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Mr. George J . Seay , Governor, May 26 , 1925 . 

M. G-. Wal lace , Counse l . L e t t e r o f Comptro l ler of t h e 
Currency, Dated May 15th , upon 
the S u b j e c t of the Method o f 
S e t t l e m e n t o f Claims, which We 
Have A g a i n s t F a i l e d Banks. 

My dear Governor Seay: 

H e r e t o f o r e t h e r e h a s boon no d e f i n i t e r u l e s l a i d down by t h e 

Comptrol ler f o r the guidance of R e c e i v e r s i n h a n d l i n g c l a i m s p r e s e n t e d by 

Federa l Reserve Banks. The p o s i t i o n s taken by v a r i o u s F e d e r a l Reserve Banks 

have not been un i form, and the Comptrol ler i n t h i s l e t t e r s e e k s t o e s t a b l i s h 

a un i form r u l e . 

H i t h e r t o wo have been p r o v i n g a g a i n s t a f a i l e d bank a c l a i m f o r 

t h e e n t i r e f a c e amount of r e d i s c o u n t s h e l d by u s ' a t the da te o f f a i l u r e , 

and have b e e n r e c e i v i n g d i v i d e n d s upon the f a c e amount u n t i l t h e amount of 

the d i v i d e n d s , p l u s c o l l e c t i o n s on r e d i s c o u n t s and marg ina l c o l l a t e r a l 

i equal led to the f u l l f a c e amount of our c l a i m . However, i n e v e r y e s t a t e 

which h a s been p r e v i o u s l y wound up i t has been v e r y o b v i o u s tha t we would 

r e c e i v e on acc'ount o f d i v i d e n d s and c o l l e c t i o n s upon r e d i s c o u n t s and c o l -

l a t e r a l a sum s u f f i c i e n t to pay us i n f u l l , and no c o n t r o v e r s y has e v e r a -

r i s e n a s t o t h e c o r r e c t n e s s o f our p o s i t i o n . The l e t t e r o f t h e Comptrol ler 

to which I r e f e r you makes some changes i n our p o s i t i o n ; i n some of wh ich I 

b e l i e v e he i s amply j u s t i f i e d , and i n some he i s n o t . 

EACH NOTE TO HE PROVEN AS A SEPARATE CLAIM. 

1 . The Comptro l l er now r e q u e s t s t h a t a s e p a r a t e c l a i m b e proven upon caitih 

M. B. C. Note , and upon e a c h r e d i s c o u n t , and t h a t the amount of t h i s c l a i m 

a s of the d a t e of t h e i n s o l v e n c y of t h e c l o s e d bank be determined by adding 

i n t e r e s t i f the n o t e h e l d by u s was p a s t due a t the t ime of i n s o l v e n c y , 
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and. r e l a t i n g i n t e r e s t i f the n o t e was not y e t due. This requirement that; 

cur r e d i s c o u n t s "be proven s e p a r a t e l y , and t h a t an adjustment he made on 

account o f i n t e r e s t r a t h e r than t h a t a c la im he f i l e d f o r the f a c e amount 

of the n o t e may o c c a s i o n some a c c o u n t i n g d i f f i c u l t i e s , "but I b e l i e v e t h a t 

the Comptrol ler i s j u s t i f i e d i n r e q u i r i n g a s e p a r a t e proof o f e a c h c la im; 

because each n o t e i n d i v i d u a l l y r e p r e s e n t s a d i s t i n c t cause of a c t i o n a g a i n s t 

the f a i l e d bank, and i f any n o t e were p a i d i n f u l l by the m k e r , unques-

t i o n a b l y our c l a i m upon that n o t e would be c o m p l e t e l y o b l i t e r a t e d , a n d i t 

s h o u l d not be taken i n t o account i n t h e payment o f a i v i d e n d s d i s t r i b u t e d 

a f t e r the n o t e had been p a i d i n f u l l . S i n c e the i n s o l v e n c y o f a member bank 

i s i n law c o n s i d e r e d t o work an e q u i t a b l e a c c e l e r a t i o n o f the m a t u r i t i e s of 

a l l c l a i m s a g a i n s t i t , making each c l a i m f o r the purpose of d i v i d e n d s due 

a s of the date of i n s o l v e n c y , I t h i n k tha t i t i s e q u i t a b l e and i n l i n e w i t h 

the b e s t a u t h o r i t y t h a t the amount of the c l a i m s , a s of t h e d a t e of i n -

s o l v e n c y s h a l l b e determined by computing the p r e s e n t v a l u e o f a l l c l a i m s 

a s of the d a t e of i n s o l v e n c y * This i s d o n e , of c o u r s e , by add ing i n t e r e s t 

to t h o s e t h a t a r e p a s t due, and deduc t ing an a l l o w a n c e f o r unearned i n -

t e r e s t upon t h o s e t h a t a r e not y e t due. The Comptrol ler r e q u i r e s t h a t t h i s 

a l lowance f o r t h e r e b a t e of i n t e r e s t be i n a l l c a s e s a t the r e d i s c o u n t r a t e . 

Ee does not s p e c i f y whether t h i s i s to be the r e d i s c o u n t r a t e on t h e day of 

i n s o l v e n c y , or a t the t ime of d i s c o u n t , i f t h e r e has been a change i n the 

r e d i s c o u n t r a t e . I assume that he c o n s i d e r e d t h a t t h e p r o b a b i l i t y of t h e r e 

b e i n g any s u b s t a n t i a l d i f f e r e n c e on t h i s p o i n t would be too sma l l to r e -

quire c o n s i d e r a t i o n . 

In r e b a t i n g i n t e r e s t upon c l a i m s not due, I t h i n k i t c l e a r t h a t 

the r e b a t e s h o u l d be a l l o w e d a t the r e d i s c o u n t r a t e p r e v a i l i n g when the 
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d i s c o u n t v.'as ca.dc. I n conput ing the p r e s e n t v a l u e of a r e d i s c o u n t which 

i s p a s t due a t the t i n e o f i n s o l v e n c y , I i n c l i n e to th ink t h a t t h e a l l o w -

ance shou ld not "be cade at t h e r e d i s c o u n t r a t e a t a l l , but a t the l e g a l 

r a t e of i n t e r e s t chargeab le upon d e b t s p a s t due, a c c o r d i n g to t h e laws o f 

v a r i o u s S t a t e s . I d i s c u s s t h i s c o r e f u l l y be low, and s i n c e we seldom, i f 

e v e r , c a r r y a r e d i s c o u n t e d n o t e , or a M. B. C. Note f o r any a p p r e c i a b l e 

t i n e a f t e r i t s m a t u r i t y , the r a t e o f i n t e r e s t which i s t o c o n t r o l i f the 

no te i s p a s t due and b e f o r e t h e i n s o l v e n c y o f the bank i s no t important t o 

u s . 

APPLICATION OF RESERVE BALANCES, • AND OF 
BALANCES DUE ON ACCOUNT ~0F SURRENDER OF 

STOCK. 

2 . H i t h e r t o , we have n e v e r a p p l i e d a. r e s e r v e b a l a n c e t o a n y p a r t i c u l a r re -

d i s c o u n t a t the t ime o f proving" a cl&im, but have w a i t e d u n t i l the t ime f o r 

a f i n a l s e t t l e m e n t , and have a p p l i e d the reserve b a l a n c e . No r e c e i v e r has 

h i t h e r t o o b j e c t e d to t h i s c o u r s e . Wo have a l s o taken t h e p o s i t i o n t h a t the 

amount due on t h e surrender of t h e s t o c k h e l d by a f a i l e d member bank 

shou ld be t r e a t e d a s a c o l l e c t i o n upon marginal c o l l a t e r a l . The Comptroller 

i n h i s l e t t e r t a k e s the p o s i t i o n t h a t a t the t ime of p r o v i n g c l a i m s , we 

must apply t h e money due to t h e f a i l e d bank i n i t s r e s e r v e account and t h e 

money due on account o f the surrender of i t s s t o c k t o our c l a i m s a g a i n s t 

the f a i l e d bank. The F e d e r a l Reserve Banks are t o have an o p t i o n of a p p l y -

i n g the f u n d s above ment ioned t o any s e l e c t e d amount of r e d i s c o u n t s , o r 

of d i s t r i b u t i n g pro r a t a among a l l r e d i s c o u n t s . 

In my o p i n i o n , the p o s i t i o n of the Comptrol ler i s c o r r e c t i n s o f a r 

a s i t d e a l s w i t h t h e r e s e r v e b a l a n c e . When a bank becomes i n s o l v e n t , i t i s 

i n d e b t e d t o u s a s the maker o f M. B. C. n o t e s , and a s t h e e n d o r s e r o f r e -

d i s c o u n t e d n o t e s . We are i n d e b t e d t o i t on account o f i t s r e s e r v e b a l a n c e . 
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I t i s w e l l e s t a b l i s h e d , a t l e a s t , i n tho Federa l Courts thr.t i n p r o v i n g 

c l a i m s a g a i n s t t h e e s t a t e of an i n s o l v e n t , the c la imant i s e n t i t l e d to 

s e t o f f any money due from h i m s e l f to the i n s o l v e n t , even though the c l a i m 

due by the i n s o l v e n t was a s an e n d o r s e r , and was not p r e s e n t l y due , and the 

money due to t h e i n s o l v e n t was p r e s e n t l y due. Th i s b a l a n c i n g of c o u n t e r -

c l a i m s i s an e q u i t a b l e s e t o f f . I t h i n k , t h e r e f o r e , t h a t l i k e any o t h e r 

r i g h t o f s e t o f f , t h e c la imant may be r e q u i r e d i n p r o v i n g h i s c l a i m to t a k e 

a f i n a l and i r r e v o c a b l e p o s i t i o n , and t o app ly h i s s e t o f f to any p o r t i o n of 

h i s Claim, which he p r e f e r s , but h a v i n g once made t h e a p p l i c a t i o n , h e can-

no t a f t e r w a r d s a l t e r h i s p o s i t i o n . He cannot r e f u s e t o make h i s a p p l i c a t i o n 

u n t i l a f t e r he can determine what w i l l be the probable r e s u l t of t h e l i q u i -

d a t i o n of the i n s o l v e n t e s t a t e ; because i f he f i l e s a c l a i m and does not 

app ly h i s s e t o f f , he then g i v e s the r e c e i v e r o f t h e f a i l e d bank t h e r i g h t 

t o make the a p p l i c a t i o n a s he s e e s f i t . I do not a g r e e , however, w i t h tho 

Comptrol ler v.*ith r e s p e c t to t h e money due on account of the surrender o f 

s t o c k . He a p p a r e n t l y p r o c e e d s upon t h e assumption t h a t t h i s money i s a 

s imple d e b t . I do not a g r e e w i t h him. I t i s w e l l e s t a b l i s h e d , t h a t the re -

l a t i o n of a c o r p o r a t i o n t o one of i t s s t o c k h o l d e r s i s not t h a t of a d e b t o r . 

In 1&e a b s e n c e o f an e x p r e s s s t a t u t e , we would have no l i e n upon the s t o d c 

o f the member bank, but i t would s imply be one o f i t s a s s e t s to b e s o l d or 

t r a n s f e r r e d by i t s r e c e i v e r s , i r r e s p e c t i v e o f any c l a i m which we might h a v e . 

Our l i e n upon t h e s t o c k , t h e r e f o r e , i s dependent e n t i r e l y upon t h e p r o -

v i s i o n s o f the F e d e r a l Reserve A c t . The Act reads a s f o l l o w s : 

"If any member bank s h a l l be d e c l a r e d i n s o l v e n t and a r e c e i v e r 
a p p o i n t e d t h e r e f o r , the s t o c k h e l d by i t i n s a i d F e d e r a l r e s e r v e 
bank s h a l l b e c a n c e l e d , w i thout impairment o f i t s l i a b i l i t y , and 
a l l c a s h - p a i d s u b s c r i p t i o n s on s a i d s t o c k , w i t h o n e - h a l f o f one 
p e r centum p e r month from t h e p e r i o d o f l a s t d i v i d e n d , no t to 
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exceed the t o o k v a l u e t h e r e o f , s h a l l "be f i r s t a p p l i e d t o a l l 
debt s of the i n s o l v e n t member bank to t h e F e d e r a l r e s e r v e "bank, 
and the "balance, i f any, s h a l l be p a i d to t h e r e c e i v e r of the 
i n s o l v e n t bank." 

You w i l l observe t h a t the Act i s c l e a r upon two p o i n t s . The p r o -

v i s i o n t h a t the book v a l u e of the s t o c k s h a l l b e f i r s t a p p l i e d t o a l l debt s 

of the i n s o l v e n t member bank, and t h e n t h e b a l a n c e , i f any, s h a l l be p a i d 

to t h e r e c e i v e r of t h e i n s o l v e n t bank. The r e c e i v e r has no r i g h t to demand 

an a c c o u n t i n g from u s on account o f t h e s t o c k of tho i n s o l v e n t member bank 

u n t i l a l l d e b t s o f t h e i n s o l v e n t bank have been p a i d . H i s r i g h t t o re -

c e i v e a n y t h i n g on account o f the s t o c k i s dependent upon the payment of a l l 

d e b t s . This p r o v i s i o n , t h e r e f o r e , t o me c l e a r l y i n d i c a t e s t h a t we have a 

l i e n upon the s t o c k as g e n e r a l s e c u r i t y f o r a l l d e b t s , and t h a t money b e -

coming due on account o f t h e surrender o f the s t o c k s h o u l d be t r e a t e d a s a 

c o l l e c t i o n upon marg ina l c o l l a t e r a l , and not a s an o f f s e t . 

COLLECTIONS UPON MARGINAL COLLATERAL 
AND PART PAYMENTS UPON REDISCOUNTS. 

3 . I t i s w e l l e s t a b l i s h e d i n the F e d e r a l Courts t h a t the h o l d e r o f a c l a i m 

a g a i n s t an i n s o l v e n t e s t a t e s e c u r e d by t h e p l e d g e of c o l l a t e r a l i s e n t i t l e d 

to prove h i s c l a i m f o r the f u l l amount, and to have d i v i d e n d s p a i d upon 

t h i s amount u n t i l the d i v i d e n d s and t h e c o l l e c t i o n s on a c c o u n t o f c o l l a t e r a l 

a r e s u f f i c i e n t t o d i s c h a r g e the c l a i m , w i t h i n t e r e s t . The Comptrol ler 

r e c o g n i z e s t h i s r u l e , and a c c e p t s i t a s a p p l y i n g e i t h e r t o c o l l a t e r a l e s -

p e c i a l l y p l e d g e d f o r M. B . C. Note s or g e n e r a l c o l l a t e r a l , a p p l i c a b l e f o r 

a l l the i n d e b t e d n e s s o f t h e f a i l e d member bank. The C o m p t r o l l e r ' s l e t t e r 

i s no t c l e a r a s t o t h e a p p l i c a t i o n of p a r t payments r e c e i v e d on a c c o u n t o f 

r e d i s c o u n t s . I t h i n k t h a t he i n t e n d s t h a t when any r e d i s c o u n t i s p a i d i n 

f u l l a l l d i v i d e n d s on account of t h a t p a r t i c u l a r c l a i m s h a l l c e a s e . As I 

s t a t e , I b e l i e v e t h a t he i s c o r r e c t i n t h i s . He seems tof .contemplate that 
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i n p r o v i n g a c l a i m upon r e d i s c o u n t s c r e d i t w i l l "be a l l o w e d f o r any p a r t 

payment which h a s been r e c e i v e d b e f o r e the c la im i s p r o v e n . In t h i s p o -

s i t i o n , he i s s u s t a i n e d by many a u t h o r i t i e s , and i n my judgment he i s a l s o 

s u s t a i n e d by t h e b e t t e r r e a s o n when t h e i n s o l v e n t i s t h e endorser upon an 

o b l i g a t i o n upon which p a r t payment has been made by t h e maker or a p r i o r 

endorser# There a r e some a u t h o r i t i e s , however s which appear to s u s t a i n the 

c o n t e n t i o n t h a t a p a r t payment made a f t e r i n s o l v e n c y , but b e f o r e proo f o f 

c l a i m , shou ld not be c r e d i t e d i n p r o v i n g the c l a i m , but tha t t h e c l a i m 

s h o u l d be proven f o r the amount due on the da te o f i n s o l v e n c y , and d i v i -

dends p a i d upon t h i s amount u n t i l the d i v i d e n d s r e c e i v e d from t h e i n s o l v e n t 

e s t a t e , p l u s t h e p a r t i a l payments made by the o t h e r p a r t i e s t o t h e o b l i -

g a t i o n a r c s u f f i c i e n t to d i s c h a r g e the o b l i g a t i o n , w i th i n t e r e s t . 

The g r e a t we ight of a u t h o r i t y i s t o t h e e f f e c t t h a t p a r t payments 

riade by o t h e r p a r t i e s a f t e r c l a i m i s proven a g a i n s t 1he i n s o l v e n t s h o u l d 

not. be taken i n t o c o n s i d e r a t i o n i n computing f u t u r e d i v i d e n d s , u n l e s s t h e 

c l a i m h a s been e n t i r e l y d i s c h a r g e d by t h e d i v i d e n d s and t h e p a r t payment s . 

The Comptro l l er does n o t make i t c l e a r what p o s i t i o n he i n t e n d s to t a k e wi th 

r e s p e c t to p a r t payments made a f t e r p r o v i n g the c l a i m . In my o p i n i o n by 

the g r e a t w e i g h t o f a u t h o r i t y , d i v i d e n d s s h o u l d s t i l l b e p a i d upon the amount 

due when t h e c l a i m was proven* 

INTEREST RATE ON CLAIMS AGAINST SHE 
BANK AND SURPLUS INTEREST ON CLAIMS 

COLLECTED. 

The Comptro l ler a p p l i c a b l y p o i n t s out t h a t the amount due upon any 

c l a i m s h o u l d be determined a s o f the date o f i n s o l v e n c y , and t h a t a c c r u a l s 

of i n t e r e s t a f t e r i n s o l v e n c y shou ld not be taken i n t o c o n s i d e r a t i o n i n de-

t ermin ing the amount of d i v i d e n d s , u n l e s s t h e e s t a t e o f t h e i n s o l v e n t i s 
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ample to pay a l l c l a i m s a g a i n s t i t w i t h i n t e r e s t , i n wh ich e a s e , a s p e c i a l 

d i v i d e n d on account o f a c c r u e d i n t e r e s t s h o u l d "bo p a i d t o a l l c l a i m a n t s . In 

t h i s , he i s , i n ny o p i n i o n , c o r r e c t , but i t i s w e l l e s t a b l i s h e d t h a t 

i f any s e c u r i t y i s h e l d f o r t h e c l a i m , t h e c la imant i s e n t i t l e d t o r e c e i v e 

d i v i d e n d s on t h e o r i g i n a l amount proven u n t i l d i v i d e n d s and c o l l e c t i o n s up-

on c o l l a t e r a l equal to t h e f a c e of the c la i ia w i t h i n t e r e s t . In a l l c a s e s , 

i n which I have examined, t h i s i n t e r e s t was a s a m a t t e r of c o u r s e reckoned 

a t the l e g a l r a t e , and i t seems c l e a r t h a t i n the c a s e of a c l a i m f i l e d by 

any o t h e r correspondent bank a g a i n s t an i n s o l v e n t baaik, the i n t e r e s t would 

i n a f i n a l s e t t l e m e n t be reckoned a t the l e g a l r a t e . The Comptrol ler t a k e s 

the p o s i t i o n t h a t i n a s e t t l e m e n t w i t h u s , i n t e r e s t should o n l y bo reckoned 

a t the r e d i s c o u n t r a t e (he does not s p e c i f y whether he means t h e r e d i s -

count r a t e a t the t ime o f d i s c o u n t ; a t t h e t ime o f i n s o l v e n c y ; or a t the 

time of s e t t l e m e n t ) . I do not unders tand t h e r e a s o n i n g w h i c h h a s l e d the 

Comptrol ler to s e l e c t the r e d i s c o u n t r a t e a s the l e g a l r a t e o f i n t e r e s t 

c o l l e c t i b l e by F e d e r a l Reserve ®anks upon p a s t due c l a i m s . I t i s thoroughly 

e s t a b l i s h e d , a s a m a t t e r o f law, t h a t i f a n o t e be g i v e n "bearing i n t e r e s t 

a t a r a t e l e s s than the l e g a l r a t e , t h i s p r o v i s i o n i s t o be c o n s t r u e d a s 

a p p l i c a b l e o n l y up t o m a t u r i t y . A f t e r m a t u r i t y t h e debt b e a r s i n t e r e s t a t 

t h e l e g a l r a t e . The' r eason which t h e Courts have g i v e n f o r t h i s r u l e o f 

c o n s t r u c t i o n i s t h a t the l e n d e r u s u a l l y a g r e e s to a r a t e o f i n t e r e s t l e s s 

than the u s u a l r a t e , b e c a u s e he t h i n k s t h a t i n t h e p a r t i c u l a r c a s e , t h e 

l o a n would be promptly and c e r t a i n l y p a i d . I f t h e borrower d e f a u l t s i n 

payment, he cannot expec t to c o n t i n u e to e n j o y t h e ' b e n e f i t o f the low r a t e 

of i n t e r e s t a f t e r h a v i n g d e s t r o y e d the l e n d e r i n h i s e x p e c t a t i o n o f c e r t a i n 

and prompt payment. This r u l e i s w e l l e s t a b l i s h e d by a u t h o r i t y , and i t a p -

p e a r s to command i t s e l f a s r e a s o n a b l e . I can s e e no r e a s o n why i t s h o u l d 
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no t be a p p l i e d w i t h e v e n g r e a t e r f o r c e i n the c a s e o f a r e d i s c o u n t a t a 

r a t e l e s s than the l e g a l r a t e t h a n i t does i n t h e c a s e of a l o a n , which 

by e x p r e s s agreement h e a r s i n t e r e s t from date a t l e s s than the l e g a l r a t e . 

I t i s t r u e t h a t S t a t e laws concern ing i n t e r e s t do not a p p l y t o 

hanking c o r p o r a t i o n s c r e a t e d by Congress , i f such laws i n any way c o n f l i c t 

w i th the F e d e r a l laws a p p l i c a b l e , but I b e l i e v e i f the F e d e r a l law i s s i l e n t , 

i t shows t h a t by n e c e s s a r y i m p l i c a t i o n the S t a t e law a p p l i e s . I t might be 

t h a t the power g i v e n to t h e F e d e r a l Reserve Board t o de termine r e d i s c o u n t 

r a t e s may be c o n s t r u e d a s g i v i n g i t power to f i x the r a t e s o f i n t e r e s t 

chargeab le upon p a s t due n o t e s , but the F e d e r a l Reserve Board h a s n e v e r a t -

tempted to f i x such r a t e s o f i n t e r e s t , and the r a t e s a s e s t a b l i s h e d a p p l y 

o n l y to d i s c o u n t s ; c o n s e q u e n t l y i t seems to me t h a t the F e d e r a l law i s 

s i l e n t upon t h e r a t e o f i n t e r e s t which a no te i n our hands b e a r s a f t e r ma-

t u r i t y ; and t h a t c o n s e q u e n t l y wo a r e e n t i t l e d to c o n s i d e r i t a s b e a r i n g i n -

t e r e s t a t the r a t e l a w f u l i n t h e S t a t e i n which t i t i s p a y a b l e and t o c o l -

l e c t such r a t e e i t h e r from the maker or e n d o r s e r . 

I , t h e r e f o r e , d i s a g r e e w i t h t h e Comptro l ler i*. h i s p o s i t i o n w i t h 

r e s p e c t t o t h e r a t e a t which i n t e r e s t i s t o b e computed. 

The Comptro l l er has not o n l y p r o v i d e d t h a t i n a f i n a l s e t t l e m e n t 

between o u r s e l v e s and the f a i l e d bank i n t e r e s t on our c l a i m s i s t o be com-

p u t e d a t t h e r e d i s c o u n t r a t e , but he has a l s o p r o v i d e d t h a t i n c a s e a r e -

d i s c o u n t e d n o t e i s c o l l e c t e d from t h e maker or some e n d o r s e r p r i o r to t h e 

i n s o l v e n t bank, we a r e t o t r e a t the amount of i n t e r e s t c o l l e c t e d o v e r and 

above the r e d i s c o u n t r a t e a s a c o l l e c t i o n on account of margina l c o l l a t e r a l . 

I f a i l to s e e any l i n e of r e a s o n i n g which c o u l d p o s s i b l y l e a d to t h i s r e s u l t . 

I f , a s I s t a t e d a b o v e , we c o n s i d e r t h a t t h e r e i s i n t h e F e d e r a l Reserve Act 
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an i m p l i e d l i m i t a t i o n upon t h e r a t e o f i n t e r e s t which F e d e r a l Reserve Banks 

may c o l l e c t , i t would seem that t h i s l i m i t a t i o n would p r e v e n t our c o l l e c t i n g 

from t h e makers or p r i o r e n d o r s e r s any i n t e r e s t a hove t h e r e d i s c o u n t r a t e . 

I f we may l a w f u l l y c o l l e c t the i n t e r e s t (and i n my judgment, a s I s t a t e above 

I t h i n k t h a t we l a w f u l l y may) I can c o n c e i v e o f no t h e o r y of law which r e -

q u i r e s u s t o c r e d i t t h i s i n t e r e s t t o the i n s o l v e n t endorser , and to a p p l y i t 

upon o t h e r c l a i m s which we may have a g a i n s t t h a t e n d o r s e r . 

When we r e d i s c o u n t a n o t e , ye become the h o l d e r of i t - e n t i t l e d 

to e n f o r c e i t a g a i n s t a l l t h e p a r t i e s t h e r e t o by a l l t h e remedies of l a w . 

The r i g h t to e n f o r c e t h e n o t e t o my mind n e c e s s a r i l y i m p l i e s the r i g h t t o 

c o l l e c t such i n t e r e s t a s the n o t e may l a w f u l l y bear a f t e r m a t u r i t y . I f the 

h o l d e r of a n o t e c o l l e c t s from the maker the amount o f the n o t e w i t h l a w f u l 

i n t e r e s t a f t e r m a t u r i t y , t h e r e seems t o be no p r i n c i p l e o f law which can be 

invoked t o j u s t i f y a c l a i m by the endorser t h a t h e 3sc e n t i t l e d t o r e q u i r e 

the h o l d e r t o a c c o u n t to him f o r any p a r t o f the i n t e r e s t a c c r u i n g a f t e r 

m a t u r i t y . 

ALLOWANCE FOR ATTORNEYS' FEES, COSTp. ETC. 

The l e t t e r of the Comptro l l er d e a l s t o some e x t e n t wi th the 

q u e s t i o n of t h e payment of a t t o r n e y s ' f e e s , c o s t s , e t c . i n c u r r e d by F e d e r a l 

Reserve Banks i n c o l l e c t i n g margina l c o l l a t e r a l and r e d i s c o u n t s . He d e a l s 

w i t h t h i s phase o f the q u e s t i o n , however, o n l y i n c a s e s i n which the c o l -

l a t e r a l h e l d by F e d e r a l Reserve Banks p r o v i d e s f o r reimbursement by t h e 

member bank f o r a t t o r n e y s ' f e e s , c o s t s , e t c . t h u s i n c u r r e d . We have never 

o b t a i n e d from member banks an e x p r e s s p l e d g e c o v e r i n g marg ina l c o l l a t e r a l , 

but have r e l i e d upon our g e n e r a l bankers l i e n . In r e l i a n c e upon t h i s l i e n , 

I t h i n k t h a t i n c r e d i t i n g c o l l e c t i o n s made on marg ina l c o l l a t e r a l , we a r e 
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e n t i t l e d t o d e d u c t a t t o r n e y s ' f e e s , and o t h e r c o s t s and e x p e n s e s i n c u r r e d 

i n c o l l e c t i n g such m a r g i n a l c o l l a t e r a l , b e c a u s e we h o l d m a r g i n a l c o l -

l a t e r a l a s i n some s e n s e a t r u s t e e , a n d i t i s g e n e r a l l y e s t a b l i s h e d t h a t a 

t r u s t e e n a y c h a r g e a t r u s t f u n d i n h i s hands w i t h a n y e x p e n s e s r e a s o n a b l y 

i n c u r r e d i n t h e hands o f i t , and n e e d a c c o u n t o n l y f o r the n e t p r o c e e d s . I f 

we i n c u r a t t o r n e y s ' f o e s , o r o t h e r c o s t s o r e x p e n s e s i n c o l l e c t i n g r e d i s -

c o u n t s , i n my o p i n i o n , we c o u l d n o t charge such e x p e n s e s t o t h e e s t a t e o f 

t h e i n s o l v e n t "bank; b e c a u s e i n c o l l e c t i n g a r e d i s c o u n t e d n o t e , we arc m e r e l y 

e n f o r c i n g d c l a i m o f w h i c h we a r e t h e h o l d e r i n our own r i g h t , and we have 

no Tight t o l o o k t o any o t h e r p e r s o n f o r i n d e m n i t y a g a i n s t an expense i n -

c u r r e d i n e n f o r c i n g a c l a i m which i s s o l e l y our own. We h a v e u s u a l l y met 

t h i s s i t u a t i o n by t o l l i n g t h e R e c e i v e r s t h a t i n v i e w o f t h i s s i t u a t i o n , we 

would n o t b r i n g s u i t s u p o n ' r e d i s c o u n t e d n o t e s , b u t w o u l d h o l d t h e n p a s t due, 

a w a i t i n g t h e payment o f d i v i d e n d s upon them, and w o u l d f i r s t endeavor t o 

c o l l e c t on t h e m a r g i n a l c o l l a t e r a l n o t e s , u n l e s s t h e r e c e i v e r was w i l l i n g 

t o a g r e e t h a t a l l e x p e n s e s i n c u r r e d i n b r i n g i n g s u i t s upon r e d i s c o u n t s c o u l d 

be c h a r g e d a g a i n s t t h e p r o c e e d s o f t h e m a r g i n a l c o l l a t e r a l n o t e s . I t i s 

o b v i o u s t h a t i t i s u s u a l l y e x p e d i e n t f o r t h e r e c e i v e r t o make t h i s a r r a n g e -

ment w i t h u s , and h i t h e r t o i t h a s a l w a y s b e e n d o n e . The C o m p t r o l l e r ' s 

l e t t e r does n o t c o v e r t h i s p o i n t , and i f we have any c o r r e s p o n d e n c e w i t h 

him, i t m i g h t b e a d v i s a b l e t o t a k e i t u p . 

You w i l l s e e from t h e albove d i s c u s s i o n t h a t I t h i n k t h a t we may 

a c c e p t t h e S y s t e m p r o p o s e d by t h e C o m p t r o l l e r a s s u b s t a n t i a l l y c o r r e c t upon 

a l l p o i n t s , e x c e p t t h e a p p l i c a t i o n o f t h e amount due on a c c o u n t o f t h e s u r -

r e n d e r o f s t o c k i n a F e d e r a l ; R e s e r v e Bank h o l d b y an i n s o l v e n t member bank, 

and the r a t e a t which i n t e r e s t i s t o be computed on c l a i m s a g a i n s t a n i n -
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s o l v e n t member "bank, and the d i s t r i b u t i o n t o "bo made o f i n t e r e s t c o l l e c t e d 

from the makers o f r e d i s c o u n t e d n o t e s . 

We s h o u l d c a l l t o t h e a t t e n t i o n of the Comptro l l er the q u e s t i o n 

o f the a p p l i c a t i o n o f p a r t payments made on r e d i s c o u n t s a f t e r a c l a i m i s 

proven and b e f o r e we r e c e i v e f u l l payment of i t , and we s h o u l d c a l l h i s 

a t t e n t i o n t o t h e n e c e s s i t y f o r some arrangement c o n c e r n i n g the c o s t s and 

expenses i n c u r r e d i n s u i t s brought t o e n f o r c e r e d i s c o u n t e d n o t e s . 

I remain 

Very t r u l y y o u r s , 

MOW;IB. 
M. 6 . Wal lace , 

C o u n s e l . 
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