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! §UBJECT: Deductions zallowed in computing member banks'
: reserves carriesd with Federal Reserve Bank..

Sir:

Section 19 of the Federal Reserve Act, which relates to reserve
‘requirements of member banks and which supersedes Section 5191 Revised

Statutes, provides in part as follows:

"Every bank, banking association, or trust cowpany
which is or which becomss a wambsr of any Federal
Reserve Bank shall establish and maintain reserve
balances with its Federal Reserve Bank as follows: *¥*

"In estimating the balances required by this Act,
ths net differsnce of amounts due to and from other
banks shall be taken as the basis for ascertaining
the deposits against which required balances with
Federal Reserve Banks shall be deterwined."

Under authority of this provision of the Act, it has hereto-
fore bsen customary to psrmit banks to treat "exchanges for clear-
ing house" and "checks on other banks in the same place" as part of
the balance due frow othsr banks, so that thsse amounts have been
deducted from "balances due to other banks" in comwputing recserve.

The Board's attention has bsen called to the fact that in wany
instances "exchanges for clearing house" greatly exceed the ledger
"talanrces due to other banks" and as a rssult banks which carry few
accounts for other banks are required to waintain a rsserve against
such sxchanges. It has accordingly been suggestsed that whsre this
condition exists, the wemwber banks should be psrmitted to deduct
"exchanges for clzaring house" from individual deposits. The Board
is advised by counsel that this would not be consistsnt with the
letter and spirit of the Act but that inaswuch as ":sxchangss for
clearing house" and "checks on other banks in the sawe place" are
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treated as part of the "balance due frow other banks" on the assumption
that such itews necessarily become a part of such balance in due course
of business, it would bs consistsnt with ths purposes of the Act 12
permit ths offsetting itews of "cashisrs' or treasurers' checks out-
stand ing" and "cortified chacks outstanding", which in dus course will
bz pressnted by and bscoms a part of balancss due to othsr banks, to

be treated as part of such balances. The Board has accordingly rulezd
that in cowputing rsserve, banks may deduct the total of

{a) Balancss due from other banks;
(b) “Exchanges for clearing house";
(¢c) Checks on oiher banks in ths same place;

from the total of

(a) Balances due to other banks;
*  (b) Cashiers! checks on own bank outstanding
(c¢) Certified checks outstanding.

In determining the balances that wust be maintained with the
Federal Reserve Bank this method of computation way be followed.

The Comptroller of the Currency concurs in this ruling and
will give the necessary instructions to national bank axaminers.

Kindly acknowledge receipt.

Respectfully,

Governor.

* This will include Secretary's or Treasurer's checks in case of
institutions where such officers sign.
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