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fibeofc.bai* 7> 1917.

Dear Sir:- .

The Federal Reserve banks are now considering the matter cf 

dividends and several of them have asked the Board.for a ruling as 

to the depreciation charges which may prcperly be made.

In the opinion of the Board there should be liberal prcvi3.ic_i 

for apparent depreciation, as it seems likely that in the immediar,; 

future this depreciation will be increased rather than diminished, 

because cf the weight cf succeeding issues of government bonds uptn 

the market. The Board*s conclusion, therefore, is that full pro

vision should be made for apparent depreciation in securities hefere 

any sum is transferred to surplus account or any payment is made tc
a \

the United States government. A national bank cannot lawfully pay 

a dividend to stock-holders when such a payment would impair its 

capital, and it does net seem proper that a Federal Reserve bank 

should be permitted to distribute a surplus which does not really 

exist.

There are however, a number of Federal Reserve banks which are 

in position to make proper provision for depreciation and at the saat* 

time make a substantial payment to the government, carrying a like 

amount to surplus fund. Consequently, there is need for the adoption 

of a uniform rulo in the treatment of depreciation on furniture, 

fixtures and equipment, bank premises; and cost of unissued Federal 

Reserve notes. After due consideration cf the matter the Board has

c oncluded

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



X-555

(1) That Federal Reserve bank* should be permitted to charge 

cff furniture and fixtures account in full and not exceeding 1C$ of 

the cost of vaults;

(2) That no charge be made against the cost of Federal Reserve 

notes except the notes actually issued to the bank" by the Federal 

Reserve Agent;

(3) That on the cost of bank premises depreciation allowance 

in any one year should be limited to 5% of the total cost.

No reserve for depreciation against 3/£ one year notes should be 

provided as these notes may be taken up on any interest date.

Very truly yours,

Governor,

/
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