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Trs Fsicral Ressrve Agont and the Govornor,
Federal Reserve Bank of

Gsntlerven:

For sunetine tho Board has been aware of the complicatsd
systen. of bookkeeping which was cado necessary by the present methceds
ir vegno at wost of tho banks in accounting for connercial paper, nctes,
ana accoptances depositod by the banks with tho Foderal Reserve agents
as ccllatoral security for Foderal Reserve notes, and redeposited by
then. with the banks for collectiun, The Doard is convinced that, in
view of the large vilume of business now being transacted by the Fed-
eral heserve banks, it is essential that any plan adopted for the de~
posit and custody of cormercial paper with Federal Reserve agents
should be as elastic as possibdle, without violating the provisions of
the Federal Reserve Act. The law as amendsd provides that funds and
reserve notes shall be in the joint control of the Feieral Reserve agent
and the bank.

In Auzust last the DBoard sent a memorandum to the Federal Re-~
serve banks calling attention to the diesirability of keeping under joint
custody conmercial paper and other eligible securities pledged as col-
lateral for Federal Reserve notes, and suggested that "it would be
proper, if desired, for the Federal Reserve agent to designate a senior
enploye in the discount or credit department as his representative, and
for the bank to appoint a similar representative to act as custodian
of paper pledged." The following plan is offered not as a regulatiou,
but as a suggestion, with tho view of simplifying ani unifyingz the
present nethod of handling pledged paper:
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(1) ELEQGE:

All eligible paper nay be pledged with the Federal
Reserve agent on the day of digcount and forthwith placed in the joint
custody of the Federal Kesorve tank and the Fedsral Reserve agent.
1f desired, the Federal Keserve bank nmay designate an employe in the
discount lopartnent as its representative, and the Federal Heserve
agent may designate the assistant discount clerk, or an employe of the ;
Federal Reserve agent's Department, as his ropresentative, to hold in
joint custody all paper pledzod as coll¢tera1 security for Federal Re~
serve notes.

The Federal Keserve agent nust have title to all paper
pledged. Endorser.ents in bdlank are aduissible, but notes made payable
to or endorsed by the Feserve bank umst be endorsed by the Keserve bank
in blank or specifically to the agent.

(2) RECORD:

A daily record is made by the Heserve banks of all paper
discounted or purchased. A copy of this record is sent to the Federal
Reserve Board. At the present tins a record is also made on a special
forw giving the number anl face amount of each note pledged with +he
Federal Reserve agent. If all paper is pledzed on the date of iiscount
or purchase the following notation may be made in lieu of the listing
of the numbers and amounts of each separate note:

"Notes Nos. ‘ to ___ (except Nos.
. ) agzregating $ , wore fully described in B. D.
4 and 7, have this day been pledged with the Federal Reserve agent."

(3) WITHDRAWAL:
Jdato

(a) Items settled for on payment/(including itons
" pail for prior to maturity), and items withdrawn against excess col-
lateral prevzously deposited.

' It is necessary to list the number of the serarate
notes, 4rafts, and bills of exchange withdrawn in order that the agent
vay be in a position to trace or ilentify the items.

Nos.

aggrezating $ _ .
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(v) Ttens delivered to heserve bank prior to maturity, for
collection.

Under the ruling of the Board of April 12, 1917, Federal
Reserve agents were authorized to turn over naturing notes and bllls to
their respective Federal Reserve banks for collection upon the execut;on
by the bank of a receipt reciting the fact that the notes and bills are
taken over for collecticn only, and provided further that notes so de-
livered should be endorsed to the Federal Reserve DBank "For collection
for the acéount of the Federal Reserve avent "

_ Under this ruling in the case of parer released by the
agent to the bank prior to maturity and for which cash settlement is
not received, paper must be endorsed "for collection for the account of
the Federal Reserve agent", if the bank is to consider such paper as
collateral security up to the date of maturity. The agent nust be
ziven a receipt for all notes so released.

Endorsement stamwp suggested:

"Pay to the orler of Federal Reserve

cank of

for collection for account of
Federal Reserve Agent.

Pay to the order of any bank or banker
' for collection
‘Federal Reserve Dank.

Cashier.

The point has been raiseld that some banks object to
. Federal Reserve bank cndorsenents on-customers' notes. In such cases
& printed rider with a gummed edge could be attached to the notes when
. sent for collection. It is believed, however, that if the stamped en-~
. aorsement is placed on all notes that there will be few objegiiotna..

(4) Computation of Reserve ani Equalization of Reserve
acgainst notes ani deposits.

Under date of December 11, 1917, in answer to an inquiry
from the Federal Reserve agent at San Francisco, it was stated:

il
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"Goll held in the vaults of the banks muy be
counted as reserve against Federal Reserve notes,
consequently if the ratio..hich the gold held by

. the agents plus the bank's redemption fund bears to
the notes in circulation is less than the ratio which
the total sash held by the banks bears to their net
deposit liabilities, then the bank nay easily equalize
reserves without actual transfer of zold, by reckoning
as part of the note reserve a sufficient amount of gold

held by it",

As a matter of policy it would be well for Federal
Reserve agents to retain, as part of the collateral security for Fed+
eral Reserve notes an amoupt of gold which will be equal at all tines
to at least 40% of the Federal Reserve notes in actual circulation.

As already stated, the forsgoing is not a regulation,
but is merely a suggestion; it is, howsver, desirable, in order to
facilitate the work/8%aniners, that there be uniformity in the methods
adopted by all the Federal Reserve banks, and you are therefore re-
quested to coununicate your views to the Board before taking steps
to put the proposed plan into effect.

Very truly yours,

Governor.
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