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In r e : Nat iona l C i t y Bank of S e a t t l e 
v s . Federa l Reserve Bank o f 
San F r a n c i s c o . 

Walter Wyatt, Esq. , 
General Counse l , 
F e d e r a l Reserve Boajrd, 
Washington, D. C. 

Bear Mr. Wyatt: 

I th ink you might be i n t e r e s t e d in r e c e i v i n g an o u t l i n e 
o f a r a t h e r i n t e r e s t i n g c a s e which I r e c e n t l y t r i e d b e f o r e Judge Cush-
man i n t h e U n i t e d S t a t e s D i s t r i c t Court a t S e a t t l e . The c a s e was t r i e d 
b e f o r e a j u r y and owing t o the outcome h e r e i n a f t e r s t a t e d , i t w i l l n o t 
be r e p o r t e d and I b e l i e v e w i l l n o t b e appea led . 

The N a t i o n a l C i t y Bank of S e a t t l e , f o r soa.e t ime p r i o r t o 
J u l y 1921 , had been t r a n s a c t i n g b u s i n e s s w i t h a f i r m of s t o c k and bond 
b r o k e r s known as I r v i n g Whitehouse Company, which company m a i n t a i n e d 
i t s head o f f i c e i n Spokane w i t h branches i n S e a t t l e and New York. I t 
had become the d a i l y custom of the I r v i n g Whitehouse Company to d e p o s i t 
w i t h the N a t i o n a l C i t y Bank o f S e a t t l e checks drawn b y the Company on 
i t s a c c o u n t w i t h the F i d e l i t y N a t i o n a l Bank of Spokane, accompanying 
such d e p o s i t s w i t h a r e q u e s t that the funds r e p r e s e n t e d cy the c h e c k s 
be immedia te ly wired by the N a t i o n a l C i t y Bank f o r the c r e d i t o f I r v i n g 
Whitehouse Company i n New York. T h i s c o u r s e of d e a l i n g had been c o n t i n -
ued. f o r over a y e a r . The N a t i o n a l C i t y Bank would then forward the 
Whitehouse checks i n a d i r e c t r o u t e d c a s h l e t t e r , t o g e t h e r w i t h o t h e r 
m i s c e l l a n e o u s c a s h i t e m s , to our Spokane Branch f o r c o l l e c t i o n and c r e d i t . 
Under t h e d e f e r r e d a v a i l a b i l i t y s c h e d u l e , the S e a t t l e Branch would a u t o -
m a t i c a l l y g i v e the N a t i o n a l C i t y Bank c r e d i t f o r the g r o s s amount of such 
d i r e c t routed l e t t e r s the day a f t e r t h e i r t r a n s m i t t a l from S e a t t l e t o 
Spokane. 

On J u l y 3 0 , 1921, the I r v i n g Whitehouse Company f a i l e d and 
the P r e s i d e n t o f t h e company s u b s e q u e n t l y went to the p e n i t e n t i a r y f o r 
embezzlement . I t appeared that on J u l y 27, the Whitehouse Company had 
d e p o s i t e d wi th the N a t i o n a l C i t y Bank checks a g g r e g a t i n g $ 7 , 2 0 0 , t h i s 
amount b e i n g i m m e d i a t e l y wiredto New York. These c h e c k s were s e n t b y 
the N a t i o n a l C i t y Bank from S e a t t l e to Spokane the day of t h e i r d e p o s i t , 
a r r i v i n g i n Spokane on J u l y 28 too l a t e f o r the morning c l i a r i n g s . In 
accordance w i t h the u s u a l p r a c t i c e p r e v a i l i n g i n Spokane they were h e l d 
over u n t i l the n e x t d a y ' s c l e a r i n g s and were r e t u r n e d to our Spokane 
Branch the a f t e r n o o n of the 2 9 t h , d i shonored on account of i n s u f f i c i e n t 
f u n d s . The Spokane Branch d i s p a t c h e d a wire t o our S e a t t l e Branch , n o t -
i f y i n g t h a t branch o f the d ishonor of the i t ems t h e a f t e r n o o n of t h e 
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29th and on account of the l a t e n e s s of the hour a t which the w i r e reached 
S e a t t l e , the i n f o r m a t i o n contained, t h e r e i n was nbt communicated t o the 
N a t i o n a l C i t y Bank u n t i l the morning of J u l y 3O. 

In the meantime, f o l l o w i n g i t s u s u a l p r a c t i c e * the N a t i o n -
a l C i t y bank h a j a c c e p t e d i tems from the Whitehouse Company on the same 
b a s i s 011 the a f t e r n o o n s of J u l y 28 and 29» The Whitehouse Company c a r r i e d 
w i t h t h e N a t i o n a l C i t y Bank a d e p o s i t s u f f i c i e n t t o cover on ly t h e l e s s on 
the i t e m s of J u l y 27 and the National- C i t y Bank, t h e r e f o r e , brought s u i t 
a g a i n s t u s f o r $ 1 4 , 4 0 0 , c la iming t h a t through our n e g l i g e n c e i n h a n d l i n g 
the i t e m s of J u l y 27 , the Bank had b e e n l u l l e d i n t o a s e n s e of s e c u r i t y 
and had f o r t h a t r e a s o n cont inued to do b u s i n e s s w i t h the Whitehouse Com-
pany on J u l y 28 and 2 $ . 

The n e g l i g e n c e charged a g a i n s t u s was t w o f o l d ! f i r s t , i n 
t h a t we d i d not p r e s e n t the i t ems o f J u l y 27 d i r e c t to the drawee upon 
t h e i r a r r i v a l i n Spokane on J u l y 28 too l a t e f o r t h e c l e a r i n g s of t h a t 
day; and second, that our Spokane Branch was d i l a t o r y i n d i s p a t c h i n g the 
t e l e g r a m a d v i s i n g the S e a t t l e Branch o f the non-payment o f the i t e m s of 
the 27th and our S e a t t l e Branch was g r o s s l y n e g l i g e n t i n n o t n o t i f y i n g 
the N a t i o n a l C i t y Bank of the c o n t e n t s of the t e l e g r a m on the a f t e r n o o n 
of J u l y 2 9 . 

The e v i d e n c e showed t h a t there was no n e g l i g e n c e on t h e 
f i r s t p o i n t , owing to the e x i s t e n c e of a un i form cus tom i n b o t h S e a t t l e 
and Spokane of h o l d i n g c o l l e c t i o n i t e m s over when they a r r i v e a t t h e p l a c e 
of payment too l a t e f o r the c l e a r i n g s of the da te of t h e i r a x r i v a . l . The 
e v i d e n c e d id show, however , t h a t our S S a t t l e Branch d i d n o t f o l l o w the 
u s u a l custom and p r a c t i c e of c o l l e c t i n g banks i n n o t i f y i n g the p r i o r i n -
d o r s e r of non-payment immediate ly upon r e c e i p t of a d v i c e . 

Upon the c o n c l u s i o n of the t e s t i m o n y , f e e l i n g t h a t i f the 
c a s e went to the j u r y we ran a s e r i o u s r i s k , 1 moved f o r a d i r e c t e d v e r d i c t 
upon t h e theory t h a t the a l l e g e d damage was i n no way connec ted w i t h the 
a l l e g e d n e g l i g e n c e ; t h a t a c o l l e c t i n g agent * s l i a b i l i t y i s l i m i t e d to the 
f a c e o f the paper which the agent undertakes? to c o l l e c t and t h a t , g r a n t i n g 
f o r t h e sake of argument that the de fendant had b e e n n e g l i g e n t i n n o t g i v -
ing more prompt a d v i c e of the non-payment of the i t e m s of J u l y 2 7 , t h e 
dajnage a l l e g e d t o have been i n c u r r e d through the a c c e p t a n c e by the p l a i n -
t i f f of s i m i l a r i t e m s of J u l y 28 and 29 was too remote . Our argument was 
p r e d i c a t e d upon the theory t h a t a bank i s n e v e r j u s t i f i e d i n r e l y i n g upon 
the f a c t that i t h a s n o t r e c e i v e d a d v i c e of non-payment on p r e v i o u s i t ems 
in e x t e n d i n g a d d i t i o n a l c r e d i t ; t h a t the on ly s a f e and proper method of 
h a n d l i n g such i t e m s i s to send them f o r c o l l e c t i o n w i t h a r e q u e s t f o r ad-
v i c e o f f a t e , and t h a t i n r e l y i n g upon t h e f a c t t h a t i t had n o t r e c e i v e d 
a d v i c e o f non-payment on the i t ems of the 27th by the a f t e r n o o n of the 
28th or the a f t e r n o o n of the 29th, and i n making a d d i t i o n a l advances on 
the l a t t e r d a t e s , the p l a i n t i f f had i t s e l f been g u i l t y of n e g l i g e n c e wnich 
was the prox imate c a u s e of the l o s s . 

I s t a t e d to the Court , c i t i n g a u t h o r i t i e s , tha t i t ^ w o u l d be 
j u s t a s l o g i c a l f o r t h e p l a i n t i f f to say that owing to the f a c t t h a t i t had 
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n o t r e c e i v e d a d v i c e of non-payment on the i tems of the 2J th , i t had gone 
on the bond of the I r v i n g Whitehouse Company f o r One Hundred Thousand Dol -
l a r s on the 28 th and had loaned another One Hundred Thousand D o l l a r s to 
t h a t Company on the 2 9 t h and t h a t , t h e r e f o r e , we were to be h e l d l i a b l e 
f o r the Two Hundred Thousand D o l l a r s l o s s . In s p i t e of the vehement argu- s 

ment of c o u n s e l f o r p l a i n t i f f , the Court agreed w i t h my c o n t e n t i o n and i n -
s t r u c t e d the j u r y to b r i n g i n a v e r d i c t f o r the d e f e n d a n t . Judgment has 
been e n t e r e d on the v e r d i c t , and. I b e l i e v e the c a s e i s c l o s e d . 

I f y c u or counse l f o r the o ther banks a r e i n t e r e s t e d in 
t h i s q u e s t i o n , I s h a l l be g l a d to supp ly you w i t h a copy of my t r i a l b r i e f . 

Yours very t r u l y , 

( S i g n e d ) A. C. AG-NEW 

Counse l . 
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