingly hereby notified that remittance should be made to 
the Federal Reserve Bank of , of a sum in gold equal to one-
sixth of the total amount of capital stock allotted to you, such remittance 
to be made on or before the' .date above specified.

Under the terms of Section 2 of the Federal Reserve Act, the second in
stallment of one-sixth of' your subscription must be paid within three months 
from date of this call, and the third installment of one-
sixth of your subscription must be paid within six months from said date.
The remainder of your subscription, for any part thereof, shall be subject 
to .call when deemed necessaryby the Federal Reserve Board.

Remittance must be made in gold or gold certificates. If checks or 
drafts on other banks are used, arrangements should first be made with the 
bank on which such drafts are drawn to make payment in gold or gold certifi
cates, and the Federal Reserve Bank to which such checks cr drafts are sent 
can receive same only for collection. :

You are also hereby notified that on the said date you should transfer 
to the Federal Reserve Bank of your district' the installment of your re
serves required by Section 19 of the Federal Reserve Act< Remittance should 
be made in the- manner provided by lav:,

THE FEDERAL RESERVE BOARD,
By( Charles S. Hamlin, Governor.

H. Parker V/Hlis, Secretary.

RECEIPT FOR NOTICE OF CALL

(This receipt should be filled out, detached and returned promptly in the ■ 
enclosed envelope, which requires no postage.)

Receipt is hereby acknowledged of notice of call by the Federal Re
serve Board for payment of the first installment of this bank’s subscrip
tion to the capital stock of and the transfer of reserves to the Federal 
Reserve Bank of __

Cashier.
0
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MISSAL PFflSfiVE PCAPD
V'ashington, D r C. W 1

Regulations governing conditions under which 
National Banks may ba granted permission to act as. 
trustee, etc,, under Section 11, Subsection K, of 
the Federal Reserve Act.

I.

Application of member banks to act as trusteev.executor, adminietre 
tor, transfer agent, or registrar qf stocks and bends under Section ll (K$ 
of the Federal Reserve Act.

1. Any member bank desiring to exercise any or all of the privi

leges authorized by this section .'.hall make application to ths Federal Re- 

serve Board on a form approved by said Board. This application 3hall be 

forwarded by the applying bank to the chairman of °the board of directors 

of the Federal reserve bank of its districtand shall thereupon be trans* 

mitted.te the Federal Reserve Board with the recommendation of the direc

tors of said Federal reserve bank.

2. There shall be attached to each application the following ex

hibits.

(a) A statement in detail of the character and extent of 
the privileges which the applying bank desires to undertake, and 
if it desires to act as trustee, the statement shall show specif
ically the nature cf such trusteeships and the obligations to be 
assumed.

(b) A copy cf the laws of the stats in which such bank is 
located, which relate to the exercise of these powers by corpor
ations.

(c) A copy cf the laws relating tc the appointment*, .of, and 
the bonds and reports .required of executors and fcdir.Wistrators, 
if the applying bank desires to act in such capacities.

(a) A copy of the laws, if any, relating to corporations 
acting as- transfer agents and registrars cf stocks and bonds, 
the applying bank desiros to exercise this privilege.

if •
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Separata Departments.
Each National bajik permitted to apt und^er thi» station, shall 

establish a separata trust xtepaaptment and place it ynder the managap&nt 

of a trust officer who shall p-epf-orm his duties under the supervision of 

a committee to be known as a Trust Opmmitjeef composed' of not less than 

three members of the board of directors of the bank.,

III. Provision for keening Trust Funds.

The fbnds, securities and investments held in trust shall be held 

separate and distinct from the general -funds and securities of the bank, 

and separate and distinct from each other, A separate vau2.t, safe or com* 

partment shall be provided by each bank acting under this section, in which 

the funds and securities belonging to ice trust department shall be kept, 

ahd the ledgers and other book* rkept for the trust, department shall be en**
i

tirely separate anti apart from the other booka/ard records of the bank.

The trust bfficer Shall not be permitted to deposit any funds of the trust 

department with his own bank, but may be permitted by resolution of the 

board of directors to open such accounts as may be necessary in the name 

of the trust department in some other bank or banks.

I V ; Investment of Trust Funds.

Trust funds may be invested in any manner provided in the inetru* 

ment creating the trust fund or as ordered or authorized by any court of

competent jurisdiction or as specifically authorized by the laws of the
✓

state in which said National bank is situated.

V; Trustee under Mortgage or Deed of Trust.

In any case where the bank is named as trustee ih'any mortgage 

or deed of trust it shall require a c^er^ified copy of the original mortgage 

or deed of trust to be. filed with it i/hd shall at all times keep an aceu~
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rate account of any bonds outstanding which .are secured by such mortgage 
or deed of trust, and v/hioh have been certified to for identification by 
the trustee. Such records shall bo so kept &3 to enable the bank to fur
nish the Federal Reserve Beard or the Federal Reserve Bank from time to 
time with any information called for relating to the powers vested in the 
trustee and the duties imposed by the mortgage or deeds of trust upon 
such trustee, and to any other matters relating to the exercise of sueh 
powers and the performance of such duties.

VI. Transfer Agent and Registrar.
Any bank-granted permission to act as Transfer Agent or Regis

trar, of stocks and bonds shall have the privilege of acting in either 
capacity, but shall not act in both capacities with respect to the same 
issue of stocks or bonds. Before acting in either capacity the bank shall 
require the corporation issuing the stock or.bond to file with it a state
ment signed by the president or vice president of the corporation, with 
the seal of the corporation affixed, arid attested by the secretary, setting 
forth fully and accurately the basis or financial plan upon which all

i

stocks and bonds are to be have been issued, also a list giving the 
number of all stocks or bonds outstanding with the names of registered 
holders and dates of issue.

Such statement or financial plan shall be in form and shall 
contain̂  sufficient information in detail to enable the bank acting as 
transfer agent or registrar to furnish the Federal Reserve Board, or any 
stockholder or bondholder of the corporation, or any other person en
titled thereto, with any information as to the basis of issue of such 
stock or bonds, the authority for such issue, and the amount outstanding 
at any time.

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



vgt. Sgjgtt$s«,
Whenever thô  Comptroller of the Currency calls for report.9 of 

condition of the bank, such report 3hall be accompanied by a full statement 
of the condition of the trusty department 4 Upon' request, reports of the'1 

trust department -shall also be furnished to the Federal Reserve Board and 
to the Federal reserve bank of the district in which said bank is located*

VIII. Examination.

Examiners appointed by the Comptroller of the Currency cr design 
nated by the Federal Reserve Board, shall make thorough and complete audits 
of the cash, securities, accounts and investments of the trust department 
of every bank, at the same time that examination is made of the banking 
department.

IX. Security on Bond.
Any National bank acting as trustee, executor, administrator, 

transfer agent or registrar of stocks and bonds, shall give such bond as 
may be required by the -laws of the state in which said bank is located, 
or as may be required by the court appointing it. .

X. Conformity with State^Laws.

Nothing in these regulations shall be construed to give to a 
national bank doing business as trustee, executor, administrator, transfer 
agent, or registrar of stocks and bonds -under Section 11 (K) of the Fed- 
eral Reserve'Act, any rights or privileges in contravention of the laws of 
the state in which the bank is located*

XI. Changer, in Rules.
These rules and regulations are subject to change at any time by

- 4
the Federal Reserve Board.
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Regulation No. ___

F2JDSRAL RaSSRVS BOARD.

Washington, D. C.

Regulations .governing conditions under which 
National hanks may be granted permission to act. as 
trustee, etc,, under Section 11, Subsection K of 
the Federal Reserve Act.
' I.

Application of national hanks to- act as trustee, executor, administrator, 
or registrar of stocks and bonds under Section 11 (K) of the Federal Reserve 
Act a

la Any National bank desiring to. exercise any or all of the privileges 
authorized by this section shall make application to the Federal Reserve Board 
-on a form approved by said Board. This application shall be forwarded by the 
applying bank to the chairman of the board- of directors of the Federal reserve1 

bank of its district,, and shall thereupon be transmitted to the Federal Reserve 
Board with the recommendation of the directors of said Federal reserve bank.

2. There shall be attached to baJa application the following exhibits:
' 7 ]  . . . :(a) A statonr.nt in dejai} of the .character and extent 

of the privileges which thgr applying bank desires to exorc.ise,- 
and if it desires tc act as trustee, the statement shall show; 
specifically the nature of the trusteeships and the .character 
of the''obligation-s to be assumed.'

(b; A copy of the. laws of the state in which sech bank is 
located, which relate to the exercise of trustee powers by cor
porations., if the applying bank desires to act in such capacity.

■(c) A copy-of the laws relating to the appointment of, and 
the .bonds and reports required of, executors and isoministrators, 
if the applying bank desires to. act in such capacities.

(d) -A copy of the laws, if anyi relating to corporations 
acting as transfer agents and registrars of stocks and bonds, 
if the applying bank desires to exercise this, privilege.

II. Separate Departments.
ISach National bank permitted to act under this section, ehall establish 

a separate trust department and place it under the - management of a trust of
ficer or officeiswhose duties shall be performed under the supervision cf ? 
committee to beDigitized for FRASER 
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■'known as a Trust Committee* composed of not. less than three members of the board' 

of directors of the hank.

III. Provision for keeping’trust funds.

The funds, securities and investments held ir. trust shall be held separate 

and distinct from the general funds and securities of the bank, and-separate.and 

distinct from each other = A separate vault, safe or compartment shall .be pro*-, 

vided by .each- bank- acting under this/.section, in which the funds arid securities 

belonging to its trust department shall fee kept, and the ledgers and other, books 

kept for the trust department shall be entirely separate and apart from the other 

books and records of the bank. The :rus:i; officer shall not'be permitted to de

posit any--funds of the trust department \yith his own bank, but may be 

by resolution of the board of directors to opeh such accounts an may be desirable 

in the name of the trust department in some other bank or bankfe; The bank how- 

ever, shall be responsible for any funds so deposited. ' ■

IV. Investment of funds.

Trust funds may be. invested-in any manner provided in the instrument .creat

ing the trust fund, or as ordered or authorized.by' any court of competent juris-
acting as trustee

' diction, or as corporations or induviduals/are specifically authorized by the 

laws of the state in whiqh said Kational -bank is situated. In case there'' are he 

specifio' previsions in the laws of the state.relating to.the investment of trust 

funds, the Federal Reserve-Board will deal with this question in-passing upon 

■atpplications^of "banice located in such states.

' -V-. Trustees under Mortage or Deed of Trust.

.,̂ ;JIn'"â -$case where the bank is named as trustee in any mortgage or deed cf .

.̂I.ru’st :it,:e;hall require the origins! mortgage or deed of trust, showing proper
be

ôer&i-f icate^ of record, to/filed with it and shall at all 'times keep an a c cur a ■

-account of .al.l bonds outstanding which are secured- by ouch mortage or deed 

Of trust,, .Or which have been certified'to for. identification by the trustee,

'485'
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VI, Registrar of Stocks and Bonds,

■ Before any bank granted permission, t.-j act as registrar-of stocks and 

bonds shall countersign, any certificate of stock or any bond, or shall reg

ister any certificate of stock or any bond, it shall require the corporation 

issuing this stock’or bon'd to filo with it a statement signed by the president 

or vice president of ■the. corporation with the seal of the corporation affixed,

■ and attested by .the secretary, setting forth the total authorized and the totals 

outstanding stocks and bonds of. the corporation, and tho- par value of each,

■ specifying the number of conunoh andthe number of preferred shares, also, where

■ the bank is to be registrar of a stock _ssue, a list shewing'the names of the

owners and the number of shares of- outstanding stock held by each, and, where 

bonds.are to be registered, a list containing the names cf the holders'of .such 

registered bonds. * •

Any bank acting as registrar shall.maintain records showing in detail all 

stocks or bonds registered and cancelled.

■ VII. Reports. . -

; Whenever the Comptroller of the Currency calls for reports of condition
* ' • i • . i

- the bank, such report ■ shall be accompanied by a full statement of the con

dition of the trust department. Upon request,’ reports'of the trust department 

shall also be furnished to the Federal'Reserve Board and to the Federal reserve 

bank of the district in which said bank is located, ;

ahd also shall keep a record of all such bonds wh^ch have been converted or

cancelled, .' .

VIII. Examination.

ers appointed by the Comptroller of the Currency or designated L 

Reserve .Board, shall make thorough and complete audits of the o
7

« i

■ securities, accounts and investments of the trust department of every oamc* 

the same time that examination is made of the banking department.

IX. Security on Bond,Digitized for FRASER 
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of stocks and 'Bonds, shall give such bond as may be required by 

the laws of the state in which said bank is located, or as may 

be required by the court appointing it.

X. Conformity with State Lav/s.

Nothing in these regulations shall be construed t«* give to a 

National bank doing business as trustee, executor, administrator, 

or registrar of stocks and bonds under Section 11(K) of the Feder

al Reserve Act, any rights or privileges in contravention of the
i

laws of the state in which the bank is located.

Xl. Changes in Rules.

These rules and regulations are subject to change at any time 

by the Federal Reserve Board.
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F E D E R A L  R E S E R V E  B O A R D

January 18, 1915,

SUBJECT; Exchange Charges,

My dear Governor

As requested, I have examined the provisions of 
Section Sixteen of the Federal Reserve Act which relate" 
to the subject of exchange charges with the view of de
termining to what extent member banks and Federal reserve 
banks are limited by the terms of the Act in charging for 
collection of items received on deposit.

The provisions of the Act relating to this sub
ject are not entirely consistent and free from ambiguity 
and following the usual rule of construction in such cas
es it is necessary to consider the several provisions as 
a whole in order to reach a conclusion as to the inten
tion of Congress.

Section 16 provides in part as follows -

’’Every Federal reserve bank shall receive on 
deposit at par from member banks or from Federal 
reserve banks checks and drafts drawn upon any of 
its depositors, and when remitted b3̂ a Federal re
serve .bank, checks and drafts drawn by any deposit
or in any other Federal reserve bank or member bank 
upon funds to the credit of said depositor in said 
reserve or member bank, Nothing herein contained 
shall be construed as prohibiting a member bank from 
charging its actual expense incurred in collecting 
and remitting funds, or for exchange sold to its 
patrons. The Federal Reserve Board shall, by rule, 
fix the charges to be collected by the member banks 
from its patrons whose checks are cleared through 
the Federal reserve bank and the charge which may be 
imposed for the service of clearing or collection 
rendered by the Federal reserve bank,”

It will be observed from the foregoing that every 
Federal reserve bank is required (a) to receive on deposit 
at par from member banks or from Federal reserve banks 
checks and drafts drawn upon any of its depositors, and (b) 
when remitted by a Federal reserve bank, checks and drafts 
drawn by any depositor in any other Federal reserve bank
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or member bank upon funds to the credit of said deposit
or in. said reserve bank or member bank.

Without the further pro visions• of the Act it 
would seem clear that Congress intended to require Federal 
reserve banks to collect all checks and drafts without any 
charge to the depositing bank* The concluding sentence 
of this paragraph, however, negatives this idea since it 
states in terms that ,!The Federal Reserve Board shall, by 
rule, fix the charges .to be collected by the member bank 
from its patrons whose checks are cleared through the Fed
eral reserve bank and the charge which may be imposed for 
the service of clearing or collection rendered by the Fed
eral reserve bank*"

The question, therefore, arises if both the mem
ber banks and Federal reserve banks are to be permitted to 
ma.ke some charge for the service of collection, what mean
ing is to be given to the words used in the first part of 
the paragraph "AT PAR", Ordinarily, the language to "re
ceive on deposit at par" could only be interpreted to mean 
at the face value of such checks or drafts and if credit 
is given depositors at the face value, manifestly no de
duction can be made for the service of collection*

From an examination of the bill aŝ  it passed the 
House and the Senate, and as it was agreed to by the Con
ference Committee, it appears that according to the House 
bill no charges of any kind were to be allowed the Federal 
reserve banks for making collections. The exact language 
used was as follows -

"It shall be the duty of every Federal reserve 
bank to receive on deposit at par, and without charge 
for exchange or collection, checks and drafts drawn 
upon any of its depositors or by any of its depositors 
upon any other depositor, and checks and drafts drawn 
by any depositor in any other Federal reserve bank 
upon funds to the credit of said depositor in said 
reserve bank last mentioned,"

When the bill passed the Senate, however, it was 
amended to read as follows;

"Every Federal reserve bank shall receive on de
posit from member banks or from Federal reserve banks 
checks and drafts drawn upon any of its depositors, and 
when remitted by a Federal reserve bank, checks and 
drafts drawn by any depositor in any other Federal re
serve bank or member bank upon funds to the credit of 
said depositor in said reserve bank or member bank**.* 
.....The' Federal Reserve Board may, by rule, fix the 
charges to be collected by the member banks from its
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patrons whpse checks are cleared through the Federal 
reserve batik and the charge which may be imposed for 
the service of clearing or collection rendered by the 
Federal reserve bank."

From this it appears that the Senate intended to 
eliminate the provision of the House bill requiring’this 
service to be rendered without charge and to leave the 
amount of such charges to the discretion of the Federal Re
serve Board.

When the bill was submitted to the Conference Com*? 
mittee , this Committee adopted the language quoted in the 
Senate bill but restored the words "AT PAR" and changed the 
provision.giving the Federal Reserve Board power in its dis
cretion to fix by rule the charges to be collected so as to 
make it mandatory on the Board to do so rather than to leave 
it a matter of discretion, - that is to say, it substituted 
the words "SHALL" for the word "MAY1,1 and so the Act as itfc 
finally passed reads -

"The Federal Reserve Board shall. by rule, fix the 
charges to be collected by the member banks from its 
patrons whose checks are cleared through the Federal 
reserve ban^ and the charge which may be imposed for 
the service of clearing or collection rendered by the 
Federal reserve bank."

As suggested, there is an apparent inconsistency 
in these provisions in that the checks and drafts are to be 
received at par and yet the Federal Reserve Board is requir
ed to fix a charge for the services rendered in collecting 
such items. This being true, it is necessary to consider 
the express provision that charges are to be made as a qual
ification of the language that checks and drafts are to be 
received at par, and reading these two provisions together, 
it would seem that Congress intended to prohibit the banks 
from arbitrarily fixing the amount to be charged for the 
service of collection and to require such banks to receive 
the checks and drafts at par, subject to such charges as the 
Federal Reserve Board may authorize.

In other words, the purpose of Congress appears to 
have been to vest in the Federal Reserve Board the power to 
fix exchange charges in all cases where the Federal reserve 
banks are used in making collections but to leave in the 
momber banks the power to fix such charges when collections 
are made through their correspondents other than the Federal 
reserve bank of their district. This is clearly indicated 
by the provision above quoted which reads -

C. S. H. No. 3.
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"Nothing herein contained shall be construed as 
prohibiting a member bank from charging its actual 
expense incurred in collecting and remitting funds, 
or for .exchange soli to its patrons*"

Where member banks use their correspondents to 
make collections rather than to collect through the Feder
al reserve bank, the power to fix exchange charges is not 
vested in the Federal Reserve Board but is left to the 
member bank subject to the qualification that such charges 
must be limited to the actual expense incurred* Where, how
ever, Federal reserve banks are used, the Federal Reserve 
Board is empowered to fix (a) the charges to be collected 
by the member bank from its patrons, and (b) the charge to 
be collected by the Federal reserve bank from the member 
bank whose checks are collected*

Respectfully,

(Signed) M* C. Elliott, 

Counsel*

Hon* Charles S, Hamlin,
G O V E R N O R  *

1 /2 0 /1 5 .
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F E D E R A L  R E S E R V E  B O A R D

WASHINGTON
January 18, 1915,

Subject: Section 5200
Revised Statutes.

My dear Governor:

In response to youir verbal request, I have care
fully examined and considered the provisions of Section 
5200 of the Revised Statutes of the United States, with 
the view of reaching a conclusion as to its proper inter
pretation. The language upon which you desire an opinion 
is as- follows:

"The total liabilities to any association, of 
any person ...... for money borrowed ......shall at no
time exceed one-tenth part of the amount of the cap
ital stock of such association.....and one-tenth
part of its unimpaired surplus fund.... But the dis
count of bills of exchange drawn in good faith 
against actually existing values, and the discount 
of commercial or business paper actually owned by 
the person negotiating the same shall not be consid
ered as money borrowed".

From this it appears that the person discounting 
bills of exchange or commercial paper of the kind described, 
with a national bank, may become liable to the bank as a re
sult of such transaction but such liability, under the terms 
of the Act, shall not be classed as "money borrowed". This 
liability may assume one of two forms, that is to say, it 
may result -

(a) from the discount of bills of exchange drawn 
in good faith against actually existing 
values, or

(b) from the discount of commercial or business 
paper actually owned by the person negotiat
ing the same.

While such bills of exchange, or commercial or bu
siness paper, should represent the same class of transactions 
in order to be included in the exception quoted, it is neces
sary to consider them separately on account of their differ
ence in form.
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In the case of bills of exchange drawn in good 
faith against actually existing values, the language-.
"in good faith" is clearly intended to mean that the(' 
drawer must have the legal right to draw and that the 
bill of exchange must not be drawn merely with the hope 
or expectation that it will be paid.

The language "against actually existing values" 
is more vague and indefinite and less susceptible of 
clear interpretation. In reaching a conclusion as to 
its meaning we must consider the context of the Act in 
order to determine'what .class and character of transac
tion Congress had in contemplation. In doing so we find,
as shown above, that the alternative form which such li-««ability may assume is "commercial or business paper act
ually owned by the person negotiating the same". The 
term "commercial" as ordinarily used is defined to mean 
"pertaining to trade or commerce", that is to say, per
taining to buying and selling for money.

Considering this language, therefore, in its 
ordinary sense, it seems clear that Congress had in con
templation liabilities involved in the purchase and sale 
of commodities, and this view has been adopted and adhered 
to by the office of the Comptroller.

The question, therefore, arises whether "actually 
existing values" refers to the value of the commodity sold 
or can it be said to refer to the responsibility of the 
purchaser or drawee. The former view has been adopted by 
the office of the Comptroller as the m$re reasonable inter
pretation. This seems clearly justifiable (a) since it 
seems unlikely that Congress would have used the language 
"existing values" if it had intended to refer to the finan
cial responsibility of an individual, firm or corporation, 
and (b) because the drawee against whom the bill is drawn 
is not legally bound to pay it until the bill is accepted. 
In other words, if the bill is excepted from the limita
tions of Section 5200 because the bank has recourse against 
some "existing values" and is not dependent solely upon the 
responsibility of the drawer or endorser who discounts it, 
the bank must be in a position to enforce its claim legally 
against whatever constitutes the "existing values" against 
which the bill is drawn and must, therefore, have a lien in 
some form evidenced by a bill of lading, warehouse receipt, 
or some other documentary evidence, for the commodity sold.
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Commercial or Business Paper.

In the case of "commercial or business paper 
actually owned by the person negotiating the same", the 
transaction must, as indicated, also be based upon the 
sale of some commodity, but in this instance the liability 
is evidenced in a form possessing characteristics distinct
ly different from that of a bill of exchange or draft. In 
other words, a draft or bill of exchange is merely an order 
on the drawee to pay and the drawee * as stated, is not le
gally bound until he accepts it.

On the other hand, when the liability involved is 
evidenced by the note of the purchaser, the purchaser as
sumes the primary or direct liability to the holder of the 
note and the bank discounting such note as an innocent pur
chaser for value without notice, takes it free from any 
equities existing as between the seller and the purchaser. 
The seller, as the endorser of the note, assumes only an 
indirect or contingent liability to the bank, which has re
course legally against the maker. In this case, therefore, 
the bank is not dependent solely upon the value of the com
modity sold or upon the financial responsibility of the 
person discounting the note.

When the liability in question assumes the form 
of commercial or business paper, therefore, while the 
transaction, as stated, must be one in which the sale of 
a commodity is involved, it would seem to be unnecessary 
for the note to be accompanied by a bill of lading or ware
house receipt constituting a lien on such commodity. The 
only qualification contained in the statute in such case 
is that such "commercial or business paper" shall be act
ually owned by the person negotiating the same. In 
other words, there must have been an actual bona fide sale, 
and the debt due from the purchaser to the seller must act
ually exist when such "commercial of business paper" is 
discounted.

It has been contended that the sale of a commodity 
is not necessary in either case, on the ground that if the 
drawer of the bill of exchange has furnished money to the 
drawee, instead of sellijg the commodity, *r if the payee 
of a note has made a loan to the maker, instead of making 
such sale, in 8ither case, the drawer or the payee has fur
nished "existing values" and the draft or note, therefore, 
meets the requirements of the statute. There is, however, 
a distinction between a loan of money and the sale of a com
modity. If a loan is made to a third party, evidenced by a 
note, it must be assumed that the proceeds of such loan are 
to be used for some purpose other than the payment of the
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note, since otherwise there would have been no occasion 
for the loan. In like manner, if the drawer of a bill 
of exchange furnishes funds to the drawee in advance, it 
must be assumed that such funds are to be used for some 
other purpose than the payment of the draft. Where com
modities, however, are sold to the drawee or to the maker 
of the note, it is to be assumed that the drawee or maker 
intends to re-sell such commodities and to pay the draft 
or note with the proceeds.

Acceptances.

Prom the foregoing it will appear that where a 
bill of exchange drawn for the purchase price of a com
modity sold, has been accepted by the purchaser or the 
drawee, it possesses the same characteristics as other 
commercial or business paper. That is to say, the pur
chaser thereupon assumes the direct or primary liability 
to the holder. The bank has recourse logally against 
the acceptor and holds the drawer and endorsers contin
gently liable in case the acceptor fails to pay such 
bill of exchange at maturity. In such case the accept
ance, if actually owned by the person negotiating it, 
would seem to come within the broader language of "com
mercial or business paper actually owned by the person 
negotiating the same", and so need not be accompanied by 
a bill of lading, warehouse receipt, or other documentary 
evidence constituting a lien on the commodity sold.*

Accommodation Paper.

If the bill of exchange is drawn merely on a 
promise on the part of the drawee to pay, or if the note 
is made merely to enable the holder to borrow money from 
the bank, such paper is in all respects accommodation paper, 
and while it may be said to conform in such case to the 
provisions of the Act, in so far as the form of liability 
is concerned, it lacks the elements necessary to remove 
it from the limitations imposed by Section 5200.

Finance.or Investment Bills and Notes.

In like manner, if money is furnished merely for 
investment purposes, or for any purpose except to enable 
the purchaser to pay the sellen for commodities purchased, 
the transaction could not be said to come within the ex
ceptions to the limitations of Section 5200.

Court Decisions.

I have discussed at some length the various ques
tions involved in the interpretation of this Act, in order
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to explain the reasons for the conclusions reached. There 
has "been a' considerable diversity of opinion as to the 

• meaning of the language used, and so far as I have been 
able to learn, there has been no judicial construction of 
this Act by the United States courts which will assist in 
reaching a conclusion as to its meaning.

In a. number of cases, where suit has been brought 
by national banks, the defense has been set up that loans 
made by such banks were in excess of the limitations of 
Section 5200 and, therefore,.ultra vires. In such cases 
the courts have held that this does not invalidate the loan 
nor constitute a defense but is a matter merely of regula
tion. Accordingly, they have not construed the language in 
question but have held, in effect, that this question can 
best be raised in a suit to forfeit the charter of a na
tional bank brought by the Comptroller of the Currency un
der authority of Section 5239 of the Revised Statutes. As 
no such suit has ever been instituted by the Comptroller, 
this question has not been judicially determined by the 
United States courts.

The question was considered, however, in the case 
of The Second National Bank of Oswego vs, Burt, 93 N» Y. 233, 
when in construing the proviso in Section 5200 which reads,
"But the discount of bills of exchange drawn in good faith 
against actually existing values, and the discount of com
mercial or business paper actually owned by the person ne
gotiating the same, shall not be considered as money borrowed’*, 
the Court said;

"We think it entirely immaterial whether 
such bills are accompanied by a specific bill of 
lading in each case, or are drawn against prop
erty previously consigned, and existing either 
in its original form or in the shape of proceeds 
of sales in the hands of the consignees. In 
either case the funds have already been provided 
by the drawer in the hands of the drawees to meet 
the requirements of the obligation.

"The object of this provision of the Cur
rency Act was to guard national banks from the 
hazard of loaning money in improvident amounts 
upon speculative and accommodation paper, but it 
contemplated and permitted to an unlimited amount 
the discount of paper used and required in facil
itating the transfer of property and money in the 
transaction of the legitimate business of the 
country."
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In this case the firm of Page <x Company haddrawn 
a bill of exchange against White a Company, another firm 
composed of the same members, who were the regular con
signees for Page & Company in the sale cf lumber. While 
the bill of lading did not accompany the bill of exchange, 
it appears that White & Company accepted the bill' of ex
change before it was discounted and so the bank had re
course against the drawee legally. The views herein ex
pressed are therefore in accord with the decision of the 
court in this case, which appears to be the only reported 
decision of any court of competent jurisdiction dealing 
directly with this Subject,

Summary of Conclusions.

To summarize the conclusions reached, I am of the 
opinion that any liabilities to a national bank contracted 

, by any person, firm or corporation, are subject to the lim
itations of Section 5200, except -

(a) Liabilities evidenced by a bill of exchange 
drawn by the seller of some commodity against the 
purchaser and secured by bill of lading, warehouse 
receipt, or other documentary evidence giving the 
bank a lien on or recourse against the commodity in 
question.

(b) Liabilities evidenced by accepted bills of 
exchange drawn for the purchase price of commodities 
sold, such acceptances being actually owned by the 
person negotiating same.

(c) Liabilities evidenced by a note executed by 
the purchaser of a commodity for the whole or part 
of the purchase price, endorsed by the seller and 
discounted by the seller or actual owner of such note.

Respectfully,

(Signed) K. C. ELLIOTT

Counsel*

Honorable C. S. Hamlin, 
G o v e r n o r  •

»
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136.

STAFF AND ORGANIZATION

Filling Vacancies.

X.
I-n carrying out the previously expressed wish of the Board, the 
Committee on Staff recommends that appointments hereafter to be 
made by the Board, except in the case of heads of divisions and
of technical experts when otherwise authorized, shall be made
from the eligible list established by the eXaminations held
December 9, 10, and 11, 1914.

Of 493 persons who took these examinations , a total of 236, or
48>, passed, classified as follows:

- Male Female

Stenographer and Typewriter 15 47
Bookkeeper 5 —

Clerk 33 34
Messenger 37 11
Stenographer (only) 4 5
Typewriter (only) 12 33

106 130

In filling vacancies on the staff it is recommended that, for 
every vacancy, five applicants shall be certified in rotation 
from the top of the eligible list, from which one shall be 
selected by a committee consisting of a designated member of the 
Federal Reserve Board, the Secretary or the Assistant Secretary, 
and the head of the Division, The four rejected will be in
cluded in the next group of five to be certified, provided, how
ever, that no applicant shall be certified more than three times, 
unless the above mentioned Committee considers that an injustice 
has been done and that a discarded employee should be again 
certified. III.

III.
In accordance with the previous action of the Board, all em
ployees shall be appointed subject to a probationary period of 
sixty days and the head of the Division in which the employee is 
at work shall certify before the sixty days have expired that, 
in his opinion, the employee should be given a permanent 
appointment,
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IV.
(A) Those now employed in a temporary capacity, who have 

failed to pass the examination will be dropped from the service 
at the convenience of the Board.

(B) Those who have passed the examination with a rank of 
eighty percent (80%) or over may be continued in the service 
if needed, but not otherwise.

(C) If it is necessary permanently to fill positions which 
are now classed as temporary, they shall be filled from the 
ranks of those who, having passed examinations-, are on the 
eligible list; provided, however, that employees who ranked as 
Grade "A" in the service of the Organization Committee and passed 
the examination of December 1914, but who were not included in 
the permanent staff on November 2, 1914, on account of there 
being no vacancies, shall be first certified.

F. A, Delano

W. P. G. Harding

)
)
)
) Committee.
)
)
)

Adopted by the Federal Reserve Board at its meeting 
January 20, 1915.
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|37.

Federal Reserve Agents are requested 

to examine the attached regulation and be 

prepared to make any suggestions which 

they have to make at the meeting to be held 

in Washington, February 1» 1915.
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Regulation ..... 

Series of 1515. 203
FEDERAL RESERVE EOARD

Washington, January 1515,

ISSUE AND RETIRE133NT OF FEDERAL RESERVE NOTES.

(1) Each Federal Reserve .Agent from tine to time and- as far in advance as 
possible shall notify the Federal Reserve Board cf the supply of Fed
eral reserve notes he expects tc require in order to meet applications 
for issue, stating the total amount of each. dencr.*.ination desired.
(Form Nc... )

(2) The Federal Reserve Board will determine to what extent Federal reserve 
notes shall be supplied the Federal Reserve Agents and will notify them 
of the amounts that they are authorized to issue from time to time to 
their respective banks in response to applications duly approved by 
said agents,

i3) The Federal Reserve Agent shall from time to time notify his Federal 
Reserve Bank of the extent to which h9 is authorized to meet applica-* 
tions for Federal reserve notes.

('4) The Federal Reserve Board will advise the Comptroller of the Currency 
of the requirements of each Federal Reserve Agent and will make requi
sition upon him for the shipment of the notes. The Comptroller of the 
Currency will advise the Federal Reserve Board of all receipts of com
pleted Federal reserve notes from the Bureau of Engraving and Printing 
and all shipments to the Federal Reserve Agents.

(5) A Federal Reserve Bank desiring to issue Federal reserve notes shall
make application therefor to its Federal Reserve Agent furnishing at th* 
same time a list of the collateral which it proposes td tender as se
curity for said notes. (Form N o ......)

(6) The Federal Reserve Agent shall carefully examine the collateral offerer’ 
and make such inquiries as he may deem necessary. If satisfied that 
the collateral conforms to the provisions 6f Section 13 of the Federal 
Reserve Act and the regulations of the Federal Reserve. Board m*de pur
suant thereto, he shall so inform the Fedreral Reserve Bank and shall 
notify said bank that Federal reserve notes will be supplied to it as 
soon as the collateral is deposited and the requisite gold redemptior 
fund paid to the Treasurer of the United States at the Treasury De
partment in Washington "or at any Subtrsasury of the United Statesy ($} 
and the required gold reserve set apart by said bank.

($) Note: Under Section 16 of the Federal Reserve Act this 
redemption fund may be increased above the 5$ legal 
minimum at the discretion' of the Secretary of the Treas7 
ury, and is to be included as part of the forty per centum 
reserve required to be held by the bank.

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



z
(*7) On receipt cf said collateral and a certificate frcis the Treasurer of 

the United States or any Assistant Treasurer cf the United States 
setting forth that the Federal Reserve Bank has deposited with him 
fer the gold redemption fund the amount ncted in the certificate, tne 
Federal Reserve Agent, if said certificate cf deposit is of the amount ■ 
required for such redemption fund and if he is satisfied that the 
bank has.in its vaults the gold reserve required by law to be held 
against such notes, shall issue tc the extent that such issue has 
been authorized by the. Federal Reserve Board , Federal reserve notes- 
to said bank, receipting fer sa->d collateral (Form B*D.21-2), re*̂  . 
porting tc the Federal Reserve Board each day all notes issued to and 
withdrawn by said bank (Form F.R.A.5;, and notifying said Board of 
the collateral accepted (Fora B.D.21-3). The Federal Reserve Agent, 
upon issuing such notes, 3hall at once notify the Treasurer of the 
United States in order that he may be satisfied that the proper fund 
has been deposited in the Treasury for the redemption of such notes.

(8) If at any time the Federal Reserve Agent -deems it necessary to require 
changes in either the character or amount of the collateral deposited 
to secure said notes, he shall notify the Federal .'Reserve Board and
at the same time shall.call upon the Federal Reserve Bank for addition
al or new-collateral to be added to or substituted for that which.in 
his opinion or in the-opinion of the Federal Reserve Beard is unsatis
factory. (Form No....),

(9) The Federal Reserve Agent shall compute and collect any graduated tax 
which may be imposed’ by the Federal Reserve Board, whenever said Board 
may permit reserve requirements below the Thirty-five per centum speci 
fied in Section 16 of said Act, reporting his'action to the Federal 
Reserve Beard, and at the same time depositing any sum so collected 
with the Treasurer of the United States, at the Treasury Department, 
at Washington, or at any subtreasury. A warrant will thehsupon be 
issued covering said recepts*into the Treasury;

(1C) If at any time the gold reserve required by lav/ to be held by a Federal 
reserve bnri? against Federal reserve notes issued to it falls below 
40y.s (including therein. the gold 'fund required to be maintained in the 
Treasury) the Federal Reserve Agent shali at once notify the Federal. 
Reserve Board.

(ll) The Federal Reserve Board will., upon receipt of notice of deficiency 
in gold reserve, establish a graduated tax upon such deficiency as 
provided in Section 11 of the Federal Reserve Act, which tax shall be 
computed and collected by the Federal Reserve Agent, reported to the 
Federal Reserve Board and deposited with the Treasurer of the United 
States at the Treasury Department in 'Vashingtcn, D.C., or at any Sub
treasury, at tne same time furnishing the Treasurer of the United 
States full particulars. A warrant.will thereupon be issued covering 
said receipts into the Treasury. Said tax shall be computed as follovrt.

When reserves fall below 407! but are in excess of 32-ffi, the tax 
upon the deficiency shall be at the rate cf 1f per annum;

£04
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V/han reserves fall below 32*$ but are in excess cf 30$, ‘the tax 
on the entire deficiency below 40$ shall be at the rate cf 2*$ 
per annum;
V/hen reserves fall below 30$ but exceed 27*$, the tax̂ upon the 
entire deficiency below shall be a.t the rate of 4> per 
annua;
and sc' cn, increasing at the rate of 1*$ with each reduction 
in reserve amounting to 2*$ or any fraction thereof.

Gold reserves against Penalty tax on 
Federal reserve notes Deficiency in reserves. '

37*$ 
35 $ 
32*$ 
30 $ 
27*$ 
25 % 
22*$ 
20 $ 
17*$ 
15 $ 
12*$ 10 $ 
nlk »s / »

5 $
■ m  
0

(Legal Minimum including Redemption Fund)
H  
1$ 
1*54 h

7 $ ■

10.1
m 2
13 'A 
14*$ 
>6-; 
17*$ 
19 $
2.0--̂

(12) A Federal Reserve Bank upon application to its Federal Reserve Agent 
may exchange its notes that are unfit for circulation- for those that 
are fit for circulation, or •‘•ay exchange notes cf one denomination 
fcr those of another; Any transaction in these respects will be re
ported- to the Federal Reserve Board by the Federal Reserve Agent in 
the daily report of transactions in Federal reserve notes (Form'.-.Ke. ..)

•(13) Any Federal reserve notes in the hands of a Federal Reserve Agent
that are unfit for’ circulation shall ^rom time to time be forwarded 
to the Comptroller of the Currency for cancellation- and destruction 
(Form No...;..). The notes to be returned shall be assorted by de
nominations and each one hundred notes or less inclosed in.a paper 
strap marked with the amount. Each one thousand notes of each de
nomination, as nearly as convenient, in straps, shall be inclosed 
in a paper bard likewise marked wi\.h the amount contained therein. 
Not to exceed four such bundles of not exceeding one thousand notes 
each shall be securely tied, wrapped and sealed, with a memorandum 
inclosed giving an ir,rentory of the contents and the agent's name 
and bank (Form No./.) and the package forwarded to ;the Comptroller 
of the Currency, Treasury Department, Washington, D-.C., with charges 
prepaid* The Federal Reserve Agent shall send advice by mail to ths 
■Comptroller of the Currency and to the Federal Reserve Beard of.each

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



9 shipment of unfit'notes (Forms Nos....and.... ). The Federal Re
serve Agent will state in his daily report to the Federal Reserve 
Beard the amount of unfit' notes of each denomination in his posses
sion.

(14) .The Comptroller of the Currency after verification of such receipts
of notes unfit for circulation /ill cancel the same by the method 
prescribed by the Secretary of the Treasury for United States paper 
currency retired through the Treasurer of the United States and 
will deliver cne half of each note to the Secretary of the Treasury 
(Division of Loans and Currency) for independent verification.
Report of such verification will be made by the Division of Loans 
and Currency to the Comptroller of the Currency and after any neces
sary adjustments have been made the separate halves of the canceled 
notes will be delivered by the Comptroller of the Currency and by 
the Division cf Loans and Currency to the destruction committee for 
disposition in the usual manner, ana the Federal Reserve .Agent will 
be given credit on the books of the Comptroller of the Currency for 
the notes so destroyed. The Comptroller of the Currency will advise 
the Federal Reserve Board of all unfit notes danceled and destroyed . 
(Form No.f...).

(15) The Federal Reserve Board will maintain a record of the amounts of 
notes of the several denominations in the reserve stock in the 
office of the Comptroller of the Currency, of the amounts supplied to 
each Federal Reserve Agent, of the amounts issued through said ag
ents to their respective banks, and of the amounts of fit and unfit 
notes at all times in the possession of each agent.

(16) Whenever Federal reserve notes issued by one Federal Reserve Bank 
shall be received by another Federal Reserve Bank they shall immedi
ately be returned to the issuing bank for credit or redemption.

(17) Upon the receipt of notice from the Federal Reserve Board that a rate 
bf interest has been established tc be charged upon issues of Fed
eral reserve notes, the Federal Reserve ^gent shall notify his bank 
and shall Compute and collect the amount of interest due from said 
bank, report the same to the Federal Reserve Board and deposit the 
collection with the Treasurer of the United Stated at the Treasury 
Department in Washington or at any Sub'treasury, at the same time 
furnishing the Treasurer bf the Uniteid States full particulars. A 
warrant will thereupon be issued covering said receipts into the 
Treasury.

(18) A Federal Reserve Bank desiring to reduce its liability for outstand
ing Federal reserve notes may' deposit with the Federal Reserve Agent 
gold, gold certificates, or lawful money of the United States ( i.e. 
legal tender coin (gold or silver), legal tender notes, gold certi
ficates or silver certificates), and thereupon the Federal Reserve 
Agent shall return to the Federal reserve bank a proportionate 
amount of collateral deposited as security for the notes, the trans
action to be reported to the Federal Reserve Board by the Federal 
Reserve Agent. The Federal Reserve Agent shall decline to receive 
such deposits unless and until any Federal reserve notes held by 
said bank as cash are surrendered.
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(19) .The Federal Reserve Agent shall hold suoh.deposits o4 gold, gold
certificates or lawful money of the United States subject to the 
order of the Federal Reserve Board. With the consent of the Secre-. 
tary of the Treasury obtained through .the Federal Reserve Board the 
Federal Reserve Agent may deposit any gold or gold certificates 
contained in such'deposits with the Treasurer of the'United States 
at the-Treasury Department in Washington or with any Assistant 
‘Treasurer of the United’States and receive therefor gold certificates 
payable to the order of the Federal Reserve Agent. On deposit 
of such notes, gold, gold certificates or lawful money, a propor
tionate amount of the collateral may be returned to said bank, the 
transaction to be reported^ at once tc the Federal Reserve Board, us
ing for that purpose Form F.R.A.5.

(20) When a Federal Reserve Bank deposits its Federal reserve notes with 
the Federal Reserve Agent fcr retirement, the agent shall return to 
the bank a proportionate amount of v,he collateral securing the notes, 
or if the collateral previously has been returned upon the deposit
of gold, gold certificates or lawful money of the United States, 
a proportionate amount of such deposits shall be returned except in 
the case that the' gold deposits have been required by the Federal 
Reserve Board at the request of the Secretary of the Treasury to be 
depbsited with the Treasurer of the United States for.redemption 
purposes.

(21) Upon receipt of notice from a Federal Reserve Agent that certain 
Federal reserve notes have been retired, the Federal Reserve Board 
will advise the Treasurer of the United States of such retirements 
and will request th*' Secretary of the Treasury to instruct the 
Treasurer of the Unitfed States to return to the Federal Reserve 
Bank such portion of its redemption fund as may be in excess of the, 
-minimum amount required to be maintained in the Treasury of the

, United States against its notes still outstanding.

(22) When Federal reserve notes have been returned for retirement by the. 
Federal Reserve Bank to which issued the notes shall be held by the 
Federal Reserve Agent and shall be reissued only on the same terms 
as an original issue, except that any notes in hand may be used for 
the purpose of replacing notes unfit for circulation or of exchang
ing one denomination fcr another, as provided in Section 11 cf these 
regulations.

(23) V/hen a Federal Reserve Bank shall exercise its right to withdraw 
collateral and substitute therefor other collateral against Federal 
reserve notes, the Federal Reserve Agent shall examine said substi
tute collateral arid pass upon it ir exactly the same way as if it 
were collateral for an original issue of Federal reserve notes. If
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approving the collateral, he may make the exchange’, reporting the 
fact at or-ee to the Federal Reserve Board (Form B.D. 28-3).

J (24) Federal reserve notes presented to the Treasurer of the United States 
in Washington for redemption shall be redeemed from the redemption 
fund and returned to the issuing bank, and thereupon the issuing bank 
shall reimburse the Treasurer of the United States for the redemption 
fund in like amount.

(25) Federal reserve notes received in the Treasury of the United States
, otherwise than for redemption may at the discretion cf the Secretary

of the Treasury be redeemed and returned to the issuing bank for 
reimbursement of the redemption func1 with the Treasurer of the United 
States, or they may be returned to the issuing bank for the credit 
of the United States, or with the consent of the Federal Reserve Board, 
they may be paid out by the Treasurer in usual course of business.

(26) The Treasurer of the United States will furnish a daily report to the 
Federal Reserve Board giving detailed information regarding his trans
actions in Federal reserve notes.

(27) At the close of business each month each federal Reserve Agent will 
furnish the Federal Reserve Board with a cbfcsolidaied statement of 
ali transactions in Federal reserve rlotes 'during the month showing 
for each denomination the number cf notes on hand at the beginning
Of the month-; , the number received from the Comptroller of the Currency 
during the months the number returned by the Federal Reserve Bank; 
the number isfeUed to the Federal Reserve Bdhk, the number returned 

 ̂ to the Comptroller cf the Currency aanfiellation .and destruction
and the number on hand at the close of the month. T-he same report 
will show the total amount ot notes in Circulation at the end of the 
taonth, the total amount of e&dh kind of mOriey of the United States 
in hand for retirement1 of the hetes, and tho amount of gold reserve, 
other than the redemption fuhd deposited with the Treasurer, held 

’ by the bank*’

w

\>

1/23/15.
f
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Suggested form of bill authorizing 
State banks to become members of the Federal Reserve System

209

A BILL to authorize State banks and trust companies incorpo
rated under th^ laws of this State to subscribe to the 
stock and become members of the Federal reserve banks 
created and organized under an Act of Congress of the 
United States approved December 23, 1913, and known as 
the Federal Reserve Act, and to authorize the State 
authorities to accept examinations and audits made pur
suant to the provisions of said Act of Congress in lieu 
of examinations required by the laws of this State.

Be it ©nacted, etc,, That any bank or trust company incorpo

rated under the laws of-this State shall have power to subscribe to 

the capital stock and become a member of a Federal Reserve Bank cre

ated and organized under an Act of Congress of the United States ap

proved December 23, 1913, and known as the Federal Reserve Act, and 

shall have power to assume such liabilities and to exercise such pow

ers as a member of such Federal Reserve Bank as are prescribed by the 

provisions of said Act, or amendments thereto, and so long as such 

bank shall remain a member of the Federal Reserve System created by 

said Act of Congress it shall be subject to examination by the legal- * 

ly constituted authorities and to all. provisions of said Federal Re

serve Act and regulations made pursuant thereto by the Federal Re

serve Board which are applicable to such banks as members of the Fed

eral Reserve System, and the State authorities may, in their discre

tion, accept examinations and audits made under the provisions of the 

Federal Reserve Act in lieu of examinations required of banks organizes 

under the laws of this State,

l/26'/l5
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January 25, 1915,

My dear Governor:

I have your letter of the ninth instant en
closing, as stated, copy of letter from Mr. Alfred L« 
Ripley, First Vice President of the Merchants Rational 
Bank of Boston, asking for an opinion as to whether ac
ceptances of a national bank under Section 13 of the 
Federal Reserve Act should be construed as borrowed 
money within the meaning of Section 5200 of the Revised 
Statutes,

Section 5200 reads as follows:
( I

"The total liabilities to any association, of
any person ....*. for money borrowed .......shall at
no time exceed one-tenth part of the amount of the 
capital stock of such associations, actually paid in 
and unimpaii’ed, and one-tenth part of its unimpaired 
surplus fund. . . But the discount of bills of ex
change drawn in good faith against actually existing 
values, and the discount of commercial or business 
paper actually owned by the person negotiatii.g the 
same shall not be com-idored as money borrowed.1'

'Then this Act v/xs passed, national banks were 
not permitted to accept drafts or bills of exchange drawn 
against them, but Section 13 of the Federal Reserve Act 
provides that -

"Any member bank may accept drafts or bills 
of exchange drawn upon it and growing out of trans
act ions involving the importation or exportation of 
goods having not more than six months sight to run; 
but no bank shall accept such bills to an amount 
equal at any time in the'aggregate to more than one- 
half its paid-up capital stock ans surplus."

It is, of course, assumed that where a member 
bank accepts a draft or bill of exchange for a customer, 
the acceptance is discounted by a third party end not by the 
accepting bank. The legal effect of such an acceptance is
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for the hank to become primarily liable and to obligate 
itself to pay the draft or bill of exchange at maturity. 
The acceptance is, therefore, a loan of the bank's credit 
rather than a loan of money by the bank. The liability 
of the drawer is contingent and not direct.

In an opinion rendered to the Secretary of the 
Treasury by Attorney General Benjamin Harris Brewster, 
this subject was treated by analog;, in 'dealing with the 
question of the certification of checks ov national banks. 
In that opinion the Attorney General, quoting from the 
case of Security Bank vs. National Bank (67 N. Y., 462), 
said:

"The manifest object of the certification is 
to indicate the assent of the certifying bank to 
the request of the drawer of the chock that the 
drawee will pay to the holder the' sum mentioned; 
and this is what an acceptor does by his accept
ance of a bill."

In the opinion referred to the Attorney Gen
eral considers throe questions, the second of which is as 
follows:

"(2) If a national bank has the power to make 
such an acceptance, would such acceptance at a time 
when the money was not on deposit to the credit of 
the drawer by a liability to it for money borrowed,
and as such be required to be limited tc one-tenth 
of the paid-in capital of the bank, as provided by 
Section 5200, Revised Statutes?"

In dealing with this question tho Attorney Gen
eral says:

"The case presented in the second question is 
not, in my opinion, covered by the provisions of 
section 5200, Revised Statutes.

"The restriction ihoro applies only to liabil
ities ’for money borrowed1. The acceptance of a 
check, where the drawer has no funds on deposit, 
would bo a loan of the credit of the bank rather 
than loan of money, and, if otherwise unobjection
able, it could not properly be regarded as within 
the terms of the restriction adverted to".

As stated, the certification of a check where 
the depositor has no funds to his credit, is inrohibited by 
statute, but the acceptance of a bill of exchange drawn upon

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



812

C. S. H. No, 3

a member bank which grows out of transactions involving 
the importation or exportation of r.ocds, is, under the 
conditions prescribed in Section 13, now permitted; and, 
following the reasoning adopted by the Attorney General 
in the case referred to, it would seem that such accept
ance does not come within the limitations of Section 
5200,

The transaction ;r.u3t, however, be entered into 
in good faith, and the acceptance by the member bank must 
comply in all respects with the provisions of Section 13.

Respectfully,

Honorable C. S. Hamlin, 
G o v e r n  o r .
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CONFIDENTIAL.

ADOPTED BY THE FEDERAL RESERVE BOARD 

AT \  LEST INC- HiLD GN FEB. 1, 1915.

Amendments to the Board's by-lav/;;. notice of the offering 

of which had already boon given in due form, were rend tc the Board 

and on motion approved, as follows:

AMENDMENT .!

Section 5 of Article 11 of these By-laws is hereby amended

to read:

"The Secretary shall have custody of the seal and shall 
have power to affix the same to all instruments requiring it 
under the authority of the Board. Such instruments shall be 
attested by the Secretary, ■*

AMENDMENT II. °

The Board shall appoint an Assistant Secretary, who shall 

exercise the powers and discharge the duties of the Secretary in his 

absence or disability and shall perform such other duties .as may be 

assigned to him from time to tjme by the Board, or by the Secretary 

of the Board.

AMENDMENT III.

Section 1, The Board shall appoint a Fiscal Agent whoso 

duty it shall be to collect and, deposit all moneys receivable by the 

Board with the Treasurer of the United States, to be placed in a 

Special Fund established on the books of the Treasury for the Federal 

Reserve Board.

Section 2. The Fiscal Agent shall execute a bond with surety 

satisfactory to the Board in a sum to be fixed by the Board.
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Section 3* Payment of expenses and other disbursements of 

the Be£ur4 shall ba-s^do by the L̂̂ .cc-1 ^ont, upfca proper vouchers, 

out of the moneys advanced to him by requisition and warrant out of 

the Special Fund and plowed to his official credit with the Treasurer 

of the United Stato3, as provided by Section 5 of this amendment.

Section 4* The Fiscal Agent 3ha 11 prepare a monthly account 

in such form as shall be approved, by the Comptroller of the Treasury, 

and, after approval by the Governor, such monthly account shall be 

submitted to the Auditor for the State and other Departments,

Soction 3. The Governor shall, when necossary make requi

sition on tho Treasurer of the United States for the advance of such 

sums to the Fiscal Agent as may be necessary frofo tho Federal Reserve 

DoiArd Fund,

AHEirasSHT IV.

So much of the provisions of the By-laws heretofore adopted 

inconsistent with Amendments 1, II, and III are hereby repealed.
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February 2, 1915, 144 a.

SUBJECT: Conditions attached to bills
of exchange and acceptances 
affecting negotiability.

My dear Governor: 4

I have the honor to acknowledge receipt 
of your request for an opinion on the subject of 
conditions attached to bills of exchange and ac
ceptances which affect their negotiability.

It is somewhat difficult to define in spe
cific terras what conditions nay or may not be pre
scribed in a bill of exchange without affecting the 
negotiability of such bill since the negotiable in
struments laws of all the states are not identical 
and the decisions of the various courts are by no 
means uniform on this subject.

As I understand it, the Board has under 
consideration the question of prescribing a method 
by which bills of exchange or acceptances dealt in 
by member banks or Federal reserve banks may show 
that such bills or acceptances grow out of trans
actions involving the exportation or importation 
of goods without affecting their negotiability., 
and it is primarily upon this question that, you 
desire an opinion.

In dealing with this subject, it is im
portant to keep in mind the distinctive difference 
between a bill of exchange and an acceptance, and 
also the difference in status between an acceptor 
and a drawer of a bill*

Section 126 of the negotiable instruments 
law adopted by forty-one states and the District of 
Columbia, defines a bill of exchange as an

"Unconditional order in writing 
addressed by one person to another, 
signed by the person giving it, re
quiring the person to whom it is ad
dressed to pay on demand or at a fixed 
or determinable future time a sum cer
tain in money to order or to bearer"'.
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Section 127 states that
"A bill of itself does not operate as an as

signment of the funds in the hands of the drawee 
available for the payment thereof, and the drawee 
is not liable on the bill unless and until he ac
cepts the same".

Until the bill is accejoted, therefore, the drawer 
is primarily liable and the bank discounting such bill can 
have recourse only against the drawer or a. prior endorser 
in the event that the drawee declines to accept such till when 
presented.

On the other hand, acceptance is defined by Sec
tion 132 of the negotiable instruments law as -

"The signification by the drawee of his assent 
to the order of the drawer. The acceptance must be 
in writing and signed by the drawee. It must not 
express that the drawee will perform his promise by 
any other means than the payment of money".

When a bill has been accepted, the acceptor be
comes primarily liable and the contract of the drawer is 
substantially changed to that of endorser.

It will be observed from the foregoing that a 
bill of exchange, in order to be negotiable, must not only 
be payable to order or bearer, so that title may be trans
ferred by the holder, but it must also be an unconditional 
order to pay in money.

A conditional acceptance is defined in 4 Am. &
Eng. Enel, of Lav/, 224, as an undertaking by a drawee to 
pay, dependent, however, upon the performance or happening 
of a stipulated condition or contingency. But as shown la
ter, a general acceptance of a conaitional bill is also in 
effect a conditional acceptance. The terms, therefore, both 
of the order to pay, as indicated by the bill of exchange when 
drawn, and the acceptance as indicated by the language used by 
the acceptor, must be free from qualifications or conditions if 
the bill or acceptance is to retain in all respects its ne
gotiability and to be free from equities existing between 
the drawer and the drawee or the acceptor. This being true, 
the question arises as to what form may be used to show the 
transaction on which the acceptance is based without destroy
ing its negotiability.
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The Federal Reserve Act provides that such hills 
or acceptances must grow out of transactions involving the 
exportation or importation»of goods. It is to be assumed, 
therefore, that ultimately the proceeds of the sale of the 
goods imported or exported are to be used to extinguish the 
debt evidenced by the acceptance. To avoid any question of 
negotiability, however, neither the bill as drawn nor the 
acceptance made must be in terms to indicate that the pay
ment is to be confined to such proceeds. As stated by Nor
ton, on Bills and Notes, Third Edition, Page 138, -

"The true test is whether the drawee is con
fined to the particular fund, or whether, though a 
particular fund is mentioned, the drawee may charge 
the bill up to the general account of the drawer if 
the designated fund turn out to be insufficient. It 
must appear that the bill of exchange is drawn on 
the general credit of the drawer. It must carry with 
it the personal credit of the drawer, not confined to 
any fund".

This being true of a bill of exchange, the ques
tion arises whether or not the contract of acceptance is 
wholly independent of the terms contained in the bill.
The cases and authorities all agree that a general accept
ance of a bill of exchange is an undertaking on the part 
of the drawee to pay the bill absolutely according to its 
tenor.

4 Am. & Eng. Enel. Of Law 207.
English Bills of Exch., Act, Sec. 17.
Cox v. National Bank. 100 U. S. 712
Bailey oh Bills (2nd Am. Ed.) 154.

Consequently if the bill orders payment out of a 
particular fund, a general acceptance thereof is an under
taking to pay out of that fund and no more, and it is, there
fore, a conditional acceptance, though general in form.

Hoagland v. Srck, 11 Neb. 580.
Newhall v. Clark, 3 Cush. (Ilass) 576.
Smith v. '/pod. IN. J. Eg. 74.
Cook v. Tfolfendale, 105, Mass., 401.

It i3 to bo remembered, of course, that an accept
ance may be conditional and therefore non-negotiable, even 
though the bill itself was unconditional, if the terms in 
the contract of acceptance specify that payment is to be 
made out of a particular fund or is dependent upon the hap-
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pening of a certain contingency. As Justice Clifford 
stated in Cox v. National Bank, supra, "An acceptance 
is an engagement to pay the bill according to the tenor 
of the acceptance and * * '* a general acceptance is 
an engagement to pay according to the tenor of the bill."

The difficult question, however, is to construe 
the words used, to apply the test given in Norton,to deter
mine whether in fact the acceptance is conditional; or, 
more specifically, to determine whether the drawee is con
fined to a particular fund merely by a reference on the 
bill or in the acceptance to that fund. It is a ques
tion for the court to determine in each individual case, 
because, the facts being proved or admitted, the ques
tion whether an undertaking is a conditional acceptance 
is a question of law for the court to decide. Sproat 
v. Matthews 1 Term. R. 182.

It was held in Corbett v. Clark, 45 Wis,, 403, 
that an order to "pay C. A, Corbett $183 and take the 
same out of our share of the grain" was an unconditional 
bill and a general acceptance thereof also unconditional. 
The court held that this was a mere direction as to the 
fund out of which the drawee was to reimburse himself. In 
Redman v, Adams. 51 Maine. 433. where the words of the 
bill were "charge the same against whatever amount may 
be due me for my share of fish caught on board schooner 
'Morning Star' ", and the acceptance was general, the 
court held that this was a mere reference to the fund 
to call the attention of the drawee to his means of re
imbursement.

The great majority of cases incline to the view 
that the presumption is in favor of an unconditional or
der and unless the direction on the bill or acceptance 
clearly and expressly directs payment to be made out of 
a certain fund, the court will consider it merely as a 
reference to the mode of reimbursement rather than an 
absolute restriction to the particular fund mentioned.

In a case decided in May, 1911, by the United 
States Circuit Court for the Southern District of New York 
(Hannay vs. The Guaranty Trust Company. 187 Fed. 686.) 
it was held that "Value received and charge the same to the 
account of lOO/RSMI bales of cotton" written on a draft 
made it conditional because it limited payment to the 
proceeds of this particular cotton. The draft having 
been held to be conditional a general acceptance thereof 
was also held to be conditional. It is true that this 
decision was reversed in the United States Circuit Court 
of Appeals in 210 Fed. 810, but on the ground that the 
English instead of the American law applied to this 
particular transaction and without any attempt on the
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part of the court to decide whether the lower court 
was right err wrong under the American law. Thus it 
is seen how difficult it is to determine how a court 
will rule on any specific case. The rule or test is 
always the same, but whether the facts are within or 
without the rule is merely a matter of opinion. Ex
treme cases are easy to decide but as the cases verge 
toward the center, the line of demarcation becomes 
hazy and difficult of determination.

It would seem, therefore, that Federal reserve 
banks and member banks should consider carefully the 
risk involved in discounting bills of exchange or 
acceptances which in terms indicate any particular fund 
or any particular property cHt of which payment Of the 
draft is to be made, because of the doubt as to the con
struction that might be put upon such an acceptance.
It would be far more prudent to require that the di
rections in a bill of exchange be to pay in money and to 
charge to the account of the drawer, without any qualifi
cation as to any particular fund. There is no doubt, 
however, that a reference, in general terms, on the face 
of a bill to the fact that it is based on the importation 
or exportation of goods would not make it conditional and 
non-negotiable.

Respectfully,

(Signed) M. C. ELLIOTT.

Counsel•

3/6/15/

JA
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STATEMENT FCR THE PRESS-

FEBRUARY 5, 1915.

The Federal Reserve Board today announced that a joint conference 
between the Board and the Federal Reserve agents of the several banks, 
lasting since Monday last, had been brought to a cl’u:e. The Federal 
Reserve Agents have been in practically continuous session every day since 
their arrival in' the City, three joint conferences having been had with 
the Federal Reserve Board itself,

The Board at the first conference presented to the Federal Reserve 
Agents a list of questions touching the conduct and operation cf the 
Federal Reserve System and the relations of the Federal Reserve Banks with 
their members, on which it desired to ascertain their views, Practically 
all of these topics were considered during the deliberations and various 
memoranda were prepared by committee of the Reserve Agents and a formal 
report is in preparation*

The Federal Reserve Agents presented a report setting forth the 
several definite steps which in their judgment should be taken in devel
oping the clearing functions of the Federal Reserve Banks, both as re
gards clearings within the several districts and clearings between the 
several districts* Among other topics coverted were the bonding of Federal 
Reserve agents, methods of improving the plans for the issue of currency, 
the situation at the different banks and a variety of other topics.
Each Federal Reserve agent was asked to express his opinion with refer
ence to business prospects in the several districts, and nearly all were 
optimistic with regard to the probable business of the coming year and 
the chances of profitable operations by Federal reserve banks, Some 
agents reported that the banks vyere already fully providing for expenses 
and a share of their dividends, while in practically all districts it 
appeared that the support of member banks was being obtained and that the 
prospect of successful cooperative work was favorable.

The meeting was reported highly harmonious and was considered pro
ductive of beneficial results. It is the first that has been held since 
the convention of officers and directors of reserve banks held on Oct
ober 20-22, for the purpose of establisblishing plans for the opening of 
the new institutions *
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147.

F E D E R A L  R E S E R V E  B O A R D

Washington

February 5, 1915.

My dear Governor*.

In the accompanying letter Mr. McDougal asks 
for an expression of opinion on the subject of whether 
or not a national bank which is a member of the Federal 
Reserve System may make loans on roal estate which is 
not situated in the district in which the national bank 
is located.

In reply I beg to advise that Section 24 of 
the Federal Reserve Act provides in terms that -

"Any national banking association not situated' 
in a central reserve city may make loans secured by 
improved and unencumbered farm land, situated with
in its Federal reserve district .......The Fecleral
Reserve Board shall have power from time to time to 
add to the list of cities in which national banks 
shall not be permitted to make loans secured upon 
real estate in the manner described in this section."

Section 5137 of the Revised Statutes provides 
that national banking associations may purchase, hold and 
convey roal estate for certain specific purposes and for 
no others. The effect of Section 24 of the Federal Reserve 
Act is to extend the powers granted by Section 5137 and 
since this Act specifically limits loans to those secured 
by farm land situated within the district in which tho 
bank is located, it is obvious that the Federal Reserve 
Board is without power by regulation to vitiate this re
striction.

Respectfully, 

(Signed) M. 0. ELLIOTT 

Counsel.

Hon. Charles S. Hamlin, 
Governor.
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F E D E R A L  R E S E R V E  B O A R D

WASHINGTON
February Fourth 
Nineteen Fifteen.

148.

My dear Governor:-

I have the honor to acknowledge receipt of 
letter from Mr. Theodore Wold, Governor of the Federal 
Reserve Bank of Minneapolis, dated December 21, 1914, 
addressed to the Federal Reserve Board and referred to 
this office by the Secretary to the Board.

Mr. Wold desires an interpretation of that part 
of Section Thirteen of the Federal Reserve Act which read3 
as follows:

"The aggregate of such notes and bills bearing 
the signature or indorsement of any one person, com
pany, firm or corporation rediscounted for any one 
bank shall at no time exceed ten per centum of the 
unimpaired capital and surplus of said bank; but this 
restriction shall not apply to the discount of bills 
of exchange drawn in good faith against actually ex
isting values".

Mr. Wold inquires particularly as to what, in 
the opinion of the Board, constitutes a "bill of exchange 
drawn in good faith against actually existing values", and 
asks whether this language would include a note maturing 
within ninety days given in payment of a carload of sugar, 
or some other commodity.

Under date of January 18, 1915, this office filed 
with the Board an opinion on Section 5200 of the Revised 
Statutes and considered in detail the language used in this 
Section which reads as follows:

"But the discount of bills of exchange drawn in 
good faith against actually existing values and the 

* discount of commercial or business paper actually own
ed by the persons negotiating the same, should not be 
considered as money borrowed".

It will be observed that in Section Thirteen re
ferred to by Mr. Wold Congress has incorporated only the 
first exception contained in Section 5200 of the Revised

4
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Statutes - that is to say, it provides that "this re
striction shall not apply to the discount of bills of 
exchange drawn in good faith against actually existing 
values". It does not include in this exception the 
discount of commercial or business paper actually owned 
by the persons negotiating the same.

There is another important distinction between 
the language used in Section 5200 Revised Statutes and 
that used in Section 13 of the Federal Reserve Act. In 
the former case the statute provides that "the total
liabilities to any person......for money borrowed shall
not exceed one tenth part of the capital etc."« while in 
Section 13 the more specific language is used that "the 
aggregate of such notes and bills .bearing the signature 
or endorsement of any one person..... .shall at no time 
exceed ten per centum" etc. Under this language the 
liabilities of the endorser as well as those of the maker 
and drawer of bills are expressly limited to ten per cent 
of the unimpaired capital and surplus of the applying 
bank when presented for rediscount.

In other words, Section 5200 contemplates that 
one person may become contingently liable to a national . 
bank in excess of ten per cent of its capital and surplus 
under certain conditions, which liability may be evidenced 
by endorsement of commercial or business paper, and that 
such liability need not be classed as borrowed money. Un
der the more specific language of Section 13, however, this 
contingent liability represented by endorsement is precluded.

Without reviewing in detail the discussion con
tained in the opinion referred to, dated January 18, 1915,
I am unable to reach the conclusion that any liabilities 
are excluded from the provisions of Section 13 above quoted 
except bills of exchange drawn in good faith against actual
ly existing values - that is to say, liabilities evidenced 
by a bill of exchange drawn by the seller of some commodity 
against the purchaser and secured by bill of lading, ware
house receipt, or other documentary evidence giving the bank 
a lien on or recourse against the commodity in question.

Hon. Charles S. Hamlin, 
Governor.

Respectfully,

(Signed) M. C. ELLIOTT.

Counsel.
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F E D E R A L  R E S E R V E  B O A R D

WASHINGTON
February 9, 1915.

My dear Governor:-

The following questions have been referred 
to this office by the Board for an opinion:

(1) Under Regulation F-I-(c)-3> does the term 
"taxable property” include franchises where such 
franchises are actually taxed upon the valuation
set forth in the city’s return of taxable property?

(2) . Under Section 14 of the Federal Reserve 
Act, sub-section (b) where the Federal reserve bank . 
is authorized to "buy and sell *,* *.bills, notes, 
revenue bonds and warrants with a maturity from 
date of purchase of not exceeding six months", does 
this language permit the purchase of bonds having 
long maturities but which are acquired by a Federal 
reserve bank within six months of the date of matur
ity and, if so, under what circumstances may such 
purchases be made?

In answer to question (l), Regulation F reads 
in part as follows:

"I. A Federal Reserve Bank may purchase such 
warrants as are issued by a municipality

(c) 3, Whose net funded indebtedness does not 
exceed ten per centum of the valuation of its taxa
ble property, to be ascertained by the last preced
ing valuation of property for the assessment of 
taxes",

This provision is not contained in the statute 
but is a matter of regulation and the language to be con
strued is accordingly that of the Board and it is within 
its discretion to determine whether or not the term "tax
able property" shall include franchises.

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



The courts have generally construed a franchise 
to be property subject to taxation and so giving the lang
uage "taxable property" its ordinary interpretation it 
would seem clear that franchises which are actually taxed 
and which are included in the city's return of taxable 
property should be taken into consideration in determining 
the net funded indebtedness as provided in Regulation F«

In the case1 of The 7/est River Bridge Company 
vs» Dix "et al, 6 How. (U. 8. ) 507-553, the Court said

"A franchise is property, and nothing more; it 
is incorporeal property, and is so defined by Justice 
Blackstone, when treating, in his second volume, 
chap. 3, page 20, of the Rights of Things",

In the case of Society for Savings vs. Coite,
6 Wall (U. S.)i 594-606, the Court holds that the fran
chise of a private corporation is a legitimate subject of 
taxation. This doctrine is affirmed in the case of Provi
dent Institution vs. Massachusetts, 6 Wall (U. S.) 611-625 
and again in the case of Hamilton Company vs. Massachusetts 
6 Wall. (U. S.) 652f638.

|

In answer!to the second inquiry submitted, the 
Act provides that "revenue bonds......with a maturity from
date of purchase of not exceeding six months" may be pur
chased. The provision that such bonds must mature within 
six months from thej"date of purchase" clearly indicates 
that Congress contemplated that such bonds might have a 
maturity of longer than six months at the date of issue.

It is true that the term "revenue bonds" is some
times construed to refer to short-term bonds or warrants 
issued by municipalities to defray expenses for a short 
period prior to the collection of taxes.

The word "revenue", however, does not of itself 
limit the term of a bond to that of a fixed maximum matur
ity but instead refers to the character or nature of the 
bond rather than to the time of its maturity.

In other words, giving the language its ordinary 
interpretation, it would seem merely to indicate bonds of 
any maturity, payment of which is guaranteed out of the 
collection of taxes or assured revenues.
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The Act specifically provides that such bonds 
must be issued in anticipation of the collection of taxes 
or assured revenues but does not prescribe how long in ad
vance of collection of such taxes the bonds may be issued.
The provisions of the Act would seem to be complied with 

1 if9 at the time of issue, provision is made for the estab
lishment of a redemption or sinking fund which will be 
sufficient and available for the payment of the bonds at 
maturity and are, therefore, self-liquidating at the expira
tion of six months.

It is, of course, understood that all other pro
visions of Regulation UFU, Series 1915, must be complied with 
before such bonds may be purchased.

In this connection, I beg to call attention 
to Paragraph VI, Regulation “P11, which is as follows:

“Opinibn of recognized counsel on municipal is
sues or of the regularly appointed counsel of the 
municipality as to the legality of the issue shall 
be secured and approved in each case by counsel for 
the Federal reserve bank.”

The Board has ruled that where such opinions 
have been procured and approved by counsel for a Federal 
reserve bank, any other Federal reserve bank shall be 
deemed to have complied with the requirement of this para
graph if it secures certified copy of such opinion and 
approval.

In order to avoid duplication of work I would, 
therefore, respectfully suggest that where such opinions 
have been procured and approved by counsel for a Federal 
reserve bank copy should be filed with the Federal Re
serve Board so as to be available for other counsel who 
are called upon to pass upon the legality of the same 
issues.

Respectfully,

(Signed) M. C. ELLIOTT 

Counsel.

Hon. Charles S. Hamlin, 
Governor.

2/13/15
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F E D E R A L  R E S E R V E  B O A R D  

WASHINGTON

yBgv j'

February 15th, 1915.

My dear Governor:-

The attached letter from the Cashier of the 
National Bank of Flint, Flint, Michigan, raises the 
following questions:

(1) Does a note with waiver of demand, no
tice and protest on the back thereof, 
over the names of all the endorsers, 
require protest?

(2) What effect has waiver of demand, no
tice and protest printed on the face 
of a note?

Section 110 of the Negotiable Instruments Law, 
which is in force in forty-one states and the District 
of Columbia, provides that -

- "Where the waiver is embodied in the instru
ment itself, it is binding upon all parties; but 
where it is written above the signature of an en
dorser, it binds him only".

In those states which have adopted this law, 
question number one should be answered in the affirma
tive since if the note contains the name of more than 
one endorser it will require protest to prevent the re
lease of all endorsers except the one whose signature 
immediately follows the waiver.

This appears to be the safer course, also, in 
those states which have not adopted^the Negotiable In
struments Law, since this rule was very generally follow
ed by the courts prior to the adoption of’this law by 
the States. Missouri and a few other states held to 
the contrary in some instances but the better view, which 
is sustained by the weight of authority, appears to be 
that a waiver of demand, notice and protest on the back 
of a note applies only to the endorser whose signature 
immediately follows such waiver.

In answer to question number two, it seems 
clear that where the waiver is printed on the. face of a 
note it becomes a part of the contract and applies to all 
endorsers without reference to their position on the note.

Respectfully,
Hon.Charles S. Hamlin, (Signed) M.C,ELLIOTT,
Governor. Counsel.
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UNITED STATES CIVIL SERVICE COMMISSION
Washington, D. C-.

February 19, 1915.

Hon. Charles S. Hamlin,

Governor, Federal Reserve Board.

Washington, D. C.

Sir:

This Commission has the honor to acknowledge the receipt of 

your communication of February IS, askipg whether an employee of 

the Government appointed under the civil service rules who lesigns 

from such employment to become a member of \;he staff of the Federal 

Reserve Boards would thereby lose his civil service status.

Civil Service Rule X, clause 3, provides that "Any person 

may be retransferred to a position in which he was formerly em

ployed, or to any position to which transfer could be -made there

from, if since his transfer he has been continuously in the execu

tive * * * eivil service of the United States * * * ' * * *•"

The Federal Reserr.e Act, section 11, providing that employees 

shall be appointed without regard to the civil service act declares 

that "nothing herein shall prevent the President from placing such 

employees in the classified service." This provision, together 

with the reasons given in the opinion of the Attorney General made 

public December 19, 1914, indicate that an employee transferred to 

the Board from the classified service may be regarded for the pur

poses of the rules and in the interests of good administration as
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eligible for return to the classified service, to the position in 

which .he was formerly .employed or to any position to which trans

fer could be made there form, .if he has boon continuously in the 

service* ■

It is suggested that your Beard request this Commission to 

issue its certificate for.the.transfer in order that there may be 

a record in . the TSocmi&sion.

It may be added that, in being 'transferred from the classified 

competitive service to the Federal Reserve Board, which is outside' 

the classified service, the employee would not carry with him any ■ 

other rights.or privileges than those of reinstatement and retrans

fer. He would not. any more ■■han any other employee of the Board,.
*  . ■

be entitled to charge? and-'an opportunity of reply before removal- 

as requir ed by law in the case of competitive, employees. The act 

mafce3 it discretionary with the President.t o .place employees of 

the Board in the classified service, and until he <30 directs, such 

employees acquire none., of the rights ancl privileges attaching to' 

classified' employees, exeopt where transferred from the classi'fied 

competitive service and then only to the extent of reinstatement 

or retransfer.

By direction o? the Commission:

i: Very respectfully,

• , (Signed). JOHN A. KclLHENNY,

President.
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EXAMINATION OF STATE BANKS AND TRUST COMPANIES

The Federal Reserve Board on February 10, 1915, adopted the follow
ing plan for the examination of State Banks and Trust Companies*

1 - Initial Examination of applying Bank -

A - Where State examinations are considered competent, after each
examination a. copy of examiner*s report including either the text 
or a short digest of the text should be sent to the Federal Re
serve Agent of the district in which the applying bank is situated 
and by him forwarded together with the application and its recom
mendation, to the Federal Reserve Board.

B - In States where examinations by State authorities are not con
sidered to be of a sufficiently high standard to be acceptable 
to the Board, the initial examination of the applying institu
tion, should be made by either an examiner designated by the 
Board or one suggested by the Federal Reserve Agent and approved 
by the Board or by a National Bank Examiner assigned by the Comp
troller of the Currency at the request of the Board*

2 - State Banks which have been admitted to Membership -

A - Examinations made by ^tate authorities who maintain a satisfac- 
. tory standard, should be accepted by the Board - In such cases, 
arrangement should be made to have duplicate copies of examiners’ 
report, including the text, sent to the Federal Reserve Agent of 
the district and by him forwarded to the Federal Reserve Board, 
one copy to be fi?*d, «nd the second delivered to the Comptroller 
of the Currency.

B - In States where examinations by State authorities are not con- 
. sidered to be of sufficiently high standard, in order to prevent 
any claim of discrimination, authorization of acceptance of ex
aminations might be given, but the Board should direct the hold
ing of a special examination of State Member Banks, which are lo
cated in such States, at least once each year, either'by examin
ers appointed by the Board, examiners designated by the Federal 
reserve bank, with the approval of the Board, or by National 
Bank Examiners, assigned by the Comptroller of the Currency at the 
request of the Board.
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F E D E R A L  R E S E R V E  B O A R D

WASHINGTON

February 24, 1915.
Subject: Statute of the State of

California prohibiting 
soliciting of savings 
accounts.

My dear Governor:

The action of. Mr* W* R. Williams, Superintend- 
dent of Banks of the State of California, in serving no
tice on certain national banks that he will *eek to 
have imposed the penalties imposed by the California law 
for soliciting savings accounts, has been referred to 
this office for attention.

It appears that Section 49 of the Bank Act of 
the State of California provides as follows:

"It shall not be lawful for any commer
cial bank, individual, trust company, association, 
firm, stock company, copartnership or corporation, 
to advertise or put forth a sign as a savings bank, 
either directly or indirectly or in any way to so
licit or receive deposits or to transact business 
in the way or manner of a savings bank, or adver
tise that he or it is receiving or accepting sav
ings, or in any way which might lead the public to 
believe that such deposits are received or invested 
under the same conditions or in the same manner as 
deposits in savings banks, except in the case of 
savings banks or banks having savings departments, 
subject to the provisions of this act. Any com
mercial bank, individual* trust company, associa
tion, firm,stock company, copartnership or corpora
tion, violating any provision of this section shall 
forfeit to this state one hundred dollars a day for 
every day during which such violation continues.”

The question arises whether or not the provisions 
of this Act can be made to apply to national banks doing 
business within the State of* California.

It does not appear that Mr. Williams contends, 
that Congress is without power to authorize national 
banks to pay interest on deposits* It is conceded by 
him that this has been and can be done* The right is ex
pressly given in Section 24 of the Federal Reserve Act, 
which, in terms referring to national banks, provides 
that -
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"such banks may continue hereafter as 
heretofore to receive time deposits and to pay 
interest on the same".

Section 19 provides in part that -
"Demand deposits within the meaning of 

this Act shall comprise all deposits payable 
within thirty days, and time deposits shall com
prise all deposits payable after thirty days, and 
all savings accounts and certificates of deposits 
which are subject to not less than thirty days’ 
notice before payment.

Inasmuch as Congress has the right to authorize 
the payment of interest on deposits as An incident to 
the business of banking and has exercised this right,, the 
question arises whether or not a state law prohibiting 
banking associations not organized as Savings Banks under 
the laws of that State from advertising that it will re
ceive savings accounts* can be held to prevent national 
banks from publishing such advertisement and from solicit
ing such accounts.

It is true, as stated by Mr Williams, that in the 
original House bill provision was made for the creation of 
separate savings departments and that this provision was 
eliminated by the Senate and agreed to by the conferees. In 
its stead the provisions above quoted, authorizing banks to 
pay interest on deposits and including savings accounts in 
the interest-bearing deposits, were incorporated. The ques
tion, therefore, of whether or not the State of California 
has the right to prohibit national banks from soliciting 
savings accounts would seem to depend upon whether such 
prohibition can be said to be an exercise of police power 
by the State and whether it is necessary for the protection 
of property within its limits.

The limitation of State legislation passed in the 
exercise of police power is fully discussed in the case of 
Railroad Co, v, Husen, 95, U. S-* , 470. where the Court 
says -

"We are thus brought to the question whether 
the Missouri statute is a lawful exercise of the po
lice power of the State. We admit that the deposit 
in Congress of the power to regulate foreign com
merce among the States was not a surrender of that 
which may properly be denominated police power. What 
that power is, it is difficult to define with sharp 
precision. It is generally said to extend to making
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regulations promotive of domestic order, morals, 
health, and safety. As was said in Thorp v. The Rut
land & Burlington Railroad Co.. 27 Vt, 149. 'it ex
tends to the protection of the lives, limbs, health, 
comfort, and quiet of all persons, and the protec
tion of all property within the State. *** ' ***

"But whatever may be the nature and reach 
of the police power of a State, it cannot be exer
cised over a subject confided exclusively to Con
gress by the Federal Constitution. It cannot in
vade the domain of the national government."

In the later case of Reid v. Colorado. 187. U. S.. 
137-147, the question is also cbnsidered in detail. The 
Court in that case, in discussing the right of the State of 
Colorado to enforce certain laws which were passed in the ex
ercise of the police power Of the State, says -

"It is quite true, as urged on behalf of the 
defendant, that the transportation of live stock from 
State to State is a branch of interstate commerce and 
that any specified rule or regulation in respect of 
such transportation, which Congress may lawfully pre
scribe or authorize and which may properly be deemed 
a regulation of Such commerce, is paramount through
out the Union. So that when the entire subject of 
the transporation of live stock from one State to an
other is taken under direct national supervision and 
a system devised by which diseased stock may be excluded 
from interstate commerce, all local or State regulations 
in respect of such matters and covering the same ground 
will cease to have any force, whether formally abrogated 
or not; and such rules and regulations as Congress may 
lawfully prescribe or authorize will alone control. 
Gibbons v, Ogden, 9 Wheat. 1.210; Morgan v. Louis
iana. 118 U. SI 455,464; Hennington v. Georgia, 163
U. S, 299.317; N . Y.. N. H. & H, R, R. Co. v. New 
York, 165 U. S. 628,631; Missouri. Kansas & Texas 
Railway Co, v. Haber. 169. U. S. 613,626; Rasmussen 
v, Idaho. 181 U. Ŝ  198.200. The power which the 
States might thus exercise may in this way be sus
pended until national control is abandoned and the 
subject be thereby left under the police power of 
the States.

Inasmuch, therefore, as Congress has the right to 
authorize national banks to charge interest on acounts and 
to include in such accounts what are generally known as 
"savings accounts", and since it has exercised this right, it 
would seem that the California statute referred to can not 
properly be so construed as to defeat this right.
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I cannot agree with Mr. Williams that depositors 
would necessarily be led to assume that savings acounts re
ceived by national banks would be subject to investment ac
cording to State laws, and while national banks should not 
be permitted to advertise themselves as "3aving3 banks", 
since they are not so designated in the Act, power is spe
cifically granted to member banks to receive interest- 
bearing accounts, including "savings accounts", and since 
they possess this power, the right to advertise for such 
accounts would seem to be a necessary incident to its ex
ercise .

It is not believed, therefore,' that the penalties 
prescribed by Section 49 of the Bank Act of the State of 
California could be legally enforced against a national 
bank which advertises that it will receive and pay interest 
on savings accounts. .

Respectfully,

(Signed) M. C, ELLIOTT, 

Counsel,

Honorable C. S. Hamlin, 
G o v e r n o r  .
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FEDERAL r e s e r v e  b o a r d  
WASHINGTON

February 25, 1915#
My dear Governor:

The attached letter from Governor McDougal 
raises the question whether drafts "payable on arrival 
of car" are eligible for rediscount by Federal reserve 
banks,

Section 13 of the Federal Reserve Act provides 
that any Federal reserve banx may discount "notes, drafts, 
and bills of exchange arising out of actual commercial 
transactions", and though this language does not in ex
press terms demand that the paper be negotiable, it must 
be so construed, because o the whole spirit and purpose 
of the Act.

The Act evidently contemplates that title to el
igible paper must pass with it and that in event of non
payment a Federal reserve bank must be able to sue in its 
own name on such paper. To sepure these rights the paper 
must be negotiable, otherwise the transfer would consti
tute a mere assignment and’the holder would have to sue 
in the name of the payee. It must also be noted that if 
the paper is not negotiable a Federal reserve bank redis
counting it would hold it subject to the equities exist
ing between the original parties to the bill. The same 
limitations would be imposed on the Federal reserve agent 
holding such paper as security for Federal reserve notes. 
The natural construction of the Act, therefore, is that 
paper must be negotiable in order to be eligible for re
discount.

The question presented in Governor McDougal1s 
letter is whether a draft "payable on arrival of car" is 
negotiable. draft to be negotiable must be an uncon
ditional order to pay to the bearer or order a definite 
sum of money on demand or at a determinable future time.
The drafts referred to above do not seem to comply with 
these conditions. Should the car fail to arrive, for any 
cause whatever, the draft would not be payable. The event 
or contingency upon which payment depends must be one which 
must necessarily happen in the natural course of the laws 
of nature^ l We idler & Carpenter v. Kauffman, 14 Ohio, 455»
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The Negotiable Inatruraewbs Law, Section 
is <*n settled decisions provides that^*

which

"An instrument is payable* at a determinable 
future time, within the moajâ ng of this Act,
"kich is expressed tc be payable

(3) On or at a fixed period after the oc
currence of a specific event, which 
is certain to happen, though the time 
of happening be uncertain*11

In the case of Colehan v. Cooke, Willes 393, a 
note payable ten days after tfil# death of the maker'sfa
ther was held good on the ground that the father must die 
at some time and payment, therefore, was not dependent on 
the happening of an event which might fail to occur. But 
in the case under consideration, - that is, drafts "payable 
on arrival of car", there is no certainty whatever that the 
car will arrive, and such r per would probably be held to 
be non-negotiable on two g-curbs: first, that it is not an un
conditional promise tc pay; and second, that the time of 
payment is not fixed and certain . because of the fact that 
the event by which it is determinable need not necessarily 
ever occur.

In all the cases on this point, there seems to be 
only one exception to this general rule that the note or 
bill must be payable at all events. That case is an Eng
lish one decided some time age - Andrews v« Franklin, 1, 
Strange, 21. A note payable two months after a certain 
ship wa3 paid off was held negotiable even though the event 
was not necessarily bound to occur. The court in this case, 
however, admitted that paying off the ship was a contingency 
which would ordinarily make the note non-negeotiable, but 
went on to explain that because this ship was a government 
one, the payment was a government obligation which must be 
performed. But even on this ground, the case has always 
been discredited by courts in which it has been cited.

It seems quite clear, therefore, that a rnte or 
draft "payable on arrival of car", which may or may not ar
rive, would very probably be held non-negotiable, both at 
common law and under the Negotiable Instruments Law.

Respectfully,

(Signed) M. C. ELLIOTT, 

Counsel.

Honorable C.S. Hamlin,
G o v e r n o r ,

2/26/15/
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F E D E R A L  R E E E h V E B O A R D  

WASHINGTON

February 13, 1915.

My dear Governor

the attached letter from Governor Strong 
.raises a question as to the effect of waiver of de
mand, notice and protest upon the obligation of an 
acceptor of a domestic draft or bill of exchange 
discounted by a member baqk under the provisions of 
Section 13 of the Federal Reserve Act.

An acceptor of a draft or bill is the party 
primarily liable, and the drawer and endorsers are 
merely sureties. 4 Am. & Eng. Enel., 470, 2nd Ed,., 
and cases cited. In other words, his liability is 
the same as that of the maker of a note. He is the 
principal and not a collateral debtor. Blair v.
Bank of Tennessee, 11 Humph. (Tenn,) 88.

The requirement that the holder make demand 
On the acceptor at maturity and give notice of dishonor 
is provided for the benefit of persons secondarily lia
ble, such as the drawer or endorser, and is intended 
to protect such secondary party from the risk of loss 
which may occur because of delay in demanding payment 
from the party primarily liable or because of the fact 
that he has no notice that his principal has failed to 
pay. Stanley v. McElrath, 86 Calif. Rep«, 457.

In other words, the lav; provides that the 
holder must demand payment at maturity and that in 
case the bill is not paid by the acceptor on demand, 
other parties subsequently liable must be given no- 
■tice, in order that they may take any necessary 
steps to protect themselves. If they are not noti
fied o,f demand and dishonor, they are entitled, as 
sureties, to conclude that the bill has been paid and 
that they are released. The acceptor, or primary debtor, 
on the other hand, is not entitled to notice, and, un
like the drawer or endorser, is not released on failure 
of presentment and demand at maturity. Daniel on Nego
tiable Instruments, 4th Ed., Vol. 2, P. 52; Hayes v. 
Northwestern Bank of Virginia, 9 Gratt, (Va.) 127~
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The right of other parties than the acceptor 
to receive notice is a personal one, and if it is not 
desired, may be waived, but such waiver can in no way* 
affect any one other than the person making it, Such 
person merely surrenders a right afforded him by the 
law for his own protection.

It seems, therefore, that a waiver of demand, 
notice and protest oh a bill discounted by a.member 
bank under the provisions of Section 13 can have no 
effect Jjy^-he acceptor of such bill. He remains lia
ble justtPi though the formality due the person making 
the waiver had been complied with.

Respectfully,

(Signed) M. C. ELLIOTT,

Counsel.

Hon. Charles S* Hamlin, 
G o v e r n o r  .

2/26/15/
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F E D E R A L  R E S E R V E  B O A R D
WASHINGTON

289

SUBJECT: Review of determination of 
Organization Committee, modification 
of districts dreated and change in 
designation of Federal Reserve Cities*

My dear Governor:-
1 'have the honor to acknowledge receipt of a 

copy of the resolution of the Board requesting an opin
ion on the following questions:

I. What are the general powers and duties of the
Federal Reserve Board in reviewing the determi
nation of the Organization Committee?

II. Can the Federal Reserve Board, under the terms 
of the Federal Reserve Act, designate other 
Federal reserve cities in place of those se
lected by the Organization Committee?

9

III. Can the Federal Reserve Board alter the geo
graphical limits of the districts created by 
the Or ganiz at i on Ccmvii11e e ?

IV, Car the Federal Reserve Board, by the consoli
dation of two or more districts, reduce the 
number of Federal reserve districts?
The provisions of the Federal Reserve Act which 

it is necessary to construe ir. considering the foregoing 
questions are contained in Section 2 of the Act and are 
as follows:

(a) "The determination of said organization 
committee shall not be subject to review exceot by 
the Federal Reserve Board when organized: Provided, 
That the districts shall be apportioned with due 
regard to the convenience and customary course of 
business !T

(b) "The districts thus created may be readjust
ed", and

(c) "New districts may from time to time be cre
ated by the Federal Reserve Board, not to exceed 
twelve in all".
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A discussion of the general povrars of tly Ooafjrd 
**«view the determination of the Organization Cjytmxttee 

necessarily involves a consideration of the other ques
tions suomitted, but as far as possible the sexreral ques
tions will be discussed separately in the order above in
dicated.

240
C. 3. H. |<r. t.

I. i/hat are the general powers and duties of the 
Federal Reserve Be; rd in reviewing the determi
nation of the Organization Committee?
The scope of the power of the Federal Reserve 

Board tc review the determination of the Organization Com
mittee will depend very largely upon the construction to 
be placed upon the language 11 subject to review" *

It is necessary to determine from the context, 
and from a general consideration of-the circumstances un
der which the Act was passed, whether Congress intended 
(a) to vest in the Board the power to consider de novo the 
Whole subject of determining Federal reserve districts and 
designating Federal reserve cities without reference to the 
decision of the Organization Committee> or (b) to vest in 
the Board the right to review the determination of the Com
mittee in the same manner and to the same extent that an 
appellate court reviews a decision of the lower court.

If the former view is adopted it is necessary to 
conclude that Congress intended to vest no independent powers 
in the Organization Committee but to limit its functions to 
collecting and analyzing information to be submitted to the 
Federal Reserve Board for its consideration in designating 
the Federal reserve cities and in defining the geographical 
limits of the districts to be served. In other words, if no 
weight is to be given to the decision of the Committee and 
the Board i > to consider the whole subject anew with refer
ence to the determination of the Committee and without re
striction, the work of the Committee is necessarily of no 
effect,

In view of the general character of the language 
used in vesting this power of review in the Board, and of 
the absence of any details as to the method of procedure to 
be followed, it is important to analyze the powers apparent
ly vested in the Organization Committee and those vested in 
the Federal Reserve Board in order to determine what weight 
should be given to the decision of the Committee and to what 
extent and under what circumstances it is subject to modifi
cation by the Federal Reserve Board.

Powers of the Organization Cpmmittee,
From an examination of the Act it appears that, 

hriefly summarized, the Organization Committee is empowered
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In performing these duties, the Organization Com
mittee is authorized -

"To employ counsel and expert aid, to take testi
mony, to send for persons and papers, to administer 
oaths, and to make such investigation as may be deemed 
necessary by the said cvmmittee in determining the re
serve districts and in designating the cities within 
such districts where such Federal reserve banks shall 
be severally located."

Powers of the Fed ‘.ral Reserve Board-.

The Federal Reserve Board is empowered, in so far 
as the organization of the several Federal reserve banks is 
concerned -

(a) To appoint three of the nine directors of 
each bank and to designate one as the Federal re
serve agent and chairman, and one as deputy Federal 
reserve agent, the three directors so appointed to 
be known as Class "C" directors,

(b) To call for payment of the first installment 
of subscription of the member banks.

This last power is vested alternatively in the 
Organization Committee and the Federal Reserve Board, and 
while the Organization Committee is hot empowered to ap
point the Class "C" directors, it is authorized to act as 
chairman of the Board of Directors (pending the appointment 
of such chairman by tne Federal Reserve Board), in holding 
the election of the three Class "A" and three Class "B" 
directors of each bank. The remaining powers of the Feder
al Reserve Board, with the exception of certain duties in 
reference to the transfer of public stock, relate to the 
supervision of the Federal reserve banks when organized 
rather than to their organization.

It was clearly contemplated by Congress, there
fore, that the organization of the several Federal reserve 
banks should be proceeded with immediately upon the passage 
of the Act, and that such organization might be carried to 
practical completion before the Federal Reserve Board, un
der the terms of the Act, should be called upon to exercise

and directed •>
(a) To designate net less than eight nor more than 

twelve cities to be known as Federal reserve cities.
(b) To divide the continental Uhited States, exclu

sive of Alaska, into districts, each district to 
contain only one of such Federal reserve cities, 
and

(c) to supervise the organization in each of the 
cities so designated of a Federal reserve bank.
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, , any specifi-c powers in reference thereto. This is indicated
not only by an analysis of the Act as it passed but also by 

' , the history of the particular provisions of the Act under
consideration, as shown by the language in the House bill, 
the. modifications made by the Senate, and the language agreed 
to by the Conference Committee.

■4 It seems clear, therefore, that Congress expected that
the right of review might be exercised by the Federal Reserve 
Board after, as well?as before, the establishment of the Fed
eral reserve banks. Consequently it must be assumed that the 
power to review the determination of the Committee is the same 
in either case.

The Act in terms vests a broad discretion in the Organiza
tion Committee, and the power to employ expert aid, to take 
testimony, to send for witnesses, etc., is vested exclusively 

"> in that Committee. Furthermore, it is required, under the pro
visions of the Act, after completing the work of designating 
the cities and determining the districts, to proceed immediate
ly with the organization- of the banks.

- The conclusion appears to be fully justified, therefore,
that Congress did not intend that the Committee should merely 
collect and analyze information for submission to the Board 
since otherwise it would have provided that the incorporation 
and organization of the Federal Reserve banks should be under
taken only after the Federal Reserve Board had rendered its 
decision and had thus given a more definitely fixed status 

* to the districts created and the cities designated.

" ,  On the other hand, Congress manifestly intended to vest
:v very broad powers in the Federal Reserve Board and inasmuch

as the Board is charged with the supervision of the banks 'when 
created, and the responsibility of the successful operation of 
the system is so largely entrusted to its care, it seems clear 
that the decision of the Committee was not intended to be 
final but that the Board should have the right to modify the 
districts - (a) if, upon an examination of the record consist
ing of evidence submitted to and information collected by the 
Organization Committee, the Board should conclude thâ ' the dis- 

• ' tricts are not apportioned with due regard to the convenience 
and customary course of business, or (b) if, as a result of 

^ the operation of the system, experience should demonstrate the
fact that some other apportionment will best accomplish the 
purposes and objects of the Act.

This view seems entirely consistent with the alternative 
construction suggested, namely, that the right of review vested 
in the Board is analagous to the right of an appellate court to 
review the decision of a lower court.

243
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It is true that a court will ordinarily review 
a decision nf a lower court only in those cases where 
there have been errors of law, or in the case -of some 
newly discovered evidence,- that is, new matter which 
has arisen since the decision of the lower court and not 
evidence which might have been offered* before that decis
ion was rendered,

*The failure on the part of the Organization Com
mittee, however-, to comply with the proviso of Section 2, 
namely^ "that the districts shall be apportioned with due 
regard to the convenience and customary course cf business", 
would constitute an error of law and would justify a review 
and modification by the Board of its determination. Unless, 
however, the Board finds upon its examination of the record 
referred to that the Committee has clearly failed to comply 
with the proviso quoted and has not, in its opinion, appor
tioned the districts as prescribed by statute, the decision 
of the Committee would seem to be final so far as the pres
ent proceedings are concerned.

History of Provisions Relating 
to Organization of Banks.

The history of the provisions of the Act under 
consideration furnishes additional evidence of the basis of 
the foregoing conclusions. The House bill conferred no 
power on the Board to review the decision of the Organiza
tion Committee on its own motion but provided that upon the 
application of not less than ten member banks a district 
might'be readjusted. This bill provided that the Committee 
should consist of the Secretary of the Tres.sury, the Secre
tary of Agriculture and the Comptroller of the Currency.

The Senate bill provided that the Committee should 
consist of the Secretary of the Treasury and two other mem
bers of the Federal Reserve Board. The determination of 
this Committee , under the terms of the Sensite bill, was made 
subject to review by the Federal Reserve Board.. The Confer
ence Committee restored the previsions of the House bill re
lating tc the personnel of the Committee and retained the 
provision that the decision of the Committee should bo "sub
ject to review" by the Federal Reserve Board, The language 
used in the conference report was adopted when the bill be
came a law.

The Senate and House bills and the Act as passed 
all provided that the organization of the banks shall be pro
ceeded with immediately upon the passage of the Act, evident
ly intending that the work of the Organization Committee 
should be acted upon at once and that it should not be sub
ject to review except by the Federal Reserve Board, and then 
only for the reasons already stated.
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II. Can the Federal Reserve Board, under the terms 
of the Federal Reserve Act, designate other 
Federal reserve cities in place of those 
lected by the Organization Committee?

The power to designate other reserve cities in the 
place of those selected by the Organization Committee is not 
expressly given by the Act. In the bill as it passed the 
House, the Organization Committee was required to designate 
from the reserve cities authorized by law not less than 
twelve to be known as Federal reserve cities, and to divide 
the continental United States into Federal reserve districts. 
In the Senate bill the qualification that such cities should 
be selected from the reserve cities was removed and the se
lection was made entirely a matter of discretion with the 
Committee, The bill as it became a law left the designa
tion of the cities a matter of discretion.

The qualification above quoted, limiting the dis
cretion of the Organization Committee, and which provides 
that "the districts shall be apportioned with due regard to 
the convenience and customary course cf, business" , refers 
specifically to districts and not to the cities designated. 
The Organization Committee is authorized -

"to make such investigation as may be deemed 
necessary by the said Committee in determining the 
reserve districts and in designating the cities 
within such districts".

In defining the power of review vested in the 
Federal Reserve Board, the language used is -

"The determination of said Organization Committee 
shall not be subject to review' except by the Federal 
Reserve Board".

It appears, therefore, that the only limitation on the dis
cretion o? the Committee relates to the determination of the 
districts, and that the power of review likewise refers to 
that determination and does not refer specifically to the 
designation of the cities.

The power, therefore, to change the location of 
the Federal reserve banks is clearly not an expressed power 
under the terms of the Act and, if it exists, must be said 
to be inrplied -

(a) From the fact that construing the language "sub
ject to review" in a broad sense, it may be 3aid 
that to apportion the districts "with due regard 
to the convenience and customary course of busi
ness" , it is necessa: y to consider the location 
of the Federal reserve cities in each district, 
notwithstanding the facts that the designation of 
cities appears to be a matter of discretion, and 
that this qualification refers to districts rather 
than to cities.
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or such power may be implied. -

(b) From the fact that the power to Ureadjust“ the 
districts created carries with it the power of 
designation of the Federal reserve cities, since 
a district may be so readjusted■as to transfer a 
Federal reserve city to another district or as to 
place a Federal reserve city in an unsuitable 
portion o;C an altered district. In either case 
it would be necessary to designate a suitable 
Federal reserve city for the readjusted district.

If, therefore, Ihe Board concludes that the dis
tricts are not apportioned according to the purpose and in
tent of the Act and determines that it is necessary to re
adjust such districts, it would seem clear that it possesses 
an implied power to change the designation of the Federal 
reserve cities. If, however, the districts are not readjusted, 
it seems very doubtful whether this power can be implied, and 
to change the designation of cities without readjusting the 
districts would necessitate resolving this doubt in favor of 
the exercise of this power against the apparent intent of Con
gress.

Ill* Cin the Federal Reserve Board alter the geo
graphical limits of the districts created by 
the Organization Committee?

The power to ‘’readjust11 districts, as shown above 
is vested in the Board independently of the power to “review11 
the determination of the Organization Committee. The power 
to “review11, as any court review, contemplates a review 
within a reasonable time, either before or ŝoon after the 
establishment of the system, and, like a review by a court, 
should be limited to the evidence submitted to the Organiza
tion Committre, as suggested in the answer to Question I*
The power to readjust, however, is not limited in time and 
would seem to be a continuing power,' Congress evidently in
tending to provide a means for altering the districts even 
after .the determination of the committee as such hid become 
fixed by a lapse of time or bv being affirmed by the Board.

Therefore, if, later, in the supervision of the 
actual operation of the several banks, it should be demon
strated that a readjustment of the geographical limits of 
the districts will best serve the purposes of the Act, the 
Board is expressly authorized to make such readjustment just 
as it can do so now under the power of review if, from the 
evidence submitted to tfflk Organization Committee, it feels 
that the requirements of the Act were not complied with by 
that Committee.

Can the Federal Reserve Board, by the consol
idation of two or more districts, reduce the 
number of Federal reserve districts?

IV*
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*  ♦
I am unabie to find.in the Act any power, either ex

pressed or implied,, by which the Board can, by consolidation 
reduce the number of districts. It is true that it has the 
power to readjust the districts created but the power to 
"readjust" can hardly be said to include the power to elim
inate, and any change which results in the elimination of 
a whole district could hardly be said to have been contem
plated by the Act.

If Congress had intended the power to "readjust" to 
be sufficiently broad to authorize an increase or a reduction 
in the number of districts it would have been unnecessary 
to. grant the express power refereed to above to create from 
time to time new districts not to exceed twelve in all. In 
other words, under the well settled doctrine of "expressio 
unius est exclusio alterius" the fact that Congress expressly 
granted the power to increase the number of districts but did 
not in terms grant the power to reduce the number indicates 
very clearly that it did not intend to vest this authority 
in the Board.

REGULATION NO. 1«

In view' of the foregoing opinion, it seems proper to 
refer to Regulation No. 1 adopted by the Board, prescribing 
method of procedure in appeals from the decision of the Re
serve Bank Organization Committee.

As above shown, the provision of the House Bill vesting 
in the member banks the right to fills.an application for re
adjustment of districts, was not incorporated in the bill as 
finally passed, but the matter of review and readjustment was 
left to the Board to consider on its own motion. In order 
that the auo.rd might have the assistance of the views of the 
parties in interest, however, Regulation No. 1 was adopted and 
representatives selected by the parties interested were in
vited to discuss any questions of law or fact including the 
powers and jurisdiction of the Board,

In the discussion before the Board, the questions con
sidered above were not argued at length. the jurisdiction 
of the Board to review the decision has not been questioned 
but Counsel for the Reserve banks have, in their arguments, 
taken the position that the decision of the Committee should 
stand unless clearly shown not to be in accordance with the 
purpose and intent of the Act, and have directed their argu
ments mainly to the merits of the case us disclosed by the 
record.

Respectfully,

( Signed ) M. C. ELLIOTT

Counsel

Honorable Charles S. Hamlin,
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F E D E R A L  R E S E R V E  B O A R D  

. WASHINGTON

March 1, 1915.

SUBJECT: Interpretation of the
language "based on the 
importation or exportation 
of goods" as used in Section 
13 of the Federal Reserve Act.

My dear Governor:-

I have been asked for an opinion on the pro
per interpretation of that part of Section 13 of the 
Federal Reserve Act which reads: "Any Federal reserve
bank may discount acceptances which are based on the 
importation or exportation of goods", with a view to 
determining whether the words "importation or exporta
tion of goods " include (l) shipments between countries 
other than the United States, and (Z) shipments between 
the continental United Sxates and possessions of the 
United States.

Rules of Construction.

The first principles of statutory construction 
require that language which is clear and unambiguous be 
given its ordinary .nd natural significance. The legis
lative meaning is first to be sought in the words used 
and if they are clear, the letter of the law controls, 
unless in extraordinary cases such a natural construction 
would result in an obvious or absurd error. United States 
v. Goldenberg, 168 U. S. 95.102; United States v. Union 
Pacific Railroad Co., 91 U. S. 72,79; Lake County v. Rol
lins. 130 U. S. 662. "The legislature must be presumed 
to use words in the known and ordinary signification, un
less that sense be repelled by the context", Levy v . Mc- 
Cartee, 6 Peters. 102,110. In Martin v» Hunter, 1 
Wheat. 304,326, it is said that "where a. power is ex
pressly given, in general terms, it is not to be restrained 
to particular cases, unless that construction grow out of 
the context, expressly, or by necessary implication. The 
words are to be taken in their natural and obvious sense, 
and not in a sense unreasonably restricted or enlarged".

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



c .  S. H. No. 2.

In accordance with the decisions in these and other 
cases, unless such a result is absurd or obviously contrary ' 
to the intent of Congress as shown by other parts of the Act, 
the natural and usual significance must be attached to the 
words "importation" and "exportation". The question, there
fore arises, what is their ordinary and popular meaning ?

In discussing this subject the co-relative terns, 
"export", "exportation","import", "importation", and the 
like will be treated as synonymous•

General Definition•

The Century Dictionary and Cyclopedia defines "export" 
as, "That which is exported, a commodity carried from one place 
or country to another", and "exportation" as, "The act of con
veying or sending to a distance, especially to another state or 
country commodities in the course of commerce". The same auth
ority defines "exporter" as, "One who shipagoods, wares and mer
chandise of any kind to a foreign country or distant place for 
sale"* The New Standard Dictionary defines "export" as, "That 
which is exported; in general, goods or any article of trade or 
merchandise sent from one country to another : properly, as used 
in the United States Constitution, goods sent to a foreign country".

If these broad definitions are applied, it is manifest 
that the words "importation" and"exportation" will include ship
ments between countries other than the United States. It there
fore becomes necessary to determine whether these terms have be
come limited in their significance by judicial construction in 
those cases where the courts have been called upon to interpret 
this language as used in the Federal Constitution and in the sev
eral Acts of Congress.

Judicial Construction of Language as 
used in Federal Constitution and Statutes .

The word "import" as used in tariff statutes of the 
United States invariably refers to imports to the United States 
from a foreign country, and it might be argued that when the 
words "exportation" and "importation" are used in the Federal 
Reserve Act they must be given a corresponding significance - 
that is, they must be held to refer to exports from and imports 
into the United States from a foreign country.
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This argument, however, is not convincing, 
because of the fact that the word "import” as used in 
tariff laws must necessarily refer to shipments into 
the United States. "The power of Congress to levy and 
collect taxes, duties and excises is co-extensive with 
the United States", Loughborough v. Blake. 5 Wheat. 317.
To levy a duty or tax of any sort, a sovereign must have 
jurisdiction over the article taxed. This narrower con
struction of the word "import" was, therefore, necessary, 
in order to give the tariff laws any effective operation. 
The United States could have no possible 'jurisdiction 
over a transaction between Buenos Aires and London,for in
stance, and to attempt to tax such an import would be in-, 
effectual.

But even in these tariff laws where the meaning 
of "import" mu3t necessarily be limited to imports into 
the United States, Congress has almost invariably pro
vided in terms that the imports be from a foreign country 
into the United States. In the first tariff act, passed 
by Congress on July 4, 1789, it was enacted - "That *** 
duties *** be levied on the following goods, wares and 
merchandise imported into the United States from any 
foreign port or place". and it is to be noted that prac
tically every tariff law passed by Congress since that 
time has contained some similar provision.

It might be contended that this restriction 
limiting dutiable imports to articles brought from a 
foreign country to the United States was intended to 
preclude any consideration of articles imported into one 
State from another State of the Union. But such inten
tion is rebutted by the fact that the Constitution as con
strued by the Supreme Court of the United States, does 
not give Congress the power to lay an impost on goods 
imported from another State. The Constitution gives'' to 
Congress the general power "to levy and collect taxes, 
duties, imposts, and excises", but "imposts" has been 
construed in Woodruff v. Parham. 8 Wall, 123. to mean a 
duty, custom", or tax levied on articles brought into the 
United States, and the words "imports" and "exports" as 
used in the Constitution, are uniformly held to refer 
only to goods imported from foreign countries into the 
United States, and not to articles carried from one State 
to another. Pittsburgh Coal Co. v. Louisiana. 156, U. S> 
590, 600; Brown v. Houston. 114 U. S. 622, 628.
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It seems clear, the ref ore, that if import” or 
’’export” as used in Federal tariff statutes must of neces
sity refer to transactions to or from the United States.

Federal Reserve Act and Other Federal Statutes Distinguished,

On the other hand, in the Federal Reserve Act - ' 
which is not a tariff measure, but which is, on the contrary, 
a law in which the words ’’importation” and ’’exportation” could 
consistently refer to transactions between two foreign countries 
other than the United States, - Congress has failed to put any 
restrictive limitation, evidently intending that the words used 
be given their normal and natural significance, the meaning 
generally understood when used in ordinary commercial parlance* 
The lexicons all agree in defining ’’export” as an article or 
commodity carried from one country to another, and nowhere ex
cept in cases construing the Constitution and the tariff laws 
is there any suggestion that ’’import” necessarily means an 
article shipped from a foreign country to the country or juris
diction of the person or legislature using the word.

When used in the Federal Constitution or in the tar
iff laws made in pursuance thereof, the words ”import” and 
’’export” must necessarily be given the narrower construction, 
for the reason already stated - that is, the United States 
has no jurisdiction to impose a tax or impost on any article 
not within the confines of the United States-*-’ But in the 
case of a Federal banking law, where there is nothing in the 
context nor in the spirit of the Act to demand a narrower ex' 
limited interpretation, the words should be given their full 
significance. All the cases previously cited on the laws of 
statutory construction demand this result*

Significance as used in Federal Reserve Act.

But even if the literal meaning of the phrase ’’im
portation or exportation” be considered doubtful, a liberal 
construction in accordance with the general intent of Con
gress would necessitate this same result. It must be remember
ed that the Federal Reserve Act is remedial and constructive 
legislation by which Congress clearly intended to eliminate 
certain patent evils in conditions as they existed at the 
time lof enactment, and to establish on a broad, comprehensive, 
and firm basis a unifying system of banking. The language ”to
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furnish, an clastic currency, to afford, means of rediscounting, 
commercial paper, tc- sctablish a moro effective supervision 
of banking in the United States, and for other purposes", con
tained in the title of the Act, shows that it is remedial, and 
as such should be broadly and liberally construed in order to 
accomplish the advancement of the remedies contemplated*
24 Am. and Eng. Enel. 887, and cases cited.

It may be reasonably assumed that Congress not only 
wanted to create a discount market for acceptances, but at 
the same time intended to establish a system which would 
facilitate the trade and commerce of the people of the United 
States, no matter where that trade or commerce originated or 
what its destination. Acceptances having become a recog
nized incident of trade, as between nations the establishment 
of a wider'market in this country for such paper was apparently 
one of the objects of the Act.

Both the Senate bill and the conference agreement 
permitted the discount of acceptances, based not only on 
foreign but also on domestic shipments. The latter, however, 
were struck out on the floor, probably because of the fear 
that a general domestic acceptance business might be abused 
by the smaller banks which were unfamiliar with this class 
of investment and that for the present at least, such in
vestments might prove a detriment not only to such banks 
but to the entire system. The elimination, however, of 
acceptances based on domestic shipments could not have been 
intended to restrict or limit the field of acceptances based 
on the "importation or exportation of goods", that phrase 
remaining precisely the same as it was prior to the elimina
tion of domestic acceptances and just as it read when the 
intent was to include acceptances based on shipments of any 
kind.

It seems, therefore, that by all the ordinary rules 
of statutory construction, giving to the words the natural 
and ordinary import, which is strongly corroborated by the 
purposes, spirit and history of the Act, this portion of Sec
tion 13 'was intended to, and actually does, permit the dis
count of acceptances based on the importation and exportation 
of goods, not only to and from the United States, but also 
as between other countries, separate and apart therefrom.

Shipments to and from Island 

Possessions of the United States.

The second question raised is whether the clause "ac
ceptances which are based on the importation or exportation of 
goods", should include acceptances based on shipments between 
the continental United States and its possessions; viz., Porto 
Rico, Hawaii, Canal Zone and the Philippines.
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It is, of course, not to be disputed that if, as con
tended above, imports and exports to and from countries other 
than the United States are a satisfactory basis for acceptances, 
then acceptances based on shipments between any of these possess
ions and another country, other than the United States are 
eligible, a fortiori.

This leaves to be considered the one question just
stated.

C. S. H. No. 6.

The definitions given in'the standard dictionaries 
refer to shipments from one country to another country or to 
a "distant place", and such a general understanding of the 
words in question would- certainly seem to be sufficiently com
prehensive to include transactions between the United States 
and any of its island possessions, though they are not foreign 
territory in a political sense.

To permit the discount of acceptances based on 
the importation or exportation of goods ffom and to the 
possessions of the United States, it must be shown (l) 
that these words, as generally known and understood and 
as intended by the Federal Reserve Act, do not necessari
ly refer to shipments to and frdm a foreign country, and 
(2) that shipments to and from these possessions are not 
domestic shipments.

As already shown, the wbrd "iiiiport" as used in 
the Constitution and tariff laws, has been construed by the 
Supreme Court to refer to imports from foreign countries.
In the tariff laws this has necessarily been 30 because these 
laws specifically require that the import be from a foreign 
country. The words as used in the Constitution, how
ever, not being expressly limited, has been construed to re
fer to imports from a foreign country and not to articles 
shipped from one state to another, for various reasons.
A study of the discussions in the Constitutional Conven
tions and of the history of the formation of the Consti
tution showed that there wa3 no intention in the minds of the 
framers of that instrument to refer to anything but foreign 
imports and exports, and the Supreme Court has, in various 
decisions reciting the history and development of the Consti
tution and the evils to be obviated by it, decided that 
"export" and "import" mean exports and imports to and from 
foreign countries and not between states. But in all those 
cases the particular circumstances under which the words were
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used were stated at length to show why this narrower inter
pretation was necessary in each instance. 7/oodruff V «Parham 
8 Wall. 123; Brown V. Houston. 114 U. S. 622. In other words 
the burden of limiting the natural meaning of the words was 
clearly recognized by the Court. Justice Brown in referring 
to this well-settled construction of the words as used in the 
Constitution, said,* in Dooley V* United States, 183 U< S.'
151, 153, -

C. S. H. No. 7.

"While the words ’import’ and 'export' 
are sometimes used to denote gbods passing 
from one State to anotherj the word 'import', 
in connection with the provision of the Con
stitution that 'no State shall levy any im-. 
posts or duties on imports or exports1', was 
held in Woodruff V. Parham. 8 Wall.123, to 
apply only to articles imported from foreign 
countries into the United States".

thus implying that they are used in other than the Constitutional 
sense. But as previously explained, there is no necessity for 
forcing a restricted construction on this phrase as U3ed in the 
Federal Reserve Act, and in consequence there would seem to be no 
justification for reading the word "foreign” into its definition 
as applied to this Act.

It might be contended that to follow out this argument 
logically would lead to the conclusion that a shipment of goods 
from one state of the United States to another state of the United 
States would be an "importation or exportation of goods",a result 
clearly not contemplated by Congress. The answer is found in the 
history and development of the Act before its passage.

The House bill provided for the discount of acceptances 
based on the "exportation or importation of goods". The Senate 
bill amended this provision to read "importation or exportation 
or domestic shipment of goods", evidently intending to cover 
shipments to and from any points wherever located. As the Act 
read when finally passed, "domestic shipments" were eliminated.
It is evident, therefore, that Congress intended to make elig
ible acceptances based on all! except domestic shipment of goods.

Status of Insular Possessions.

This raises the second point : Is a shipment from the
continental United States to one of the island possessions of 
the United States a domestic shipment ? The Century Dictionary 
and Cyclopedia defines "domestic commerce" as, " commercial
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transactions within tho limits of one nation or state", 
and in 14 Cyc. 829, quoting In ro Roofing Contractors 
Association, 9 Pa. Dist, 569. 570, domestic trade is re
ferred to as, "the exchange or buying or selling of goods 
within a country". But the difficulty is that the term "United 
States" has various different meanings dependent upon whether 
it is used in a geographical, commercial or governmental sense, 
or whether it is intended to describe the States of the Union 
as such.

The term "United States" as used in the uniformity 
clause of the Constitution has been held in the Insular cases 
not to extend to the unorganized territorial possessions of 
the United States. On the other hand, in dealing with foreign 
sovereignties, it is generally understood to have a broader 
meaning than when used ini'.the Constitution. It then includes 
all territories subject to the jurisdiction of the Federal 
government, whether it is merely territory appurtenant to the 
United States, or whether it is an incorporated part of the 
United States.

This question of the status of our territorial pos
sessions has been the subject of extended discussions before 
the Supreme Court and though it'is now generally admitted 
that those possessions are not foreign in an international 
cense, nevertheless they may be foreign to the United State3 
in a domestic sense. Downes v> Bidwell, 182 U, S, 244. In 
the case of Dorr v. United States, 195 U. S. 138, 143, the 
Supreme Court, in speaking of tho extent and limitations of 
the Constitution as applied to our possessions said:

"The limitations which are to be applied in 
any given case involving territorial government 
must depend upon the relation of the particular 
territory to the united States, concerning which 
Congress is exercising the power conferred by the 
Constitution. That the United States may have 
territory, which is not incorporated into the 
United States as a body politic, we think was 
recognized by the framers of the Constitution 
in enacting the article already considered, giving 
power over the territories, and is sanctioned by 
the opinions of the justices concurring in the 
judgment in Downes v> Bidwell, supra.'

In other words, the United States may own territory which is 
subject to the control of Congress under the territorial

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



clause of the Constitution, but which is not an integral 
part of the United States until Congress sees fit to make 
it such and to extend to it the operation of the Constitu
tion and laws of the TSiited States. The doctrine that the 
Constitution does not follow the flag, ipso facto, seems well 
settled now by numerous cases of the Supreme Court. See 
Uownes v. Bidwell. supra; Hawaii v. Mankichi, 190 U. S. 197. 
It is, of course, admitted in all these cases that Congress 
may, if it chooses, incorporate into the Union any territor
ies belonging to the United States. Until it does so, how
ever, it seems, from the cases cited, that unorganised terri
tories, though subject to the jurisdiction of Congress, are 
not domestic in a national sense, and that shipments to and 
from such territories are not to be considered domestic ship
ments within the meaning of the Federal Reserve Act.

It may be well to consider, separately and briefly, 
the cases of Porto Rico, the Philippines, Canal Zone, and Ha
waii, to determine whether Congress has so acted as to make 
them an integral part of the United States.

PORTO RICO. Porto Rico is not foreign territory within the 
meaning of the Dingley Tariff Act, approved July 24, 1897, 
taxing articles imported into the United States from "foreign 
countries", DeLima v. Bidwell, 182 U, S. 1, decided May 27, 
1901. In another case - Downes v. Bidwell - decided the 
same day, the Supreme Court held that the Foraker Act of April 
12, 1900, which levied certain duties on articles coming into 
the United States from Porto Rico, and on goods shipped from 
the United States to Porto Rico, was valid, even though a tax 
or burden on shipments between different parts of the United 
States, is imconstitutional, because "Porto Rico is a terri
tory appurtenant and belonging to the United States but not 
a part of the United States within the revenue clauses of the 
Constitution".

The duties in question are no longer levied, they 
were only a temporary assessment, but the status of Porto 
Rico remains the same, no Act of Congress haying been 
passed to make it an integral part of the Union. Hot being 
a part of the United States, and not being subject to the 
general laws of Congress unless specifically referred^to xn 
those laws, it cannot be contended that a shipment between 
Porto Rico and the United States is a domestic shipment in 
the generally accepted meaning of that term, a shipmen 
from one part of the country to another*
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PHILIPPINE ISLANDS. In the case of Fourteen Diamond Rings 
v. United States. 183, U. S. 176. it wa3 held that the 
Philippines are not a "foreign country" in the meaning of 
the Tariff Act of 1897, imposing a duty on imports from 
foreign countries. The court went on to say that "In this 
respect there is no distinction between the Philippines and 
the Islands of Porto Rico. Neither of them is a foreign 
country within the terms of that Act".

In the later case of Dorr v. United States, supra, 
it was held that the Philippines were not incorporated into 
the United States by the mere treaty of cession and as the 
court said:

"The legislation upon the subject shows 
that not only has Congress hitherto refrained 
from incorporating the Philippines into the 
United States, but in the act of 1902, pro
viding for temporary civil government, 32 
Stat. 691, there is express provision that 
section eighteen hundred and ninety-one of 
the Revised Statutes of 1878 shall not apply 
to the Philippine Islands. Thi3 is the section 
giving force and effect to the Constitution and 
laws of the United States, not locally inapplica- 
able, within all the organized territories, and 
every territory thereafter organized, as else
where within the United States".

The Philippines, like Porto Rico, are therefore 
not a part of the United States, and as Justice White 
said in Downes v. Bidweil, supra, "it is foreign to the 
United States in a domestic sense because not incorporated 
into the United States". Being generally understood to 
be foreign to the United States in every sense except an 
international one, there is no justification for the con
clusion that shipments to and from the Philippines are do
mestic.

HAWAII. Though the Hawaiian Islands were not made an in
tegral part of the United States by the mere Act of Congress 
annexing them, 30 Stat. 750, Hawaii v. Mankichi, supra, neverthe
less by the Act of Congress of June 14, 1900, 31 Stat. 141, 
they were formally incorporated. By this Act the Constitu
tion and all Federal laws were given "the same force and effect 
in Hawaii as elsewhere in the United States", and Justice 
White, in the case cited, said that by this Act "the islands were 
undoubtedly made a part of the United States in the fullest sense".
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This distinction between Hawaii and the Philippines and 
Porto Rico is recognized by all"the branches of the Govern
ment, Porto Rico and the Philippines are under the juris
diction of the Bureau of Insular Affairs in the War De
partment, but Hawaii is not, Hawaii, like Alaska, is rep
resented in Congress by a territorial delegate, whereas 
the Philippines and Porto Rico merely send "resident com
missioners" to Washington,

Under all the facts, therefore, Hawaii, must be 
considered as an integral part of the United States and 
practically and logically any shipment between Hawaii and 
the continental United 'States must be a domestic shipment*. 
Congress having shown its intent to bar the discount of 
acceptances based on "domestic shipments", it would seem 
not possible to differentiate dealings with Hawaii from 
those with any -part of the continental United States, Its 
relation to the United States seems precisely analagouo 
to Alaska.

CANAL ZONE. The stĉ tus of the Canal Zone is unique*
The United States has, in effect, an easement ten miles 
wide across the Republic of Panama, It is foreign ter
ritory, subject to the control and supervision of this 
Government.. The Tariff Act of 1913, imposing duties 
on imports "into the United States or into any of it3 
possessions ( except the Philippine Islands, and the 
islands of Guam and Tutuila)" does not apply to the 
Panama Canal, even though it is not fcxpfr&^ly^exfeepted 
from the term "possessions", as is the case with the 
Philippines, By an Act dated March 2, 1905, 33 Stat, 
843, Congress specifically stated that "all laws af
fecting imports of.articles, goods, wares and merchan
dise, and entry of persons into the United States from 
foreign countries, shall apply to articles, etc., com
ing from the Canal Zone and seeking entry into any State 
or Territory of the United States or the District of
Columbia", showing that in no way is the Canal. Zone 
considered an integral part of the United States, Indeed 
it is not even territory owned by the United States, 
but rather territory under its jurisdiction and con
trol.* Strictly speaking, it is a dependency. As such, 
it is far less a part of the United States than Porto 
Rico, and shipments to and from it could hardly be con
sidered domestic shipments in the light of the previous 
discussion*
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To summarize: it would seem that the Federal Re
serve banks may, under Section 13, discount acceptances based 
on the shipment of goods.

(a) between the United States and any foreign' 
country.

(b) between any two or more foreign countries,
and

(c) between the continental United States and 
Porto Rico, the Philippines or the Canal
Zone.

but not acceptances based on the shipment of goods between 
the continental United States and Hawaii*

Respectfully,

t
Counsel.

Honorable C. S. Hamlin, 
G o v e r n o r  .
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STATEMBNT FOR THE PRESS.

March 4, 1915.

It was announced today at the offices of the Federal Reserve Board 

that the Board had determined to direco the introduction of a voluntary 

reciprocal plan of immediate clearance at all those Federal reserve 

banks where a clearing plan is not already in operation, the same to take 

effect with as little delay as possible. Letters are being cent to all 

Federal Reserve Agents and the latter are directed to take the matter 

up at once with their boards of directors.

The Federal Reserve Board does not prescribe details inasmuch as it 

has found in those districts where general clearing is already being 

practiced that the best results were obtained by leaving the control of 

such details in the hands of the local authorities. It, however, states 

that it will approve as a beginning a reciprocal arrangement whereby 

banks assenting to the plan will be given the privileges of immediate 

clearance at par upon all ether banks similarly assenting.

It is the belief of the Board that within a short time a general 

clearing, arrangement.'"ill be in operation in all districts and that 

this will be gradually extended s e as to embrace the bulk of the banks 

in the system.

The plan does net provide for the settlement of the balances be

tween Federal Reserve Banks or for the inter-district clearing of 

checks. It is an intra-district clearing plan pure and simple, the 

inter-district phases of the problem being reserved for future treat

ment .
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CONFIDENTIAL - For Members Only*

Circular. No. _•
Series 1915*

F E D E R A L  R E S E R V E  B O A R D .

Washington, February 15, 1915*

Check’ Clear ings •

part:
Section Thirteen of the Federal Reserve Act provides in

"Any Federal reserve bank "nay receive from any of its 
member banks, and from the United States, deposits of current 
funds in lawful money, national-bank notes,-Federal reserve 
notes, or checks, and drafts upon solvent member banks, pay
able upon presentation; or, solely for exchange purposes, may 
receive from other Federal reserve banks deposits of current 
funds, in lawful money, national-bank notes, or checks and 
drafts upon solvent member or other Federal reserve banks, 
payable upon presentation".

The receiving on deposit of checks and drafts of other 
banks necessarily involves the collection of such items and since 
Federal reserve banks, are authorized to accept (a) checks on their 
own member banks, (b) checks on other Federal reserve banks, and
(c) when remitted by other Federal Reserve Banks checks on banks 
which are members of other Federal reserve banks, it will become 
necessary, when a general exchange business is undertalien, to.deal 
with the problem of (l) intra^district clearing of checks, (2) ad
justment of balances‘as between Federal reserve banks, end (3) inter
district clearing of checks.

The Board has determined that the purposes Of the Act can 
be best attained with the minimum disturbance of existing conditions 
by providing, first for intra-district clearing; and when this phase 
of the problem has been properly disposed of the systematic adjust
ment of Federal reserve bank balances and inter-district clearings 
can be provided for as a natural and logical development.

Section Sixteen of the Federal Reserve Act imposes the 
obligation upon the Federal Reserve Board to prescribe charges to be 
made for tne service of clearing checks wnen tne Federal reserve 
banks undertake to exercise this power vested in them under Section 
Thirteen. In order that these charges may be based upon the re
sults of actual experience and may not be merely estimated, the 
Board has determined, after due consideration, to recommend to the 
several Federal reserve' banks the following plan of procedure as a - 
means to this end:

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



No- 2.
261

Reciprocal'Privileges.

It is sugge3ted that each Federal reserve bank offer to 
each of its^ members the reciprocal privilege of Having all checks and 
drafts on O'cher solvent member banks in its district entering into such

by other member banks in its district, or by the United States Government. 
That to avoid depletion of reserve accounts each member bank availing itself 
of this reciprocal privilege shall agree to- maintain on deposit with the 
Federal roserve bank a sum sufficient to protoct, on a» certain average, any 
net debit balance created by charging up checks and drafts drawn against it 
by other depositors.

In order to determine the sum necessary to be maintained in 
addition to its legal-reserve, it is suggested that for the first sixty 
days after such arrangement goes into effect each bank entering into such 
arrangement shall maintain an additional sum oquivalont to per cent of 
its legal reserve and after the expiration of sixty dayo shall maints.in guv1 
additional sum on deposit equal to the average daily debit balance shown on 
its reserve discount during .that period.

Alvef a canvass has been made by circular letter sent to all 
member banks, each Federal reserve bank should publish a list of those 
member banks which halve agreed to the arrangement suggested and should 
thereafter agree to receive on deposit at par from all of such banks 
checks oi* drafts- drawn against any banks shown on such list.

YfheneVer additional member banks agree to this arrangement 
the list should be revised so afe to include in the par list all banks . 
entering into this agreement.

Checks or drafts deposited by member banks not on the par 
list should be received for collection and deferred credit only and 
should not be credited to the depositing bank nor charged to the mem
ber banks against which such checks or drafts are drawn until the 
collection lias been actually made.

Pending the establishment in the foregoing manner of a sys
tem of intra-district clearing, Federal reserve banks should not be re
quired to handle checks on banks which are member banks of other Federal 
reserve banks and checks on one Federal reserve bank should not be-re
ceived by other Federal reserve banks except for collection and credit.

As stated, the subject of adjustment of balances as between 
Federal.reserve banks and inter-district clearing will be considered 
by the Board at-a later date.
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Reports of Member Banks to Federal Reserve Banks and the Publi
cation of a Summary by the Federal Reserve Board.

For the purpose of ascertaining the general condition of mem

ber banks in each Federal reserve district, the Federal Reserve 

Board has decided to call for monthly report showing the condition 

of each member bank, which report is to be sent to the head office 

of the Federal reserve bank at the close of business on the last 

Friday of each month. Member banks located in reserve and cen-
i

tral reserve cities will report twice monthly, at the close of 

business on the second and last Friday of each month.

The figures are to be compiled and telegraphed to the Federal 

Reserve Board. A brief summary of the condition of member banks 

in each Federal reserve district and a combined statement of all 

member banks will be published by the Federal Reserve Board not 

later than Saturday of the following week.

The report is not intended to show assets and liabilities in 

detail, as required by the periodical reports made to the Comp

troller of the Currency, but rather to show the changes in the 

principal items, in the condition of member banks. In fact, it 

will serve three-fold purpose.

1. To keep the Federal reserve banks informed as
to the cash and credit condition of member banks.

2. To keep Federal reserve banks informed as to 
encroachments upon reserve requirements.
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180.

QUESTIONAIRE IN REGARD TO BRANCHES OF 

FEDERAL RESERVE BANKS-

1. What should the functions of a branch of a Federal Reserve 

Bank be? For example, should such a branch perform for certain 

specified member banks all the functions of the parent bank, or 

should it be restricted as to its functions?

2. Should certain territory be assigned to a branch bank or 

should member banks be authorised to deal voluntarily either 

with the parent or the branch?

3. Is there a real demand so far as you know for the creation 

of branches in your district* and if so to perform what functions?

4* HOW many Reserve Cities (if any) are there in your district 

which are more than fifteen hours’ rail journey from your Reserve 

Bank?

5. By what percentage would your cost of operation be increased 

by the opening of one or more branches? Ifhat is the minimum force 

with which you could operate a branch?

6* Would any useful purpose be served by establishing, at cities 

upon or near the boundary line of other districts, joint or adjoin

ing branches?
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CONFIDENTIAL

Would it be Wise or proper for Federal Reserve 
Board to Authorize Federal Reserve Banks to Pay 
their Member Banks, say One Percent, or Possibly 
Two Percent Interest on Deposits in Excess of 
Legal Requirements?

FIRST:

Except in Central Reserve Cities, only one-third of 

the reserve deposits have been paid in, and it will be six 

months before another instalment will come in and two and a 

half years before it is all paid in. Even in the end it is 

optional with the member banks whether they shall keep more 

than the Required percentage of their reserves in their own 

vaults or in the vaults of the Federal Reserve Banks.

NOTE; At the end of 36 months the member banks will have the 
option of keeping the following percentages of their demand de
posits in the manner indicated, depending upon their location:

(a) (b) (c) (d) (e)

Member 
Banks 
Locat
ed In

Required 
Minimum 
In Own 
Vaults

Required
Minimum
Federal
Reserve
Bank
Vault§

Reserve 
Which at 
Option of 
Member Bank 
may be Kept 
in Feder
al Reserve 
Bank or in 
Own Vaults

Total of 
(b) and (c)

Total
Reserves

Central) 
Reserve) 
Cities )

6% 5% 12% 18%,

Reserve) 
Cities ) 5% 6% 4% 10% 15%

Country) 
Cities ) 
& Towns)

4% 5% Z% 8% 12%
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SECOND:

It is a recognized fact that cash reserves in 

the hands of the Federal reserve banks can be used ex

pansively two and one-half times for one, whereas the 

ssmeereserves in the vaults of the member banks have not 

that potentiality.

THIRD:
The temper of the American people does not brook 

delay. After a thing has been widely considered the people 

want results. The Federal reserve banks, while endeavoring 

to equip themselves for full operations, find themselves hand

icapped by the fact that for two and one-half years they nust 

compete actively with the banks in Central reserve and reserve 

cities, -which are permitted to hold reserve deposits of other 

national banks and at the same time are permitted to pay in

terest on those deposits. The Federal reserve banks mubt 

therefore either expect the member banks to make sacrifices 

in keeping excess reserves with the Federal reserve banljs or 

must operate only in a limited way until the remaining re- . 

serves shall have been paid in.

FOURTH:

One of the principal and very natural reasons for 

opposition to the introduction of a general clearing plan is 

the fact that country banks may now collect their city items
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through thoir city correspondents and, while having 

this service rendered for them free, are given the 

benefit of counting as reserves the deposits in the 

hands of city correspondents and besides being given 

at least two percent interest on their balances*

City correspondents are, in many cases, giving country 

banks the benefit of immediate credit on items received 

and deferred debit for items collected. In other words, 

the city correspondent is in many cases carrying the 

"float", besides giving the country bank interest on 

its deposits and at the same time acting as collection 

agency.

FIFTH:

It must be admitted that the immediate charge 

against member banks* reserve deposits of items even 

though endorsed by the depositing member banks, in

volves some risk to the Federal reserve bank, because 

the aggregate of items so charged, as experience has 

already shown, sometimes considerably exceed the re

serve deposit of tho bank against whom drawn. The 

risk on this account will, however, greatly diminish 

when the bucceeding installments of reserve deposits 

have been made* The difficulty is that in the next 

six months the risk may be considerable. The ques

tion therefore arises, how can Federal reserve banks 

create an insurance fund by securing excess reserves
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from member banks in the face of the fact that national 

banks in Central reserve and reserve cities are able to 

offer inducements already referred to?

SIXTH:

It is likely that two or three of the FBderal 

reserve banks will, in the next six months, be obliged 

to rediscount a considerable amount of commercial paper 

with other Federal reserve banks and will have to pay 

for this rediscounting privilege four percent or more.

Might it not be better for the Federal reserve bank to 

exhaust the resources of its own District before going 

outside9 In other words, might not the Bank of Atlanta
f

more wisely pay one, or even two percent for balances of 

member banks in excess of legal reserves than to pay New 

York, Philadelphia or Chicago four percent?

It may be argued that these reserves will dim

inish the resources of the member banks, but it may be 

truly answered that it will not diminish those resources, 

for the reason that the reserves of member banks in the 

hands of the Federal reserve bank of the district will be 

more effective than if they remained in the vaults of the 

banks of Central reserve and reserve cities.

287
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SEVENTH:

It may be 3aid - and in this the writer 

concurs - that the practice of paying interest on 

checking deposits is mischievous. It will be remem

bered that, in its original form, the Federal Reserve 

Act contemplated forbidding the payment of interest on 

active deposits, either by the Federal Reserve Bank or 

by member banks; but this provision was stricken out 

of the Act. Why, it may be inquired, should the Fed

eral Reserve Board authorize the Federal Reserve Banks 

to initiate a practice which it considers vicious,

3imply becau.se the law does not prohibit it or because 

it does r.ot deny member banks the privilege? The 

answer is that the most effective way of stopping a 

practice of this kind by the member banks is by authoriz

ing the Federal Reserve Banks to do it. When the Federal 

Reserve Banks have been put in position to meet the com

petition of the member banks in this practice their bonds 

have been greatly strengthened,and the chances are that 

at the end of two oh three years the Board ca*n look 

forward to the likelyhood of abolishing or greatly re

stricting this pernicious practice, although in saying 

this, it is admitted that the number of state banks 

remaining outside the system and the influence which they 

will have on the situation will have a very important 

bearing on the final outcome.

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



EX-OFFICIO MEMBERS

WILLIAM G. McADOO
s e & M M V  of the  Treasury  

..̂ Chairm an

JOHN SKELTON WILLIAMS
Co m ptroller  of the currency

W. P, 6. HARDING. GOVERNOR 
PAUL M. WARBURG. VICE Governor  
FREDERIC A. DELANO 
ADOLPH C. MILLER 
CHARLES S. HAMLIN

FEDERAL RESERVE BOARD H. PARKER WILLIS. SECRETARY 
SHERMAN P. ALLEN. ASST. SECRETARY 

and  F is c a l  Aqent

W A SH IN G T O N a d d r e s s  r e p l y  t o

FEDERAL RESERVE BOARD

March 19, 1915.

S I R  :

The Federal Reserve Board, shortly after it was 

organized, authorized the printing and engraving of two 

hundred and fifty millions of Federal Reserve notes. A 

few weeks ago it was decided, in view of the retirement 

of almost all of the "Aldrich-Vreeland"currency, to in

crease the stock on hand of Federal Reserve notes to five 

hundred millions, which is the amount of notes formerly 

kept on hand of "Aldrich-Vreeland" currency. The ques

tion has now arisen as to where this stock cf notes 

should be kept on hand. Eight of the Federal Reserve 

Banks are near enough to ’Washington so that, with a stock 

of notes on hand in Washington, they could be supplied on 

comparatively short notice, say twenty-four to thirty- 

six hours at the outside. With respect to four of the 

banks, Minneapolis, Kansas City, Dallas and St. Louis, 

there is a more difficult problem.

A committee of the Board on Issue and Redemption has 

been studying this matter and reported in favor of keeping on
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hand a stock of 20 per cent of the total supply at 

the nearest subtreasury, a method which is authorized 

in the Federal Reserve Act, but some serious difficul

ties have developed in carrying out this plan*

Kvery time the notes change hands they have 

to be counted and a receipt taken; for if a receipt is 

taken for packages without ooun-ing the contents, it is 

of little or no value- The Comptroller of the Currency 

is not disposed to allow a large supply of notes to be 

kept for emergency purposes in various subtreasuries of 

the country with no check upon them and no receipt re

leasing him fully, because, under such a method, at some 

future time (it might be as much as five Or ten years 

hence) it might be found that seme sealed packages did 

not "tally up"- By the same token the subtreasuries 

are undisposed to accept packages of money and give re^ 

ceipts therefor without counting their contents, espe*

, cially if they a~e expected to carry this emergency 

•supply an indefinite period, subject to call by the 

Federal Reserve Banks.

2

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



Under all the circumstances the following plan is 

suggested for the consideration of the Federal Reserve 

Agents:

First: The appended table shows the total of notes 

which have been or are to be printed for each Federal Re

serve Bank at present, it is proposed that the major part 

of this supply shall be held at Washington, subject to call, 

but it is thought, especially i.i the case of the more dis

tant banks, that an emergency supply near at hand is desirable

The Committee on Issue and Redemption has felt that in 

the case of San Francisco a supply of 40 per cent should be 

kept on hand in San Francisco and in the case of some of the 

other reserve banks SO per cent at the most should be kept.

In the case of the banks near Washington the entire supply 

could be held at Washington.

Second :'There a bank considers that it should have a 

supply of notes for emergency purposes, it is suggested 

that some representative of the bank shall be appointed and 

sent to 7/ashington to supervise the counting of the notes in
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Washingtpn. This representative, after each package of 

notes is made Up, shall affix his seal to the package in 

addition to the seal of the Comptroller’s office. It is 

proposed that this counting shall be done at the Bureau 

of Engraving and Printing fy employees of the Bureau of 

Engraving and Printing ( oi else at the Comptroller’s of

fice) under the supervision of the Division of Issue of 

the Comptroller’s office and the representative appointed 

by the Federal Reserve Bank.

In this connection, it mignt be desirable that the 

Federal Reserve Banks should unite in the selection of 

a joint representative.

Third: It is proposed that the Federal Reserve

Banks desiring this emergency supply shall make their own 

arrangements for storage anti safekeeping of this supply 

and have the notes shipped direct from tne Bureau of En

graving and Printing in Washington to the place where the 

notes are to be kept, the idea being that this might be 

the subtreasury, or some ov.her adequate and proper vault
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space. In the judgment of the Committee of the Federal 

Reserve Board these packages of money, under joint seal 

as above described, should be sc safeguarded that they 

can be withdrawn only on the joint authority of two dr 

three officers, of which the Federal Reserve Agent or 

the Deputy Federal Reserve Agent should oe one and with 

the further safeguard of telegraphic authority of the 

Federal Reserve Board in Washington.

The above plans are submitted to you for your con

sideration and I shall be glad to hear from you at as early 

a date as possible;

Yours truly,

For the Committee of the Federal 
Reserve Board on Issue & Redemption.
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RESOLUTION OF THE FEDERAL RESERVE ECARD 
Agreed to at a Meeting Held

Monday, March 22, 1915.

WHEREAS, The framers of the Federal Reserve Act had in con
templation the establishment of. a co-ordinated system of banking in 
the United States under effective Governmental supervision, and

WHEREaS, It is the opinion of the Federal Reserve Board that 
the interests of the Government, the banks and the public will be 
best served, and the success, of the system beht assured by a member
ship which will include as many as possible of the banks made eli
gible under the terms of the Act, and

WHEREAS, In order to equalize the powers of the State and 
national banks as members of the System, the provisions of the Act 
extend to State banks and trust companies the privilege of member
ship, when not in contravention of State laws, and empower the 
Federal Reserve Board to extend the powers of national banks by 
granting such banks permission to act as trustee, executor, admin
istrator, and registrar of stocks and bonds, when not in contra
vention of State laws, and

WHEREAS, It appears from an examination and analysis of the laws 
of the several States that banks created and organized under the 
laws of certain States cannot become members, and the right to 
exercise the powers of trustee, executor, administrator, etc.,
.cannot be extended to national banks in certain States by reason of 
the laws of such States;

NOW, THEREFORE, BE IT RESOLVED, That the Federal Reserve Board 
is in entire sympathy and accord with the efforts of those who 
are advocating legislation designed to remove such restrictions and 
to make possible the perfection of a system of banking which will 
uniformly serve the interests of the public in all of the Federal 
reserve districts.
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187.

Released for use Tuesday morning March 23, 1915«

STATEMENT FOR THE PRESS.

March 22, 1915*

The Federal Reserve Board has.upon petition of banks in that 

vicinity, designated the City of Nashville, Term,, as a reserve city* 

The population of Nashville according to the census of 1910 was 

110,364*

The action taken we.s recommended by the Federal Reserve Agent at 

Atlanta, Georgia.

The combined deposits of the six (6) National banks in Nashville 

is stated in the petition as ^20,077,907*

The Board has adopted the following requirements as necessary be

fore consideration will hereafter be given to the designation of any 

city as a reserve city:

A population of at least 50,000; combined capital and sur
plus of national banks in the applying city of not less than 
v3,000,000, with deposits of not less than ylO,000,000; endorse
ment of the application by at least fifty (50) national banks 
located outside of the applying city who will state that they 
are carrying or intend to carry upon such designation, accounts 
with a national bank in the applying city. Applications will 
be referred for report and recommendation to the Federal reserve 
bank of the district in which the applying city is 1 cate4>%whose 
chairman shall certify the names of the national banks endors
ing the application.
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Tentative Circular No__
" ' SerTes 1915*

FggfiRAL RESERVE BOARD " * 2 ! 7 G

Washington, D.C*May 5,1915*

A coordinated banking system, embracing in its. membership State 

institutions as well as National banks, is the aim of the Federal Reserve 
System*

ihere can he but one American credit system cf nation-wide extent, 

and it cannot attain its fullest potentialities if it rests upon an 

incomplete foundation* and fails to include the greater part of the strong 

and well managed banks of the country, whether large or small.

In the development of the new banking system* far-sighted and 

unselfish cooperation is expected of the banking community, and it seems 

clear that some basis can be found for harmonizing differences of interest 

or advantage existing among the National banks, State banks or trust com

panies, so far, at any rate, as may be necessary tc secure the effective 

coordination of these different types of banking institutions in the 

Federal Reserve Syst^i,

Appreciating fully that the strength of the- Federal Reserve System 

is tc be gauged by the quality of its members, rather than by their number, 

the Federal Reserve Board is prepared to use all the broad discretionary 

powers vestedi in itwby the Federal Reserve Act tc bring about this coordina

tion, The Board has sought, in the regulations governing the admission of 

State banks and trust companies hereto appended, first, to establish only 

such reasonable standards of admission as will be generally recognized as 

necessary to protect the Federal Reserve System against the admission of 

banks which would be a source of weakness rather than of strength, and, 

second, to prescribe only such regulations governing their conduct as will 

insure a reasonable conformity to fundamental principles deemed essential 

to the success of the new banking system*
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Membership in the Federal 'Reserve System carries. with it privi

leges anu. guaranties of great value, not only to the banks themselves, but to 

their customers as It may be confidently expected, provided the stan

dard for admission be kept sufficiently high, that with the further develop

ment of the system and the 'fuller appreciation by the public of its meaning 

and value, membership in the system will come to be regarded as a test of 

banking soliuity, and that the access afforded by membership, to the facilities 

and resources of the system, will add to the prestige of even the strongest 

institutions; so that in time the public in differentiating the banking in

stitutions of the country will, instead of drawing the distinction as in the 

past between "National banks'" and "State banks", rather make the distinction 

between the banks which belong to the Federal Reserve System and the banks 

which do not, and ultimately recognize but two classes of banks: 'MEMBER BANKS" 

and "NON-MEMBER BANKS".

The Board realizes, however, that membership in the system also 

carries with it of necessity obligations and responsibilities as w-rll as 

privileges and safeguards. The National banks are now, and perhaps will be 

always, the mainstay of the system: their membership is compulsory, the lav;

having left them no option as to .whether they would or would not avail them- 

• selves of membership. The main responsibility of the system is theirs and 

they are therefore fairly entitled to expect that membership of non-national 

banks shall bring into the system only such institutions as can give sub

stantial promise of being able to share the responsibilities as well as the 

privileges pertaining to membership.

The Reserve Act, in Section 9, imposes certain fundamental conditions 

governing the membership of State banks in the Federal Reserve System, and 

prescribes that banks not organized-under Federal law must comply with the

2T(_
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capital ana reserve requirements applying to National banks, and must co**- 

form to the provisions of lav/ imposed up on National banks respecting tue 

limitation of liability which, may be incurred by any person, firrfi or cor

poration to such banks, and of transactions permitted with its directors, 

the prohibition against purchases of or loans upon stocks of such banks, 

and the withdrawal or impairment of capital, the payment of unearned divi

dends, and to such rules as the Federal Reserve Board may prescribe.

With respect to loans on real estate or mortgages, the Board1 . V  not 

disposed to assume as a matter of principle, either the authority or the 

duty to impose restrictions of a char&cter calculated to embarass State 

banks in applying for membership, or to impair their usefulness in a field 

which has been well developed. It has endeavored in the regulations merely 

to provide a reasonable limitation, so that loans or investments of this 

character shall not be so excessive in amount as to endanger the liquid 

condition of a bank.

Within the limits thus described, it will be the policy of the 

Board to determine the eligibility of State banks for membership in the 

Federal Reserve System by means of examination. Since admission to the 

system will be looked upon as an evidence cf the bank's strength, examina

tions for admission must disclose clearly the condition of an applying bank 

and the character of its management. These examinations must, therefore, be 

thorough and effective, and be under the direction of the Federal Reserve Board, 

but the Board will endeavor to avoid any unnecessary additional expense to the 

banks by dispensing with separate and independent examinations so far as possible 

and by adopting a method of joint or supplementary examination in conjunction 

with State banking authorities. The Board plans to draw freely upon the examiners 

and auditors in the employ of the respective Reserve Banks and to use their 

services .or the purpose of thus supplementing examinations conducted by 

the banking departments of the several states. It is hoped,
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therefore, that in passing upon applications for membership, -the Board 

and the several Federal Reserve Banks will have the cooperation of State 

banking authorities, so that every qualified applying bank ir.ay be admit

ted to membership, and all not qualified be excluded.

Membership of State banking institutions in the Federal Reserve 

System being optional, the Board appreciates that those charged with the 

management -of these institutions might not feel authorized to enter a sys 

tern which by regulation might restrict the scope of their operations un

less a definite assurance were given them of their right to terminate 

their membership if at any time they should feel it to their advantage 

to do so. The Board does not apprehend any such development; indeed, 

it expects that as the system deveJ.ops membership therein will carry 

with it guaranties of safety and security which will be of inestimable 

value. At the same time it recognizes the responsibilities of those 

entrusted with the management of the State institutions and has, there

fore, in the appended regulation, clearly defined the conditions upon 

which any State institution may withdraw from membership. The Board 

has taken legal advice from competent sources and has received ample 

assurances as to its legal powers in this matter.. At the same time, 

the Board has- taken the precaution of fixing the aggregate amount 

that may be withdrawn within any one year so as to fully protect the 

system in this respect.

Governor.

Secretary
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Tentative Regulation No. 
Series of' 1915 .

F E D E R A L  R E S E R V E B O A R D

V/ashington

state banks and trust companies as members of the federal reserve system*

Statutory Requirements,

The Federal Reserve Act provides:

Section 9. Any bank incorporatv?d by special lav/ of 
any State, or organized under the general lav/s of any 
State or of the United States, may make application to 
the reserve bank organization committee, pending organi
zation, and thereafter to the Federal Reserve Board 
for the right to subscribe to the stock of the Federal 
reserve bank organized or to be organized within the 
Federal reserve district where the applicant is located.
The organization committee or the Federal Reserve Board, 
under such rules and regulations as it may prescribe, 
subject to the provisions of this section, may permit the 
applying bank to become a stockholder in the Federal reserv 
bank of the district in which the applying bank is lo
cated, Whenever the -.organization committee or the Fed- 
eral Reserve Board shall permit the applying bank to 
become a stockholder in the Federal reserve bank of the 
district, stock shall be issued and paid for under the 
rules and regulations in this Act provided for national 
banks which become stockholders in Federal Reserve banks.

The organization committee or the Federal Reserve 
Bourd shall establish by-lav/s for the general govern
ment of its conduct in acting upon applications made by 
the State banks and banking associations and t'rust 
companies for stock ov/nership in Federal reserve banks.
Such by-laws shall require applying banks not organized 
under Federal law to comply with the reserve and capi
tal requirements and to submit to the examination and 
regulations prescribed by the organization committee 
or by the Federal Reserve Board.

No applying bank shall be admitted to membership in 
a Federal reserve bank unless it possesses a paid-up 
unimpaired capital sufficient to entitle it to become 
a national banking association in the place where it is 
situated, under the provisions of the National Bank 
Act ♦
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Any bank be commg a member of a Federal reserve 
bank under the provisions of this section., shall, in 
addition to the regulations and restrictions herein
before provided, be required to conform to the pro
visions of law imposed on the national banks respect
ing the limitation of liability which may be incurred by 
any person, firm or corporation to such banks, the pro
hibition against ranking purchase of or loans on stock 
of such banks, and the withdrawal or impairment of cap
ital, or the payment of unearned dividends, and to such 
rules and regulations as the Federal Reserve Board may, . 
in pursuance thereof, prescribe-,

Such banks, and the officers, agents, and em
ployees thereof, shall also be subject to the pro
visions of and to the penalties prescribed by sections 
fifty-one hundred and ninety-eight, fifty-two hundred, 
fifty-two hundred and one, and fifty-two hundred ard 
eight, and fifty-two hundred and nine of the Revised 
Statutes, The member banks shall also be required to 
make reports of the conditions and of the payments of 
dividends to the Comptroller, as provided in sections 
fifty-two hundred and eleven and fifty-two hundred ana 
twelve of the Revised Statutes, and shall be subject 
to the penalties prescribed by section fifty-two hun
dred and thirteen for the failure to make such report.

If at any time it shall appear to the Federal 
Reserve.Board that a member bank has failed to com
ply with the provisions of this section or the regu
lations of the Federal Reserve Board, it shall be 
within the power of the said board, after hearing, to 
require such bank to surrender its stock in the Fed
eral reserve bank; upon such surrender the Federal re
serve bank shall pay the cash-pe id subscriptions to 
the said stock, with interest at the rate of one-half 
of one per centum per month, computed from the last 
dividend, if earned, not to emceed the bock value 
thereof, less any liability to said Federal reserve 
bank, except the subscription liability not previously 
called, which shall be canceled, and said Federal 
reserve bank shall, upon notice, from the Federal Re-
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serve Boaivi, be required to suspend said bank from further 
privileges of membership, and shall within thirty days of 
such notice cancel and retire its stock and payment there
for in the manner heroin provided. The Federal Reserve 
Boaxd may restore membership upon due proof of compliance 
./ith tne conditions imposed by this section.

Section 19. If a state bank or trust company is re
quired by the law of its State to keep its reserves either 
in its own vaults or with another State bank or trust com
pany, such reserve;: deposits so kept in such State bank or 
rust company shall be construed, within the meaning of this 
section, as if they were reserve deposits in a national bank 
m  a reserve or central reserve city for a period of three 
years after the Secretary of-the Treasury shall have official
ly announced the establishment of a Federal reserve bank in 
the district in which such State bank cr trust company is 
situate,^ Except as thus provided, no member bank shall keep 
on deposit with any non-member bank a sum in excess of ten 
per centum of its own paid-up capital and surplus. No member 
bank shall act as the medium or agent of a non-member bank 
in applying for or receiving discounts from a Federal reserve 
bank under the provisions of this Act except by permission 
of the Federal Reserve Board,

Section 21. The Comptroller of the Currency, with the 
approval of the Secretary of the Treasury,' shall appoint ex
aminers who shall examine every member bank at least twice 
in each calendar year and of toiler if considered necessary;

PROVIDED, however, That the Federal Reserve Board may 
authorize examination by the State authorities to be accepted 
in the case of State banks and trust companies and may at any 
time direct the holding o-f a special examination of State Banks 
or trust companies that are stockholders in any Federal reserve 
bank,
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BAI3KS BLIGIBL5 TO hBLlBEHSHIP

A State bank or a Trust company to be eligible for member

ship in the Federal Reserve System must comply with the foilhaz

ing conditions:

(1) It must have been incorporated under a special or

general lav/ of the State in which It is located or of the «

States (District of Columbia) •

(2) It mast have an unimpaired capital stock as follows;

In cities or towns of less than 3000 inhabitants,

$25,000;

In cities or towns of more than 3,000 but less than 

6000 inhabitants, $50,000;

In cities of more than 50,000 inhabitants $200,000,

(3) They must agree to comply specifically v/ith the 

requirements of the provisions of Sections 9, 19, and 21 of 

the Federal Reserve Act.

APPLICATIONS FOR >

Every State bank or Trust company which shall-desire 

to become a member of the Federal reserve system, shall make
\
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application on Form____ to the Federal Reserve Agent of its

district for an amount of capital stock in the Federal Re

serve Bank of such district equal to six per centum of the 

unimpaired capital stock and surplus of such abate bank or 

trust company. Such application shall state that it is 

made in accordance with a vote of its board of directors,

 ̂and shall be accompanied by a statement of the conditions 

of the applying bank certified by an examiner to be approved 

or designated by the Federal Reserve Board,

Upon receiving the aforesaid application and statement 

from any State bank or trust company within its district, the 

Federal Reserve Agent shall submil the same to the counsel of 

such Federal Reserve Bank, who shall certify that in his opin

ion membership in the Federal reserve system is not in con

travention of the laws of the State or; District in which the 

said bank or trust company shall be located. The application 

and certificate of counsel shall thereupon be submitted to a 

committee of nn.ot less than three members of the Board of 

Directors of the Federal Reserve Bank. The said committee 

shall examine the application and if it shall find that 

the applying bank has complied with the provisions of this 

regulation, and is in compliance with the State lo#£, it shall
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285
transmit the same to the Federal Reserve Board with its 

recommendations *

APPROVAL OF APPLICATION.

In passing, upon applications of State banks and Trust 

companies for * membership in the Federal reserve system, the 

following considerations will be taken into account*

(1) Whether the assets of the applying bank or trust 

company are of such a nature as to entitle it to be con

sidered a commercial banking institution in a liquid con

dition*

(2) Whether the charter provisions and the nature of 

the powers exercised by the said bank or trust company are 

or are not consistent with the proper conduct of the busi

ness of commercial banking*

(3) Whether or not the statutes of the State or Dis

trict in which the applying bank or trust company is located, 

do or do not contain provisions likely to interfere with the 

proper regulation and supervision of member banks.

Whenever in the judgment of the Federal Reserve 

Board an applying bank or trust company fully complies with 

the requirements thus indicated, the said Board will issue
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a certificate of approval of the application, and there
upon the applying bank shall subscribe and pay in its cap

ital stock to the Federal reserve bank of the district in 

accordance with the conditions provided for member banks.

POWERS AND RESTRICTIONS.

Every State bank or Trust company which shall 

be admitted to membership in the Federal 'reserve system,, 

shall conform to the following requirements:

(1) It shall observe all those requirements of the 

law to which State banks and Trust companies which have 

become member banks are subject.

(2) It shall conform to at least as high a standard 

of commercial banking as controlled it at the time of its 

admission to the system; with such improvements and changes 

in its banking practice as may have been specifically re

quired of it by the Federal Reserve Board as a condition of 

the admission,

(3) It shall not engage in loans on real estate or 

mortgages of a character or to an extent which will impair 

its liquid condition, and it shall carry in its investments 

liquid loans eligible for rediscount with the Federal re

serve bank to an amount not less than its paid in capital 

and surplus.

- 7 -

£86
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(4) If in any case such an applying institution haa loans 

secured by its own stocks or loans to one person, firm or 

corporation aggregating more than 10f> of its capital and 

surplus, it shall adjust such loans to confirm with the re

quirements of the National Bank Act, the same to be done 

within-a reasonable time to be determined by the Federal Re

serve Board.

Except as herein specifically provided, every State 

bank or trust company becoming a member of the Federal Re

serve system, shall continue to retain its full rights as a 

State bank and shall be entitled to exercise all functions 

permitted by its charter.

Any State Bank or Trust Company which is a member, 

shall have the right withdrawal and may withdraw by giving 

ninety days' written notice of its intention so to do, to the 

Federal Reserve Bank of the District in which said Bank or 

Trust Company is located. At the expiration of said ninety 

days, such member shall surrender all of its holdings of cap

ital stock and it shall be released from its stock 

subscriptions not previously called. Such shares shall 

be canceled and the member 3hall receive therefor a 

sum equal to its cash paid subscriptions on the shares
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surrendered, and-one-half of one per centum a month from the 

period >>of the last dividend, not' to exceed book value thereof, 

less any liability of such member to the Federal Reserve Bank; 

said payments to be made tv/enty-five per centum (25%) on the 

expiration of the ninety days' written notice aforesaid, 

twenty-five per centum (25$) in ninety days, twenty-five per 

centum (25$) in one hundred eighty days, and twenty-five per 

centum (25$) in two hundred seventy days after the said first 

payment; provided, however, that the said Federal Reserve 

Bank:, may have the right and option to make the entire payment 

at any time after the surrender of such stock, provided further, 

that no Federal Reserve Bank shall be required, in dealing with 

the voluntary withdrawal of State banks and trust companies, to 

cancel any stock offered for the purpose of effecting a voluntary 

withdrawal if such Federal Reserve Bank has previously canceled 

within the same year ten per centum of its capital stock under 

the provisions of this regulation- Applications for the volun

tary withdrawal shall be dealt with consecutively in the order 

as they shall be filed. In the case of such voluntary with

drawal of a member bank, the reserve balance kept by it under 

the provisions of lav/ with its Federal Reserve Bank shall be 

transferred to the said liquidation account and shall be
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paia off in the same proportions and at the same dates as the 

repayments of balance- due on liquidation account with res

pect to capital stock,

EX/KINATICFS.

In the matter of examinations of State banks, the Fed

eral Reserve Board expects to cooperate with State authorities 

in making their examinations and avoid, if possible, dupli

cation of this work. It is proposed to accept the examina

tions made by States wherever these are found to be thorough 

and complete and of the same standard as the National bank 

examination, or else to appoint a representative of the 

Board or of the Reserve Bank of the District to act with 

the State examination staff, and in that way enable the 

Board to accept with confidence the report of the State 

examiners,

FUTURE REGULATIONS.

The Federal Reserve Board reserves the right to make 

such amendments and adopt and publish, from time to time, 

such further regulations as it may deem necessary.

CHARLES S. HAMLIN,

Governor.

H, PARKER VriLLIS,
Secretary,

5/6/15.
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national banks actfng as

&CTTOR, TRUSTEE, REGISTRAR, ETC.

Regulation H - Subdivision 5 - Examinations,

1 - Examiners appbinted by the Comptroller of the Currency
or designated by the Federal Reserve Board will here
after be instructed to make thorough and complete audits 
of the cash securities, accounts, and investments of the. 
trust department of every bank at the same tine that ex
amination is mad© of the banking department.

2 - Regulations provide - that

a - Every National Bank permitted tc act under this 
section shall establish a separate Trust Depart
ment, and shall place such department under the 
management of an officer or officers, whose duties 
shall be prescribed by the beard of directors of 
the bank.

b - The funds, securities and investments in each trust, 
shall be separate and distinct from the general funds.
1 - Apart and distinct one from another.
2 - Ledgers and books with.trust department records

shall be entirely separate and apart from the ether 
bocks and records of the Bank -

192. v

r

Trustee - Personal Trusts

National Banks must account for 
a - All securities received
b - Funds received, invested and distributed 
c - Income received and distributed.

It may be necessary to examine the trusti deed to ascertain 
the powers of National Banks in making distribution of invest
ment funds.

Investment of Trust Funds

a - Nay be provided for in the trust instrument it
self

b - State law may specify the securities In which 
' trust funds should be invested.
c - The trust instrument may leave the investment of 

funds to the judgment of the trustee, 
d - All securities purchased by the trustee should be 

listed by the examiner and comments made as to the' 
character of the investments which are purchased.
It would be '.veil in this connection to have a com-
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EJittee Of directors designated to act as a 
committee cat trust funds. All trust funds 
should be kept invested in order to net a 
reasonable return*

All secui*ities, mortgagee and real estate owned 
by or purchased for trust estates should be held 
or registered in the name of the National bank 
as trustee or exenutor or guardian as tne case 
may be in order that the securities may not be 
be confused with those owned by the institution 
itself.

Records -

Securities held for each Trust shoulube kept in separate en
velopes. Records should be kept in a Personal Trust book of all 
funds and securities received at the time each trust is undertaken, 
and all subsequent transactions should be listed in detail. The 
record should also give a short digest of the powers granted by 
the Trust in order that ready reference may be mad®.

Sue cut or or ..dmjnistrator ~

Retailed record should be kept of securities and funds re
ceived, of deposit of funds, investments made, whether under 
authority of law or by direction of the Court. The examination 
Of records should be similar to that of personal trusts.

Escrows -

Securities held under escrow agreements should be checked 
and accounted for.

Corporation Accounts - Trustee of Bond Issue - Registrar of 
Bond Issue -

Often ti-■ injtitutJon acts ae trafter ..rd rc&ictrt.v if
transfer agjnt of bond icouo, The* institution should have in
its possession the original norL.go or trust indenture, and cc.ro 
should bo taken to ooo that it has boon duly admitted to record 
in the proper court.

Records should show what properties the trust deeds cover, 
and whether a mortgage is an open or closed one. If a cold&t- 
eral trust mortgage, the underlying trust securities should be 
accounted for. The trust deed should be examined to see if the 
bank is acting within its powers.

Sinking Fund Provision -

Securities held for sinking funds should be checked and 
accounted for. In case of a discrepancy a statement should 
be sent to the corporation for comparison. The examiner should 
insist upon proper records being kept in order to facilitate 
the examination.
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Registrar of Stock Issues -
It will be ■necessary for the examiner ttf see -

1 - That proper records are Kept' of all stock regis
tered by the bank

2 - That proper care is exercised in the issue of new
stock

3 — That no new stock ie registered unless the old can
celled stock certificates are exhibited to the 
Registrar.

Securities held for Safe Keeping -

Millions of dollars of securities are held by National 
Banks for account of and subject to instructions of customers. 
These securities should be checked in the same manner as per
sonal trusts.

a - Bank records should show the securities the bank 
is holding and for which account -

These accounts should be carefully checked and verified 
at least once each year.

Examination »f a Trust Department of a National Bank -

The examination of a Trust Department is generally similar 
to that of a regular bank examination. The safes containing 
the securities should be sealed - Cash and all other accounts 
should be verified. Securities held for personal trusts, es.- 
tates, under escrow agreement or for safe keeping,' should be 
counted and compared with records - Minutes of meeting of 
Trust Investment Committee or of the Board of Directors .vith 
respect to the investment of Trust Funds should be react -

In examination of Corporate Bond issues - all bonds re
ceived, delivered and cancelled should be accounted for - 
Underlying securities and collateral should be counted and 
compared with records -
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Suggestion l^r Torn -

BALANCE SHEET

293

Assets -

Investments - Per&onai Trusts 

Cash on hand

Cash on deposit - own bank

Cash on deposit - other institutions

Other assets

Total

SINKING' FUND 

Investments :

Cash for account :

Liabilities -

Trust Estates

Principal Accounts 

Income Accounts 

Advance to Trusts 

Other Liabilities

Sinking Fund

Total

Total

Total

Sworn Statement of Condition -

On this ______ _____ ____ day of ______________191 ,
personally appeared __________;______ _____ Trust Officer of the
_____ ______ __________ __National 3ank of _______
and made oath, that, to the best of his knowledge and belief, the 
foregoing statement includes every asset and liability of the trust 
department of said bank, ana is true and correct in all respects.
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Suggestions  fo r  Forms Separate  Form

BALANCE SHEET - (More complete form)

Resources :

Investments, U „ S. Bonds

Municipal and Stats Bonds 

Railroad Bonds 

Miscellaneous Securities 

Real Estate Owned 

Real Estate 1st. Mortgages 

Loans - Collateral 

Unsecured 

Cash on hand

Cash cn deposit with Bank 

" " " " ether institutions

Sinking Fund Investments 

Other Assets
Total

Liabilities

Trust Accounts

Principal Account 

Income Account 

Sinking Fund

Other liabilities Total
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Schedule -
6
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descriptions of Security 

Hate

Par Value 

Book Value

Heal Estate - If-subject to prior lien - State amount -

ITote *• If investments are unusual ascertain from 
trust agreement what classes of investment 
it authorizes.

trust departisnt

Personal Trusts

I. What officers have been designated by the Board of 
Directors to act as trtfst officers?

II. What officers and employees having access tp vaults 
or safes where trust securities are kept? III. IV. V. VI.

III. Has the Board of Directors appointed a committee on 
investment of Trust Funds?

Names of members.

IV. Are all new investments and investment changes re
ported to and approved by the Board of Directors?

V. What is the general character of the investment made?

VI. Are securities checked from time to time?

ihvestmehts pehsos.il thdsts

Schedule -

personal trusts

Number of Trust

Name

Principal

Investments

Cash

Income

Remarks
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Schedule -

CORPORATE TRUSTS

Description Bond 
Rate
Maturity

Bonds - certified

Uncertified

Cancelled

Total received from issuing corporations 

Collateral Security if any

TRUST DEPARTMENT 

Corporate Trusts, Etc.

1. Were corporate trust indentures approved By 
Counsel for tank, "before acceptance?

2; Were all Bonds, stocks and underlying securi
ties counted and compared with records?

Registrar of Stock Issues.
1. Are proper records kept *f all stock regis

tered by the bank?
2, Is proper care ezercised in the issue of new 

stock?

3/31/15
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mcoFAiromiFOR dr, wxllis

Referring to the attached me a: c-rand urn 
you herewith an outline of the pcipts which it 
to have considered in the examination of trust 
national banks, and also suggestions as tc the

I beg to hand 
would be well 
departments cf 
forms to be used.

The Banking Department of the State of New York in 
its examination of trust departments uses no special forms.
At the Conclusion of the examination which is a thorough'one, 
examiner reports simply that the "trust department has been 
examined and thensecurities on hand have been found to agree 
with the records, and he attaches thereto a memorandum of 
criticisms and suggestions.

On the other hand the State, cf Massachusetts audits 
trust departments and use a very complete set of forms. A 
set of these forms as on file in the Division of Audit and 
Examination and will be available at any time.

Respectfully,

J. A. BRODERICK

Dated, March 11, 1915.

Approved by

FEDERAL RESERVE BOARD'
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C.QIFID5NTIAL A p r i l  5. 1015, 195.

Circular No. 
Series 1915.

F E D E R A L  R E S E R V E  B O A R D .

Demission granted under Section 11. Sub-Section K, of the Federal 
Reserve Act for National Banks to act. as trustee, executor, 

administrator, and registrar of stocks and bonds.

To Federal Reserve Agents;

In order that the. powers of national and State banks and 
trust companies as members of the Federal Reserve System may be equal
ized as far as possible, the 8̂oard desires to grant to national banks 
applying therefor, when not in contravention of State or local laws, 
permission to act as trustee, executor, adraiais'crator, and registrar 
of stocks and bonds. In acting On applications, Rpwever, for such 
permits, it is necessary that the Board should take into consideration

First? ‘Whether or not the exercise of these powers, or any 
of these powers, will be in contravention pf State or local law.

Second:Whether the applying bank is in proper condition and 
is equipped to handle this cl^ss of business, and. whether a per
mit will, under the circumstances, prove pf benefit to such bank.

In order to pass upon the question of whether or not action 
under the permit will contravene jtat| or local laws, the Board has 
requested Counsel for the various Federal reserve banks to analyze 
the laws of the States in the several districts and file his opinion 
with the Board. In view of the lack of uniformity in the laws of the 
several States it is difficult, if not impossible, to prescribe any 
fixed rules by which this question may be determined. Inasmuch as Na
tional banks are incorporated under Federal lav/, the statutes of the 
various States necessarily have a very limited application, but in 
this instance Congress has expressly provided that State laws shall 
not be contravened, just as it did in the case of usury laws of the 
several States.

There are probably no States whose statutes in terms pro
hibit National banks from exercising these powers, and few which ex
pressly authorize their exercise. The question under consideration, 
therefore, cannot be determined by ascertaining Sierely whether a 
State law specifically prohibits or specifically authorizes National 
banks to act as provided by Section 11 (k). Nor is it within the 
province of the Federal Reserve Board to pass upon the constitution
ality of this section. In general, the Board will grant permits in 
accordance with this section where the exercise of the powers granted 
dos s not contravene the general policy of the State laws as indicated
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by the statutes dealing with banking institutions 
and other corporations, and will refuse permits in 
those cases where such exercise would be clearly in 
contravention of the general policy of such State 
laws •

In determining the second question, that is - 
whether or not, in a given case the granting of the per- 
mit will prove to the best interest of the applying 
bank, the Board must necessarily take into considera- 
tion the particular circumstances in each instance* 
Banks having small capital and surplus should, there** 
fore, be requested to indicate the nature and extent 
of the business it contemplates undertaking* Its 
equipment and the efficiency of its organization must 
of necessity be taken into consideration in determin
ing the general character of the estates to be admin
istered.

While the Board does not desire to promulgate 
at this time any fixed rules as to the proportion that 
the capital and surplus cf the'applying bank should 
bear to the size of the estates to be handled, it is 
at once manifest that small institutions should not 
undertake to administer estates which will require a 
larger and more efficient trust department than such 
banks will be justified in establishing* Before mak
ing any reconmendation, therefore, to the Federal Re
serve Board that application should be approved or dis
approved, Federal Reserve Banks should give considera
tion to the circumstances, as indicated above*

It is the desire of the Board to cooperate with 
the member banks through the Federal Reserve Banks in a 
gradual and conservative development of this class of 
business. To this end, applications received by the 
Federal Reserve Bank should be handled in the following 
manner :

First : They should be submitted to Counsel
for the Federal Reserve Bank*, who will certify 'hereon 
whether or not, in his opinion, there is reasonable 
ground for believing that the exercise of the powers 
applied for will not be in contravention of the laws 
$f the State in which the applying bank is located.
The application should then be referred to the 
Board of Directors of the Federal Reserve Bank.
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Second: The Board pf Director?, after due considera
tion, should forward the application to the Federal Reserve 
Board with its recommendation. If, for any reason, the direct
ors are of the opinion that che permission applied for should 
not be granted, the application should be accompanied by its 
reasons in writing.

Third: The Federal Reserve Board, under the terms
of the Act, can authorize national banks to exercise only 
those powers which are not in contravention of State or loca^ 
laws, and if, after a peimit is granted, the right to act 
under it should be questioned by the State authorities, membej? 
banks should promptly notify the Federal reserve bank and 
the Federal Reserve Board, so that arrangements may be made for 
an adjustment or for a proper adjudication by a court of compe
tent jurisdiction.

Circular letter of March 4, 1915 is superseded by, 
this circular.
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We take many things for granted and consider them ax

iomatic without stopping to consider why. That easy money 

rates create expansion and that expansion ultimately brings 

about a reaction accompanied by high money rates, is a doctrine 

in point. What, however, is the theory underlying this process?

If a country hank has a capital of $20,000 and invests 

$80,000 of its resources at 5%, it earns $4,000 gross* (Though 

this equals 20°/0 gross and appears a large return, it may not 

be excessive if we consider that from this $4,000 there must 

be paid salaries, rent, etc.). If credit is worth only 2%, 

this bank will have to invest $200,000 at 2fo in ord.er to earn 

$4,0:>0; and those who cannot put out a larger volume pf loans 

will take chances in making poorer investments, from which • 

liberal returns can always be obtained. In other words, the 

lower the rate, the stronger the temptation to the banks to 

act without due caution. The greater the desire of the 

bank to put out its money, the easier it will be for the bor

rower to secure over-generous credit facilities, which in 

turn will lead him to expansion. He may thus be induced 

to put borrowed money into plant and machinery or into 

large supplies of goods. When general apprehension
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of over expansion- is awakened, or whensome additional seasonal 

or extraordinary demands occur - Ofteri demands directly caused 

by the artificially increased activity - all simultaneously realize 

that the limit of credit expansion lx s been reached. A dearth of 

credit, accompanied by violent contraction .and extreme interest 

rates are the consequences then sure to follow.

It should be the duty of all banks to recognize this sequence 

of conditions and to govern their conduct accordingly. The large 

and conservative banks, on which the brunt of the burden falls in 

case of a general collapse, are fully aware of the danger and try 

to remain conservative. Nevertheless, in the long run, the spirit 

of selfishness and competition makes itself felt, and the old adage 

that "John Bull can stand anything, but he cannot stand Z p x holds 

good in every country. Against this dangerous tendehcy to expansion 

the strongest element of protection'' is found, when wisely managed, 

in the large central note-issuing banks. They fulfil their duty of 

preventing over-expansion by working in time for harder money rates. 

Either by refusing to do new business they gradually liquidate their 

holdings of paper or they sell Treasury bills or other securities, 

accumulating cash against them, or, as is frequently done by the 

Bank of England, they even borrow ir the open market.

Have we in the United States at present conditions that are 

pregnant with the dangers following great ease of money?

With hundreds of millions suddenly released and a-future

(2)
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highly uncertain, I believe there can be no doubt as t-o 

what the conclusions of the Board will be on this point.

In order to gain a clear basis for future discussions con

cerning the policy to be adopted and the best ways and means 

of carrying it into effect, it is however important that a 

definite understanding be reached.

Some members cf the Board still urge a policy cf lower 

rates; others feel that while it was incumbent on the Beard 

to aid in making money easier, when conditions prevailed such 

as were originally met, it is now a clear duty not to aggra

vate the existing plethora of money, but rather to ward off 

the evil effects certain to follow an over-abundance of cred

it .

It is my suggestion that a vote be taken on this ques

tion and a clear-cut policy agreed upon, Unless this be 

done, it is impossible to adopt the measures which must be 

taken from- tine tc time without engaging in endless and fruit

less discussions. There must be an understanding on theory 

and policy before we can pass upon the means of attaining 

the aims agreed upon.

If, as I suppose to be the case, a majority of the Board 

does not wish to increase the ease of money at this time, then 

we must accept these further conclusions :

First : When normal rates fail to bring business to the

Federal Reserve Banks we must not try by underbidding to force

- 3 -
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our funds into the investments sought by the commercial 

banks. As it has been tried to show above, we should other

wise take the responsibility of forcing upon them a policy 

of either underbidding us or of going into fields-of great

er hazard. Into these we should be the last to drive them.

Are we then to sit still and not earn our expenses 

and dividends? What, in that cas^ would the people say?

What will they say if, ultimately, by being short-sighted 

now, we ourselves should bring about a stringency - the very 

condition which we are justly expected to guard against?

Would it not be better to have the people better informed of 

our duties and policies? It will not take long to gain the 

sympathy of those who are most interested in our earnings, 

the member banks. As a matter of fact, presidents of banks, 

large and snail, north and south, have informed us that they 

would not be the least disappointed to have the Federal Re

serve banks fail to earn their dividends under present cir

cumstances, that they would be amply repaid, even if they re

ceived no return on their investment at all, if our system 

provided safety. They have expressed the hope that we should 

remain cool and conservative and should not permit ambition 

for earnings and quick results to tempt the Federal Reserve 

banks from the wise path of conservatism. I must confess to 

a feeling of humiliation that our members should have found it 

necessary to express these feelings to me when such admonition 

should mere properly come from the Federal Reserve Board to

them.
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y* mu.st reach then a conclusion as to the second question, 

viz., - is the policy of this Board to be framed according to ■ 

misconceptions and prejudices prevalent among " the people ”» 

or is it the duty of the Board to educate the people to a bet

ter understanding of the broad questions touching finance in 

general and the problems of the Federal Reserve System in par

ticular ? It might be advisable to take a vote also on this 
question.

Third * '.While we have seen what investments we must avoid 

at the present time,we must on the other hand, consider the posi

tive side of the program of what we may and must do. Before doing 

that,however, we shall have to undertake one mere process of elim
ination.

If we were not confronted with entirely abnormal circumstan

ces caused by the European war, present conditions would lead Fed

eral Reserve Banks to a policy of investing heavily in foreign 

bills. Foreign exchange rates are remarkably low and would, 

therefore, favor such a venture. In addition, by investing in 

foreign bills, we should withdraw our funds from the home market 

and thereby exercise an influence in the direction of hardening 

money rates. Vb should invest our funds temporarily so as to 

bring some return from foreign countries.' As we should buy only 

short paper,this would place us in a position,at any time when we 

should again want our funds for use in our own country, to redis

count the foreign paper thus acquired or to collect it as it ma- 

turesand to sell foreign exchange against these funds as they

- 5**
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■became available at probably profitable prices. We should 

use foreign countries, therefore, as a means of steadying our 

own money rates and should keep these foreign countries as 

reservoirs to be drawn upon at our will.

Unfortunately, there are very serious objections to our 

going into that field of operation at this time. As long as 

the war continues, the holding of the paper of foreign countries 

'involves the danger of laying ourselves liable to any measures 

that may be taken for their own protection by those foreign 

countries.

It cannot bo foreseen whether this protection will take 

the form of renewed moratoria or of a refusal to ship gold or 

of increased prices to be paid for gold by the government banks.

It is therefore impossible to foretell with any degree of safety 

whether a purchase of foreign exchange at this time would be 

likely to lead to a profit or zo a loss. Moreover, the Federal 

Reserve Barks might subject themselves to severe criticism if 

they found their funds "tied up" in foreign countries when they 

wanted to withdraw thorn, or if they should incur losses in foreign 

countries, such a3 might result from Critical finartcial conditions 

likely to prove to be the consequence of the present turmoil.

Confidential enquiries have elicited the general reply that 

Federal Reserve Banks would be disinclined at this time to go 

into foreign exchange transactions or to open the foreign 

accounts which would bo necessitated by such transactions.

306
(6]
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It has been suggested that the Federal Reserve Bank3 

do what the Bank: of England would he apt to do under present 

circumstances; that is to say, borrow;-money* Such a plan

might be carried out by an agreement on the part of the Fed

eral Reserve Banks to pay interest - let us say 2% on 

balances of member banks kept in excess of the mihimuto re

quirements, Mr. Delano has written a very interesting

paper elaborating this thought.

Larger balances thus to be gained by the Federal Re

serve Banks would no doubt constitute an important element 

of protection in dealing with the question of check clear

ings. It would also remove the opposition of a great many 

country banks which now object to increasing their balances 

with Federal Reserve Banks without, on the other hand, re

ceiving on these larger balances the interest they now 

receive from their reserve correspondents. It is clear 

that in Central Reserve cities and even to a larger extent 

in Reserve- cities, strong objections would be offered 

against such a plan which, it might be claimed, would tend 

to bring about within six months what the law advisedly 

intended to bring about within two and a half years. More

over, there is a danger that where once the Federal Reserve

- 7 -
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System begins try pay interest an-balances, great .pressure 

will be brought so to amend 'the law as to force the Federal 

Reserve Banks to continue deing so. As a bread principle 

it is unsound to pay interest on reserve money. Interest 

on reserve money is in itself a stimulus to the employment 

of reserve money. If, on the other hand, it should not be 

employed, the Federal Reserve Banks would incur a loss which 

would curtail the income to be received by the Government, 

and would, therefore, be a constant opportunity for political 

attack and interference. While such a policy of paying in

terest on borrowed money could, with entire propriety, be 

adopted as an extraordinary measure in time of dangerous ease 

of money (which normally would drive gold from the country, - 

a question which it would lead us too far to elaborate here), 

it would be unsound to adopt such a policy permanently. It 

is, therefore, not believed that the Board would, or that in

deed it should, embark upon a policy of paying interest on ex

cess balances, tempting though this proposal may be in some 

respects.

Fourth: There remains, however, one large and new field 

of enterprise heretofore unoccupied by American banking; the 

bank acceptance, an investment in every respect desirable for
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the Scleral Reserve Banks. Th© American bank acceptance, 

drawn against the importation or exportation of goods, im

plies, indeed, at present in most cases, competition not 

with American, but with foreign banks. Heretofore these 

transactions have been financed by foreign banks and they 

have received the commissions for accepting, while the dis

count markets of such foreign countries have carried the ac

ceptances until they matured. In other words, advances 

against goods in transit from one country to another were 

carried by foreign countries. In purchasing these accept

ances, Federal Reserve Banks are, therefore, not using re

serve money to compete with domestic Banks in domestic cred

its or domestic investments, but, on the contrary, American 

is loaned to take the place of foreign, money. Moreover, 

while the rate of these bank acceptances is low, the business 

man who secures the credit in order to carry his goods, pays 

a comission to the accepting bank, plus the discount rate 

at which he sells the acceptance. A rate of to -|$ for three 

months, is equal to 1% to 2% per annum. Adding to that a dis

count of from 2§fa to 3% brings the rate at which he secures 

his money up to between 4% to 5%. There is, therefore, no over- 

stimulation so far as the business man is concerned. Moreover, 

if properly restricted, acceptances should be given only for

-9-
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goods actually sold. The acceptance, therefore, in this 

case ic only a helpful instrument in liquidating a close 

transaction which matures and ends at a definite time. It 

is consequently free of the criticism that it stimulates 

business expansion as might the ordinary credit granted for 

the general purposes of business.

Fifth; If American banks would give their acceptances 

(as our Counsel advises us they could) to finance shipments 

from one foreign country to another, the purchase of such 

acceptances would, under present conditions, be the ideal 

investment for Federal Reserve Banks. A transaction of 

that kind may properly be considered a foreign investment 

free of the risks of foreign exchange operations. Instead 

of drawing on London, the Argentine shipper would draw on 

New York against goods which he had shipped to London.

■Alien the bill matures, he must remit to the United States, 

and if he cannot find bills of exchange on New York to 

cover the transaction, it is his duty to find gold. He 

i3 by contract bound to secure such gold just as, in the 
fall of 1914, American houses were obliged to send gold to cover 

their maturing obligations in London, independent of whether or 

not gold payments had been suspended by the American banks.

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



311

Investments tn acceptances of this kind would permit the 

Federal Reserve Banks to secure a return from some part of 

their idle money without increasing the ease of money here.

Such investments would, indeed, be the best reserve invest

ments because if, within the next ninety days, conditions 

should change here so as to make it desirable to strengthen 

our own reserves by putting up the bank acceptance rate, we 

could force the shipper or the importer to cover his indebt

edness, meeting the acceptance and using for his new ship

ments credits in countries which are willing to offer him low

er discount rates. If we put out our money in the united 

States by investing in so-called American commercial paper, 

our investment is endowed with very much less of the reserve 

quality because if the money has gone into investments or 

plants, we can collect our maturing paper only by forcing the 

commercial banks of the country to take it over from us.

We are only shifting the investment from one American pocket 

into the other, while if at this time we should finance for

eign shipments with our bank acceptances, the liquidation *f 

these acceptances would mean that we should be drawing or the 

surplus »f other countries to strengthen our own. It is this fea

ture of the bank acceptance market which cannot be sufficiently

-11-

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



312

emphasized. It possesses an element of elasticity both on 

account of international relations and on account of the 

fact that these acceptances can be collected without con

sidering the convenience of the acceptor. This renders 

the acceptance market the most desirable field of invest

ment for all banks. .The larger this market grows and the 

wider the public it reaches, the safer it becomes and the 

more readily will the ultimate aim be achieved of making • 

the acceptance market take the place of the stock exchange 

call money market.

The Federal Reserve System will net be a really 

safe and efficient organization until the acceptance market 

is thoroughly developed. It can already be seen that, in 

the acceptance market, the Federal Reserve Banks will be a 

controlling factor and, when once sufficiently firmly estab

lished, their discount rates ^or bank acceptances will become 

not only barometers but, through this agency, important gover 

nors, of the money market. It must be borne in mind that 

the safety of note issuing banks lies in their ability ac

tually to collect and actually to influence money rates.

Our rates for commercial paper will■naturally have 

to remain fairly high because these rates must be granted 

in every district to the smallest country banks in remote 

corners, where rates are naturally 'comparatively high. The

-12-
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rediscounting of the long maturity commercial paper will, 

therefore, be largely restricted to the smaller and weaker 

banks, and will, therefore, have little direct bearing upon 

the larger banks whose transactions with their Federal Re

serve Banks will probably generally be based on short time 

paper bearing a lower rate. The most effective money 

rates will, therefore, be the 3hort term rate and the bank 

acceptance rate, particularly when, as it is hoped will ul

timately be the case, the .acceptance covers domestic trans
actions as well.

It is the bank acceptance that will bring about real 

fluidity of credit and will serve as an equalizer of money 

rates all over the country; for the acceptance of a good 

bank in New Orleans will sell substantially at the same dis

count rate as the acceptance of a bank in New York,no matter 

whether the local rate for commercial paper in one district 

be five and in the other four per cent. If country banks, 

instead of keeping call money loaned on the stock exchange, 

are to hold bank acceptances as part of their working reserve,

the market for bank acceptances must be wide and re

liable, and the more it is internationalized, the more 

the foreign banks begin to buy our acceptances, and 

the more we accept in foreign trade, the stronger 

this market will be and the more perfectly

-1 3 -
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a-ct a.a a safety valve should we find it necessary to 

increase Out rate. By accepting for foreign countries,

- we should be creating a gold reserve which can be quickly

marshalled 30 as to enable ud to respond to the commercial 

demands of the country. At the same time, this reserve 

would act as a buffer in case exchange should turn against 

us and the danger of gold exports arise*

Sixth: The sentimentshas been quite frequently expressed

that we commit an injustice by permitting these low rates for 

bank acceptances when we could not or would not permit the 

3ame low rates for commercial paper. The difference between 

the two kinds of paper ha3 already been pointed out. Further

more it must be apparent that we could, of course, lower our 

rates for commercial paper but that we ought not to do so 

~j because such action would be unsound and dangerous. In

cidentally, it might be •veil to consider that if we want to 

keep our machinery going and want Europe to continue to 

v purchase without bringing about a depletion of gold holdings

which might render it impossible for those countries to con

tinue to buy of us, we have to a certain extent to provide

the means with which Europe san pay. 
f

*  ' ' 14 -
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Europe will either sell us back our own securities (which 

evidently she is not very much inclined to do for the present) 

or we may give Europe short term credit facilities or buy her 

issues of securities. To invest our money in European long term 

securities would not be advisable. The time has not yet come 

when this country can act as the World's banker and as a perma

nent investor in foreign securities. Moreover, for political 

reasons, it is not desirable that large public issues be made 

here for belligerent powers at this time. On the other hand, 

should we become the temporary banker of Europe, by granting these 

acceptance facilities,-a banker who at any time on short notice 

can call back his funds, - that indeed would be the safest and the 

most usefdl position for the United States in present circumstances.

Open market transactions in domestic bills of exchange would 

have exactly the same effect as a lowering of out bank rates for 

commercial paper. They would in effect result in competition with 

the. commercial banks in the purchase of commercial paper, such an 

invasion of their legitimate field of operation would force them 

to counter the stroke by underbidding us, or - as already shown,- 

drive them into undesirable investments. The Federal reserve 

Banks, by taking such a step, would invite the most bitter - and 

well-deserved - criticism.
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felle these two classes of open market operations may 

appear to be very similar, careful examination will show 

that the open market purchase of domestic "bills of exchange" 

would, at this time, weaken Our general situation, while 

the purchase of bank acceptances drawn for foreign account 

to finance importations or exportations, would add an element 

of strength.

Seventh: There are now excess reserves of $500,000,000.

A loan expansion has already taken place in the past few 

months of about $220,000,000. There is nothing but the sound 

common sense of the commercial bank? that can prevent a furth

er expansion which may reach to an amount of over $1,000,000,000. 

The inverted pyramid is likely to grow, but the basis on which 

the entire structure stands', the reserves, has been reduced 

by the Federal Reserve Act. Every dollar that the Federal Re* 

serve System puts out at this time further weakens these less* • 

ened reserves. The entire safety of the expanded situation 

rests on the Federal Reserve Banks. At a time at which our 

uou&l European credit facilities have bedotte unavailable, and 

when the European investment markets, on which we formerally 

relied tb a certain extent,* have beehnclosed, the additional 

elasticity which our new system provides, is the only means 

of replacing what thus we have lost. It would appear the 

part of prudence and sound business judgment to hus

band our resources and n#t to increase, but
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rather to counteract, the ease of money which, again will drive 

the banks into fixed investments, These always have proved

to he their ruin after a time of great plethora. Within the 

next two years we must withdraw $200,000,000 from the hanks 

and add this amount to our own resources. Until then, it 

will he advisable not to let the inverted pyramid grow to an 

extent which will render it extremely difficult to withdraw 

ouch funds. Even if European conditions were entirely normal 

it -would he advisable in these first two years of growth to 

proceed cautiously. Y/ith conditions as they are, there can

not in my mind he any doubt as to our policy.

Trade does not follow the flag unless there is oomething 

behind the flag to fasten it to. Trade follows finance a3 

often as finance follows trade. Present conditions - de

plorable as they are in many respects - offer us a unique 

opportunity of establishing ourselves as a financial world 

power, ITow is the time when a friend in need is wanted in 

all parts of the glebe; and when valuable relations can be 

established with foreign countries.

If we miss this opportunity, if we show hesitation ,and 

pettiness where boldness and statesmanship are required, if 

we Cannot get beyond the distinctly local point of view, th6

3 1 7
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European countries - when peace will be restored - will remain 

the masters of the situation as in the past. 'He cannot be a 

world power if we do not adopt the broad principle that we must 

be willing not only to take buc also to give, just as other na

tions are willing to give us the advantages Of their facilities 

whenever, and to the extent that, their own conditions permit.

A banker who has the reputation of being essentially selfish 

will never secure a good class of customers. Ottr new system 

can rank with the Bank of England, the Reichsbank and the Banque 

de France, only if it be administered on broad principles of 

financial statesmanship and no-; like a country bank which looks 

only to what it can earn and seeks to serve only the selfish 

interests of its immediate customers.

P. M. W.

3-30-15.

P.S. From the point of view of a Federal Reserve Board 

member- disregarding all other considerations which the Govern

ment as a whole must weigh - a sale of United States Government 

bonds or short term notes would just now have a most desirable 

effect; provided, that the issue were sold to the public and 

the commercial banks, the proceeds being actually withdrawn 

and locked up in the Treasury. It must not be forgotten that 

the net cash lost by the Treasury during the past few months 

has gone into circulation and into the banks.
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STATEMENT FOB THE PRESS.

April 6, 1915.

It was announced today at the office of the Comptroller of 
the Currency, and confirmed by the Federal Reserve Board, that 
recently published statements to the effect that the Board has 
unaer consideration a plan for guaranteeing bank deposits, or 
that it has considered the subject, were without foundation.
The question of guaranteeing deposits has never been raised 
before the Board in any way whatever, and the Board has had no 
official information to the effect that the matter was under con
sideration by any officer of the Government. There is no plan, so 
far as can be learned, for bringing the subject before the Board 
for consideration. The Board learned today that sometime ago the 
Attorney General was asked by the Secretary of the Treasury whether 
a national bank could legally make a contract with a guaranty com
pany, whereby such company would insure the full payment of deposits 
in such bank. This inquiry was not made at the instance of the 
Board and there is no reason for expecting any action by the Board 
as the result of the Attorney General’s reply whatever that may be.

The Comptroller of the Currency added that the nev/spaper story 
to the effect that he had devised a plan for the guaranteeing of 
bank deposits is without foundation; that, as is well known, some 
national banks in certain sections, for several years past, have had 
their deposits guaranteed by surety companies. Questions having been 
raised as to the legality of the method now in use, the Comptroller 
of the Currency presented the matter to the Secretary of the Treasury, 
with the request that the Attorney General be asked for an opinion, 
and this opinion of the Attorney General has just been received by 
the Secretary of the Treasury and in t’.rn delivered to the Comptroller 
of the Currency, in response to his original request.
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MEMORANDUM OF SUBJECTS TO BE 

Submitted to the 

ADVISORY COUNCIL.

First

Attention is drawn to Circulars 11 and 12- and to Regu

lations ”J" and "K" in respect to Acceptances (12 copies 

attached). Are there any further suggestions on this sub

ject?

What is the opinion of the Advisory Council as to the 

policy of allowing the Federal Reserve Banks to buy the 

acceptances of State banks and private bankers,- regardless 

of the limitations, when National banks are limited by law to 

one hundred per cent of capital and unimpaired surplus? A 

ruling, or even a suggestion by the Board that the Federal 

Reserve Banks should not buy acceptances of banks beyond the 

limitations fixed for member banks might at this time be 

taken as an intended "slap" at trust companies and might 

later be used as an argument against the Board in th.e future 

should it ever advocate the removal of this limitation.

What are the views of the Advisory Council on this question?

Second

The Federal Reserve Act provides for the discount or 

purchase of acceptances based upon the importation or expor

tation of goods. It has been suggested that importation and

a;.
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exportation should not ana cannot properly be limitea 

to importation and exportation to or from the United 

States and it a dependencies. What is the view of the 

Aavisory Council on this question ?

Third:

The Federal Reserve Board ha3 under considera

tion the preparation of a circular and regulation on 

the subject of the purchase in the open market ( Under 

Section 14) of bills of exchange, foreign or domestic#

Recognizing, however, that it was of great importance 

to safeguard these provisions in every way, yet if safely 

possible, to provide for the purchase of bill3 of ex

change ( E. G, documentary bills or oills secured by 

staples ) accepted either by merchants or manufacturers 

in good standing against goods actually purchased by them.

What are the views of the Advisory Council on this 

question and is it desirable for Federal Reserve Banks 

to go into the foreign exchange business at thia time ?

“ 2“ 8 2 1
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Fourth:

The subject of the admission of State banks has 

been before the Board for several months. On the one 

hand it is argued that State banks should not be per

mitted to enter unless they submit to all the condi

tions that are necessary for National banks; that if 

more favorable terns are granted to State banks, even

if allowable by law, it will be taken as an evidence 

of weakness or will cause Nationa.1 banks to seek State 

charters. On the other hand, it is argued that if the 

rules for admission are drastic, only the smaller and 

weaker ̂ tate banks will come in; that strong State 

banks doing a large commercial business will never come 

in unless liberal concessions are made, most important 

among them the privilege of withdrawal from the System 

on suitable notice. In connection with the whole mat

ter it is suggested by some that an effective clearance 

system, added to the discount privilege, will be a

nt attraction to bring in the larger State banks

other concessions. What are the views of the 

Advisory Council on these questions?
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Fifth : -
Srif23

Section 19, Paragraphs 164 and 165, read as follows:

"The reserve carried by a member bank with 
a Federal Reserve Bank may, under the regu
lations and subject to such penalties as 
may be prescribed by the Federal Reserve 
Board, be checked against and withdrawn by 
such member bank for the purpose of meeting 
existing liabilities:
PROVTDP.T). however, That no bank shall at any 
time make new loans or shall pay any divi
dends unless and until the total reserve re
quired by law is fully restored."

The first part of this paragraph has an important bearing

on clearances. Thus far, the Federal Reserve Board has

issued no regulations in respect to the proviso. What

are the views of the Advisory Council on this subject?

Sixth

Does the Advisory Council wish to give any views 

about the rediscount policy to be followed between Fed

eral Reserve Eanks?

f a d/d 4/8/l5
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W a s h in g to n ,  D. C.

’ April 8, 1915 •

Secretary McAdoo today road© public an opinion received 

from the Attorney General relating to the right-of National 

Banks to have their deposits guaranteed by surety companies. 

The Secretary referred the question to the Attorney General 

in response to a request by the Comptroller of the Currency 

in view of certain questions which had arisen as to the in

terpretation of opinions given on this subject by the Attor

ney General in 1908 and 1909. The opinion is as follows;
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"DEPARTMENT 0 *  JUSTICE,

- 1 O Q K

Washington

March 31, 19J5.

The Secretary of the Treasury.

Sir :

I have the honor to acknowledge the receipt of 

your letter of February 12, 1915, enclosing letter of the 

Comptroller of the Currency, opinion of the acting Solicitor 

of the Treasury and brief filed with the Comptroller on be

half of a guaranty company and certain national banks, in 

which the question is raised as to whether a national bank- 

may enter into a contract with a guaranty company under which, 

in consideration of premiums paid by the bank, the company 

"insures and guarantees each depositor in the bank the full 

payment of his deposit therein". You ask my opinion upon 

this question.

In my opinion, it is within the power of a national 

bank to enter into such a contract.

The law confers upon national banks such incidental 

powers as are required to meet all legitimate demands of the 

banking business, and to enable them to conduct their affairs 

safely and prudently within the scope of their charters. Sec

tion 5136 Revised Statutes; First National Bank v. National
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Exchange Bank. .92 O’, S. 122, 127. The power to give .security 
for deposits seems he recognised by section 5153 Revised 
Statutes as among these incidental powers. The section last 
mentioned, after providing that alt associations created under 
the Act, shall, when so designated by the Secretary ef the 
Treasury, be depositaries, further provides that "tfhe Secre
tary of the Treasury shall require the associations thus 
designated to give satisfactory security, by the deposit of 
United States bonds and otherwise, for the safe keeping and 
prompt payment of the public money deposited with them", etc*
It is believed that this section is more reasonably construed 
as a recognition of the existence ef the power on the part of 
national banks to give security for deposits, than as a grant 
by implication of authority to give security fbr gbveniment 
deposits aibhe.

The power of banks to give security for deposits or 
for payment of their debts, has been frequently recognized. It 
lias been held that the property of a bank may be pledged as se
curity for a debt, (United States v. Robertson (1831), 5 Pet. 
641, 650); that a bond with sureties may be given to prevent 
depositors from withdrawing their accounts, (Wylie v. Commer
cial & Farmers* Bank (1902), 41 S* E, 504, 509, 63 S. C. 406), 
and that a national bank may give its bend with sureties te
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secure a deposit of state funds, (State of Nebraska v. First 

National Bank of Orleans (1898); 88 Fed. 947, 951).

The power to contract for guaranteeing or securing 

depositors arises from the nature of the relation existing be

tween the banks and their depositors. The relation created 

between the bank and a depositor by the receipt of deposits 

is that of debtor and creditor. National Bank v. Millard 

(1869); 10 Wall. 152, 155; Davis v. Elmira Savings Bank

(1896), 161 U. S- 275, 2Q8* The power to receive deposits, 

expressly granted to every national bank, (Sec. 5136 R. S.}, 

is, of course, indispensable to the conduct of the business 

of banking; and the extent of its exercise is in a degree the 

measure of the success of the bank. The ability of a bank to 

obtain deposits largely depends upon the confidence of deposi

tors i or the belief that their deposits are secure* Loss of 

such confidence on the part of depositors is usually attended 

with loss and inconvenience to them, to the bank and to the 

public. The law accordingly imposes upon the bank an impera

tive duty not only to repay deposits, but to keep them secure.

For the protection of depositors, its revenues and property are 

pledged, its stockholders are made subject to a double liability,
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and its diraotctr^ nay be held liable for a violation of their- •• 

duties.

The means by which depositors are to be protected and 

secured are not expressly limited or restricted by statute. A 

large discretion is left to the officers and directors. They 

may use such means for the purpose as are not prohibited by or 

inconsistent with the provisions of the law, and as they may 

reasonably find to be suitable and proper and not inconsistent 

with the prudent conduct of the affairs of the bank within the 

scope of its charter. ‘Whatever protects the depositors1', it 

has been said, '̂ protects the bank because it assures conficence 

in the bank". Noble State Bank v. Haskell (1908) 22 Okia. 48,

89.

A contract of insurance or guaranty, such as described 

ill the question submitted,may afford protection to depositors 

by securing the performance of an obligation on the part of the 

bank which otherwise might not be performed. And it is not un

reasonable to believe that such a contract, at the same time, 

may prove valuable to the bank because of the confidence it may 

assure. No reason is perceived for prohibiting a national bank, 

in the discretion of its directors, from so securing its de

positors, or for denying to the bank such benefits as they 

believe may accrue in the form of increased confidence result-
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-5*
ing from such a contract*

Opinions of former Attorneys General, dated respec

tively, July 28, 1908, (27 Op. 37 > and April 6, 1909, (27 Op. 

272), are referred to in the enclosures as having been construed 

by the Comptroller of the Currency as holding that national 

banks are without authority to pay, as part of their legitimate 

expenses, premiums on policies insuring their depositors against

lOSS 4

As I view these opinions, the conclusion in neither 

of them is inconsistent with the conclusion reached herein.

Hie opinion of, July 28, 1908, construing the Oklahoma State 

Banking Act, determined that a national bank could not lawfully 

participate in the plan contemplated by the Act for the guaran

tee of deposits, because it involved essentially a guarantee to 

the depositors of other banks that they should be paid in full - 

a contract which was deemed beyond the powers of the bank to 

make«- The opinion of April 6, 1909, held that national banks 

in the State of Kansas could not avail themselves>of the bank 

depositor’s guaranty law of that State.. The inquiry, upon the 

answer to which the decision rests, Was, whether an acceptance 

•f the provisions of the Kansas law " would so control the con

duct of the affairs of national banks a3 to expressly conflict 

with the laws of the United States".

A3 pointed out in the opinion of the Solicitor of the 

Treasury, the more recent opinion of May 7, 1909, (27 Op. 324 )
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in which the form of a policy af insurance guaranteeing the as
sets of a national hank againot loos was approved, provided cer
tain ouggeoted modificationo should be made, is more nearly 
in point on the question now under consideration, and is in 
harmony with the views herein expressed.

The language employed in the opinions of July 28, 
1908, and April 6, 1909, to the effedt that national bankc
are without power to contract for Insuring that depositors

\ /
shall "be paid in full, was used in the course of argument 
merely, applied to a quection which it was not necessary tn 
determine, and may be disregarded sc far as inconsistent with 
this opinion.

Respectfully,
(Signed) T. W. Gregory,

Attorney General.”

4/8/15
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•FEDERAL RESERVE BOARD 

Washington

.213.

April 26, 1915.

MEMORANDUM.

Any violation of the provisions of 
Section 22 of the Federal Reserve Act by 
officers, directors cr employees of a 
member bank, constitutes a crime, punish
able by fine or imprisonment. No ruling 
or interpretation by the Federal Reserve 
Board would afford any protection to a 
person subsequently indicted by a Federal 
grand jury for any such violation, it not 
being within the province of the Federal 
Reserve Beard to make an official ruling 
on the provisions of this section. This 
opinion, is, therefore, not published as 
a ruling cr regulation of the Board.
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FFDERAL RESERVE BOARD
t » O ig

April 9, 1915.

SUBJECT Section 22 of
the Federal Reserve Act.

S I R
r

As requested by the Board, I have carefully exam

ined and considered tha+ part of Section 22 of the Federal 

Reserve Act which relates to transactions between a member 

bank ana the officers, directors or employees of such bank. 

The language which has been made the basis of a number of 

inquiries, and which the Board is asked to interpret, is 

contained m  that paragraph of the Section which reads as 

f ollows

" Other than the usual salary or director's fee 
paid to any officer, director or employee of a member 
bank and other than a reasonable fee paid by said bank 
to such officer, director or employee for services 
rendered to such bank, no officer, director employee 
or attorney of a member bank ohall be a beneficiary of 
or receive, directly or indirectly, any fee, commission, 
gift, or other consideration for or in connection with 
any transaction or business of the bank Any person 
violatirg any provision of this Section shall be pun
ished by a fine of not exceeding ^5,00C or by imprison
ment not exceeding one year, or both "

Under the terms of this provision any transaction 

engaged m  between a member bank and its directors, officers 

or employees, which is not excluded from its operation, will 

constitute a crime and no ruling or interpretation of the 

Federal Reserve Board vhich it might attempt to apply to any 

concrete case would afford any protectici to a person subse-
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sequently indicted by a Federal grand jury for any viola- 

tion of the provision in question. For this reason it 

does not seen, advisable to attempt to express any opinion 

on the various hypothetical and concrete cases presented 

for consideration. Inasmuch, however, as tncre appears 

to be a wide diversity of opinion as to the proper inter

pretation and significance of this Section, it may be ad

visable to analyze, for the benefit of those making inquir

ies, the provision above quoted in order that the elements 

necessary to constitute a crime, within the meaning of 

this Section, r.iy be made a little more clear.

The question for determination appears to be,what 

class and character of transactions did Congress intend to 

prohibit as between member banks and their officers, direct

ors and employees.

It will- b* observed that directors, officers and 

employees are expressly prohibited from receiving any com

pensation on account of any transaction except (a) the usual 

salary or director*3 fee paid to any officer, director or em

ployee of a member bank, and (b) a reasonable fee paid to 

such officer, director or employee for services rendered to 

such bank. Under this language it would seem that for serv-
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ices rendered by directors, officers and employees m  their 

respective capacities of directors, officers and employees 

proper compensation may be paid, and that m  addition where 

services are rendered m  some other capacity a resonable fee 

may m  certain cases be paid for such services. It is, tnere- 

fore necessary to interpret the language 'for services render

ed", m  OxXier to determine under what circumstances directors, 

officers or employees may render services in any other than an 

official capacity and receive compensation therefor without 

violating the spirit and intent of the Act.

The Standard Dictionary defines "services" as: "Any

work done for the benefit of another, the act of helping an

other or promoting his interest m  any way, hence also a benefit 

conferred, or use and advantage in general". In 55 Cvc.,P?ge 1454, 

"service" is defined as "an advantage conferred, that which promotes 

interest or happiness; benefit". Webster's Dictionary, quoted in 

Dayton v. Ewart. 28 Montana. 157.

In this connection it must be noted that the courts m  

construing penal statutes generally give the defendant the 

benefit of the doubt m  cases of ambiguity, and in conse- 

quence, the language "for services rendered" would probably be
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gaven a liberal rather than a restricted meaning. The Court, 

however, would necessarily consider all the circumstances m  

each case m  order to determine whether the transaction in

volving such services was intended to be prohibited by the 

terms of the Act. The rule is clearly 3tated m  the case 

of the United States v Ctarn. 17 Fed. Rep. 435, where the 

Court says.

"It is a fu^&alental rule in tne administiation 
of criminal lav/ that penal statutes are to oe con
strued strictly, anc. that ca303 within tne like ms- 
chief are noc t» be drawn within a clause imposing 
a forfeiture or a penalty, unless the woras clearly 
comprehend the case. In construing a statute we 
ought undoubtedly to look at the public mischiefs 
which are sought to be suppressed, as v/ell as the 
obvious object and intent of the legislature in on- 
acting it, and m  doubtful cases these have great 
influence on the juogment m  arriving at its mean
ing."

And again in holies Outing Comrviy, 175 U. S. 262 
v/here the Court says.

"The statute, then, being penal, must be con
strued with such strictness as to carefully safe
guard the rights of the defendant and at the same 
time preserve the obvious intention of the legis
lature. If the language be plain, it will b° con
strued as it reads, and the words of the statute 
given their full meaning, if ambiguous, the court 
will lean more strongly in favor of the defendant 
than it would if the statute were remedial. In 
both cases it will endeavor to effect substantial 
justice.”
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See to same effect ' . .

U» S-v v, Wil'tbergeri 5 Wheat* 75'.;
U. S. v. Morris. 14 Petersi:4,64;
U. S; v> Buchanan. 9 Fed.rlep* 68.9}
U. S. v. Hartwell, 6 Wall. 385*

Following the rule laid down in thtsse and other cases 
it is proper to construe liberally that part of th'e Act 
which excepts certain transactions from it3 operation but 
the true test in each case would seem to oc whether or net 
compensation has been received in a transaction which nay 
be said to cone within what the court describes as 11 the 
public mischiefs which are sought to be suppressed. "

Giving a liberal interpretation to the language " for 

services rendered" it would seem that a director Of a mem

ber bank m y  receive* ih addition to the usual salary or 

fee for services rendered as a director, reasonable compen

sation in those transactions where a bona fidu consideration 

move3 from such director to the bank, provided, the trans

action is one in which it is proper for him to render such 

services or to furnish such consideration.. Congress

clearly intended to prohibit the receipt of any compensa

tion, commission or benefit, either from the b*..:k or from 

a third party, where th*. director furnishes no consideration

-5-
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to the bank..

A consideration of the lav; prior to the passage of 

this Act, and of the ’’public mischiefs sought tc be suppressed," 

clearly indicates, however, that the sufficiency of the consid

eration is not the only element involved; and that Congress in

tended to prohibit not only the payment of fees when no consid

eration is furnished, but also another class of transactions, 

namely, those in which the director, by reason of his control of 

the assets, undertakes to use such assets for.his own purposesi 

In such case the director may furnish a consideration; but 

inasmuch as he occupies at least a quasi-fiduciary relation as 

custodian of the funds'of others, it may be inferred that Con

gress deemed it against public policy to permit him to use such 

funds directly or indirectly for his benefit.

It is unquestionably true that in conservatively 

managed banks transactions engaged in a9 between the bank and 

the directors acting as individuals have resulted in great 

benefit to the bank. A director connected with other success

fully managed corporations may very frequently be the agency 

through which tne bank makes profitable investments, and
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directors having largo interests in their hanks have in many 

cases materially added to the earnings or such banks through 

the agency of other firms or corporations in which they wore . 

likewise interested* . Consequently, transactions between a 

national bank and its directors were, prior to the passage of 

this Act, not made, criminal by statute, and, as a matter of 

fact, were not restricted* On the other hand, tc incur 

criminal penalty it has heretofore been necessary for the 

transaction to be of finch a fraudulent nature .*»«-, to consti

tute misapplication of funds or embezzlement. It is true 

that under the provisions of the National Bank AOt* a director 

may be punished by fine or imprisonment for making a false 

entry or a false report with intent to deceive the office of 

the Comptroller or the public, but in such cases the penalty 

is based not upon the ground that a prohibited transaction 

has been engaged .in but rather, upon the ground that the true 

status of the bank has been concealed by such false entry 

or false report.

Under the National Bank Act, the only penalties 

prescribed for the use of funds of the bank by directors 

where such U3e does not amount to misapplication or embez-
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zlenient, are of a civil nature. For example, the directors 

may be held liable, civilly, where excess loans or leans upon 

real estate are made and loss results thereby, or, for the 

violation of any of the provisions of the Act, the Comptroller 

may institute a suit for the forfeiture of the charter of the 

bank.,

7/hile "directors” have been specifically referred 

to in the foregoing discussion, analogous principles apply 

v/ith equal force to transactions involving officers or em

ployees •

It may be assumed, therefore, that Congress intended 

to restfidt transactions between member banks and the officers, 

directors and employees of such banks, since experience has 

demonstrated the fact that although the bank may be the bene

ficiary in many or most instances.of such unrestricted trans

actions, this lack of restriction has afforded a wide field 

for dishonesty and fraud not punishable by statute or under 

the common law.

To summarize transactions permitted under the views 

herein expressed, a director, officer, of employee of a member 

bank may receive compensation from ouch bank where cervices 

are rendered in his official capacity, ‘ or where bona fide
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services are rendered, or an adequate consideration is furnished 

to the bank.by such director, officer, or employee acting in his 

individual capacity,' provided the transaction engaged in is not 

one in which the use Gf his official position could in any way 

be instrumental in causing the payment of the fee, commission, 

gift or other consideration received.

Iri no case should compensation be received by sucn 

director, officer or employee from a third party for services 

rendered in his official capacity when such compensation re

sults from a transaction between such third party and a member 

bank.

As above suggested, it is not within the province of 

the Federal Reserve Board to 'make an official ruling on the 

subject under consideration, and the foregoing analysis is in

tended merely as ?.n expression of individual opinion as to 

what transactions Congress intended to prohibit by that pfcirt 

of Section 22 which is under consideration.
9

Respectfully,

(Signed) K. C. ELLIOTT,

Counsel.

Hon. F. A. Delano,
Vice Governor, Federal Reserve Foard.
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SYSTEM fcOR SETTLING BALANCES

BETWEEN THE FEDERAL RESERVE BANKS.
#**

A gold settlement fund to be established in Washington

Each Federal Reserve Bank to carry a deposit of gold or 

gold certificates in Washington under the custody of the Fed

eral Reserve Board which will act as the settling agent for the 

Federal reserve banks. The funds thus deposited to count as 

reserve for each Federal reserve bank and to be kept by the 

Federal Reserve Board as a fund for the purpose of settling 

balances between the Federal reserve banks.

Each Federal reserve bank shall maintain two accounts with 

each of the others, one account showing due to each Federal 

reserve bank - representing items received from each Federal 

reserve bank; and the other account showing due from each Fed

eral reserve bank, representing items sent to each Federal re

serve bank.

Each Federal reserve bank shall telegraph the settling 

agent by night letter, with mail confirmation, once a week on 

Wednesday night, and if Wednesday or Thursday is a holiday, on 

Tuesday night, the amount in even thousands due to each of 

the Federal reserve banks - these balances to be taken from 

the account due to Federal reserve banks only. When these 

telegrams are received, the settling agent will make corre

sponding debit and credit entries to the accounts of all the
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federal reserve banks on a settling sheet and thus ascertain 

the net debit or credit balance of each Federal reserve bank* 

The settling agent will then telegraph each of the Federal 

reserve banks in even thousands, the amount of the credits to 

its settlement account, giving the name of each Federal re

serve bank from which each of its credits was received, and 

also its net debit or credit balance in the settlement.

These telegrams to and from the settling agent will be con

firmed by letters in form to be submitted by Counsel. Each 

Federal reserve bank will then know the result of its clear

ings, and will debit the due to Federal reserve banks' ac

counts and credit the settlement fund and will credit the due 

from Federal reserve banks' accounts and charge the settlement 

fund; the difference between the total debits and credits be

ing equal to the net debit or credit to the settlement fund 

as advised in the telegram received from the settling agent. 

The settling agent will then debit'or credit the fund of each 

Federal reserve bank, thus making a settlement at once for 

the clearings of the week's transactions between the Federal 

reserve banks.

Each Federal reserve bank shall pay into the gold settle

ment fund 01,000,000 and, in addition, an amount equal to its 

net indebtedness to all Federal reserve banks. This, on the 

basis of the last statement, would constitute an initial fund
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of approximately $24,000,000. Each Federal reserve bank will 

engage to keep at all times a balance in this gold settlement 

fund of no less than #1,000,000. Excess balances may, at the 

convenience of each Federal reserve bank, remain deposited 

with the gold settlement fund. These amounts may be paid in 

at the Treasury or at any sub-treasury in gold or gold certif

icates or gold order certificates, arrangements having been 

made with the Treasury at Washington that it will issue gold 

order certificates payable to the order of the Federal Reserve 

Board against amounts oo deposited with any sub-treasury or 

the Treasury. These gold order certificates, it is planned, 

shall be payable only to the Federal Reserve Board or to any 

Federal reserve bank. They may be presented for payment at 

the Treasury at Washington or at any sub-treasury. The Treas

ury and the Federal Reserve Board will closely cooperate in 

the matter, and, whenever possible, these gold order certifi

cates shall be payable in gold or gold certificates without 

any additional charge for transportation wherever presented.

It is understood, however, that if, after consultation with 

the Federal ‘Reserve Board, the Treasury finds it necessary to 

chip from one point to another in order to have the gold or 

gold certificates available at the sub-treasury where such 

certificates are to be presented, the Federal Reserve Board 

will refund any expense for shipping incurred by the Treasury.

It is the expectation of the Federal Reserve Board and
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the Federal Reserve Banks that excess balances will, as a Mat*, 

ter of practice, remain deposited with the gold settlement 

fund and that gold or gold certificates probably will not be 

withdrawn except when actually required for special reasons.

6. Cost of operation and currency shipments incurred by the 

Settlement Fund are to be apportioned by a semi-annual ac

counting among the twelve Federal reserve banks upon a basis 

to bo later determined in accordance with the relative bene

fit derived by each Federal reserve bank.

7. Checks drawn on Federal reserve banks to be credited on 

the basis of time taken to reach their destination according 

to a schedule to be approved by the Federal Reserve Board.

8. For the first six months of operation of the plan, the 

fixing of charges for telegraphic transfers of funds for mem

ber banks will be left in the discretion of the Federal re

serve banks. Such charges shall be made upon the basis of 

approximate cost and may include the equivalent of an inter

est allowance for the days involved (as per schedule) for the 

collection of Federal reserve bank checks. At the expiration 

of the six months' period, a definite schedule of charges for 

these telegraphic transfers shall be submitted for the approval 

Of, and shall be determined by, the Board.
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AVERAGE time to d e st i n a t io n b e tw e e n federal r e serve bancs

(*) Indicates that it is left to discretion of bank to apply less 
number of days in case it may from time to time find this 
advisable.
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Washington, D. C., April 16, 1915.

Dear Mr. Clemens:

I have received a letter from Mr. L. C. Irvine suggesting 
that I give you an outline of a plan for a system of rural credits 
in Alabama that was discussed at a meeting of the Alabama Land Con
gress at Mobile, in the fall of 1912.

I wish to say that the subject of rural credits is one that 
does not properly come within the purview of the Federal Reserve Board, 
and at the last session of Congress a joint committee was appointed, as 
you know, to consider the subject and report to Congress at its regular 
session next winter. What I have to say, therefore, must not be regard
ed as an expression of the views of the members of the Board, or as hav
ing any official significance whatever, as I am writing purely as a cit
izen of Alabama who feels a deep interest in the development of our State 
along all legitimate lines *

The events of the past six months have demonstrated in a for
cible way the necessity for crop diversification, and have shown the 
great advantages that would be gained by the division of large planta
tions into smaller farms actually owned by those cultivating them, thus 
correcting the evils of absentee landlordism. Our State enjoys great 
natural advantages as to soil and climate, and should attract thousands 
of desirable settlers from abroad and from other states. It is import
ant also in order to secure the best results, that farm life be made more
attractive. The chief obstacle in the way of the proper development of
our rural communities in Alabama has been the lack of money at reasonable 
ratds, and this circumstance has been one of the principal factors in 
making us so dependent upon a single crop. Our present credit system 
practically forces the production of cotton, to the virtual exclusion of
all other money crops, and year after year we have seen a large part of
the money which comes into the State for the purchase of cotton go out 
again to pay for foodstuffs, including both grain and meat. Some head
way has been made in recent years intthe production of corn* and in a 
few localities the live stock industry has shown signs of promise. Vast 
tracts of land, however, are planted in cotton every year or are permit
ted to lie fallow, that are admirably adapted for cereals, for potatoes, 
for sheep grazing or for cattle raising. Even in the production of cot
ton our methods are in most cases crude, and as a rule our farmers are 
not able to adopt the advanced systems that obtain in other sections of 
the country, which are less favored by nature. I

I am sure that there are many tenants who would be glad of an 
opportunity to become landlords, and that there are many small landlords 
who would like to diversify and to adopt more scientific .methods of farm
ing, if they could make the necessary financial arrangements; but going 
into debt is a serious thing, and the idea of a loan of a few hundred or 
a few thousand dollars for two or three years at a high rate of inters; t. 
secured by a mortgage upon the farm, which is at the same time a home
stead, is not attractive. It would mean in man”- cases the shifting of
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the loan at maturity, or a foreclosure; but if loans to run 25 or 30 
years could be had, repayable in annual installments which would be 
less.than ordinary interest payments under present conditions, the 
whole aspect of the case would be changed.

The Federal Reserve Act, which has revolutionized the fin
ancial system of the country, does not provide, as far as the public 
is concerned, any new banks of deposit or discount. It merely created 
a coordinated system of banking, and established for the use and pro
tection of banks already in existence, twelve additional banks.

The interest in rural credits, while widespread, is not as 
great in some sections as in others, nor is the need for such a sys
tem in some of the older and wealthier states, as great as is the case 
in the south. It seems to me that the question is essentially one for 
consideration by the states, and that if there were land banks estab
lished in several states, that a basis would thus be afforded the Na
tional Government for its cooperation.

The legislature of Alabama will convene again in July to 
consider a plan for the permanent relief of the State treasury as pro
posed by Governor Henderson, which will, if adopted by the legislature, 
call for the submission to the people of an amendment to the Constitu
tion, The rural credit plan discussed at the Alabama Land Congress 
would also require, to become effective, an amendment to the Constitu
tion,

It seems to me, therefore, that the time is opportune for the 
serious consideration of some adequate plan for the safe and proper dev
elopment of our farming districts. It is not proposed that the State 
should engage in the banking business; that experiment was tried 90 years 
ago and resulted 15 years later in disaster. Nor is it suggested that 
our laws be changed so as to encourage wild speculation in lands, or to 
permit the operation of irresponsible or mushroom organizations. The 
banks of Alabama have done a great deal for the development of the State, 
and many of them make loans on real estate. These banks all use for this 
purpose funds on deposit with them on which in most cases interest is 
paid. Their teifes, therefore, are necessarily not as liberal, both as 
regards the duration of the loan and the rate of interest, as are desir
able, and if every farm mortgage loan now carried by Alabama banks should 
be repaid, there should be no difficulty in employing these fund's to good 
advantage in building up the commercial interests of the State. I hope, 
therefore, that after the plan proposed is carefully studied, and if it 
should be fcund to be sound and practicable, that it will not be opposed 
by the banking interests of the State. It is thought that its adoption 
would relieve them of fixed loans, that it would at the same time develop 
a broader field for desirable temporary loans, and would furthermore tend 
to increase deposits.

The plan suggested would call for the incorporation and organ
ization of a land mortgage bonk to be located in such city as may be de
termined by the legislature, with a paid in capital of say §500,000, ard 
with an authorized capital of five or six times that sum. As private 
lenders are exempt from taxation on mortgage loans after the record fe*
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of $1.50 per thousand has been paid, it would be necessary in order to 
secure subscriptions to the capital stock, to exempt shares of stock 
in the land mortgage bank from taxation. It would be well to have the 
stock as widely scattered over the State as possible, and, therefore, 
a tentative allotment should be made *to citizens of each county in pro
portion to its population. Should the citizens of any county fail to 
subscribe for the full amount allotted them, the balance could be taken 
by citizens of other counties.

The land mortgage bank should not be permitted to receive 
deposits of any kind, and its operations should be limited to the in
vestment of its own capital and of the funds secured by a pledge of its 
mortgage loans. Large profits should not be permitted to be a consider
ation, all loans should be made at rates of interests as reasonable as 
possible, and the expenses of administration should be kept down as far 
as may be consistent with efficiency. It is suggested, therefore, that 
dividends to stockholders be limited to six per cent per annum, and that 
the balance of earnings.after carrying a small part to surplus, should 
be paid over to the State for the school fund, for the construction of 
good roads, or for such other purposes as may be determined by the leg
islature.

Great care should be taken in passing upon applications for 
loans, which should be limited to farms in cultivation upon a basis of 
not exceeding 50$, of actual values, and reference should be had to the 
books of the county tax assessors in determining these values. So far 
as possible, applications should bear the approval of two or more stock
holders of the land bank residing in the county where the property is 
located. Competent actuaries should be consulted in order that the an
nual payments, which should include the interest charge and the amort
ization payment, may be scientifically correct. It might be well to 
authorize the tax collectors in the various counties to collect these 
payments for the land bank at the time the taxes on the property are paid.

When the funds provided by the paid in capital stock shall 
have been exhausted, the land bank should be authorized to deposit its 
mortgages with a trustee to secure an issue of collateral trust bonds, 
the proceeds of which should be used for additional loans. The total, 
issue of collateral trust bohds should not exceed four br five times 
the actual paid in capital, so that if the land mortgage bank should 
begin business with a capital paid in of $560,000, its maximum limit 
of collateral trust bonds would be $2,506,000. After that figure is 
reached, it would be necessary to increase the capital stock before mak
ing additional loans. A proper proportion of these bonds, represented 
by the amount of amortization payments, should be retired annually. In 
order to secure the best results, and to enable these collateral trust 
bonds to have the widest possible market and to command the lowest rate 
of interest, the State should guarantee payment of principal and inter
est. This suggestion I know is sure to meet with some opposition. It 
seems to me, however, that the interests of the State could be thoroughly 
safeguarded, and that its margin of security would be ample. In the first 
place, the loans would be well scattered; next, the State would have in 
its own hands the collection of the interest and amortization installmon 
that would become due each fall; and third, it should have a share in tb
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management of the bank by providing that not more than two-thirds of 
the directors should be chosen by the stockholders, and that at least 
one-third should be appointed by the Governor to represent the State; 
or it might be provided that certain State officers, elected by the 
people, should be ex-officio directors of the land mortgage bank. Fur
thermore , should the total amount of collateral trust bonds to be is
sued, be limited to four or five times the paid in capital of the land 
mortgage bank, the State would always have a margin of at least 20 per 
cent for its protection, represented by the amount of the paid up capital.

The legislature of the State of South Carolina recently enacted 
a law providing for a system of state warehouses. Receipts for cotton 
stored in these state warehouses are supported by the faith and credit of 
the State, and I am informed, are readily accepted as collateral for loans, 
both within and without the State, at very low rates of interest. Perhaps 
it might be well to adopt a similar warehouse sjrstem in the State of Ala
bama, but this reference is made merely to show the effect of a state guar
anty. 1 think there is no doubt that a bond, secured by well selected 
mortgages, bearing a low rate of interest and guaranteed by the State of 
•Alabama,would be eagerly sought bjr ihvestors. Probably the bulk of such 
an issue would be absorbed by local money savers.

I am of the opinion that should a system be worked out along 
the lines suggested above, that the land mortgage bank could afford to 
make farm loans, running approximately 25 years, at an annual rate, in
cluding the amortization, of not exceeding the straight legal rate of 
interest in Alabama. An encumbrance of this kind, besides providing means 
for crop diversification and for the improvement of farms, Would really 
make more saleable the farm so mortgaged. For instance, suppose that a 
farmer who had carried his loan for five years desired to sell his place, - 
the purchaser would merely pay him his equity, and assume the remaining 20 
annual payments. A system of this kind, properly operated* would greatly 
increase taxable values throughout the State, and should our legislature 
look with favor upon this idea, it only would be following in the foot
steps of other states that have already contributed both of their resources 
and of their credit to the up-building of their agricultural communities.

The objection will probably be urged that this would be class 
legislation, but as a constitutional amendment would be necessary for it 
to become effective, the system could be adopted only by a majority vote 
of the people, which would demonstrate that the legislation is after all 
not for a class, but for the best interests of a majority of the people 
of Alabama. If not adopted, no harmwwould be done, as an election would 
have to be held in any event should the legislature adopt Governor Hender
son's views regarding permanent measures for relieving the finances of the 
State. I

I do not wish to be understood that a guarantee by the State of 
the collateral trust bonds to be issued by the proposed land mortgage barn, 
is absolutely essential for the success of a rural credit system in Ala
bama. Exemption of the stock of such a bank, however, from all taxation 
whatever,'is, from the reasons already cited, absolutely necessary. Ti
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may be that State supervision and close cooperation between the State 
officials and stockholders of the land mortgage bank, and the good 
quality of the loans in which its capital stock would be invested, 
would be enough to inspire sufficient confidence in the bank's col
lateral trust bonds to make them marketable at a fair rate of interest, 
by no means as low, however, as would be' the case if the bonds were sup
ported by the credit ox the Stats. I appreciate moreover, the dangers 
that would attach to the policy of making the State the guarantor of ob
ligations indefinite as to amount, and am of the opinion that in case it 
should be decided to submit the ideas above advanced to the legislature," 
it might be well to limit the total issue of bonds to be guaranteed by 
the State to a fixed sum, say £>2,000,000, which would, on the basis of 
a paid in capital of £500,000, give the State a margin of £5f». After 
this amount had been invested in farm mortgages, the system would have 
then been tested out and understood, and if proved a success, further 
bond issues could be floated on satisfactory terms without recourse to 
the credit of the State.

There are doubtless many legal matters which should be con
sidered in this connection, which I as a layman am not qualified to dis
cuss. The object of this letter is to sound the sentiment in Alabama as 
regards rural credits, and should the idea arouse any interest it might 
be well to submit the entire question to the consideration of the various 
commercial bodies in the State, in order that the details may be worked 
out, that the legal questions may be duly considered, and that a bill may 
be drawn by competent counsel.

Very truly yours,

W. P. G. Harding,

t
Mr. W. Mi Clemens* Managing Editor,

The Mobile Item,

Mobile, Ala.
♦
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208.

f e d e r a l  r e s e r v e  b o a r d

WASHINGTON

April 19, 1915.

Sub ject: Legal Reserve - Federal Reserve Banks.

S I R :

In connection with the plan now under considera
tion under which the Federal Reserve Board contemplates 
assuming the functions of a clearing house for the sev
eral Federal reserve banks, this office has been request
ed to give an opinion on the following questions:

1« Whether gold kept in a clearing fund 
under the control of the Federal Reserve Board 
may be counted by Federal reserve banks deposit
ing such gold as part of their reserve against 
liabilities other than Federal reserve notes.

2» Whether any part of such clearing fund 
may be kept by the Federal Reserve Board in 
the Treasury or one of the Subtreasuries of 
the United States.

In reference to the first question, Congress has 
not in terms defined by statute what constitutes reserve 
against demand liabilities and in order to reach a con
clusion as to what may or may not be counted as part of 
such reserve, it is necessary to review and interpret the 
principal acts of Congress dealing with this subject.

The Act of June 3, 1864, being Revised Statute, 
Section 5191, provided in part as follows:

"Every national banking association in 
either of the following cities * * * * shall 
at all times have on hand in lawful money of 
the United States, an amount equal to at least 
twenty-five per centum of the aggregate amount 
of (its notes in circulation and ) its deposits; 
and every other association shall at all times
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have on hand in lawful money of the United 
States, an amount equal to at least fifteen 
per centum of the aggregate amount ( of its 
notes in circulation and ) of its deposits*”

The same Act further provided, (Section 5192) that :

"Three-fifths of the reserve of fifteen 
per centum required by the preceding section 
to be kept, may consist of balances due to an 
association, available for the redemption of 
its circulating notes, from associations ap
proved by the Comptroller of the Currency 
* * * * and doing business in the cities of 
* * * * *  Clearing-house certificates, rep
resenting specie or lawful money specially 
deposited for the purpose, of any clearing
house association, shall also be deemed to 
be lawful money in the possession of any as
sociation belonging to such clearing-house, 
holding and owning such certificate, within 
the preceding section*"

The Act of June 20, 1874, provided as follows :

Section 2 : "That section thirty-one
of 'the national bank act* be so amended that 
the several associations therein provided for 
shall not hereafter be required to keep on 
hand any amount of money whatever, by reason 
of the amount of their respective circulations; 
but the moneys required by said section to be 
kept at all times on hand shall be determined 
by the amount of deposits in all respects, 
as provided for in the said section*"

Section 3: "That every association or
ganized, or to be organized, under the provi
sions of the said act, and of the several acts 
amendatory thereof, shall at all times keep and 
have on deposit in the Treasury of the United 
States, in lawful money of the United States, a 
sum equal to five per centum of its circulation, 
to be held and used for the redemption of such 
circulation; which sum shall be counted as a 
part of its lawful reserve> as provided in sec
tion two of this act."
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It will be observed from the foregoing that prior 
to the Act of June 20, 1874, no distinction was made be-, 
tween reserve required to,be held against circulating 
notes and that required against deposits and this amend
ment relates only to the amount, and not to the charac
ter of reserve required*

Analyzing the provisions quoted above, it appears 
that reserve required by law before the passage of the 
Federal Reserve Act might consist of

(a) Lawful money on hand

(b) Balances due from approved Reserve agents

(c) Clearing House certificates, representing 
balances due from Clearing House Associations*

(d) Five per cent redemption fund, which con
sists of lawful money deposited with the 
Treasurer of the United States for redemp
tion of circulating notes*

In other words, from such analysis, it seems that reserve 
may reasonably be defined as lawful money on hand or so 
deposited, in accordance with law, as to be available at 
all times for the discharge of liabilities against which 
it is held* For example, lawful money on hand is avail
able to meet demands made at the bank. Balances due 
from approved Reserve agents are available to meet those 
liabilities which can be discharged by checks or drafts 
drawn against such approved Reserve agents, even more sat
isfactorily than by the actual shipment of lawful money 
or such balances can be immediately converted into law
ful money to meet demands made at the bank.

Clearing House deposits are available to meet de
mands presented through the Clearing House and the five 

* per cent redemption fund is available to redeem circula
ting notes presented to the Treasurer of the United States-

The Federal Reserve Act repeals that part of the 
Act of June 20, 1874, which permits National banks to 
count the five, per cent redemption fund as part of their 
legal reserve, but does not otherwise amend any provi
sions of law relating to the character of reserve to be 
held against deposits. It provides that a gold reserve 
shall be maintained against liabilities for Federal re
serve notes and a reserve of gold or lawful money
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against deposits in Federal reserve banks.,

It does not otherwise define in terms legal 
reserve•

Section 16 of the Act reads in part as fol
lows :

"Every Federal reserve bank shall main
tain reserves in gold or lawful money of not 
less than thirty-five per centum against its 
deposits and reserves in gold erf not less than 
forty per centum against its Federal reserve 
notes in actual circulation,1' etc*

The Act does not provide, except by implication, 
where the reserve held against deposits shall be actually 
carried* The reserve against circulating Federal reserve 
notes, however, under the terms of the Act, is to be car
ried partly in the vaults of the bank and partly with the 
Treasurer of the United States in order that notes pre
sented for redemption to the Treasurer may be redeemed 
out of the funds furnished by the Federal reserve banks*

Section 16 of the Federal Reserve Act provides in 
part that :

"The Federal Reserve Board * * * * may 
at its discretion exercise the functions of a 
clearing house for such Federal reserve banks*"

One of the principal functions of a Clearing 
House is to act as a depositary of funds of its mem
bers to be held for the discharge of liabilities of 
such members, which are presented to the Clearing 
House.

By analogy, therefore, if funds deposited with the 
treasurer of the United States for the redemption of 
Federal reserve notes are to be counted as part of the 
legal reserve of Federal reserve banks, required 
to be maintained against such notes, it would seem en
tirely consistent to count funds deposited with the Fed
eral Reserve Board for the discharge of its deposit 
liabilities as part of the legal reserve required to be 
held against such deposits*

Such a fund not only meets the general require
ments of lawful reserve, as indicated by the Acts re
ferred to, but inasmuch as clearing house certificates
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are specifically authorized by statute to be counted 
as part of the lawful reserve of National banks and 
the Board is authorized to act as a clearing house 
for Federal reserve banks, it would seem that its 
certificates would come within the spirit of the Act*
In other words, while Section 5192 relates to the re
serves of National banks, the Federal Reserve Act makes 
no distinction between the character of reserve of 
such banks and the character of reserve of Federal 
reserve banks.

In answer to the second question, while the 
Act does not in terms provide for deposits by the 
Federal reserve banks, or by the Federal Reserve 
Board, with the Treasurer of the United States, the 
Attorney General has rendered an opinion on the stat
us of the Federal Reserve Board, in which he holds 
that the Board is an independent establishment and 
the members are officers of the United States.

As such officers, it is entirely consistent 
with tire established practices of the Government that 
accounts should be opened with the Treasurer or As
sistant Treasurer for the deposit of any funds held 
by the Federal Reserve Board. In other words, since 
that fund will be deposited with the Federal Reserve 
Board and since the Board at this time is without the 
necessary facilities for keeping such fund, the Treas
ury of the United States would seem to be the proper 
place for its deposit.

The bookkeeping incident to handling the clearings, 
could of course be handled by the Board without ref
erence to the physical location of the funds in ques
tion.

I am, therefore, of the opinion that both questions 
may be answered in the affirmative.

Respectfully,

(Signed) M« C. ELLIOTT,

Counsel.

Honorable F. A. Delano,
Vice Governor, Federal Reserve Board.
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Tentative
Circular Ncs_____

Series of 1915.

FEDERAL RESERVE BOARD

Washington, April 26, 1915.

The Purchase of Bills of Exchange in the Open Market.

358

As is perhaps generally known, one of the important ob- 

jects of the Federal■Reserve Act was the establishment of a 

broad "discount market” which would to a large extent super

sede the "call money market." In the regulations already 

promulgated, substantial progress has been made in its es

tablishment by providing for the purchase or rediscount by 

the Federal Reserve Bank cf commercial paper endorsed by the 

member bank offering it, or the purchase by the Federal Re

serve Banks of acceptances growing cut of import or export of 

goods, whether indorsed or not. The object of the present 

circular is to arrange for a still further enlargement of 

this business by providing for the discount by member banks 

of domestic bills of exchange, whether accepted by bankers 

or by merchants, manufacturers or industrial corporations 

in good standing, and their rediscount or purchase in the 

open market by Federal Reserve Banks.

Among the monographs presented by the National Monetary 

Commission in 1908-09 is one on the Discount System in Europe, 

in which the following paragraph appears:
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(b) That po bill is "eligible* the proceeds of which have been 
used or are to be used:

(1) For permanent or fixed investments or any kind, sy-ch as 
lands, buildings, machinery (including therein additions, al
terations, or other permanent improvements, except such as
are properly to be regarded as costs of operation). It may be 
considered as sufficient evidence of compliance with this re
quirement if the maker or drawer shows, by statement or other
wise, that he has a reasonable excess of quick assets over his 
current liabilities on open accounts, short-term notes, or 
otherwise ;■

(2) For investments of a merely speculative character, 
whether made in goods or otherwise.

III.

Method of certifying eligibility.

Any domestic or foreign bank, firm, corporation or individual, 
offering a bill for sale to a Federal Reserve Bank shall certify in 
writing that the bill was issued for one of the purposes mentioned 
in the above paragraphs and conforms to section 13 of the Federal 
Reserve x\ct and to this regulation.

Every such bank, firm, corporation or indicidual shall furnish 
an original signed statement of the financial condition of the maker 
or drawer of ths bill, or true copies thereof, certified by a notary 
public, designating where the original statement is on file. State
ments should contain all the information essential to a clear and 
correct knowledge of the maker's or drawer's credit and of his method 
of borrowing. A schedule specifying certain information, which it is 
desirable that such stateirents should include, is hereto appended.

Statements of the maker*® or drawer's financial condition may 
be waived in the following cases:

(1) If the bill bears the acceptance of the purchaser of the
goods and presents prima facie evidence that it was issued for 
goods actually sold, or ’

(2) If the bill be specifically secured by documents covering 
readily marketable staples.

In order that bills of exchange eligible for discount under these 
regulations shall be readily identified, it is very desirable that the 
Federal Reserve Banks shall adopt a standard form of bill which shall 
show in a simple and readily recognizable way the "payer", the Ppayea", 
the "acceptor", the "indorser" and the invoices covered by the ac
ceptance. Such forms have been submitted to the Federal Reserve Boen-d,
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but in the opinion of the Board, it ie proper to leave the working #«t 
of details of this kind with th« Federal Reaerve Banks.

CHARLES S. HAMLIN.
Governor.

H. PARKER WILLIS,
Secretary.

APPENDIX

INFORMATION DESIRED 0? MAKERS OR DRAWERS.

The credit files of Federal Reserve Banks should include informa
tion concerning the following matters:

(a) The nature of the business or occupation of the maker and 
acceptor of purchased bills;

(b) If an individual, information as to his indebtedness and 
his financial responsibility;

(c) If a firm or corporation, a balance sheet showing quick assets, 
slow assets, permanent or fixed assets, current liabilities and accounts, 
short-term loans, long-term loans, capital and surplus;

(d) All contingent liabilities, such as indorsements, guaranties,
etc. ;

(e) Particulars respecting any mortgage debt and whether there is 
any lien on current assets;

(f) Such other information as may be necessary to determine whether 
the borrower is entitled to credit in the form of short-term loans.
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Tentative Regulation 
Series cf 1915.

FEDERAL RESERVE BOARD-

Washington, April 26, 1915.

The Rediscount by Federal Reserve Banks or Purchase of Bills of Exchange
in the "ftpnr Market.

The word "bill", when used in this regulation, shall be construed 
to include only bills of exchange, and the word "goods" shall be con
strued to include goods, wares, merchandise, or staple agricultural 
products, including live stock.

I-
Statutory Requirements.

The Federal Reserve Act provides that a bill, other than an ac
ceptance, to be eligible for purchase by a Federal Reserve Bank, must 
comply with the following statutory requirements?

(a) It must have a maturity at the time of discount of not more 
than 90 days, except as provided by Regulation C, accompanying Cir
cular No. 4, series of 1915, in regard to six months agricultural paper.

(b) It must have arisen out of actual commercial transactions; 
that is,, be a bill which has been issued or drawn for agricultural, 
industrial, or commercial purposes, cr the proceeds cf vmich- have been 
or are to be used for such purposes.

(c) It must not have been issued for carrying or trading in stocks 
bonds or other investment securities except bonds and notes of the 
Government of the United States; but the pledge of goods as security 
for a bill is not prohibited.

II.

Character of paper eligible.

The Federal Reserve Board, exercising its statutory right to 
define the character of a bill/for purchase by a Federal Reserve Bank, 
has determined: eligible

(a) That it must be a bill representing the production or manu
facture of certain definite articles or commodities, having a recog
nized standard of character and readily salable quality; the object 
being to have the paper represent salable and self liquidating trans
action independent of the maker, acceptor or endorser of the note.
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"there are, th«n, two primary kinds of 
tills in use in Europe - the one drawn by the 
producer, manufacturer, or trader on his re— 
spective purchaser and accepted by the lat
ter, and the other, the bill drawn on and 
accepted by a bank or banker."

In circulars and regulations already promulgated, the 

purchase or discount of the second form of bill, of exchange 

herein described has bean provided for, and it therefore re

mains for us now to provide for the purchase of the first 

mentioned form of bill of exchange. This form is generally 

known to bankers as‘the "trade acceptance" in contradistinc

tion to the "bankers’ acceptance."

Section 13 of the Federal Reserve Act provides in part as 

follows:

"Upon the indorsement of any of its mem
ber banks, with a waiver of demand, notice and 
pretest by such bank, any Federal reserve bank 
may discount notes, drafts, and bills of exchange 
arising out of actual commercial transactions; 
that is, notes, drafts, and bills of exchange 
issued or drawn for agricultural, industrial, 
or commercial purposes, or the proceeds of which 
have been used, or are to be used, for such 
purposes, the Federal Reserve Board to have the 
right to determine or define the character of the 
paper thus eligible for discount, within the 
meaning of this Act. Nothing in this Act con
tained shall be construed to prohibit such notes, 
drafts, and bill3 of exchange, secured by staple 
agricultural products, or other goods, wares, or 
merchandise from being eligible for such discount; 
but such definition shall not include notes, 
drafts, or bills covering merely investments 
or issued or drawn for the purpose of carrying 
or trading in stocks, bonds, cr other investment 
securities, except bonds and notes of the Govern
ment of the United States. Notes, drafts and bills 
admitted to discount under the terms of this para- 
graph must have a maturity at the time of discount 
of not more than ninety days: Provided. That 
notes, drafts, and bills drawn or issued for agri-
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cuiturajL purposes or based on live stock and 
having a maturity not exceeding six months 
may be discounted in an amount to be limited to 
a percentage of the capital of the Federal re
serve bank, to be ascertained and fixed by the 
Federal Reserve Board.

The aggregate of such notes and bills bear
ing the signature or indorsement of any one per
son, company, firm, or corporation, rediscounted 
for any one bank shall at no time exceed ten per 
centum of the unimpaired capital and surplus of 
said bank; but this restriction shall not apply 
to the discount of bills of exchange drawn in 
good faith against actually existing values."

Section 14 of the Federal Reserve Act provides in part as 

follows:

"Any Federal Reserve Bank may, under rules 
and regulations prescribed by the Federal Re
serve Board, purchase and sell in the open 
market at home or abroad, either from or to 
domestic or foreign banks, firms, corporations 
or indiciduals, cable transfers and bankers' 
acceptances and bills of exchange of the kinds 
and maturities by this Act made eligible for 
rediscount, with or without the endorsement 
of a member bank."

The rediscount of bills of exchange referred to in the 

foregoing paragraphs has been provided for in Circular )f3 and 

Regulation "B", series of 1915, which, as already stated, 

covers the rediscount not only of bills of exchange, bat of 

notes and drafts as well. (i.e. these are all classed as 

forms of '’commercial paper").

The rediscount of "bankers' acceptances" or their pur

chase in the open market have likewise been provided for in 

Circular No. 5 accompanied by Regulation "D".
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The purchase of bills of exchange in the open market re

mains to be provided for. The language of the Act above 

quoted makes it evident that all bills of exchange which are 

eligible for rediscount are likewise eligible for purchase 

by Federal Reserve Banks, subject to regulations of this 

Board with or without the endorsement of a member bank, 

whether they are the acceptances of bankers or of merchants 

or manufacturers in good standing. Regulations which apply 

to the rediscount of bills of exchange (e.g., commercial 

paper) should consequently apply to the purchase of bills 

of oxchange, except that the intervention of a member bank 

as the sole source through which such bills may be presented 

to a Federal Reserve Bank is eliminated, while th8 require

ment that the indorsement of a member bank be placed upon 

such bills is likewise eliminated and such portions of the 

regulations relating to rediscount as grow out of the in

dorsement requirement may, therefore, be dispensed with.

At the same time, it should be borne in mind that a bill 

of exchange in proper form, bearing the indorsement of a 

member bank, may be used as collateral for Federal Reserve 

Notes, while those not so indorsed can not be so used.

The accompanying regulation consequently follows the 

language of Regulation "B” attached to Circular $3, series 

of 1915, except in so far as departure is rendered neces

sary by the considerations set forth above.
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It is not the conception of the Board that the above 

described bills- of exchange or trade acceptances shall sup

plant or take the .place of other approved forms of borrow

ing. It is most desirable that the manufacturer or producer 

shall make his own financial arrangements and borrow on the 

strength of his own credit and the statement which he is 

able to make, as provided in Circular No. 3, Regulation "B", 

and the above described bill of exchange simply supplements 

the former by introducing a form of two-name paper which is 

much used in Europe and was formerly much used in this 

country, as an alternative method. It should be safeguarded 

so as to represent the highest possible grade of domestic 

paper, supported not only by the good name of the maker of 

the bill, and the acceptor, (in some cases even by indorse

ment) but also by the value of readily salable commodities 

which it should represent.

(Signed) Charles S. Ham'lin 
Governor.

(Signed) H. Parker Willis 
Secretary.
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TREASURY DEPARTMENT

Washington,April,23,1915

Office of
Commissioner of Internal Revenue

M. C. Elliott, Esq.,
Counsel, Federal Reserve Board,

Treasury Department,
Washington, D* C.

S I R ;

This office is in receipt of your letter of the 

17th instant propounding a number of inquiries concerning 

the application of the Act of October 22, 1914, to various 

documents required under the‘operations of the Federal 

Reserve Act* Answers follow herewith numbered in accord

ance with the numbers given by ycu'to tho questions con

tained in your said letter.

(1) While this office understands them to be 

required by express provision of the Federal Reserve Act, 

certificates made to the Comptroller of the Currency by 

Federal Reserve Banks showing increases or decreases in 

capital stock, appear to fall directly within the exemption 

contained in the paragraph of T. D. 2087 issued by this 

office, entitled "Certificates for use of the Government," 

covering among other documents "Reports made to the Comp

troller of the Currency." It is therefore held that no tax 

stamps are required on these certificates.

(2) Certificates net required by any express 

provision of la., but merely under the regulations of the
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Federal Reserve Board acting under general authority con

ferred by law are not subject to tax under the Act here in 

question. In this connection attention is invited to the 

first two paragraphs cf T. D. 2087, ropy of which is 

enclosed herewith.

(3) It b eing the understanding of this office 

that Federal Reserve Banks are held tc occupy the status 

of private rather than public institutions, certificates 

of stock when issued by them, are held to be subject to 

tax under paragraph 1 of schedule A of the Act of October 

22, 1914, imposing taxation in the amount of five cents 

per §100 cf face valu$ or fraction thereof, upon original 

issue of certificates of stock by any company, association 

or corporation. This office holds the face value of such 

certificates to be the par or nominal value of the stock 

covered thereby, even, though the certificates show upon 

their face that only part of the full yrice has been paid 

therefor,

(4 <x 5) This office is aware of no provision of 

law under which ta* could be imposed upon interim receipts 

given by Federal Reserve Banks for individual assessments 

on stock subscriptions^

Respectfully,

(Signed) W. H, OSBORN,

Commissioner.

-2-

4/24/15/
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WILLIAM 6. McADOO

SECRETARY OF THE TREASURY 
CHAIRMAN

JOHN SKELTON WILLIAMS
COMPTROLLER OF THE CURRENCY FEDERAL RESERVE BOARD

W. P. 6. HARDING. GOVERNOR 
PAUL M. WARBURG. VICE GOVERNOR 
FREDERIC A. DELANO 
ADOLPH €i fllCLER 
CHARLES*^. hXm£iN

H. PARKER W ILLIS. SECRETARY 
SHERMAN P. ALLEN. ASST. SECRETARY 

AND FISCAL AOENT

W A SH IN G T O N ADDRESS REPLY TO

FEDERAL RESERVE BOARD

"V

Dear Sir:-

Under an arrangement recently made, official tele

grams of your bank are to be paid for by the Federal Reserve 

Board at Government rates. Enclosed are certain telegrams, 

forwarded to the Federal Reserve Board for such payment.

Will you please have these telegrams checked, the 

count of words in each one verified and return then as early, 

as possible with some certification of an officer of your 

bank to the effect that they are authentic and should be paid.

Where the Government rate is charged, the address 

and signature upon telegrams are counted.

Very respectfully,

Fiscal Agent.

215.
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F E D E R A L  R E S E R V E  B O A R D

WASHINGTON

April 30, 1915.

S I R

The question has been raised whether a Federal reserve 
bank may, under Section 13 of the Federal Reserve Act, discount 
acceptances endorsed by a member bank located in a district 
other than that of such reserve bank; and, if so, is the paper 
thus discounted eligible to be used as collateral security for 
Federal reserve notes issued under Section 16?

The Act provides that -
"Any Federal reserve bank may discount ac

ceptances which are based on the importation or 
exportation of goods and which have a maturity 
at time of discount of not more than three months, 
and endorsed by at least one member bank."

It is to be noted that an acceptance to be eligible for 
discount under this provision of the Act must

(1) be based on the importation or exportation 
of goods,

(2) have a maturity at time of discount of not 
more than three months, and

(3) be endorsed by at least one member bank.

The third requirement is the one to be specially con
sidered in this connection. Does "member bank" mean a member of 
the particular Federal reserve bank, or does it import a more 
general significance and mean a bank which is a member of the 
Federal reserve system? If it is the latter, then no doubt any 
Federal reserve bank may discount acceptances for any member 
bank, irrespective of the district in which it is located.

Section 1 of the Federal Reserve Act states that -
"The term "member bank" shall be held to mean 

any national bank, State bank, or bank or trust com
pany which has become a member of one of the reserve 
banks created by this Act",

and, applying this definition to the section in question, it would 
seem clear that in considering the eligibility of acceptances for 
discount by a particular Federal reserve bank.it is immaterial in 
what district the endorsing member bank is located. As long as it
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is a member of some one Federal reserve bank, it is a "member 
bank" as defined by the Act itself.

This conclusion is further supported by the fact that 
Congress, in defining eligible paper other than acceptances, 
required specifically that the endorsement must be by "any of 
its member banks", thus expressly referring to the members of 
a certain Federal reserve bank. The fact that this restriction 
was omitted in fixing the qualities of eligible acceptances, in
dicates that Congress intended that there should be a broad mar
ket for this class of paper and that a Federal reserve bank 
should not be limited to acceptances endorsed by its own member 
banks»

This same construction of the term "member bank" has 
been accepted by the Board in relation to the power of a Fed
eral reserve bank to receive deposits of "checks and drafts 
upon solvent member banks,,"

Granting, therefore, that a Federal reserve bank may 
discount acceptances endorsed by a member bank of another dis
trict, may such paper be put up as collateral for Federal re
serve notes?

It is clear that paper bought in the open market un
der the provisions of Section 14 is not eligible as collateral 
security unless it conforms to the provisions of Section 16, 
defining' eligible collateral. That section provides in part 
that -

"The collateral security thus offered shall 
be notes and bills, accepted for rediscount under 
the provisions of Section 13 of this Act".

If, therefore, a Federal reserve bank receives accept
ances for discount under the provisions of Section 13, in the 
manner indicated above, such paper may be used as collateral 
for Federal reserve notes. The sole requirement is that the col
lateral shall be notes and bills, - terms which are broad enough 
to include acceptances in this connection, - accepted for redis
count under the provisions of Section 13. The fact that the same 
paper may have been purchased in the open market, with or without 
the endorsement of a member bank, is immaterial if, in fact, the 
paper was accepted for discount under Section 13,

As previously indicated, acceptances endorsed by a mem
ber bank of another district may be so discounted, and if so,

i
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they may be put up as collateral security under the terms of 
Section 16, which define eligible collateral*

Respectfully,

(Signed) M. C. ELLIOTT,

Counsel,

To
Honorable C. S. Hamlin,

Governor, Federal Reserve Board.
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BY-LAWS OF THE FEDERAL RESERVE BOARD

WITH

AMENDMENTS.

By-laws i Amendments:-

ARTICLE I.
i

The Chairman.

The Secretary of the Treasury 
shall be Chairman of the Board, and 
shall preside at all meetings when 
present. In the absence of the 
Chairman the Governor of the Board 
shall act as presiding officer. In 
the absence of both the Chairman 
and the Governor, the Vice Governor 
shall act as Chairman.

ARTICLE II.

The Governor.

Section 1. The Governor of the 
Federal Reserve Board shall be the 
active executive officer thereof; 
subject, however, to such rules and 
regulations as may be incorporated 
herein or may from time to time, by 
resolution, be established.

Section 2. The Governor shall 
have custody of 3uch funds as may 
be in possession of the Board. He 
shall open and maintain bank ac
counts in such institutions as the 
Board may by resolution designate, 
and shall sign checks drawn on such 
accounts, such checks to be counter
signed by the Secretary or other 
designated officer of the Board.
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Section 3. The Governor shall 

keep or cause to bo kept a continu
ing record of all receipts and dis
bursements of the Board.

Section 4. The Governor shall 
have general charge of all business 
of the Board not specifically 
assigned by resolution to any indi
vidual member thereof, or to the com
mittee of the whole. He shall sub
mit a summary of such business at 
each succeeding meeting of the Board.

Section 5. The Governor shall 
have custody of the seal of the Board 
and shall have power to affix the 
same to all instruments requiring it 
under the authority of the* Board.
Such instruments shall be attested 
by the Secretary.

ARTICLE III.

The Vice-Governor.

Section 1. In the absence or 
disability of the Governor, his pow
ers shall be exercised and his du
ties discharged by the Vice-Governor 
and in the absence or disability of 
both of these officers, such powers 
shall be exercised and such duties 
discharged by such member of the 
Board, as it may by resolution,desig
nate Chairman pro tern.

Section 2. It shall be the duty 
of the Vice-governor to cooperate 
with the Governor in the administra
tion of the general business of the 
Board.

AMENDMENT I.
Section 5 of Article 11 of these 

By-laws is hereby amended to read:

"The Secretary shall have cus
tody of the seal and shall have power 
to affix the same to all instruments 
requiring it under the authority of 
the Board. Such instruments shall be 
attested by the Secretary."

(February 1, 1915).
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On motion the %iw}n<taî *t$ 4 Q Ihe 
By*lawe of the Board, et which
had been duly given in aecardanye with 
Artiele 9 of the existing by-il̂ tws, 
was adopted as followsi 

•*’ ♦ . •*
Insert after Article III of the 

existing By-laws, a new article num
bered IV, as hereinafter set forth, 
and renumber the succeeding articles 
accordingly.

ARTICLE IV.

The Executive Committee.
1. There shall be an Executive 

Committee of the Board consisting of 
three members, which shall include 
the Governor and Vice Governor and one 
other. The third member shall be 
nominated and elected at a regular 
meeting of the Board. Members of the 
Board shall serve as fab as practic
able in rotation and for periods to
be fixed by the Board from time to 
time, Two members 8hall constitute 
a quorum for the transaction of busi- 
nessi

2. It shall be the duty of the 
Executive Committee of the Board to 
transact all busines-- of a general 
nature which can be transacted in
Accordance with'principles already 
established by the Board, and such as 
may be delegated to it from time to 
time; to review and approve important 
correspondence involving the expres
sion of opinions or decisions of the 
Board; to prepare and make recommen
dations governing the conduct of the 
Board's business and tp oversee and 
control the making of statements to 
the press expressive of the Board's 
policy or descriptive of its action.

3. The Executive Committee may 
at any time delegate to the Secretary 
of the Board, either individually or 
under the supervision of one of its 
members, the exercise of its functions 
with reference to publicity as herein
before set forth.

(March 22, 1915),

O  S t'<m>
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ARTICLE tV. New ARTIOfU V.

Section 1. The Board shall ap-** | 
point a Secretary, whose duty it j
shall be to attend all meetings of the 
Board, and keep a record of its pro- J 
ceedings, I

iI!Section 2. The Secretary shall 
assist the Governor and members of 
the Board in the administration of 
general business and correspondence.
He shall under the direction of the 
Governor have general supervision of 
the office and shall supply the Board 
with detailed information regarding 
domestic and international business 
and banking relations, and such other 
data as the Board tnay from time to j 
time require. I

Section 3. In the absence or j 
disability of the Secretary, his 
duties shall be performed by such mem
ber of the Board or general staff as 
said Board, may, by resolution, ap
point Secretary pro tem.

By Amendment March 22, 19J5, above.

amendment II.

The Board shall appoint an As
sistant Secretary, who shall exercise 
the powers and discharge the duties of 
the Secretary in his absence or dis
ability and shall perform such other 
duties as may be assigned to him from 
time to time by the Board, or by the 
Secretary of the Board.

AMENDMENT III,

Section 1, The Board shall ap
point a Fiscal Agent whose duty it 
shall be to collect and deposit all 
moneys receivable by the Board with 
the Treasurer of the United States, 
to be placed in a Special Fund es- 

! tablished on the bocks of the Treas- 
j ury for the Federal Reserve Board, 
l
| Section 2. The Fiscal Agent
| shall execute a bond with surety 
i satisfactory to the Board in a sum to 
i be fixed by the Board.
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Saction 3. Payment ff expense® 
and other disbursements of the Board 
shall be mads by the Fisaal Agant, 
upon proper vouchers, out of the 
moneys advanced to him by requisition 
and warrant out of the Special Fund 
and placed to his official credit with 
the Treasurer of the United States, 
as provided by Section 5 of this 
amendment.

Section 4. The Fiscal Agent 
Shall prepare a monthly account in 
such form as shall be approved by the 
Comptroller of the Treasury, and, 
after approval by the Governor, such 
monthly account shall be submitted to 
the Auditor for the State and other 
Departments.

Section 5. The Governor shall, 
when necessary make requisition on 
the Treasurer of the United States 
for the advance of such sums to the 
Fiscal Agent as may be necessary from 
the Federal Reserve Board Fund.

So much of the provisions of the 
By-laws heretofore adopted 'inconsis
tent with Amendments I, II and III 
are hereby repealed,

AMENDMENT IV.

(February 1, 1915.)

ARTICLE V, Now ARTICLE V i .
The following is an impression 

of the seal adopted by the Board: By Amendment March 22, 1915, above.

( SEAL )

ARTICLE V- a. Now ARTICLE VI- a.

Counsel, By Amendment March 22, 1915, above.

The Board shall appoint a reg
ular Counsel whose duty it shall be 
to advise with the Board, or any mem-
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ber thereof, â.3 to such legal ques
tions as may arise in the conduct 
of its business} aYid to prepare, at 
the Board's request., forms and other 
legal papers and perform gen
erally such legal services as he may 
be called upon by the Board to per
form 4

Section 1, There shall be a 
stated meeting of the Board each 
week day except Saturdays and legal 
holidays at 11 a.m.

Section 2. A majority of the 
Board shall constitute a quorum for 
the transaction of business exoept 
that an affirmative vote of at least 
five members of the Board shall be 
necessary to require Federal reserve 
banks to rediscount the discounted 
paper of other Federal reserve banks.

Section 3. At lea&t once dur
ing each quarter there shall be a 
joint conference in Washington of 
members of the Federal Reserve Board 
and the Federal Reserve Advisory 
Council, at such time as may be mu
tually agreed upon by said Board and 
said Council.

Section 4. At all meetings of 
the Board the following shall be the 
order of business:

(1) Reading or inspection of
the minutes of the last 
regular meeting..

(2) Report of the Governor.
(3) Report of the Secretary.
(4 ) Reports of the committees

or members on assigned 
business.

(5) Unfinished business.

ARTICLE VI.

Meetings«

Now ARTICLE VII*
By Amendment March 22* 1915, above.
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ARTICLE VII.

Information.

Section I. Ail persons eim* 
ployed by the Board shall keep in
violate its business, affairs, and 
concerns, and shall not disclose or 
divulge the same to any unauthorized 
person whomsoever, and any employee 
who shall give information contrary 
to this by-law shall be liable to 
immediate dismissal.

#
Section 2. Unless a different 

procedure in given cases is author
ized by vote of the Board, the ac
tion or policy of the Board shall 
not be expressed through any indi- 
viduc1 member, but by its duly con
stituted officers, after formal ac
tion by the Board.

ARTICLE VIII.

Committee on Budget and Audit,

The Chairman shall appoint a 
committee consisting of two members 
of the Board, whose duty it shall be 
to audit the accounts thereof for 
the six months' period for which 
they shall have been appointed, and 
report to the Board a tentative bud
get of expenses for the next suc
ceeding six months.

ARTICLE IX. 

Amendments.

r'lr

Now ARTICLE VIII,

By Amendment March 22, 1915* above

Now ARTICLE IX.

By Amendment March 22, 1915, above

Now ARTICLE X.

By Amendment March 22, 1915 * above

These by-laws may be amended at 
any regular'meeting of the Board by 
a majority vote of the entire Board, 
provided that a copy of such amend
ment shall have been delivered to 
each member at least seven days pri
or to such meeting.

5/5/15.
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STATEMENT FOR THE PRESS :

O  / I
21X

May 4, 1915 #

The Federal Reserve Board today passed the following resolution 

regarding redistrieting appeals:

BE IT RESOLVED: That the recommendations of the respective com

mittees he adopted and approved, and that the petitions of the hanks 

in southern Oklahoma, northern New Jersey, Tyler and Wetzel Counties, 

West Virginia, he granted; and,

BE IT ALSO RESOLVED, That the petition of the banks of Wyoming 

and Nebraska he denied; and, '

BE IT FURTHER RESOLVED, That action on other pending petitions he 

deferred until further experience in the actual operation of tho several 

districts, especially in the light of the new clearing system which is 

about to go into effect, and of the extent to which State hanks take 

membership in the Federal Reserve System, shall have provided the Board 

with the necessary data for a conclusion, it being the opinion of tho 

Board that action on petitions relating to changes in cities designated’ 

as the location of Federal Reserve hanks should he deferred until the 

Board shall have reached a conclusion from exporicnce as to any further 

readjustments in the boundaries of the several districts, or in tho 

number of districts, which may ho desirable in tho operation and 

development of the Federal Reserve System#

The vntA on tho resolution was unanimous, Secretary McAdoo who 

was not present, asking to ho recorded in favor of it .
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F E D E R A L  r e s e r v e  b o a r d  

WASHINGTON

*T^Qo  / o

'V'
n s

May 6, 19X5.

MEMORANDUM IN REGARD TO CENTRAL RESERVE AND RESERVE CITIES.

Attached hereto (Exhibit A.) is a list of Central Reserve 

and Reserve Cities, grouped according to the Federal Reserve 

Districts in which they are located and showing the popula

tion of each.. It is apparent without much study, that no very 

intelligent method- has thus far been practiced in the selec

tion of these Cities. New York City is the only Central Re

serve City in the Eastern states and Chicago and St. Louis, 

quite close together, represent all the rest of the country.

Some important Federal Reserve Districts have only one 

Reserve City; for example, Boston and Philadelphia. Three 

of the Districts have only two Reserve Cities, New York, St. 

f.ouis, and Minneapolis,. In the case of Minneapolis, the 

other Reserve City is St. Paul, although, in relation to 

trade and commerce, Minneapolis and St, Paul are twins.

Some of the Reserve Districts are amply supplied with

Reserve Cities and one or two have gone to almost absurd

extremes in this respect. ** "

It would, therefore, seem that there should be a re

consideration of the whole subject. With this object i.i view 

and for the information of the Board there is attached hereto 

(Exhibit B) a list showing all cities of over 100,000 in-
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habitants, fifty in, all, and all cities of less than

100,000, but over 50,000, fifty-four cities.

These Exhibits illustrate better than argument the 

reasons for a reconsideration of the whole subject of the 

selection of Reserve and Central Reserve Cities.

Under the Act until November 2nd, 1917, all non-re

serve city banks may keep five-twelfths (5/l2) of their re-
n i

serve* deposits in other national banks in Reserve or Cen

tral Reserve Cities,

Secondly; minimum reserve requirements are fixed for 

all time at 18^ for banks in Central Reserve, 15^ for banks 

in Reserve and 12/t for banks in non-reserve cities.

Third; the law specifically permits the Federal Re

serve Board tc readjust the matter of Reserve or Central 

Reserve Cities at any time so that if at the end.of the 

three-year period, (i. e. November 2nd, 1917) it were 

thought desirable to reduce or rearrange the list of Re

serve and Central Reserve Cities, it could be readily done. 

Incidentally it nay be said that there is much to be said in 

favor of higher reserve requirements in large cities, say 

citie.s of half a million or more inhabitants where, by rea

son of congested population, or similar causes, there may be 

sudden demands for funds.

The question of naming additional Reserve Cities or 

Central Reserve Cities naturally divides itself into two
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parts; first, thi» effect in the next two and a half years, 

and, second, the effect thereafter. At the sane tine, 

inasmuch as the Federal Reserve Board has the right on 

November 2nd, 1917, or at a>ny subsequent' date to readjust 

this whole schedule of Reserve and Central Reserve Cities, 

one need not be alarmed by the effect at that time, and we 

may therefore confine our attention to the immediate re

sults. Taking the case of Central Reserve Citiee first, 

we may state that the immediate results are threefold:

First; An increase in reserve requirements of 
all National banks in Central Reserve Cities from 
15/3 to 18% i

Second; As a compensation for this, all Reserve 
Cities are permitted to count as part of their reserv 
deposits ip banks in Central Reserve Cities ;

Third; Perhaps of most immediate importance, is 
the fact that tanks in Central Reserve Cities must 
keep all their reserve deposits either in their \own 
vaults or in their Federal Reserve Bank, thus greatly 
strengthening it.

If, for example, we were to name the cities of Boston 

Philadelphia, Cleveland, Minneapolis, Kansas City and San 

Francisco as Central Reserve Cities, the immediate effect 

would be :

To increase the reserve requirements of banks 
in those cities 2>%\

To permit Reserve Cities to count as part of 
their reserves, deposits in banks in those cities;

To strengthen the Federal Reserve Bank of each 
respective district by increasing it deposits.
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'Taking the concrete examples of Boston, Phila

delphia, Cleveland, Kansas City, Minneapolis and S*tt 

Francisco, it might be argued that these cities should 

not be named as Central Reserve Cities unless important 

cities and towns in these districts are named as Reserve 

Cities. Thus in the Boston district we might properly 

name Portland, Me., Providence, R.I., Hartford and New 

Haven, Conn.

We might add to the Reserve Cities in the New York 

district Buffalo and Syracuse,

We might add to the Reserve Cities of the Phila

delphia district Harrisburg and Scranton, Pa.

We might add to the Reserve Cities of the Cleveland 

district Ilayton and Toledo, Ohio.

There does not seem tc be any necessity of adding 

any Reserve Cities in the San Francisco district, as there 

are already six Reserve Cities in that district, outside 

of San Francisco.

We might add to the St. Louis district Memphis, Tenn., 

and Little Rock, Ark., and to the Minneap-plis district 

Duluth, Minn and possibly Butte, Montana,

The above tentative suggestions for abvious reasons 

omit any reference to Central Reserve Cities in the Dis

tricts of Richmond, Atlanta and Dallas.
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EXHIBIT •'A'” 882
List of Central Re-aerve and Reserve Cities, Grouped by Districts

and According to Population,
DISTRICT. .NO, 1: 

(*) Boston

mmici-jm*.
(*) New York City 

Albany

■ ? :

(*) Philadelphia

DISTRICT NO, 4 :

{*} Cleveland 
Pittsburgh 
Cincinnati 
Columbus

DISTRICT NO. 5 :

Baltimore 
Washington 

(*} Richmond
Charleston S.C.

DISTRICT NO, 6 :

New Orleans 
(*) Atlanta

Birmingham
Nashville
Savannah
Chattanooga

DISTRICT NO. 7:

(*) Chicago 
Detroit 
Milwaukee 
Indianapolis 
Des Moines 
Sioux City, la. 
Dubuque 
Cedar Rapida

DISTRICT NO, 8 :

(*} St. Louis 
Louisville

Population
670,565

4,7*6,883
100,253

1,549,008

560,66? 
533,905 
364,463 
181,548

558,485
331,069
127,628
58,883

339,075
154,389
132,685
110,364
65,064
44,604

2,185,283
465,766
373,857
233,650
86,368
47,828
38,494
32,811

687,029
223,928

DISTRICT NO..9:
. Population.) Minneapolis $vl,4Q8
St. Paul 214,744

PI STRICT,. NO^ .10;

) Kansas City,Mo. 248,381
Kansas City, Kae. 82,331
Denver 213,381
Omaha 124,096
South Omaha, Neb, 26,259
St. Joseph, Mo, 77,403
Oklahoma City 64,205
Wichita, Kas. 52,450
Pueblo, Colo. 44,395
Lincoln, Nebr, 43,973
Topeka, Kas. 43,684
Muskogee, Okla. 25,278

DISTRICT NO.. J.1:

San Antonio 96,614
) Dallas 92,104
Houston 78,800
Ft. Worth 73,312
Galveston 36,981
Waco 26,425

DISTRICT NO. 12:

) San Francisco 416,912
Los Angeles 319,198
Seattle 237,194
Portland 207,214
Spokane 104,402
Salt Lake City 92,777
Tacoma 82,972

Federal Reserve Cities marked with (*) Apr. 23
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F E D E R A L  R E S E R V E  B O A R D

WASHINGTON.

May 8, 1915.

GOLD SETTLEMENT FUND.

Instructions to Federal Reserve Banks relative to the estab
lishment of the Gold Settlement Fund.

1 - At close of business Wednesday, May 19, 1915, each Fed
eral reserve bank will telegraph to the Federal Reserve 
Board the amounts in even thousands due to each other 
Federal reserve bank as of that date.

2 - Thursday, May 20, Settling Agent will telegraph to each
bank the amounts of credits to its settlement account, 
giving the name of each bank from which such credits 
were received, also net debit or credit balance in set
tlement. A confirmation will be sent by mail.

3 - Each bank will be expected to forward to the nearest
subtreasury not later than Monday, May 24, 1915, in 
gold, gold certificates or gold order certificates pro
perly endorsed, at least §1,000,000, and in addition 
an amount equal to its net debit balance as telegraphed 
by the Settling Agent. Transfers of gold or gold certif
icates should be credited to the account of "Gold bullion 
and U. S. coin" and "U. S. gold certificates" and charged 
to the item "Gold Settlement Fund" on the books of the 
Federal reserve banks.

4 - As soon as all transfers have been effected, each Feder
al reserve bank will be advised by telegraph at which 
time the transfer entries should be made on the books of 
the bank. Each Federal reserve bank will then debit the 
due to Federal reserve banks' accounts and credit the 
Settlement Fund and will credit the due from Federal re
serve banks' accounts and chargey the Settlement Fund.

- The second settlement will be made on May 27 and figures 
telegraphed as at close of business on May 2,6, and at 
weekly intervals thereafter.
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