
FEDERAL RESERVE BOARD 
WASHINGTON 

November i g S l . 
X-325s 

SUBJECT: D e p r e c i a t i o n -Allowances f o r Federa l Reserve Bank B u i l d i n g s . 

Dear S i r : 

The Board has had under c o n s i d e r a t i o n f o r some t ime p a s t t h e 
ques t ion of d e p r e c i a t i o n al lowances f o r t he b u i l d i n g s of Federa l Reserve 
Banks, This ma t t e r has a l s o been t h e s u b j e c t of correspondence and con-
v e r s a t i o n s between members of t h e Board and t h e Governors of severa l of 
t he Federa l Reserve Banks. 

The b u i l d i n g o p e r a t i o n s which have been engaged i n have a l l 
involved h i g h e r c o n s t r u c t i o n c o s t s t han a re regarded a s normal, and the 
Board r e c o g n i z e s t he f o r c e of t h e argument which has been made i n f a v o r 
of s e t t i n g up r e s e r v e s d u r i n g t h e t ime t h a t t h e b u i l d i n g s a r e i n course 
of c o n s t r u c t i o n , i n o r d e r t o reduce t h e a c t u a l c o n s t r u c t i o n cos t t o a 
f i g u r e which upon complet ion of t h e work w i l l approximate the mean 
between t h e p r e s e n t and pre-war c o s t s . 

In a n t i c i p a t i o n of a p o s s i b l e prolonged p e r i o d of sma l l e r 
e a r n i n g s , Federa l Reserve Banks g e n e r a l l y have evinced a d e s i r e t o charge 
off compara t ive ly l a r g e amounts a g a i n s t t h e i r b u i l d i n g s a t t h e c lo se of 
t h e p r e s e n t y e a r . The Board t a k e s t h e view t h a t i t i s d e s i r a b l e t h a t 
b u i l d i n g s be c a r r i e d on t h e books of t h e banks a t a r e a s o n a b l e v a l u a t i o n , 
but i t must t ake i n t o c o n s i d e r a t i o n the p r o p r i e t y of p e r m i t t i n g Federa l 
Reserve Banks t o charge off t h e s e amounts out of c u r r e n t ne t ea rn ings , 
thus, d e p r i v i n g t h e Treasury of t h e United S t a t e s of sums which would 
o therwise be pa id t o i t a s f r a n c h i s e t a x e s . 

The Board has reached the conc lus ion t h a t i t would be proper 
f o r Federa l Reserve Banks t o charge off out of c u r r e n t n e t e a r n i n g s each 
yea r an amount not i n excess of two p e r cent of the book va lue of t h e i r 
b u i l d i n g s , but i f i t i s de s i r ed by any Federa l Reserve Bank t o charge off 
an a d d i t i o n a l sum or t o p r o v i d e a r e s e r v e f o r d e p r e c i a t i o n , t h e charge 
should be made not a g a i n s t c u r r e n t n e t e a r n i n g s but a g a i n s t t h e s u p e r -
s u r p l u s fund . In p r a c t i c a l l y a l l ca ses , t h e s u p e r - s u r p l u s a t t h e end 
of t h i s yea r w i l l be l a r g e enough t o enable t h e Federa l Reserve Banks t o 
e s t a b l i s h a r e s e r v e f o r d e p r e c i a t i o n or t o make t h e d e s i r e d r educ t i on 
i n t h e i r b u i l d i n g accounts w i thou t d imin i sh ing t h e i r payments t o the 
Government on account of f r a n c h i s e t a x e s . 

You a r e r e q u e s t e d t o adv ise t h e Board b e f o r e t h e end of t he 
year of t h e amount t h a t y=ur d i r e c t o r s may d e s i r e t o s e t up a s d e p r e c i a t i o n 
r e s e r v e or t o charge of f f o r p r e s e n t or a n t i c i p a t e d d e p r e c i a t i o n of 
b u i l d i n g s . 

Very t r u l y you r s , 

G o v e r n o r . 

CHAIRMEN OF ALL F.R.BANKS 
COPIES TO GOVERNORS. 
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